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Important Disclaimer & Regulatory Notice 

Please Read Carefully Before Proceeding: 
 
This guide is prepared by the IndiaBizExperts Tax Advisory Team for general 
educational and informational purposes only. It does not constitute formal 
legal, financial, or professional tax advice. The Income Tax Act of India (1961), 
corresponding rules, and notifications are subject to frequent amendments 
and updates by the Central Board of Direct Taxes (CBDT) and the Ministry of 
Finance. While we strive to ensure the accuracy and completeness of the 
information provided herein as of 2026, tax provisions and interpretation may 
vary depending on individual circumstances and changing legal precedents. 
 
Readers are strongly advised not to act solely upon the information contained 
in this document. Always consult a qualified tax professional, Chartered 
Accountant, or legal advisor to obtain specific guidance tailored to your 
unique financial situation. IndiaBizExperts and its advisory team disclaim all 
liability for any loss, damage, or adverse regulatory actions arising directly or 
indirectly from the use of, or reliance on, the contents of this compliance 
manual. 
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Chapter 1: Why Income Tax Compliance Matters in 2026 

Income tax compliance is no longer a simple year-end administrative 
requirement. In 2026, the Income Tax Department of India operates one of the 
most advanced, data-driven compliance and tracking ecosystems in the world. 
Powered by artificial intelligence, real-time data sharing agreements, and 
predictive modeling, the tax department possesses complete visibility over 
individual and business transactions, making compliance critical to avoid severe 
disruptions. 

The backbone of this digital compliance network consists of several key integrated 
components: 

 Annual Information Statement (AIS): The primary ledger of a taxpayer's 
financial footprint. It consolidates financial data from banks, mutual fund 
houses, registrar and transfer agents, employers, and government 
departments. 

 PAN-Aadhaar Linking: Ensures that a taxpayer's permanent identity is mapped 
to a single biometric ID, allowing the department to trace linked accounts, 
high-value purchases, and financial transactions across multiple banking 
platforms. 

 Statement of Financial Transactions (SFT): A system where specified financial 
institutions are legally mandated to report transactions that cross predefined 
monetary limits (such as large cash deposits, credit card spends, and property 
transactions). 

 Bank Transaction Monitoring: The department has direct access to 
commercial bank data to monitor savings and current account balances, 
interest credits, and frequent, unexplained high-value cash inflows or 
outflows. 

 Digital Payments Tracking: With UPI, IMPS, and credit card usage reaching 
historic highs, cash-based tax avoidance has become significantly harder. Every 
digital trace is matched against declared income profiles. 
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Filing your Income Tax Return (ITR) is not just about paying tax; it is about 
providing a legal explanation for the source of your income and the accumulation 
of your wealth. When there is a mismatch between the transactions captured in 
the governmental databases and the returns filed by the taxpayer, the system 
automatically flags the discrepancy and triggers compliance inquiries. 

PRACTICAL CASE EXAMPLE: MR. A 
Mr. A, a resident individual, deposited ₹15 lakh in three different savings bank 
accounts during the financial year but failed to file his Income Tax Return, 
believing his income was not taxable since he did not have regular business 
receipts. The banks reported these deposits under the SFT framework, and the 
transactions were populated in Mr. A's AIS. The Income Tax Department's 
automated compliance module matched the AIS data against the database of 
filed returns. Since no return was filed by Mr. A, the system issued an 
automated non-filing compliance notice under Section 142(1), requiring him to 
explain the source of the deposits and file his return with interest and late 
fees. 

 

Chapter 2: Who Must File ITR? 

Filing an Income Tax Return is mandatory under Section 139(1) of the Income Tax 
Act for various categories of taxpayers. Whether a return is mandatory is 
determined by specific income thresholds, the type of legal entity, or specific 
financial actions performed during the financial year, irrespective of whether the 
individual has tax liability. 

Under the prevailing tax rules for 2026, you are legally required to file an ITR if 
you meet any of the following conditions: 
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 Your gross total income (before claiming deductions under Section 80C, 80D, 
80G, or Chapter VI-A) exceeds the basic exemption limit. Under the New Tax 
Regime, this limit is ₹3,00,000 for individuals, whereas under the Old Tax 
Regime, it ranges from ₹2,500,000 to ₹5,00,000 depending on age. 

 You hold any foreign assets, including shares of foreign companies (such as 
ESOPs in US parent firms), foreign bank accounts, or immovable property 
abroad, or if you have signing authority in any account located outside India. 

 You have deposited more than ₹1 crore in one or more current accounts 
maintained with banks or cooperative banks. 

 You have incurred expenditure exceeding ₹2 lakh for yourself or any other 
person for travel to a foreign country. 

 Your electricity consumption bill during the financial year exceeds ₹1 lakh. 
 Your business turnover exceeds ₹60 lakh, or professional gross receipts exceed 

₹10 lakh during the financial year. 
 The total tax deducted at source (TDS) or tax collected at source (TCS) in your 

name exceeds ₹25,000 (or ₹50,000 in the case of senior citizens). 

Taxpayer Category Filing 
Mandatory? 

Basic Exemption / Conditions for Filing 

Salaried Employee Yes If Gross Total Income (before Chapter 
VI-A deductions) exceeds basic 
exemption limit (₹3,00,000 under New 
Regime). 

Freelancer / 
Professional 

Yes If Gross Income exceeds basic 
exemption. Presumptive taxation 
scheme (Sec 44ADA) applies if gross 
receipts are up to ₹75 Lakh. 
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Business Owner / 
Firm 

Yes Always mandatory for Partnerships, 
LLPs, and Companies. For Sole 
Proprietorships, if gross turnover 
exceeds basic limits. 

Trader (F&O / 
Equity) 

Yes Mandatory if gross business turnover 
(absolute profit + absolute loss) 
exceeds thresholds, or to carry forward 
trading losses. 

Foreign Asset 
Holder 

Yes Mandatory for all resident individuals 
holding foreign assets, shares (ESOPs), 
or bank accounts, regardless of total 
income. 

 

Chapter 3: Late Filing Fee Under Section 234F 

Failing to file your Income Tax Return by the prescribed due date (typically July 31 
of the Assessment Year for individuals, and October 31 for corporate or audited 
accounts) attracts an automatic late filing fee under Section 234F of the Income 
Tax Act. This fee is calculated and levied at the time of filing the belated return 
and must be paid before the return can be submitted. 

Fee Structure and Limits 

The late filing fee is structured to ensure that low-income earners are not 
disproportionately burdened, while high-income earners face a substantial 
penalty for non-compliance. The statutory fee brackets are: 
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 Income ≤ ₹5,00,000:For taxpayers whose total income is ₹5,00,000 or less, the 
late filing fee is capped at a maximum of ₹1,000. 

 Income > ₹5,00,000:For taxpayers whose total income exceeds ₹5,00,000, the 
late filing fee is a flat ₹5,00,000 penalty of ₹5,000. 

It is critical to note that a belated return (filed under Section 139(4)) can only be 
filed up to December 31 of the Assessment Year. If you miss the December 31 
deadline, you lose the right to file a regular belated return, and your only 
recourse is the 'Updated Return' pathway (Section 139(8A)), which carries 
significantly higher financial costs. 

EXAMPLE 1: INCOME BELOW ₹5 LAKH 
Ms. B is a school teacher with a total income of ₹4,50,000 for the financial 
year. She missed the July 31 due date and filed her return on November 15 of 
the assessment year. Because her total income is under the ₹5,00,000 
threshold, the online e-filing portal automatically computed and levied a late 
filing fee of ₹1,000 under Section 234F, which she paid online along with her 
tax return. 

 

EXAMPLE 2: INCOME ABOVE ₹5 LAKH 
Mr. C is an IT consultant with a total taxable income of ₹9,20,000. He delayed 
filing his ITR and eventually submitted it on December 10 of the assessment 
year. Since his total income exceeds ₹5,00,000, the statutory late filing fee 
levied under Section 234F is ₹5,000. He had to clear this penalty before 
submitting his return. 
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Chapter 4: Interest Under Sections 234A, 234B & 234C 

In addition to the fixed late filing fee under Section 234F, delayed compliance 
triggers penal interest under Sections 234A, 234B, and 234C of the Income Tax 
Act. These interest charges are calculated on a monthly compounding basis on the 
outstanding tax due, making delay extremely expensive over time. 

Section 234A: Delay in Filing the Return 

Interest under Section 234A is charged for delay in filing the tax return. If you file 
your return after the due date, interest is levied at the rate of 1% per month or 
part of a month on the amount of unpaid tax. The interest starts accumulating 
from the day immediately following the due date (usually August 1) and runs until 
the actual date of filing the return. 

Section 234B: Default in Payment of Advance Tax 

Taxpayers whose estimated tax liability for the financial year is ₹10,000 or more 
are legally required to pay tax in advance. Under Section 234B, interest is levied if 
the taxpayer fails to pay advance tax or if the advance tax paid during the 
financial year is less than 90% of the assessed tax. Interest is charged at the rate 
of 1% per month or part of a month from April 1 of the assessment year until the 
date of determination of total income. 

Section 234C: Deferment of Advance Tax Installments 

Advance tax must be paid in four installments during the financial year: 15% by 
June 15, 45% by September 15, 75% by December 15, and 100% by March 15. If a 
taxpayer defaults or short-pays any of these installments, interest is charged 
under Section 234C at the rate of 1% per month for a period of three months for 
defaults in the first three installments, and 1% for one month for default in the 
final March installment. 
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PRACTICAL INTEREST CALCULATION 
Suppose Mr. D has a total tax liability of ₹1,00,000 for the financial year. He 
failed to pay any advance tax during the year and filed his return on October 
31 (a delay of 3 months beyond the July 31 due date). 
 
1. Interest under Section 234A: 1% per month for 3 months on ₹1,00,000 = 
₹3,000. 
2. Interest under Section 234B: 1% per month from April 1 to October 31 (7 
months) on ₹1,00,000 = ₹7,000. 
3. Interest under Section 234C: Calculated on the shortfall in each installment 
= ₹5,000 (approximate cumulative). 
 
Thus, Mr. D pays a total penal interest of ₹15,000 in addition to the late filing 
fee of ₹5,000 under Section 234F, increasing his total outflow by 20% due to 
delayed filing. 

 

Chapter 5: AIS Mismatch Notices 

The Annual Information Statement (AIS) represents a massive database of your 
financial life. Every time you receive a salary, earn interest, buy stocks, invest in 
mutual funds, sell property, or receive dividends, the transaction is reported by 
the third party to the Income Tax Department and populated in your AIS. Form 
26AS acts as a secondary verification tool showing TDS and TCS. 

A mismatch occurs when the information declared in your ITR does not match the 
information shown in your AIS. The department's automated data-matching 
engines analyze these discrepancies. When a discrepancy exceeds standard risk 
parameters, the department issues an online communication, notice, or demand 
under Section 143(1)(a) proposing adjustments to your returned income. 
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AIS MISMATCH EXAMPLE 
Mr. E, a manager at an engineering firm, received a salary of ₹12,00,000. His 
company deducted tax and reported the same in Form 26AS and the AIS. 
However, while filing his return, Mr. E made a typographical error and 
reported his salary as ₹10,00,000, claiming an extra deduction of ₹2,00,000 
which was not backed by actual investments or declared to his employer. The 
department's system automatically compared his ITR with the AIS and flagged 
the ₹2,00,000 mismatch. Mr. E received a notice under Section 143(1)(a) 
demanding an explanation. Since he did not have valid proofs, he had to 
accept the tax adjustment and pay the additional tax along with interest. 

 

Chapter 6: High Value Transactions That Trigger Scrutiny 

Certain financial transactions are categorized as 'High Value' and are reported to 
the tax department through the Statement of Financial Transactions (SFT) by 
banks, registrar offices, and financial intermediaries. Engaging in these 
transactions without filing a matching tax return or without having a 
corresponding source of declared income is the quickest way to trigger a tax 
scrutiny notice. 

Financial Transaction Reporting Threshold (SFT) Scrutiny Risk 
Level 

Cash Deposit in Savings 
Account 

₹10,00,000 or more in aggregate 
in a financial year 

High 
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Cash Deposit in Current 
Account 

₹50,00,000 or more in aggregate 
in a financial year 

High 

Credit Card Bill 
Payments 

₹1,00,000 or more in cash, or 
₹10,00,000 or more via bank 
transfers 

High 

Purchase of Shares, 
Mutual Funds, Bonds 

₹10,00,000 or more in aggregate 
in a financial year 

Medium 

Purchase / Sale of 
Immovable Property 

₹30,00,000 or more (valued at 
circle rate by registrar) 

High 

Foreign Currency 
Remittance / Travel 

Outward remittance of ₹7,00,000 
or more under LRS scheme 

Medium 

 

Chapter 7: Income Tax Notices Explained 

Receiving an Income Tax notice should not cause panic. In the modern era of 
faceless assessments, notices are structured, digitally signed communications that 
specify exactly what information is requested. Understanding the section under 
which the notice is issued is the key to formulating a proper response. 

Common Types of Income Tax Notices 

 Notice under Section 142(1) (Inquiry Notice): Issued to non-filers of returns 
whose transactions have been flagged, or to request books of account and 
documents before framing an assessment. 
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 Notice under Section 139(9) (Defective Return): Sent when there are errors, 
inconsistencies, or omissions in the filed return (such as claiming incorrect TDS 
or mismatching bank accounts). 

 Notice under Section 143(2) (Scrutiny Notice): Issued when your return is 
selected for detail examination. The officer requires you to produce evidence 
to support the income, expenses, and claims made in your ITR. 

 Notice under Section 156 (Demand Notice): Issued when the assessment 
process is complete and the department determines that you owe tax, 
interest, or penalty. It gives 30 days to pay. 

NOTICE RESPONSE PROCESS FLOW 
Step 1: Notice Received (via email / SMS / E-filing Portal log-in) 
Step 2: Check Section (Determine if it is a non-filing, defective, scrutiny, or 
demand notice) 
Step 3: Analyze Mismatch (Compare Notice reasons with ITR filed and AIS 
data) 
Step 4: Draft Response (Prepare point-by-point explanation and attach 
supporting documents) 
Step 5: File Online (Submit through the 'Pending Actions' dashboard on the 
portal) 
Step 6: Resolution (Officer reviews response and issues an order or accepts 
clarifications) 

 

Chapter 8: Defective Return Notices 

A defective return notice under Section 139(9) is issued when the Assessing 
Officer determines that the submitted Income Tax Return is incomplete or 
contains critical errors that prevent it from being processed. If you do not resolve 
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this defect within the specified timeframe, the return is treated as invalid 
(unfiled), exposing you to non-filing penalties. 

Common Causes of Defect 

 Filing the wrong ITR Form. For example, filing ITR-1 (for salary/house property) 
when you have business turnover or stock trading profits that require ITR-3 or 
ITR-4. 

 Claiming credit for Tax Deducted at Source (TDS) without reporting the 
corresponding income in the return. 

 Failing to fill out mandatory schedules, such as Schedule AL (Assets and 
Liabilities) if your income exceeds ₹50 Lakh, or foreign asset schedules. 

 Gross mismatch between the tax computed in the return and the actual tax 
paid through self-assessment or advance tax. 

How to Respond 

The statutory timeframe to respond to a notice under Section 139(9) is 15 days 
from the date of receipt or communication. To submit a response, you must log in 
to the e-filing portal, navigate to 'Pending Actions' > 'E-Proceedings', and select 
the defect notice. You can either agree with the defect and file a corrected return, 
or disagree and submit a detailed explanation justifying why your original return 
is correct. 

Chapter 9: Can Non-Filing Lead to Prosecution? 

A common misconception is that failing to file an income tax return only results in 
monetary penalties. Under the Income Tax Act, willful failure to file a return is a 
criminal offense that can lead to prosecution and imprisonment under Section 
276CC. 
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Statutory Conditions for Prosecution 

Prosecution is not initiated for minor errors or small delays. The law specifies 
clear thresholds and protections: 

 Prosecution under Section 276CC is typically initiated if the tax liability (net of 
TDS, TCS, and advance tax) which you failed to pay exceeds ₹10,000. 

 The failure to file must be shown to be 'willful' or intentional, rather than due 
to unavoidable medical or personal emergencies. 

Punishment and Imprisonment 

If convicted of willful failure to file, the taxpayer can face rigorous imprisonment: 

 High Value:Where the tax evasion or unpaid tax amount exceeds ₹25 Lakh, the 
imprisonment term ranges from 6 months to 7 years along with a fine. 

 Other Cases:In other cases, the imprisonment term ranges from 3 months to 2 
years along with a fine. 

While the department reserves prosecution for high-value tax evaders, chronic 
non-filers, and fraudulent cases, the existence of these provisions highlights the 
importance of taking compliance notices seriously. 

Chapter 10: Real Case Studies 

To understand how these notices and penalties play out in real life, we examine 
two common scenarios handled by the IndiaBizExperts Tax Advisory Team. 

CASE STUDY 1: SALARIED EMPLOYEE WITH UNREPORTED 
INTEREST 
Ms. G, a senior corporate marketing manager, failed to file her Income Tax 
Returns for two consecutive years (AY 2024-25 and AY 2025-26). She assumed 
that since her company deducted TDS on her salary, she had no further 
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obligations. In March 2026, she received a notice under Section 142(1) for non-
filing. Upon checking her AIS, we found she had earned ₹3,50,000 in bank fixed 
deposit interest and ₹1,20,000 in mutual fund dividends which were not 
reported and on which tax was due. 
 
Solution: IndiaBizExperts prepared and filed 'Updated Returns' under Section 
139(8A) for both years, paying the outstanding tax, interest under Sections 
234A and 234B, and the additional penalty (25% of tax and interest for the first 
year, 50% for the second). The filings were accepted, the notice was resolved, 
and prosecution risk was completely eliminated. 

 

CASE STUDY 2: STOCK TRADER WITH UNREPORTED TURNOVER 
Mr. H is an active stock trader who engaged heavily in futures and options 
(F&O) trading. During the financial year, he incurred a net business loss of 
₹4,00,000. Believing that he did not have to file a return since he made a loss, 
he skipped the filing. However, his stockbroker reported absolute transaction 
turnover of ₹85,00,000 to the tax department, which was populated in his AIS. 
Mr. H received a scrutiny notice under Section 143(2) for high-value business 
turnover without an ITR. 
 
Solution: IndiaBizExperts consolidated Mr. H's trading books, prepared a 
comprehensive profit & loss statement, and conducted a tax audit under 
Section 44AB. We filed a response to the notice demonstrating that the ₹85 
Lakh was turnover and that the actual business transaction resulted in a net 
loss. The department accepted the explanation and closed the case without 
any tax demand or penalty. 
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Chapter 11: Compliance Checklist 

Use this step-by-step checklist to ensure your tax filings are accurate, complete, 
and filed on time every year, minimizing the risk of notices. 

 [  ] PAN-Aadhaar Linking:Ensure your Aadhaar is linked to your PAN to prevent 
your PAN from becoming inoperative. 

 [  ] Download AIS/TIS:Log in to the e-filing portal and download your AIS and 
Taxpayer Information Summary (TIS). 

 [  ] Reconcile Form 26AS:Verify that all TDS and TCS entries match your actual 
salary slips, interest certificates, and invoices. 

 [  ] Collect Bank Interest Details:Obtain interest certificates from all banks 
where you hold savings accounts, fixed deposits, or recurring deposits. 

 [  ] Gather Capital Gains Statements:Download capital gains statements from 
brokers or mutual fund houses for any sales made during the year. 

 [  ] Document Tax Deductions:Compile receipts for investments under Section 
80C, health insurance premiums under 80D, and donations under 80G. 

 [  ] Choose correct ITR Form:Confirm whether you should file ITR-1, ITR-2, ITR-
3, or ITR-4 based on your income sources. 

 [  ] File Before Due Date:Always aim to file before July 31 to avoid the late 
filing fee under Section 234F. 

 [  ] E-verify ITR:Complete e-verification within 30 days of filing; otherwise, your 
ITR will be treated as invalid. 

Chapter 12: Frequently Asked Questions (FAQs) 

Q1: What happens if I miss the July 31 due date for filing my return? 
A: If you miss the July 31 deadline, you can file a 'Belated Return' under Section 
139(4) up to December 31 of the Assessment Year. However, you will be liable to 
pay a late filing fee under Section 234F (₹1,000 for income up to ₹5 Lakh, ₹5,000 
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for income above ₹5 Lakh) along with interest under Section 234A at 1% per 
month on unpaid taxes. 

 

Q2: What is the last date to file a belated return for the assessment year? 
A: The last date to file a belated return is December 31 of the relevant 
Assessment Year. After this date, you cannot file a regular return for that year 
unless you file an 'Updated Return' (Section 139(8A)) or receive a specific 
compliance notice from the department. 

 

Q3: I have no taxable income, but I received a notice. Do I still need to file? 
A: Yes. If you receive a notice under Section 142(1), you must submit a response 
and file your return, even if your total income is below the taxable limit. You must 
explain the source of any transactions flagged in your AIS. 

 

Q4: What is the difference between AIS and Form 26AS? 
A: Form 26AS primarily reflects tax deducted (TDS) and collected (TCS) on your 
behalf, along with tax payments. AIS is a comprehensive statement that includes 
all financial transactions reported by third parties, such as stock purchases, bank 
interest, dividends, and property deals. 

 

Q5: How can I resolve a defective return notice under Section 139(9)? 
A: You must respond to the notice online through the e-filing portal within 15 
days of receiving it. You can either correct the defect by filing a revised/corrected 
return in response to the notice or submit a disagreement response with details. 
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Q6: Can I carry forward business losses if I file my return late? 
A: No. Under Section 80 of the Income Tax Act, business losses (including trading 
losses, capital losses, and business expenditures) cannot be carried forward to 
subsequent years if the ITR is filed after the due date (July 31). 

 

Q7: What is an 'Updated Return' under Section 139(8A)? 
A: An Updated Return allows you to file or correct your return within 24 months 
from the end of the relevant Assessment Year. However, it requires you to pay an 
additional tax of 25% (if filed within 12 months) or 50% (if filed between 12 to 24 
months) of the aggregate of tax and interest. 

 

Q8: How do I know if my PAN is linked to my Aadhaar? 
A: You can verify the link status on the Income Tax Department's official e-filing 
website under the 'Link Aadhaar Status' tool. Inoperative PANs result in higher 
TDS rates and inability to file returns. 

 

Q9: What is SFT reporting, and who does it? 
A: Statement of Financial Transactions (SFT) is reporting done by banks, mutual 
fund houses, and registrars. They report high-value transactions exceeding 
specific limits to the Income Tax Department. 

 

Q10: Can a credit card payment trigger an income tax notice? 
A: Yes. If you pay credit card bills exceeding ₹1,00,000 in cash or ₹10,00,000 or 
more via bank transfers during a year, the card issuer reports it, which may trigger 
a compliance notice if it doesn't align with your declared income. 
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Q11: What is the penalty for not linking PAN with Aadhaar? 
A: If not linked, your PAN becomes inoperative. You will face a penalty of ₹1,000 
to link it, and your TDS/TCS rates will double. Furthermore, you cannot file your 
tax returns. 

 

Q12: What should I do if my AIS shows a transaction that does not belong to 
me? 
A: You can submit feedback directly on the AIS portal. Options include 
'Information is not fully correct', 'Information relates to other person/year', or 
'Denied information'. The department will review and flag it for clarification. 

 

Q13: How long should I keep copies of my tax records and bank statements? 
A: Under Section 149 of the Income Tax Act, the department can reopen 
assessments up to 6 years (and up to 10 years in search cases) from the end of 
the relevant Assessment Year. It is recommended to preserve records for at least 
8 to 10 years. 

 

Q14: Is it mandatory to report interest earned on savings bank accounts? 
A: Yes. All savings bank interest and fixed deposit interest must be declared in 
your ITR under 'Income from Other Sources'. You can claim a deduction up to 
₹10,000 under Section 80TTA (or ₹50,000 under Section 80TTB for senior 
citizens). 

 

Q15: What happens if I do not e-verify my Income Tax Return? 
A: If you do not e-verify your return within 30 days of filing, your return is treated 
as invalid. It is as if you never filed the return, attracting late fees, interest, and 
notice risks. 
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GOT AN INCOME TAX NOTICE? 
NEED HELP WITH ITR FILING? 

AIS Mismatches • Defective Returns • Scrutiny Assessments • Tax Demands 

BOOK EXPERT CONSULTATION AT ₹9 ONLY 
 

Our team of experienced Chartered Accountants and Tax Experts 
will review your notice, analyze your AIS statement, reconcile 

mismatches, and draft a legally robust response to the 
department. 

 
Website: www.indiabizexperts.com  

Email: support@indiabizexperts.com  
 

Book Instantly: https://www.indiabizexperts.com/Booking  
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