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GROUP -I 

Paper-7 : APPLIED DIRECT TAXATION 

Q1. (a) Choose the correct answer with reference to the provisions of the Income-tax Act, 1961. 

Surcharge of 10% is payable by an individual where the total income exceeds : 

(i) Rs.7,50,000 

(ii) Rs.8,50,000 

(iii) Rs.10,00,000 

(iv) None of these 

(b) Additional surcharge (Education cess) of 2% is payable on 

(i) Income-tax 

(ii) Income-tax plus surcharge, if any 

(iii) Surcharge 

(iv) Not payable by any assessee 

(c) Write short notes on: “Income accruing” and “Income due”. Can an income which has 

been taxed on accrual basis be assessed again on receipt basis? 

(d) Write short notes on: Association of persons 

(e) Difference between Application of Income and Diversion of Income 

(f) Write short notes on: Basis of charge. 

Q2. (a) What does the term “substantial interest” denote under Income-tax Act? 

Q2. (b) Define the term “assessee” and state in this connection the different classes of assessees 

under the Income-tax Act, 1961. 

A single letter of enquiry was issued by the Income-tax Department to Mr. Shoumik of 

Pune. In this letter there was no specific mention of any provision of the Income-tax Act. 

Can Mr. Shoumik be treated as an “assessee” under the Income-tax Act ?

Q2. (c) What are the exceptions to the general rule that income of the previous year alone is 

taxed in an assessment year? Discuss. 

What are the exceptions to the rule that the income of the previous year is chargeable to 

tax in the immediately following assessment year?

Q3. (a) Chocos Ice-cream Private Limited gives you the following details for the accounting year 

ended 31st March, 2009 : 

Paid up equity share capital is divided into shares of Rs.10 each. 

Sarvashri Ray Gandhi, Dikesh Ranka, Prasant Shroff and Tanmay Shah are registered 

shareholders, each holding 10,000 equity shares fully paid up. \

Reserves of accumulated profits on 1st April, 2008 were Rs. 40 lakhs. 

Current year’s surplus was Rs. 10 lakhs. 

Current liabilities and provisions at year end amounted to Rs.1 lakh. 

Fixed assets consisted of only one item, viz., office buildings (at cost) of Rs. 11 lakhs. 

Preliminary expenses not written off (at year end) Rs. 40,000. 

Current assets on 31st March, 2009 amounted to Rs. 30 lakhs.

Loans and advances granted in the year and outstanding at year end were Rs. 13,60,000. 

These included : 

(a) trade deposit of Rs. 1 lakh given to Ray Gandhi. He supplied a ‘softy’ ice machine in 

April, 2009 and the advance was adjusted against the cost of machinery supplied ; 

(b) loan of Rs. 3 lakhs given to Dikesh Ranka on 10th January, 1999, out of which Rs. 1 

lakh was repaid by him on 30th March, 2009 

(c) loan of Rs. 3 lakhs given to Smt. Kanta Prasant Shroff at the specific request of 

Shri Prasant Shroff; 

(d) loan of Rs. 4 lakhs to Tanmay Shah (H.U.F.) who are the beneficial owners of shares 

registered in the name of Tanmay Shah. 

Required : 

Discuss the tax implications of the above transactions in the hands of : 

Shareholders and Chocos Ice-cream Private Ltd. 

Q3. (b) State the activities and operations, income from which is not deemed to accrue or arise in 

India. 

Q3. (c) Mr. John had estates in Rubber, Tea and Coffee. He derives income from them. He has 

also a nursery wherein he grows and sells plants. For the previous year ending 31.3.2009, 

he furnishes the following particulars of his sources of income from estates and sale of 

Plants. You are requested to compute the taxable income for the Assessment year 

2009-2010 : 

Rs. (i) Manufacture of Rubber 5,00,000 

(ii) Manufacture of Coffee grown and cured 3,50,000 

(iii) Manufacture of Tea 7,00,000 

(iv) Sale of plants from Nursery 1,00,000 

Q4. (a) State the provisions relating to the exemption in respect of long-term capital gains on 

transfer of listed Equity Shares. 

(ii) Exemption in respect of encashment of leave salary. 

Q4. (b) (i) Write short notes on: Taxability of Retrenchment Compensation received by Workmen. 

(ii) Describe the following exempt incomes which do not form part of the total income under 

the Income-tax Act, 1961: Retrenchment Compensation. 

Q4. (c) What tax benefits are derived by an Industrial Undertaking, which is established in Free 

Trade Zone? Enumerate the conditions which are required to be satisfied by such a unit. 

Q5. (a) What are the benefits available to a 100% Export Oriented unit (E.O.U. Discuss the eligibility 

conditions for availing such benefits under section 10 B of the Income-tax Act,1961. 

Q5. (b) Explain the provisions relating to tax exemption to political parties. What are the obligations 

of the political parties under the provisions of Income Tax Act, 1961? 

Q5. (c) Write short note on : Keyman Insurance Policy. 

Q6. (a) Mani is employed in a public company and is paid a sum of Rs.6,00,000 on Voluntary 

Retirement from service. The normal age of retirement in the company is 60 and John, 

who was 45 at the time of retirement had completed 20 years of service. His monthly 

salary at the time of retirement was as follows : 

Rs. 

Basic pay 10,000 

Dearness allowance (50 p.c. includible for pension) 6,000 

H.R.A. 3,000 

Conveyance allowance 800 

What is the amount of compensation taxable under the Act? 

Q6. (b) State the conditions for claiming exemption in the case of an infra-structural company. 

Q6. (c) Write short notes on: Venture capital fund 

Q7. (a) State whether True or False, with reasons, having regard to the provisions of the Income-

tax Act, 1961 (Answers without reasoning will not be given any mark) – 

Where the Commissioner of Income-tax is satisfied that the activities of the charitable 

trust, which has been accorded registration is not genuine, he can cancel the registration 

by passing an order in writing. 

Q7. (b) When a charitable trust can avail benefits under section 11 & 12 of the Income Tax Act, 

1961? 

Q7. (c) Distinguish between foregoing of salary and surrender of salary. 

Q7. (d) Write short note on: Specified Employee 

Q8. (a) Under what circumstances and to what extent is the provision of medical facilities or 

assistance by an employer not treated as a perquisite in the hands of an employee? 

Q8. (b) Mr. X and and Mr. Y are working for M/s. Gama Ltd. As per salary fixation norms, the 

following perquisites were offered : 

(i) For Mr. X, who engaged a domestic servant for Rs.500 per month, his employer reimbursed 

the entire salary paid to the domestic servant i.e. Rs.500 per month. 

(ii) For Mr. Y, he was provided with a domestic servant @ Rs.500 per month as part of 

remuneration package. 

You are required to comment on the taxability of the above in the hands of Mr. X and Mr. Y, 

who are not specified employees. 

Q9. (a) State the difference between Capital Receipts and Revenue Receipts. 

Q9. (b) Define Royalty. 

Q9. (c) State the procedure for computing Agricultural Income and Business Income of the same 

assessee. 

Q10. (a) Dscuss the year of chargeability of Salary 

(b) Place of accrual of salary 

Q11. Discuss the provisions relating to Medical Treatment facilities. 

Q12. Discuss the provisions relating to accommodation facilities. 

Q13. Discuss the provisions relating to perquisites and other facilities provided to an employee 

and his household, other than accommodation facilities. 

Q14. (a) State the provisions relating to transfer of movable asset to employees. 

Q14. (b) State the treatment of tax on non-monetary benefits paid by employer 

Q15. (a) Discuss the taxability of perquisites provided by employers who are subject to FBT (Fringe 

Benefit Tax). 

Q15. (b) Discuss the taxability of any other benefits provided to an employee-assessee by the 

employer. 

Q16. (a) State the difference between Contracts of service vs. Contract for service 

Q16. (b) Discuss the taxability of Provident Fund receipts. 

Question 17(a) Discuss the chargeability of Income from House Property 

(b) Discuss Deemed Owner 

Q18. (a) Discuss the taxability of Recovery of Unrealized Rent 

(b) Receipt of Arrears of Rent 

(c) Treatment of Unrealised Rent 

(d) Interest on Loan 

Q19. (a) A Company issued discount coupons to its shareholders which entitled them to purchase 

the products of the Company at a discount. The Assessing Officer feels that this is a 

disguised dividend. What are the arguments for and against such a treatment? 

(b) Discuss the taxability of Family Pension. 

Q20. (b) Calculate the perquisite value of the expenditure on medical treatment, which is assessable 

in the hands of an employee of a company, inclusive of the conditions to be satisfied : 

Gross total income, inclusive of salary Rs. 2,00,000 

(a) 

amount spent on treatment of the employee’s wife in a hospital maintained by the employer 

Rs. 20,000 

(b) amount paid by the employer on treatment of the employee’s child in a hospital Rs.14,000 

(c) medical insurance premium reimbursed by the employer on a policy covering the employee, 

his wife and dependent parents Rs. 7,000 

(d) (i) amount spent on medical treatment of the employee outside India Rs. 2,50,000 

(ii) amount spent on travel and stay abroad Rs. 90,000 

(e) amount spent on travel and stay abroad of attendant Rs. 60,000 
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