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Hello, dear friends,

In continuation of our efforts for your success, Revisionary test paper has been prepared.  This contains complete paper alongwith solutions and the amendments made by the Finance Act 2009.

An Answered Prayer

· I asked for prosperity,

        And God gave me brain,







And brawn* to work!


*Physical strength
· I asked for love,

And God gave me,

Troubled people to help!

· I asked for favours,

And God gave me,

Opportunities to grab!

· I asked for strength,

And God gave me diffi-

-culties to make me strong!

· I asked for wisdom,

And God gave me,

Problems to solve!

· I asked for courage,

 And God gave me,

  dangers to overcome!

· I received nothing I wanted

I got everything I needed

Friends you must be feeling very tense.  This tension is created by the institute to develop more capabilities in you, so that you are prepared for the future challenges.  

It is said that the maximum development of the world took place during two world wars.  Because it is only during challenges that our mind becomes creative and our capabilities increase.

Therefore take this tension as a challenge and just think that God has given you this opportunity to grow.

Before the examination day

1. Don’t waste any time on checking the paper of Cost & FM.  Just think what next.

2. Keep in mind that the person who starts early always stays ahead.  So don’t get relaxed.  Don’t think you have two days and you will work slowly.  Don’t unduly stick to one topic.
3. Allocate time for each and every topic before starting the revision and don’t at all exceed those limits. Following should be a tentative time plan for revision:-

 Service Tax & VAT


2 hour 30 minutes

Assessment Procedure


1 hour

Status




30 minutes

Salary




2 hour

House Property



1 hour

Capital Gain



2 hour

PGBP




2 hour 30 minutes

Other Sources



30 minutes

Clubbing & C/f



30 minutes

Deductions



1 hour 30 minutes

Trust and Agricultural 


30 minutes

Miscellaneous



30 minutes
Total




15 hours

4. Don’t try to recall the things; just try to read the topic.  Just keep on reading, don’t think whether you will be able to recall or not in the examination hall. 

You will be definitely able to recall the topics provided you have gone through that topic before examination day.  

5. Don’t at all compromise on your sleep. If you are fresh then you will solve even the most difficult questions and vice-versa. 

And as per Dr. Bruta before sleeping take bath, it will give you good sleep.

So, please, take proper sleep and not only in this paper but in all the papers.

In the examination hall:-

1. Don’t rush to attempt the question paper.  First go through the entire question paper and select your best and shortest possible question.

2. Even in the most difficult papers, there are always few questions which are very easy.  If you once start doing easy questions, your confidence boosts up and you are able to do even the difficult ones.  Therefore, instead getting demoralized from difficult questions, try to search for the easier ones.

3. Allocate time for each question and don’t exceed the limits.

4. Don’t leave numerical questions for the end, try to attempt them somewhere in the middle.

And finally friends, it is said that great battles are always won at the end.  You still have lots of time.  If you work with regularity and discipline then your success is definite.  Relax and work hard.

For successful people there is only one second of tension and all, all the remaining seconds of work

With Best Wishes

        Ajay Jain
Amendments applicable for May 2010 Exams

(Page nos. of 10th edition-Nov. 08)
[The portion in italics is part of Memorandum explaining provisions of Finance Bill, 2009]
Change in rates
1.  Rates of Income Tax for A/Y 2010-2011                                                                         (at Pg- 113)


For woman, resident in India and below the age of 65 years at any time during the p/ y.

	Upto Rs. 1,90,000
	Nil

	Rs. 1,90,001 to Rs. 3,00,000
	10%

	Rs. 3,00,001 to Rs. 5,00,000
	20%

	Above Rs. 5,00,000
	30%


2.  For an Individual (man or woman), resident in India who is of the age of 65 years or more at        any time during the previous year.

	Upto Rs. 2,40,000
	Nil

	Rs. 2,40,001 to Rs. 3,00,000
	10%

	Rs. 3,00,001 to Rs. 5,00,000
	20%

	Above Rs. 5,00,000
	30%


3.   Individuals, [other than those mentioned in above] HUF.

	Upto Rs. 1,60,000
	Nil

	Rs. 1,60,001 to Rs. 3,00,000
	10%

	Rs. 3,00,001 to Rs. 5,00,000
	20%

	Above Rs. 5,00,000
	30%


   Note:- No surcharge is payable as it has been abolished for above persons.
   ‘Education Cess’ @ 2% and SHEC @ 1% on income tax shall be chargeable.

4. Surcharge has been abolished for all except companies.  
Therefore concept of marginal relief also is no more relevant.
5. Assessment of Limited Liability Partnership Firm @ 30%. 
Education cess @ 2% and SHEC @ 1% on Income tax shall also be chargeable
Income under the head Salary
1.
Compensation on voluntary retirement Section 10(10C)



         (at Pg-13) 

Amount received or receivable on voluntary retirement will be allowed 
(i) Exemption u/s 10(10C) or

(ii) as relief u/s 89.
Some tax payer have claimed both the benefit under clause 10(10C) and sec. 89.  With the view to preventing the claim of double benefit, it is proposed to amend both the provisions and provide that if relief is claimed under one section, then it shall not be provided under other section.
2.

Fringe benefit tax has been abolished






         (at pg 23)



Employer under FBT and deemed fringe benefits deleted.



Previously value of travelling, gift, free meals, credit card and club expenditure were taxable only in the hands of employees of Individual, HUF, charitable trust and political parties.



But now these perquisites will be taxable in the hands of employees of employers.



[Recently there is change in limits of car.  But that is not applicable for May 2010 exams.]
Perquisites

Perquisites







Taxable

    


  Tax free upto

Taxable in hands of 


For all


     

        specified limit for all
            specified employees
  

        (1) RFA


    


      (8)LTC

       (10) Attendants
       (2)
Sweat equity shares



      (9)Medical

       (11)Water, gas, electricity

        (3) Reimbursement for meeting personal expenditure

                    (12)Education
       (4) Loan 
       (5) Use of movable assets

       (6) Transfer of assets

(7) Any other prescribed fringe benefit

3.
Perquisite Section 17(2)








        (at Pg- 28)

    
The following perquisites shall be added in the definition:-

(i) The value of any specified security or sweat equity shares transferred by an employer free of cost or at concessional rate.
(ii) The amount of any contribution to an approved superannuation fund by the employer in   respect of the assessee, to extent it exceeds one lakh rupees.
(iii) The value of any other fringe benefit or amenity as may be prescribed. 
Income under the head PGBP

1. Method of accounting Section 145 






         (at Pg-44)

Interest received on compensation or on enhanced compensation will be taxable on cash basis.     

2. 
Commodity Transaction Tax has been abolished Section 36(1) 


         (at Pg-46)

It has been deleted hence, no deduction has been allowed under section 36(1).
3.
Scientific research expenditure Section 35 





        (at Pg-47)

Weighted deduction of 150% will not be allowed to the companies engaged in the business of manufacturing of articles specified in schedule XI of Income tax Act e.g. beer, toothpaste, tobacco, chocolates etc.
4.
Deduction for partnership firm Section 40(b) 





         (at pg-55)
For simplification following new limits have been introduced for salary to working partners.  
This section will also be applicable for LLP.


	Specified Professional / other firms
	Maximum Remuneration

	On the first Rs. 3,00,000 of the book profit or in case of a loss
	Rs. 150,000 or 

at the rate of 90% of the book profit, whichever is more

	On the balance of book profit
	at the rate of 60%


5. Payment in cash Section 40A (3) 







         (at Pg-56)

Limit of 20,000 has been increased to Rs. 35,000 for payment to transporter.
6.
Section 44AD









         (at Pg-58)
This will be applicable for calculation of Income of all businesses (except LLP) on estimation basis except those covered in Section 44 AE w.e.f.  1 April 2011

7. Section 44AF Income on estimation basis for retail traders has been abolished since 44AD is now applicable for all businesses w.e.f 1 April 2011
8.
Taxable Limit for Section 44 AE. W.e.f 1 April 2011 




         (at Pg-58)
(i)  For heavy goods vehicle: - increased to Rs. 5,000 from 3,500 p.m.

(ii)  For other than Heavy goods vehicle: - increased to Rs.4, 500 from 3,150 p.m.
9. 
Capital Expenditure on Specified Business Section 35AD at Pg-48 after section 35AC.

New section has been inserted. 
Assessee shall be allowed 100% deduction of Capital Expenditure for the Specified business.

(except Land, goodwill and financial instrument)


Specified business shall means
· Setting up and operating a cold chain facilities for storage;

· Transportation and warehousing of agricultural produce;

· Dairy products and other related items;

· Laying and operating a cross country natural gas/petroleum oil pipeline network for distribution.


Consequential Amendment:-

New income (vii) inserted in Section 28 at Pg- 44

· Any sum received or receivable in cash or kind, 
· by the reason of any capital asset other than Land, goodwill or financial instrument being transferred shall be chargeable u/h PGBP, 
· if the whole of the expenditure on such capital asset has been allowed as deduction u/s 35AD.

Income under the head Capital Gains
1.
Transactions not regarded as transfer Section 47(xiv)                      


         (at Pg-73)

Any transfer of a capital asset in a transaction under reverse mortgage scheme shall not be regarded as transfer and therefore shall not attract capital gain tax. 

Reverse mortgage scheme involves –

· Borrower mortgages the self occupied residential house property to a lender.

· The lender (bank) makes periodic/lump sum payment to the borrower during the latter’s lifetime.

· The borrower is not required to repay the loan during the lifetime and therefore does not make any monthly repayment of principal and interest to the lender.

· On the borrower’s death or on the borrower leaving the house property permanently, the loan is repaid along with accumulated interest, through sale of house property.

· The borrower/heir’s can also repay the loan with accumulated interest and have the mortgage released without resorting to sale of property.

Income not included in total income Section 10
A new clause (43) has been inserted to provide that any loan amount received whether in lump sum or in installment under reverse mortgage scheme, shall not be included in total income.
2.
Computation of capital gain in slump Sale Section 50B 



         (at Pg-79)

For computing net worth value of assets shall be:-

	Type of Assets
	Value of assets

	(a) In case of Depreciable Assets
	WDV

	(b) In case of Capital Assets, the whole of which is allowed deduction u/s 35AD
	NIL

	(c) In case of other Assets
	Book Value


3.
Provisions for deemed valuation in certain cases of transfer Section 50C 
       (at Pg-82)

With a view to widened the scope of Section 50C, and 


to include the transactions which were not registered with stamp duty valuation authority and executed through agreement to sell or power of attorney


It is proposed to insert the word” assessable” alongwith assessed.

4.
Power to issue Zero Coupon Bonds Section 2(42A)




         (at Pg-72)

Now Scheduled banks can also to issue zero coupon bonds.

5.
CII for F/Y 09-10 is 632








         (at Pg-76)
Income under the head Other Sources

1.
Specific incomes Section 56(2) 







        (at Pg- 86)
Following new incomes shall also be taxable under head other sources:-
(i) Interest on compensation or on enhanced compensation and

(ii)        any kind of moveable or immovable property the value or stamp duty value of which       exceeds   Rs. 50,000 is received without any consideration.

(iii)  
any kind of movable or immoveable property  is received for a consideration which is less than stamp duty valuation and the difference between the two exceeds Rs. 50,000, such excess amount .

Deductions

1. Deduction in respect of contribution to pension scheme of Central Government Section 80CCD 












      (at Pg- 100)


Tax benefit u/s 80CCD has been extended to “self employed” individuals and it does not exceed


10% of Gross Total Income.
2. Maximum limit for Section 80DD and 80U 





(at Pg-101,102)

Limit of deduction in case of severe disability has been raised from 75,000 to Rs. 100,000.
3.
Payment of Interest on Loan for Higher Education Section 80E


       (at Pg-103)

For purpose of this section now “higher education" means all fields of study(including vocational studies ) pursued after passing the senior secondary education or its equivalent from any school, board or university and
“Relative” also includes the student for whom the individual is legal guardian.

Advance Tax and TDS

1.
Advance tax Section 208








       (at Pg-126)
Limit of advance tax payable has been raised from Rs. 5,000 to Rs. 10,000.
2.
Rates of TDS for payment made to contractor Section 194C 



       (at Pg-130)

Following new rates of TDS have been prescribed:-

(i) Payment to Individual /HUF -1%
(ii) Payment to Others - 2% 

No TDS shall be deducted from any sum credited or paid to contractor in the course of hiring or leasing goods carriage provided he furnishes his PAN to deductor.
3.
Rates of TDS for payment made for rent Section 194I 




       (at Pg-130)
Following new rates of TDS have been introduced.

Rent of P/M -    2%

Rent of L/B or F/F – 10%
4.
Quoting PAN through TDS regime Section 206AA

It is mandatory for deductee to furnish his PAN to deductor, otherwise higher of following rates will be applicable for TDS-

(i) the rates prescribed in the act

(ii) 20%







      
5.
Due Date of Deposit and Return for TDS Section 200 




      (at Pg- 131)
Prepare statements of TDS for such period as may be prescribed by the government.

6. Rate of TDS on Unlisted Debentures or Securities or on interest other than securities has been reduced from 20%to 10%.

7. TDS to be deducted at basic rates

In order to ease the computation of TDS surcharge and education cess and SHEC on tax deducted on payment made to resident tax payer, have been removed. 
But in case of salary TDS shall be deductible after including education cess and SHEC. 

Other Amendments
1.   Definition of charitable purpose Section 2(15) 





       (at Pg-132)

Charitable purpose includes relief of the poor, education, medical relief and any other object of public utility.  


[But object of general public utility shall not be treated as charitable if it involves providing any service in relation to any trade or business, for a fess or any other consideration.] FA 2008


The following shall also be treated as charitable purpose by FA 2009


[Charitable purpose also includes preservation of environment and preservation of monuments or places or object of artistic or historic interest.] FA 2009.

2.
Signing of return Section 140 







       (at Pg-123)

LLP: by designated partner or if not available, by any partner.


Taxation of limited liability partnership


It is proposed 
· To incorporate taxation scheme of LLP on the same lines as the taxation scheme currently prevailing for general partnership.  Subject to the only difference that audit of every LLP is compulsory.

· The word ‘firm’ and ‘partnership’ shall include within its meaning a LLP as defined in Limited Liability Partnership Act 2008.

3.
Definition of the term “Manufacturer” Section 2


Inserted a new clause (29BA) which defines “manufacturer” as a change -

(a)     Resulting in transformation into new article having a different name, character, and use; or

(b) Bringing into existence a new article or thing with different chemical composition or integral structure.

A number of tax concessions under the Income-Tax Act are provided for encouraging manufacture of articles or things.  However the term manufacture has not been defined in the statute.  Therefore, it has been the subject matter of dispute.  In order to remove any kind of ambiguity, it is proposed to insert the definition of manufacture.  

4. Extension for time limit for filing application Section 10(23C)


For availing tax exemption by institution having receipts of more than Rs. 1 crore, 30th Sep   has been declared as the last date for filing application for claiming exemption. 


Under the existing provisions, any university or hospital etc, (having receipts of more than 1 cr) has to make an application for seeking exemption by the end of the previous year for which exemption is claimed.  


In practice, an eligible institution has to anticipate its annual receipts to decide whether the application for exemption is required to be filed or not.  This has often led to hardships.


In order to mitigate this hardship it is proposed to extend the time limit for filing such application. 



It is done to provide sufficient time for calculating Gross Receipts.           

5. Special provisions relating to voluntary contributions received by electoral trust.
Generally industries are reluctant to give donation directly to any political party because their name gets attached with that party.  Therefore they prefer to fund any electoral trust because name of political party is not associated with electoral trust.

Electoral trust means 

“A trust approved by CBDT as per scheme made by CG.”

Since electoral trust is neither charitable/religious trust exempt u/s 11,12 nor it is a political party exempt u/s 13, therefore the following section 13B shall be inserted after section 13A:-

Any voluntary contributions received by an electoral trust shall be exempt if—


(a)
      Such electoral trust distributes to any registered political party, during the said previous year, 95% of the aggregate donations received by it during the said previous year along with the surplus brought forward from any earlier previous year; and


(b)

Such electoral trust functions as per the rules made by the Central Government.

Also Sec. 80GGB and 80GGC (at page 51) have been amended to provide that if any person makes a donation to an electoral trust, then such donations shall be allowed as deduction in computing the total income of such person.
6.
Cases when exemption is not available to charitable trust Section 115BBC 

       (at Pg-133)
Anonymous donations shall be taxable (except in the case of religious trust, for which they shall be exempt) at highest rate of 30% to the extent such donation exceeds-

(i) 5% of total income or

(ii) 1,00,000 whichever is more.

Under the current provisions, wholly religious entities are outside the purview of taxation of anonymous donations.  In case of wholly charitable entities such as educational or medical institution, all anonymous donations are taxed @ 30%.

In order to mitigate the compliance burden, it is proposed to provide relief to such organizations by exempting a part of the anonymous donations from being taxed.
 (Announcement by ICAI ON 6-11-2009)
It is clarified that in Part –II : Service tax and VAT of Paper 4 : Taxation, students will be examined only in respect of the following taxable services:

As per Section 65(105) Taxable service: - means any service provided or to be provided to any person for cash or deferred payment or any other valuable consideration, by a ………….
1. “Legal consultancy service”



   Legal consultancy service is the service provided or to be provided

· to a business entity;

· by any business entity 



 It includes services in the nature of:-

· Advice 

· Consultancy or

· Assistance in any manner in any branch of law.

	1. However it does not include appearance before any Court, Tribunal, or any Authority on behalf of a client.

2. For the purpose of this service, business entity does not include Individuals. 
      Therefore Services provided by:-

     (a)   an individual advocate to any person or

     (b)   a legal firm, company to an individual  

             would not be taxable


2. “Mandap keeper”-                                                                                   

Temporary occupation of

· any immovable property includes any furniture, fixtures, light fitting and floor coverings 

· for official, social or business function

3. Commercial training or coaching:

· institute providing commercial training or coaching 

· imparting skill or knowledge  or lessons 

·     on any subject or field 
	Other than 

1. sports, 

2. preschool, 

3. issuing certificate under any law

4. Certain institutes have delegated some part of training to other coaching centers. If the training is essential part of courses of such certificate, such training will be exempt.

5. Vocational training i.e. imparting skill to undertake self employment after such training and 

6. Recreational training such as dance, singing or hobbies.
7. Home tutors i.e. individuals providing service at the premises of the receiver is not taxable.


4.  ‘Information Technology Software Service’

Means any service provided:

· In relation to information technology software

· For use in the course of business or commerce.

It includes-

· Development of software.

·    Upgradation, implementation and other similar services in relation to IT software.

·     Providing advice and assistance on the matters relating to IT software.

	Does not include services provided 

1. to government or 

2. to charitable institutions or 

3. to individual for their personal use 


5.
‘Club or association service’

· any person or body of person 

· providing services, facilities 

· for a subscription or any other amount to its members.
  However it does not include the following clubs:- 

1. established under any law; or 

2. trade unions, promotions of agriculture or animals; or
3. charitable, Religious or Political nature; or
4. press or media clubs or

5. Resident Welfare Association if monthly fees do not exceed Rs. 3,000 p. m. per member.
Time Allowed – 3 Hours




            
   
           Maximum Marks - 100

Answers to questions are to be given only in English except in cases of candidates who have opted for Hindi medium. If a candidate who has not opted for Hindi medium, answers in Hindi, his answer in Hindi will not be valued.

All questions are compulsory.

Part – A

Q. 1 Prem has computed his income under various heads for the previous year 2009-10 as under:

Income under the head “salary” 







            2,00,000

Income under the head “house property” 






          (-) 50,000

Profits and Gains of business or profession 







  80,000

Capital Gains – short-term 






50,000

– Long-term 








60,000 

            1,10,000

Income from other sources

–Winnings from lotteries 






20,000
–Interest on Government Securities 





25,000


  45,000

Prem also submits the following information:

Payment made by cheque for mediclaim policy 



15,000

Expenses on medical treatment of dependant son 

being a person with disability





40,000

Re-payment of loan, with interest to Canara Bank,

(taken on 1.4.2000 for pursuing approved higher education)

25,000

Donations to:

Prime Minister’s Drought Relief Fund 




   2,000

National Foundation for Communal Harmony 



   3,000

Jawaharlal Nehru Memorial Fund 





   4,000

Prime Minister’s National Relief Fund 




   1,000

Compute Prem’s total income for A.Y. 2010-11. Compute his tax liability if he deposits Rs.60,000 in his PPF Account, Rs.10,000 in NSC(VIII Issue) and Rs.30,000 in infrastructure bonds of ICICI during the previous year.










       (16 marks)
Q. 2  Answer any two of the following





       (2 x 6 = 12 marks)
(a)  Manas has been in service of Xansa Ltd., since November 1985, in Delhi. During the financial year ending 31-3-2010 he received from the company, salary @ Rs.12,000 p.m., dearness allowance @ Rs.3,000 p.m., city compensatory allowance @ Rs.300 p.m., entertainment allowance @ Rs.500 per month and house rent allowance @ Rs.4,000 p.m. Manas resides in the house property owned by his HUF for which he pays a rent of Rs.5,000 p.m. He has been in receipt of entertainment allowance from company since November 1985.

Manas contributes Rs.2,000 p.m. to the recognised provident fund. The company is also contributing an equal amount. He retired from the service of the company on 31-12-2009 and received gratuity of Rs.1,20,000 and pension of Rs.5,000 p.m. He is not covered under the Payment of Gratuity Act. On 1-2-2010 he got one half of the pension commuted and received Rs.1,60,000 as commuted pension. He also received Rs.3,00,000 as the accumulated balance of the recognized provident fund.

Compute his income under the head salary for the assessment year 2010-11.
(b) Mr. Adhisesha sells his house property, acquired in 1975 for Rs.2,50,000, for a consideration of Rs.75,00,000 in September, 2009. The cost of improvement incurred for this property in June 1980 was Rs.3,00,000 and in July, 1996 Rs.2,80,000. Expenses incurred for effecting sale is Rs.1,00,000. He acquired a new house property during January, 2010 for a consideration of Rs.9,00,000. Compute the taxable capital gains by assuming that the fair market value as on 1.4.81 at Rs.10,00,000.
(c)
Mr. Kailash furnishes the following information for the year ending 31.3.2010

Particulars










 Rs.

(a) Income from business

- Loss from trading in securities in the nature of derivatives



         (1,00,000)

- Profit from non-speculative business 






            2,50,000

(b) Capital gains

- Long term capital loss on sale of unlisted shares 




            (50,000)

- Short term capital loss on sale of shares 





         (1,00,000)

- Short term capital gain on sale of Jewellery 






  95,000


Compute the gross total income of Mr. Kailash and the loss to be carried forward.
Q. 3  Mr. Rajesh carries on his own business. For the year ending 31-3-2010 his Trading/Profit and Loss Account was as follows:-

Rs. 






Rs.

Opening stock 


        20,000 

Sales 


          
          2,89,000

Purchases 



       1,09,000 

Closing stock 


             52,000

Salaries 



            6,000 

Interest on Debentures       

  2,000
Rent 




          11,000 

Dividend from UTI 


  2,000

Bonus 




            3,000 

Discount received 


12,000

Printing: Postage and stationery 
            4,000 

Race winning (Gross) 


12,000

Miscellaneous expenses 

            4,000

Advertisement expenses 

          22,000

Drawings 



          12,000

LIC premium 



            5,000

Car expenses:

Driver's salary 


            6,000

Petrol & repairs 


          12,000

Property tax 



            4,000

Medical expenses of son with

disability at Apollo Hospital

            3,000

Cost of NSC (VIII series) 

            3,000

Net profit 



       1,45,000

       3,69,000 





            3,69,000
Additional information:

(a) Advertisement expenses included cost of 20 gift packs of Rs. 1,100 each presented to leading esteemed customers on occasion of Diwali.

(b) Assume Taxes deducted at source on debentures is Nil.

(c) The car was used both for business and personal purposes 2/3rd is for business purposes.

(d) The property tax of Rs. 4,000 was in respect of his self occupied house whose rental value is Rs.  18,000.

Compute the Gross Total Income and Total Income of Mr. Rajesh for assessment year 2010-11 showing the incomes under various heads.







       (10 marks)
Question 4

Answer any three of the following:

(a) Is there any exemption for voluntary contributions received by electoral trusts? Discuss.
(b) Explain the amendment made by The Finance Act (No.2), 2009 in case of deduction for a person with severe disability and for maintenance including medical treatment of a dependent with severe disability?
(c) Discuss the applicability of TDS provisions under section 194-I to payments made by the customers on account of cooling charges to cold storage owners.
(d) What are the due dates of payment of advance tax in case of a corporate assessee?
 










       (3 × 4 =12 Marks)
Part - B
Question 5

Answer the following:
(a) With reference to legal consultancy services, state whether service tax is applicable in the following cases:

(i) Mr. Ramesh, an advocate, providing consultancy services to Omega Ltd. in relation to company law matters.

(ii) Mehta and Sons, a law firm, providing legal assistance to Omega Ltd. in relation to civil cases filed against the company.

 (b) With reference to commercial training or coaching services, state whether service tax is applicable in the following cases:

(i) Pinnacle Institute offering courses on personality development and grooming.

(ii) BTL Engineering College offering B.Tech to students. However, the college has been derecognized by the All India Council for Technical Education
(c) List the documents to be submitted along with a service tax return.
(d) Discuss the special provision for payment of service tax in case of services provided in relation to purchase or sale of foreign currency including money changing 


         (2 x 4 = 8 Marks)
Question 6

(a)Aarush, a software consultant, has developed a software for Beta Ltd. He has raised a bill of Rs.2,50,000 on Beta Ltd. on 02.03.2009. A sum of Rs.1,50,000 was received from Beta Ltd. on 15.03.2009 and the balance on 23.06.2009. The questions are:
(i) Is the service provided by Aarush liable to service tax? If yes, then whether Aarush will be liable to pay service tax, even though the same has not been charged by him?
(ii) In case Aarush is liable to service tax, what is the value of taxable service and the service tax payable by him for the financial year 2008-09?




         (2 x 4 = 8 marks)
(b) Answer the following:

(i) A club exempt from payment of income-tax under the Income-tax Act, 1961 on the ground of being a public charitable institution will be compulsorily exempt from payment of service tax also. Examine the validity of the statement 
(ii) Should service tax be paid even, if it is not collected from the client or service receiver?
(iii) What is the due date for payment in case of e-payment of service tax?

         (3 x 3 = 9 Marks)
Question 7
Answer the following:

(a) Explain the addition method for computation of VAT 
(b) Explain the role of a Chartered Accountant in proper implementation of VAT. 
(c) How is transparency ensured under VAT system? 
(d) Do VAT laws allow input tax credit on capital goods? Explain the policy as envisaged in the White Paper.










         (2 x 4 = 8 Marks)
Question 8
(a) Compute the net VAT liability from the following information:-

Particulars 










Rs.

Raw material purchased from foreign market (including duty paid on imports @ 20%)               12,000.00

Raw material purchased from local market (including VAT charged on the material @ 4%)        20,800.00

Raw material purchased from neighbouring state (including CST paid on purchases @ 2%)         7,140.00

Storage, transportation cost and interest 






            2,500.00

Other manufacturing expenses incurred 







  600.00

The goods are sold at 10% profit on cost of production. VAT rate on sale of such goods is 12.5%.












         (8 marks)
(b) Answer the following:

(i) A dealer purchases goods for Rs.2,50,000 (exclusive of VAT). He incurs Rs.35,000 on the goods and sells them at a profit of Rs.15,000. Compute the invoice value to be charged and amount of tax payable under VAT. The rate of VAT on purchases and sales is 4%.
(ii) Discuss filing of return under VAT.

(iii) List six purchases which are not eligible for input tax credit. 


         (3 x 3 = 9 Marks)
Answers 
Ans. 1 


Computation of total income and tax liability of Mr. Prem for A.Y.2010-11
Rs. 


Rs.

Income from salary









           2,00,000

Loss from house property 








         (-) 50,000
Business income 










 80,000

Capital Gains - short-term 






50,000

Long-term 








60,000 

           1,10,000

Income from other sources (20,000 +25,000) 







  45,000
Gross Total Income 









            3,85,000

Less: Deductions under Chapter VI-A
U/s 80C








1,00,000
U/s. 80D (Medical insurance) 





15,000

U/s. 80DD(Maintenance of dependent disabled) 



50,000

U/s. 80E (Repayment of education loan 




25,000

U/s. 80G (Donations – See working note below) 



  7,000 

            1,97,000
Total Income 










            1,88,000

Calculation of tax liability for A.Y.2010-11

Tax on Rs.1,88,000 is calculated hereunder:

(a) On lottery income of Rs.20,000 @ 30% 







6,000

(b) On long-term capital gain of Rs.60,000 @ 20% 






12,000

(c) On total Income (other than long-term capital gains and lottery Income)


10,800
Tax payable 











28,800

Add: Surcharge 










    Nil

28,800

Add: Education cess @ 2% 









     576

Add : Secondary and Higher Education cess (1% of tax and surcharge] 



     288
Tax liability 











29,964

Tax liability (rounded off) 









29,960

Working Note 
1. Calculation of deduction under section 80G 

(a) Donations allowed @ 100% without limit National Fund for Communal Harmony 

3,000

Prime Minister’s National Relief Fund 






1,000
 






4,000

(b) Donations allowed @ 50% without qualifying limit
Prime Minister’s Drought Relief Fund 





1,000

Jawaharlal Nehru Memorial Fund 






2,000 

3,000
Total deduction u/s 80G 









7,000

Ans. 2(a)
 Computation of Income from Salary of Manas for Assessment year 2010-11

Particulars 











Rs.

Salary 







(Rs.12,000 x 9) 


          1,08,000

Dearness allowance 





(Rs.3,000 x 9) 



27,000

City compensatory allowance 



(Rs.300 x 9) 



  2,700

Entertainment allowance 




(Rs.500 x 9) 



  4,500

House rent allowance 







36,000

Less: Exempt 






(Note 1) 

34,200 

  1,800

Gratuity 






(Note 2) 



     Nil

Pension for January 2010 









  5,000

Pension for February & March 2010 



(Rs.2,500 x 2) 



  5,000

Commuted pension 





(Note 3) 

 
             53,333
Income from salary 









           2,07,333
Working note 
1. As per section 10(13A), house rent allowance will be exempt to the extent of minimum of the following three:
(i) 50% of salary 









         Rs.54,000
(ii) Rent paid minus 10% of salary 


 5,000 – 1,200 = 3,800 x 9 

         Rs.34,200
(iii) HRA received 




      Rs.4,000 x 9


         Rs.36,000
Therefore, Rs.34,200 will be exempt.
2. Gratuity of Rs.1,20,000 is fully exempt under section 10(10) being the minimum of the following amounts:
(i) Rs.1,20,000.

(ii) Average monthly salary /2 x 24


12,000 /2 x 24 


      
      Rs.1,44,000

(iii) Rs.3,50,000.
3. As Manas is receiving gratuity, commuted value of one-third of pension which he is normally entitled to receive will be exempt and the balance is taxable. 50% of the pension commuted is Rs.1,60,000. Therefore, 100% would be Rs.3,20,000 and 1/3rd would be Rs.1,06,667. The balance of Rs.53,333 is taxable.
(b)


Computation of taxable capital gains for the A.Y 2010 – 11

Particulars 









Rs. 

     Rs.

Sale consideration 









          75,00,000

Less : Expenses incurred 








            1,00,000
Net consideration 









          74,00,000

Less : Indexed cost acquisition (10,00,000 x 632/100) 


       63,20,000

Indexed cost improvement (2,80,000 x 632/305) 



         5,80,197 
          69,00,197
Gross capital gains 









            4,99,803

Less : Exempt u/s. 54 Cost of the new house –Rs. 9,00,000 or

Capital gain- 4,99,803, whichever is less 






            4,99,803
Net capital gains 










       Nil

(c) 


Computation of taxable income of Mr. Kailash for the A.Y. 2010-11

Particulars 






Amount (Rs.) 


Amount (Rs.)

I Income from business :

(a) Non-speculative income 




      2,50,000

(b) Loss from derivative trading                  (Note 1)

     (1,00,000) 


       1,50,000

II Capital gains :

(a) Long term capital loss 

         (Note 2) 

        (50,000)

(b) Short term capital gain 




          95,000

Less : Short term capital loss 

         (Note 3) 

     (1,00,000)
        (5,000) 


               NIL
Gross total income 









       1,50,000

Notes:

1. Loss from trading in derivatives is not a speculative loss and such loss is eligible for set off against profit from the non speculative business income.

2. Long term capital loss can be set off only against long term capital gain. Unabsorbed long term capital loss of Rs.50,000 for the assessment year 2009-10 can be carried forward for a maximum 8 assessment years for set off against in accordance with Section 74.

3. Short term capital loss of Rs.1,00,000 is entitled for inter source adjustment. 
4. According to Section 71, loss under the head "Capital Gains" cannot be setoff against any other income. Therefore, in this case the net loss of Rs.5,000 shall be carried forward to subsequent assessment years for set off against income under the head 'Capital Gains'.

Ans. 3 

Computation of Total Income of Mr. Rajesh for the assessment year 2010-11

Profit and Gains from Business or Profession

Rs. 

   Rs.

Net Profit as per P & L A/c 








            1,45,000

Add: Expenses / Payments not admissible

Drawings 









12,000

LIC Premium 









  5,000

Car expenses

Driver salary (1/3) 








   2,000

Petrol (1/3) 









   4,000

Property Tax 









   4,000

Medical expenses 








   3,000

Cost of NSC 









   3,000 

33,000

           1,78,000

Less: Incomes which are not taxable under this head

Interest on debentures 







    2,000

Dividend from UTI. 








    2,000

Horse race income 








  12,000 
 16,000
Profit and Gains from Business or Profession 





            1,62,000

Income from other sources

Interest 









     2,000

Dividend from UTI 








 Exempt

Horse race income 








    12,000             14,000

Gross Total Income 









            1,76,000

Less : Deductions under Chapter VIA

u/s. 80C (LIC – Rs. 5,000 + NSC – Rs. 3,000) 





       8,000

u/s 80DD 









      50,000 
  58,000
Taxable income 









            1,18,000

 Ans. 4 
(a) Exemption for voluntary contributions received by electoral trusts [Section 13B]

(i) The Finance (No.2) Act, 2009 has widened the scope of deductions under section 80GGB & 80GGC by allowing deduction to also the contribution/donation made to the electoral trusts as may be approved by the CBDT in accordance with the scheme to be made by the Central Government.
(ii) The deduction shall be 100% of the amount donated.
(iii) Further, voluntary contribution received by such electoral trust shall be treated as its income under section 2(24), but shall be exempt under new section 13B, if the trust distributes to a registered political party during the year, 95% of the aggregate donations received by it during the year along with the surplus if any, brought forward from any earlier previous year.
(b) Increase in deduction for a person with severe disability [Section 80U] and for maintenance including medical treatment of a dependent with severe disability [Section 80DD]
(i) Under section 80-DD, deduction is allowable to an individual or HUF, who is a resident in India, in respect of the following:—
(a) Expenditure for the medical treatment of a dependant, being a person with disability; and 

(b) Amount paid to LIC or other insurance in respect of a scheme for the maintenance of a disabled dependant.
(ii) The present limit for deduction is Rs.50,000 if the dependant is suffering from disability and Rs.75,000 if the dependant is suffering from severe disability.
(iii) The deduction in respect of maintenance or medical treatment of a dependent with severe disability has been increased from Rs.75,000 to Rs.1 lakh. However, the deduction in respect of maintenance or medical treatment of a dependent with disability will continue to be Rs.50,000.
(iv) Under section 80U, deduction of Rs.75,000 is available in computing the total income of a resident individual, who is certified by the medical authority to be a person with severe disability. This deduction has also been increased to Rs.1,00,000. The deduction under section 80U for a person with disability will, however, continue to be Rs.50,000.
(c)Applicability of TDS provisions under section 194-I to payments made by the customers on account of cooling charges to the cold storage owners.

CBDT provides clarification regarding applicability of provisions of section 194-I to payments made by the customers on account of cooling charges to the cold storage owners.

The main function of the cold storage is to preserve perishable goods by means of a mechanical process, and storage of such goods is only incidental in nature. The customer is also not given any right to use any demarcated space/place or the machinery of the cold store and thus does not become a tenant. Therefore, the provisions of 194-I are not applicable to the cooling charges paid by the customers of the cold storage. 

However, since the arrangement between the customers and cold storage owners are basically contractual in nature, the provision of section 194-C will be applicable to the amounts paid as cooling charges by the customers of the cold storage.
(d) Advance tax shall be payable by a corporate assesses as per the following schedule of installments:

Due date of installment 







Amount payable

On or before the 15th June 





Not less than 15% of advance tax

liability.

On or before the 15th September 




Not less than 45% of advance tax

liability, as reduced by the amount, if any, paid in the earlier installment.

On or before the 15th December 




Not less than 75% of advance tax

liability, as reduced by the amount or amounts, if any, paid in the earlier installment or installments.

On or before the 15th March 





The whole amount of advance tax

liability as reduced by the amount or

amounts, if any, paid in the earlier

installment or installments.
Ans. 5

(a) With effect from 01.09.2009, legal consultancy services have been brought under the service tax levy vide the Finance (No. 2) Act, 2009. Legal Consultancy services shall not be liable to service tax in following cases:-

(a) where such service is provided by way of appearance before any court, tribunal or authority;

(b) where the service provider and/or service recipient is an individual.
(i) Mr. Ramesh, being an individual service provider is not a business entity in terms of section 65(105). Hence, Mr. Ramesh will not be liable to service tax.

(ii) Here, both service provider and service receiver are business entities in terms of section 65(105). Thus, service tax will be applicable in this case.
(b) Section 65(105) provides that the scope of taxable service shall include any service provided or to be provided to any person, by a commercial training or coaching centre in relation to commercial training or coaching.

(i) Here, vocational training institute means a commercial training or coaching centre which provides vocational coaching or training that impart skills to enable the trainee to seek employment or undertake self-employment, directly after such training or coaching.

However, institutes offering general course on improving communication skills, how to be effective in group discussions or personal interviews, personality development, general grooming and finishing etc. are not covered under the definition of vocational training institute Thus, Pinnacle Institute is not entitled to exemption under the above notification and is liable to service tax.
(ii) A B.Tech degree is recognised by law and thus institutes offering such degrees are excluded from the scope of the said taxable service. An institution or establishment which is derecognized by the professional councils created through independent Union Acts does not fall under the category of institutes/establishments which issue diploma or certificate recognized by the law for the time being in force and hence is taxable under the category of commercial coaching and training services.

Thus, BTL Engineering College being derecognized by All India Council for Technical Education shall be liable to service tax.
(c) Along with ST-3 return following documents should be attached:

(i) copies of TR-6 challans which indicate the payment of service tax for the months/quarter covered in the half-yearly return;

(ii) a memorandum in form ST-3A giving full details of the difference between the amount of provisional amount of tax deposited and the actual amount payable for each month. Form-ST-3A is to be attached only when the assessee opts for provisional payment of service tax. 
(d) The person liable to pay service tax in relation to purchase or sale of foreign currency, including money changing, provided by a foreign exchange broker, including an authorised dealer in foreign exchange or an authorized money changer shall have the option to pay an amount calculated at the rate of 0.25% of the gross amount of currency exchanged towards discharge of his service tax liability instead of paying service tax at the rate specified in section 66 of Chapter V of the Act.

However, such option shall not be available in cases where the consideration for the service provided or to be provided is shown separately in the invoice, bill or, as the case may be, challan issued by the service provider.
Ans. 6 . (a)
(i) Yes. As per clause (i) of section 65(105) development of software is liable to service tax under information technology software services.
Yes, Aarush will be liable to pay service tax. Section 68 of the Finance Act, 1994 casts the liability to pay service tax upon the service provider or upon the person liable to pay service tax as per Rule 2(1)(d). This liability is not contingent upon the service provider realizing or charging the service tax at the prevailing rate. The statutory liability does not get extinguished if the service provider fails to realize or

charge the service tax from the service receiver. Hence, Aarush will be liable to pay service tax.
(ii) When the assessee has not charged service tax because of the nature of service or has failed to recover the service tax from the client / customer as he is not aware that his services are taxable, the amount recovered from the client in lieu of having rendered the service is taken to be inclusive of service tax. Accordingly service tax payable is calculated by making back calculations.

Since, service tax is payable on receipt basis, in the F.Y. 2008-09, only Rs.1,50,000 will be liable to service tax.

The rate of service tax payable:

Basic rate 











10%

Education cess of 2% and Secondary and higher education cess of 1% (3% of 10%) 

10.30%
Value of taxable service

Gross amount charged/ (100 + Effective rate) x 100






1,50,000 / 110.30 x 100



       1,35,993.00 

Service tax payable


1,50,000 / 110.30 x 10.30 



          14,007.00
(b) (i) The statement is not correct. Exemption under the Income Tax Act on the ground of being a public charitable institution is of no consequence or relevance for service tax purposes. Levy of service tax is entirely governed by the provisions contained in the Finance Act, 1994 and the rules made thereunder.
“Charity” is defined as “aid given to the poor, the suffering or the general community for religious, educational, economic, public safety, or medical purposes”, and “charitable” is defined as “dedicated to a general public purpose, usually for the benefit of needy people who cannot pay for the benefits received” [Black’s Law Dictionary]. Whether a club or association is engaged in activity having objectives which are of a charitable nature or not is to be determined purely on the basis of the facts and circumstances of the case.
(ii)  Section 68 of the Finance Act, 1994 casts the liability to pay service tax upon the service provider or upon the person liable to pay service tax as per Rule 2(1)(d) of the Service Tax Rules, 1994. This liability is not contingent upon the service provider realizing or charging the service tax at the prevailing rate. The statutory liability does not get extinguished if the service provider fails to realize or charge the service tax from the service receiver.
(iii) As per rule 6(1) of the Service Tax Rules, 1994, where service-tax is paid electronically through  internet banking, the service tax on value of taxable service received:

(i) by an individual or a proprietary firm or a partnership firm during any quarter is payable by the 6th day of the month immediately following the said quarter, and 

(ii) (ii) in other cases (company & HUF) during any calendar month is payable by the 6th day of the month immediately following the said calendar month. 

The due date for the month of March is 31st March.
Ans. 7 
(a) In addition method for computing VAT, all the factor payments including profits are aggregated to arrive at the total value addition on which the rate is applied to calculate the tax. This type of  calculation is mainly used with income variant of VAT. A drawback of this method is that it does not facilitate matching of invoices for detecting evasion.

(b) Chartered Accountants have the following key role to play in proper implementation of VAT:

(i) Record keeping : 
VAT requires proper record keeping and accounting. Systematic records of input credit and its proper utilisation is necessary for the success of VAT. Chartered Accountants are well equipped to perform such tasks.
(ii) Tax planning : 
In order to establish an efficient plan for purchases and sales, a careful study of VAT is required. A Chartered Accountant is competent to analyze the impact of various alternatives and choose the most optimum method of purchases and sales in order to minimize the tax impact.
(iii) Negotiations with suppliers to reduce price : 
VAT credit alters cost structure of goods supplied as inputs. A Chartered Accountant will ensure that the benefit of such cost reduction is passed on by the suppliers to his company. However, if the buyers of his company make the similar demand, he must be ready with full data to resist the claims.
(iv) Handling the audit by departmental officers : 
There will be audit wing in department and certain percentage of dealers will be taken up for audit every year on scientific basis. Chartered Accountant can ensure proper record keeping so as to satisfy the departmental auditors. The professional expertise of a Chartered Accountant will help him in effectively replying audit queries and sorting out audit

objections.
(v) External audit of VAT records : 
Under VAT system, trust has been reposed on tax payers as there will be no regular assessment of all VAT returns but only few returns will be scrutinized. In other cases, return filed by dealer will be accepted. Thus, a check on compliance becomes necessary. Chartered Accountants can play a very vital role in ensuring tax compliance by audit of VAT accounts. 
Ans. 7(c) 
Under VAT system, one can avail input tax credit only under a valid tax invoice. The tax invoice clearly specifies the tax component out of the total consideration paid for purchase of material. Hence, a buyer knows exactly how much VAT has been paid by him at all stages. Thus, the system ensures transparency. This transparency enables the State Government to know as to what is the exact amount of tax coming at each stage. Thus, it is a great aid to the Government while taking decisions with regard to rate of tax etc.
(d) The policy in the White Paper lays down that in relation to capital goods set off will be available to traders and manufacturers. Tax credit on capital goods may be adjusted over a maximum of 36 equal monthly instalments. The States may at their option reduce this number of instalments. The State of Maharashtra has decided to give full input tax credit in the month of purchases only. However, if the capital asset is sold within the period of 36 months proportionate input tax credit will be withdrawn. There will be a negative list for capital goods not eligible for input tax credit.
Ans. 8

(a)



Computation of sale price and VAT payable thereon

Rs.

Raw material purchased from foreign market 

(Note – 1) 


          12,000.00

Add: Raw material purchased from local market 
(Rs. 20,800 – Rs. 800) (Note – 2) 
          20,000.00

Raw material purchased from neighbouring state 

(Note – 3) 


          7,140.00

Storage, transportation cost and interest 






           2,500.00

Other manufacturing expenses incurred 







600.00

Cost of production 









          42,240.00

Add: Profit @10% on Rs.42,240 







            4,224.00
Sale Price 










          46,464.00
VAT @ 12.5% on sales 








           5,808.00

Computation of VAT liability

Rs.

VAT on sale price 









            5,808.00

Less: Set-off of VAT on purchases

On imports 











Nil

On local purchases 










 800.00

Net VAT payable 









           5,008.00

Notes:-

1. Since, the duty paid on imports is not a State VAT; it will form part of cost of input.

2. VAT charged by the local suppliers is Rs.800. Since, the credit of this would be available; it shall not be included in the cost of input.

3. Credit/set-off for tax paid on inter-State purchases (inputs) is not allowed.
(b) (i) 
Computation of invoice value

Particulars 









Rs. 

       Rs.

Cost of goods purchased 








       2,50,000.00

Add: Expenses 







      35,000.00

Profit margin 








      15,000.00 
          50,000.00
Product Sale Value 









       3,00,000.00

Add: VAT @ 4 % 









          12,000.00
Invoice Value 









                    3,12,000.00
Computation of amount of tax payable under VAT

VAT charged on sales 








          12,000.00
Less: Input credit of VAT paid on purchases @ 4% on 2,50,000 



          10,000.00
Tax Payable under VAT 








           2,000.00

(ii) VAT returns are to be filed monthly/quarterly/annually along with tax paid challans according to the provisions of the State Acts. They should contain details of output tax liability, value of input tax credit and payment of VAT and should be filed within the prescribed time schedule. In case of any mistakes, revised returns may be filed. The returns will be checked and any deficiency in payment of tax may have to be made good.
Filing of returns are designed with a view:

(i) to reduce cost of compliance

(ii) to encourage businesses to comply with their obligations; and

(iii) to ensure efficient processing of data.
(iii) The following purchases are not eligible for input tax credit:
(a) purchases from unregistered dealers;

(b) purchases from registered dealers who opt for composition scheme under the provisions of the Act;

(c) purchase of goods as may be notified by the State Government;

(d) purchase of goods where the purchase invoice is not available with the claimant or there is evidence that the same has not been issued by the registered selling dealer from whom the goods are purported to have been purchased;

(e) purchase of goods where invoice does not show the amount of tax separately;

(f) purchase of goods which are being utilized in the manufacture of exempted goods;

(g) purchase of goods used for personal use or consumption or provided free of charge as gifts;

(h) goods imported from other States;

(i) goods imported from outside the territory of India;

(j) goods in stock which have suffered tax under an earlier Act but under VAT Act they are covered under exempted items.

Out of the above, any six purchases may be mentioned in the answer. 

  Abatement of 40% shall be given if providing catering service also i.e. supply of food etc.


Exempt at religious places.


Reservation of seats in restaurants not covered.


Letting of only furniture or any other item not taxable.








