Direct Taxes – 28 April 2009
Time – 1.5 hrs
Question 1
Determine the amount of disallowance in the cases given below – 

1. Generally X pays salary to his employees by crossed cheques. Salary of December 2008 is however paid to three employees A, B, and C by bearer cheques (payment being Rs. 6000, Rs. 20,000 and Rs. 20,500 respectively)

2. X Ltd. Purchases goods on credit from Y Ltd on Amy 6 2008 for Rs. 86,000 which is paid as follows – 

a. Rs. 15,000 in cash on May 11, 2008

b. Rs. 30,000 by a bearer cheque, and

c. Rs 41,000 by an account payee cheque

3. Z Ltd. Purchases goods on credit from A Ltd. on May 10, 2007 for Rs. 16,000 and on May 30, 2008 for Rs. 15,000. The total payment of Rs. 31,000 is made by a crossed cheque on June 1, 2008

4. A Ltd. purchases goods on credit from a relative of a director on June 20, 2008 for Rs. 50,000 (market value: Rs. 42,000). The amount is paid by a crossed cheque on June 25, 2008

5. B Ltd. purchases raw material on credit from A who holds 20% equity share capital in B Ltd. (the amount of bill being Rs. 36,000, market price being Rs. 19,000). It is paid in cash on July 26, 2008

Question 2
X Ltd. made a provision on March 31, 2004 of Rs. 85,000 against a bill of supplier of raw material by charging the amount to profit and loss account and claimed deduction thereof while computing the income chargeable to tax for assessment year 2004-05. The amount of Rs. 40,000 not paid to the party till March 31, 2008 was paid in cash on June 11, 2008. The assessing officer issued show cause notice to the company to rectify the computation of income for the assessment year 2004-05 on account of payment made in cash on June 11, 2008. Can the assessing officer do so?
Question 3
X a non-resident, operates an aircraft between Singapore and Chennai. He received the following amounts in the course of the business of operation of aircraft during the year ending March 31, 2009

a. Rs. 2 crore in India on account of carriage of passengers from Chennai

b. Rs. 1 crore in India on account of carriage of goods from Chennai

c. Rs. 3 crore in India on account of carriage of passengers from Singapore

d. Rs. 1 crore in Singapore on account of carriage of passengers from Chennai

The total expenditure incurred by X for the purposes of business during the year ending March 31, 2009 was Rs. 6.75 crore.

Compute the income of X chargeable to tax in India under the head PGBP for 2009-10

Question 4

X Ltd. is engaged in the business of carriage of goods On April 1, 2008, it owns 10 trucks, 6 of which are “heavy goods vehicle”. On May 6, 2008, one of the heavy goods vehicles is sold by X Ltd. to purchase a light goods vehicle on May 10, 2008 which is put to use only from June 17, 2008.
Find out net income of X Ltd. for the assessment year 2009-10 taking into consideration the following data – 

	Header
	Rs

	Freight collected
	8,90,000

	Less:

   Operational expenses

   Depreciation as per section 32

   Other office expenses

Net Profit

Other business/non business income
	6,40,000

1,90,000

15,000

45,000

70,000


Question 5
A public limited company engaged in the generation and distribution of power had its business acquired by the Government in June, 1999. Certain items of plant and machinery used by the company in its business were taken over by the Government at a price which resulted in the company realizing a surplus of Rs.26,60,000 over its written down value. The compensation was received by the company in April, 2000 which was accepted by it under protest. The company proceeded to initiate arbitration proceedings under law and was granted an additional compensation of Rs.16 lakhs. This was decided by the arbitrators in December, 2000 and received by the company in March, 2001. The company claims that the assessment of the company to tax should not be made since the business was completely taken over by the Government in June, 1999 and at the time of final determination of compensation in March,2001, the company did not exist.

Do you agree to the company’s claim?. Discuss with reference to the assessment year(s) to which the claim to tax, if any, can be related.
Question 6
Dr. Hari, a medical practioner, was illegally manufacturing and selling heroin. The heroin held as stock-in-trade was seized by the CBI. Dr. Hari claimed such seizure as business loss while computing his total income. Discuss the correctness or otherwise of Dr. Hari’s claim.
Question 7
X Ltd owns two plants (Plant A and Plant B, depreciation 15%*). Depreciated value of the block on April 1, 2003 is Rs. 2,30,000. It purchases Plant C on November 3, 2003 for Rs. 1,90,000 and sells Plant A for Rs. 3,50,000 on December 1, 2003. Additional depreciation is not available.
Plant C is sold to A Ltd. on May 10, 2006 for Rs. 30,000. X Ltd reacquires Plant C from A Ltd. (or from any other person) on June 6, 2008 for Rs. 2,00,000. Assume that no other asset is acquired/transferred by X Ltd., find out the amount of depreciation from the year 2004-05 onwards

*25% up to assessment year 2005-06

Question 8
X Ltd. was incorporated on December 12, 2007 for manufacture of tyres and tubes for motor vehicles. The manufacturing unit was set up on April 30, 2008. The company commenced its manufacturing operations on May 1, 2008. The total cost of the plant and machinery installed in the unit is Rs. 100 crore. The said plant and machinery included second hand plant and machinery bought for Rs. 10 crore and new plant and machinery for scientific research relating to the business of the assessee acquired at a cost of Rs. 10 crore.
Compute the amount of depreciation allowable under section 32 in respect of the assessment year 2009-10. 

Question 9 
SK Private Limited is engaged in the business of civil construction. The Profit and Loss account of the company for the year ended 31st March, 2009 is as under:

	
	Rs.
	
	Rs.

	Opening stock of building materials
	40,000
	Receipts from the business of Civil construction contracts
	37,60,000

	Salary to workers and 
	
	Rent of godown
	80,000

	Employees
	4,10, 000
	Surplus from insurance
	

	Purchase of building materials
	24,00,000
	compensation received for loss of plant and machinery by fire
	
2,00,000

	Interest on loan 
	3,20,000
	Interest on company deposits
	25,000

	Office administration 
	
	Dividend from companies
	50,000

	Expenses
	2,60,000
	Closing stock of building
	

	Travelling expenses
	1,40,000
	materials
	25,000

	Municipal taxes on godown
	12,000
	
	

	Insurance premium for godown
	8,000
	
	

	Directors’ remuneration
	2,53,000
	
	

	Depreciation on plant and machinery
	65,000
	
	

	Provision for tax:
	
	
	

	Current tax               1,00,000
	
	
	

	Deferred tax
       43,000
	1,43,000
	
	

	Net profit
	89,000
	
	

	
	41,40,000
	
	41,40,000


The following additional information is also available :

(i)
Municipal tax of godown includes Rs.3,000 not paid by the company.

(ii)
The book value of the plant and machinery, which was insured against fire, was Rs.4,20,000. The written down value of plant and machinery block under section 43(6) as on 31st March, 2008 was Rs.1,85,000.
(iii)
The entire building materials were purchased from a firm in which the managing director of this company is a partner. The fair market value of the materials purchased is Rs.20,00,000.

(iv) 
Interest  on  loan  includes  Rs.15,000  being  interest  on loan taken for investment in shares of various companies.

(v)
Office administration expenses include Rs.90,000 paid as a donation to a charitable organization recognized under Section 80G.

(vi)
The prescribed rate of depreciation under the Income Tax rules for plant and machinery is 15%.

(vii)
The company has decided to follow the presumptive tax provision in respect of its business income.

Compute the total income of SK Private Ltd. for the assessment year 2009-10. Your answer should include explanations of your treatment of various items. Ignore the provision of minimum alternate tax under Section 115JB.
