Direct Taxes – 27 April 2009
Time – 1.5 hrs
Question 1
A is an association governed by the provisions of Section 44A of the Income-tax Act. The subscription receipts for the year ended 31st March, 2001 were Rs.60,000. The expenditure in the normal course of its activities was Rs.85,000. Its other income taxable under the Act works out to Rs.75,000. On these facts, you are consulted as to.

(a) How A’s taxable income will be determined for assessment year 2009-10.
(b) In case the association did not have the other income taxable will there be any difference in the computation of its income? Please advise
Question 2
Income computed on the accrual basis is no longer relevant for taxation of income. Critically analyse the validity or otherwise of the same

Question 3
The profit and loss account of East West Bank Ltd. operating in India for the financial year 2008-09 contains, interalia, the following particulars :

	
	(Rupees in crores)

	Profit before taxation
	100

	Depreciation as per books
	25

	Depreciation admissible as per income tax rules
	40

	Corporation tax disputed by the bank and not paid
	10

	Bad debts written off
	45

	Provision for non-performing assets as per prudential norms of Reserve Bank of India
	250

	Provision for standard assets at 2% of such advance as per the above norms
	5

	Net depreciation on investments under “held-for-trading” and “available-for-sale” categories calculated on lower of cost price or market price basis as per guidelines of Reserve Bank of India.
	30


Other Information:

(a)
In assessment year 2003-04 provision for doubtful debts allowed in assessment amounted to Rs.35 crores only

(b)
The assessment for assessment year 2004-05 resulted in a loss and unabsorbed depreciation amounting to Rs.30 crores and Rs.40 crores respectively and the bank was not allowed deduction on account of provision for doubtful debts

(c)
Unrealised interest income not recognized in the accounts in financial year 2004-05 in respect of non-performing assets as per asset classification norms of RBI amounts to Rs. 65 crores.

(d)
The aggregate average rural advances calculated as per section 36(1)(viia) read with rule 6 ABA amounts to Rs.30 crores.


From the above information compute total income of the bank for the A.Y. 2005-06.

Question 4
XYZ Ltd. Engaged in the business of manufacturing of industrial cables, imported a car on February 26, 2001 from Japan which costed in total of Rs. 53,00,000. The car was used from March 31, 2001 continuously for the purpose of its business by the company. The assessing officer, in the month of June 2009, while completing assessment under section 143(3) for assessment year 2007-08 noted that the company had claimed depreciation @ 25% since assessment year 2001-02 on this car in the block of assets. Therefore he issues notices under section 148 read with section 147 for assessment years 2001-02 to 2007-08. 
Examine the validity of actions of the assessing officer.

Question 5

An amount of Rs. 5 lakh was paid on March 17, 2009 to the parents of X by the government of Maharashtra as compensation to the aggrieved family whose only son X lost his life in Mumbai local train serial blasts. Explain, with reasons; is the amount of compensation received chargeable to tax in assessment year 2009-10?
Question 6
Alpha Ltd., a manufacturing company, which maintains accounts under mercantile system has disclosed a net profit of Rs.12.50 lakhs for the year ending 31st March, 2009.  You are required to compute the taxable income of the company for the Assessment year 2009-10, after considering the following information, duly explaining the reasons for each item of adjustment:










(i)
Advertisement expenditure includes the sum of Rs.60,000 paid in cash to the sister concern of a director, the market value of which is Rs.52,000.

(ii)
Legal charges include a sum of Rs.45,000 paid to consultant for framing a scheme of amalgamation duly approved by the Central Government.

(iii)
Repairs of plant and machinery includes Rs.1.80 lakhs towards replacement of worn out parts of machineries.

(iv)
A sum of Rs.6,000 on account of liability foregone by a creditor has been taken to general reserve.  The same was charged to the Revenue Account in the Assessment Year 1998-99.

(v)
Sale proceeds of import entitlements amounting to Rs.1 lakh has been credited to Profit & Loss Account, which the company claims as capital receipt not chargeable to income-tax.

(vi)
Being also engaged in the biotechnology business, the company incurred the following expenditure on in-house research and development as approved by the prescribed authority:

(a)
Research equipments purchased Rs.1,50,000.

(b)
Remuneration paid to scientists Rs.50,000.

                The total amount of Rs.2,00,000 is debited to the Profit & Loss account.
Question 7
Mrs. X engaged in the business of growing, curing, roasting and grounding of coffee after mixing chicory had a total income of Rs. 3,25,000 from this business which was her only source of income during the year ended March 31, 2009. She consults you to have an opinion whether she is required to file a return of income for the assessment year 2009-10 as per provisions of section 139(1)
Question 8

What is adventure in the nature of a trade? State the factors which are relevant in deciding whether a transaction is an adventure in the nature of trade?

Question 9

X owns a block of assets consisting of plants A and B, depreciation rate 15%. On April 1, 2008, depreciated value of the block is Rs. 10,40,000 (it is not qualified for additional depreciation). On July 7, 2008, the block of assets is transferred by X to Y for Rs. 30,70,000. Find out the tax consequences under the following situations:
(a) X is amalgamating company and Y, being an Indian company, is the amalgamated company and the block of asset if transferred by X to Y in a scheme of amalgamation. Y does not own any other asset.

(b) Suppose in (a) (supra) Y is a foreign company

(c) Suppose in (a) Y owns a block of assets (consisting of plants C and D, depreciation rate 15%) on April 1, 2008. Depreciated value of the block of assets being Rs. 6,40,000. Y purchases plant E (rate of depreciation 15%) on March 10, 2009 for Rs. 2,90,000. It is put to use on the same day

(d) X is a partnership firm. It is converted into Y company. The conversion satisfies the conditions under section 47(viii). Y doesn’t own any other asset.

(e) X is a firm. The business of X is taken over by Y, a partner in the firm. On April 1, 2008, Y owns plants C and D (depreciation rate 15%, depreciated value of the block Rs. 60,78,000). Y purchases plant E on December 5, 2008 (depreciation rate 15%, actual cost Rs. 36,000). It is put to use on the same day. On March 12, 2009, Y sells plant C for Rs. 26,40,000

Question 10

X Ltd., a company which provides telecom services, acquires a telecom licence on April 5, 2008 for a period of 15 years which ends on March 31, 2023 (licence fees being Rs 15 lakhs paid on March 6, 2008). The licence is transferred by X Ltd. On December 20, 2010 for (a) Rs. 6,92,000, (b) Rs. 13,70,000 or (c) Rs. 15,60,000. Compute the amount chargeable to tax
Suppose in the above problem, X LTd transfers a part (40%) of telecom license for (a) Rs. 6,80,000 or (b) Rs. 18,90,000 on May 6, 2010. Compute the amount chargeable to tax.

Question 11

X, a trader, sells goods on credit to Y (outstanding balance on April 1, 2008: Rs. 40,000 and total bills issued during 2008-09: Rs. 60,000). Out of Rs. 1,00,000, he recovers only Rs. 10,000 from Y during 2008-09. On March 31, 2009, he writes off Rs. 32,000 as bed debt. However, on December 19, 2009, X recovers from Y as full and final payment (a) Rs. 15,000, or (b) Rs. 55,000, or (c) Rs. 70,000. Find out the tax consequences for different assessment years.
Question 12

X Ltd. Is a financial corporation for the purpose under section 36(1)(viii). Income of the taxpayer for the previous year 2008-09 from different sources is as follows – 
(a) from providing long term finance for industrial/agricultural development or development of infrastructure facility (before any deduction under section 36) – Rs. 1120 lakh

(b) business income from other activities – Rs. 105 lakh

Compute the amount of deduction section 36(1)(viii) for the assessment year 2009-10 taking into consideration the following data – 

1. paid-up capital and general reserve on March 31, 2009: Rs. 610 lakh

2. balance standing to the credit of special reserve account as on April 1, 2008: Rs 1050 lakh (and the same was allowed as deduction in earlier years)

3. Amount transferred to special reserve account during 2008-09 is Rs. 220 lakh
