Direct Taxes – 26 April 2009
Time – 1 hr
Question 1

Rent of Rs 30,000 for the period April 1, 2007 to June 30, 2007 due till the property sold out by the owner on May 16, 2009 is received on February 12, 2010 because of an order of court. Discuss taxability.
Question 2

A Hindu undivided family owns a property which has been let out to a firm carrying on business.  The family is a partner in the firm through the Karta.  No rent has been charged by the HUF from the firm for use of the premises by the firm.  The Assessing Officer, however, has taxed the family on the notional income from property based on municipal valuation.  Is this decision justified?

Question 3

A company engaged in textile manufacturing, debited to its Profit & Loss Account a sum of Rs.60,000, being the interest on loan of Rs.6,00,000 taken for financing its expansion scheme. The plant and machinery purchased for the project with the loan were not received during the year and those were still in transit at the end of the year. A sum of Rs.6,000 was paid to a broker who arranged the loan. Discuss the admissibility or otherwise of the interest on borrowing.

Question 4

In the course of an assessment proceeding, the Assessing Officer enhanced the value of the closing stock and added the difference to the total income.

In the assessment year subsequent to this, the assessee wants the Assessing Officer to enhance, by the same amount, the value of the opening stock of that year.

Discuss the validity of the claim.

Question 5

The WDV of Plant and Machinery on 01-04-08 of X Ltd. engaged in manufacturing of PVC granules is Rs.1,000 lakhs.  Company purchased additional plant and machinery for Rs.800 lakhs on 18-04-08 inclusive of a second-hand machine imported from China of Rs.200 lakhs to increase its installed capacity of production from 1000 TPA to 1500 TPA.  The production from new machine was taken w.e.f. 1-12-08.  Workout, by giving reasons, the amount of allowable depreciation.

Question 6
A partnership firm, consisting of three partners A, B and C was engaged in the business of Civil Construction and received the following amounts by way of contract receipts :

                                                                                                                          Rs.



Contract work for supply of labour


30,00,000



Value of materials supplied by Government
               8,00,000



Total value of contract




38,00,000

Each partner of the firm was entitled to draw Rs.2,500 by way of salary as authorized by the terms of the partnership deed.  Interest of Rs.1,00,000 was also paid to partner C on the capital of Rs.5,00,000 contributed by him.  The profit as per books of accounts, before deduction of salary to partners and interest to partner C amounted to Rs.2,50,000.  Compute the total income of the firm, applying the provisions of section 44AD.
Question 7

You are engaged to carry out the tax audit of a firm under section 44 AB and in carrying out this assignment, you are required to tackle the following issues. Indicate how you will deal with them.

(i) Duty of the auditor to report on a penalty or fine imposed on the firm.

(ii) Expenditure incurred in respect of which payment has been made in a sum exceeding Rs.20,000, otherwise than by a crossed cheque or crossed bank draft.

(iii) Sum payable as an employer by way of contribution to a provident fund.

(iv) Particulars of loans or deposits exceeding the limit specified in section 269SS taken during the year.

(v) Accounting ratios in a trading concern
Question 8

X purchased a house property on December 12, 2006 for Rs. 10,00,000. Till May 1, 2008, the same was self-occupied as a residence. On this date, the said building was brought into use for the purpose of his medical profession. What would be the depreciation allowable for the assessment year 2009-10, assuming that he owns no other building and the rate of depreciation is 10%? Will the answer be different if the house property had been gifted to him by his father, who has purchased the same on May 1, 2005 for Rs. 9,00,000?

Question 9

XYZ Ltd., a company mainly engaged in the business of manufacturing, shows a profit of Rs. 7,86,000 after debiting the following.
	SNo
	Description
	Rs

	1.
	Payment of gratuity voluntarily and on account of commercial expediency to an employee who died abroad while on company’s business tour
	27,900

	2.
	Fees paid to an architect for valuation of buildings of the assessee
	12,500

	3. 
	Compensation paid to a director on termination of his service
	1,30,000

	4. 
	Lump sum consideration paid for obtaining a licence in respect of a technical information from a foreign company to improve quality of products
	4,80,000

	5.
	Payment made to eliminate underbidding for the purpose of keeping up remunerative prices
	65,000

	6.
	Interest on unpaid purchase price of a business asset
	14,000

	7.
	Expenses incurred to eliminate a drain under statutory obligation
	1,47,000

	8.
	Expenses paid to a management consultant for preparation and formulation of budgeting formats
	34,000

	9.
	Expenditure incurred on foreign tours to attend business conferences
	18,700

	10.
	Payment of income tax in foreign countries
	82,000

	11.
	Payment in advance for a new telephone connection under OYT scheme
	15,000

	12. 
	Traveling expenses of a director with the object of negotiating a collaboration with foreign manufacturers for initiation of new line of business
	80,000

	13.
	Payment in annual installment for a period of 20 years under an approved agreement to a foreign collaborator for technical know-how and for right to manufacture and sell products in India
	1,80,000

	14.
	Betterment charges paid under a town planning scheme
	12,000

	15.
	Expenditure incurred for repairing a property taken on lease
	4,000

	16.
	Legal expenses incurred in connection with issue of capital
	32,750

	17.
	Expenditure incurred for registration of a trade mark
	11,150

	18.
	Shares issued at par to employees to further its interest (difference between market price and par value is debited to P&L a/c, and claimed as revenue expenditure)
	66,750

	19.
	Insurance premium paid against consequential loss policy
	38,000

	20.
	Anticipated loss under forward contract for purchase of raw material as a result of decrease in market price
	1,20,780

	21.
	Loss on account of non-recovery against a bill due to dishonesty and negligence of employees
	36,000

	22.
	Loss caused by depreciation of investment in securities
	17,210

	23.
	Loss caused by non-recovery of tax paid by assessee as a statutory agent of a non-resident
	8,300

	24.
	Initial expenditure on installation of florescent tube lights
	800

	25.
	Payment of salary to a foreign technician approved by the government
	1,07,000

	26.
	Expenditure on accommodation at the place where the factory is situated for directors and officers
	40,000

	27.
	Lunch at a five-star hotel where four representatives of suppliers were taken to lunch and purchase manager and secretary of the company accompanied them
	3,800

	28.
	Payment of state electricity board for providing service lines
	19,000

	29.
	Payment in respect of income-tax proceedings

a) payment for preparation of return of income
b) payment for filing income-tax appeals/reference (the recipient is not an employee of the company)

c) payment of salary@ Rs 9,000 per month to an employee dealing with income tax matters

d) payment to a tax consultant (not being an employee) @ Rs. 500 per month for advising company in connection with different obligations/liabilities under the act
	6,000

11,000

1,08,000

6,000

	30.
	Loss on account of non-recovery of advance given to 100% subsidiary company engaged in the business of financing subsidiary companies
	1,06,000

	31. 
	Payment of advance fringe benefit tax
	20,000


Determine the taxable income of the company for the assessment year 2009-10

Question 10

A hospital for the reception and treatment of persons suffering from illness, existing for philanthropic purposes and not run for ppurposes of profit, run by a charitable trust seeks exemption of its income from income tax for assessment year 2009-10. Discuss.

