Direct taxes Cumulative – 5
Time – 3 hrs

Answer all questions

Question 1

X Ltd is a manufacturing company. The profit and loss account of X Ltd. for the year ending March 31, 2009 is given below – 

	
	Rs.
	
	Rs.

	Opening Stock

Manufacturing expenses

Salary to employees

Employers contribution to provident fund

Taxes

Interest

Audit fees to CA

Licence fees to municipal authority

Other expenses

Net profit
	17,000

32,56,000

5,16,000

30,000

1,50,000

2,12,000

20,000

25,000

86,000

9,83,500
	Sales

Income-tax refund

Excise-duty refund (earlier allowed as deduction)

Customs duty refund (not being allowed as deduction earlier)

Interest on income tax refund, excise duty refund and customs duty refund

Closing stock
	52,55,000

2,000

7,000

8,000

1,000

33,000




                                                                                53,06,000                                                              53,06,000  

Notes:

1. Salary to employees is calculated as below – 

	Different Components
	Amount (Rs)
	Payment made during 2008-09 (Rs.)
	Paid from April 1, 2009 to September 30, 2009 (Rs.)

	Basic salary, allowances and perquisites
	4,68,000
	2,00,000
	2,60,000

	Bonus
	10,000
	1,000
	8,500

	Commission on sales
	20,000
	2,000
	17,000

	Commission on purchases
	18,000
	500
	12,000

	Total
	5,16,000
	
	

	Less:
	
	
	

	Employees contribution towards PF
	28,000
	28,000
	

	TDS
	2,000
	1,900
	100

	Balance
	4,86,000
	
	


Out of employees contribution towards provident fund of Rs. 28,000, Rs. 25,000 is credited in the provident fund account of employees on or before the due date of making payment under the provident fund regulation

2. Out of employers contribution towards provident fund of Rs. 30,000, 26,000 is paid during the previous year 2008-09, Rs. 3,500 is paid on May 16, 2009 and Rs. 500 is paid on November 10, 2009. Provident fund is recognized provident fund

3. Gratuity fund is approved gratuity fund and the amount is contributed during the relevant year

4. Taxes and interest are calculated as follows:

	Different Components
	Amount (Rs)
	Payment made during 2008-09 (Rs.)
	Paid from April 1, 2009 to September 30, 2009 (Rs.)

	Excise duty, sales tax, customs duty and municipal tax
	1,10,000
	62,500
	32,000

	Income tax
	40,000
	2,000
	38,000

	Interest from loan taken from a relative of director
	87,000
	4,000
	2,000

	Interest on term loan taken from SBI
	1,25,000
	15,000
	98,000


5. Licence fee to municipality authority and fees to CA are not paid till September 30, 2009.

Determine the amount of taxable income of X Ltd. for the assessment year 2009-10

Question 2

(a) X is a foreign citizen, not being a person of Indian origin. Determine his residential status for the assessment year 2009-10 on the assumption that during the financial years 1994-95 to 2008-09 he was present in India as follows:

	1994-95
	221 days

	1995-96
	22 days

	1996-97
	50 days

	1997-98
	72 days

	1998-99
	130 days

	1999-2000
	340 days

	2000-01
	30 days

	2001-02
	160 days

	2002-03
	96 days

	2003-04
	286 days

	2004-05
	100 days

	2005-06
	182 days

	2006-07
	85 days

	2007-08
	280 days

	2008-09
	86 days


(b) X Ltd., a company providing telecommunication services, obtains a telecom license on April 1, 2003 for a period of 10 years which ends on March 31, 2013. The telecom license is not renewable. The following two options are given to X Ltd. to pay the license fees-
1. to pay Rs. 10 lakh on April 1, 2003 or

2. to pay Rs. 12 lakh on April 1, 2007

Assume that each year’s total receipts and expenses (excluding payment of license fees) will be Rs. 50 lakh and Rs. 30 lakh, respectively, find out the better option. The telecom license is not renewable

(c) During the accounting period ending March 31, 2009 a charitable trust derived (a) income from property held for charitable purposes: Rs. 4,40,000 (Rs. 2,15,000 received in cash and the remaining balance of Rs. 2,25,000 is to be received in the year 2010-11); (b) voluntary contribution: Rs. 7,05,000 (out of which Rs. 4,00,000 is with specific direction that it will form part of corpus of the trust). During the previous year 2008-09, the trust spent only Rs. 70,000 for charitable purposes. Determine the taxable income on the assumption that the trust has obtained extension of time for applying the unrealized income of Rs. 2,25,000 in the year of receipt i.e., 2010-11, whereas it actually spends Rs. 18,000 in the year 2010-11 and Rs. 32,000 in the year 2011-12
Question 3
X (26 years) and Y (28 years) are members of an association of persons. Their profit sharing ratio is 2:1. Find out the tax liability of the association of persons, X and Y for the assessment year 2009-10 under the following four situations:

	
	Rs. (in thousand)

	Header
	Situation 1
	Situation 2
	Situation 3
	Situation 4

	Income of association of persons
Income from growing rice

Income from growing tea leaves and manufacturing tea

Other non-agricultural income
	90

85

170
	90

85

170
	90

80

1
	90

80

1

	Personal income of members
X (agricultural)

Y (agricultural)

X (non-agricultural)

Y (non-agricultural)
PPF contribution by X

PPF contribution by Y
	58

20

183

185

33

35
	7,56

10,40

151

95

0.5

3
	56

340

143

145

1

3
	56

40

151

195

0.5

10


Question 4
(a) A company X had let out its premises. The lease agreement executed clearly specified that the rent payable for the premises let out to the lessee for ground and first floors. The assessee claimed that the income was assessable as business income. The Assessing Officer held that it was income from property. In this context, comment whether income from lease of a property by company can be assessable as income from house property?
(b) A co-operative society was engaged in the manufacture and sale of sugar. The tripartite agreement between the co-op society, the State Government and the harvesting and transport contractors provided for payment of a mutually agreed rate and commission by the co-op to the harvesting and transport contractors for transporting the harvested sugarcane to the factory. The Assessing Officer disallowed the following expenditure –

(a) Interest paid by the society on borrowed funds on the ground that the society had borrowed such funds at a higher rate of interest and diverted a portion of the same to the harvesting and transport contractors at a lower rate of interest.

(b) Bakshish paid by the society to the labourers employed by the contractors.
Discuss the validity of the assessing officer’s actions
(c) A company, engaged in the business of trading in scouring powder, pickles etc., claimed expenditure for advertisement of pickles marketed by it, which were manufactured by its sister concerns. Comment on the validity of the claim.
(d) There was a transfer of shares between a firm, which consisted of its partners, who were family members. Certain new shares were acquired in exchange for old shares, as also some consideration in cash. The firm contended that the transfer was consequent to a family arrangement. Comment on the validity of the contention
Question 5
(a) X furnishes the following particulars of income earned during the previous year relevant to the assessment year 2009-10:

	Header
	Amount (Rs.)

	Interest on German development bonds (one sixth is received in India
	36,000

	Income from agriculture in Pakistan, received there but later on Rs. 86,000 remitted to India
	3,41,000

	Interest from property in USA received outside India (Rs. 92,000 is used in Canada for meeting the education expenses of X’s son in Canada, and Rs. 2,48,000 is later remitted to India
	3,40,000

	Income earned from business in Iran which is controlled from New Delhi (Rs. 70,000 is received in India
	4,05,000

	Dividend paid by an Indian company on May 10, 2008 but received outside India
	1,95,800

	Past untaxed profit of 2005-06 brought to India in May 2008
	2,10,000

	Profits from a business in New Delhi and managed outside India (60% of the profit is received outside India)
	92,000

	Profit on sale of a building in India but received in Nepal
	18,74,000

	Pension from former employer in India, received in Iran (amount net of standard deduction)
	2,15,000

	Gift in foreign currency from a friend received in India on September 6, 2008
	80,000


Find out the gross total income of X : (i) if he is resident and ordinarily resident in India (ii) if he is resident but not ordinarily resident in India, and (iii) if he is non-resident for the assessment year 2009-10

(b) X purchases a property on April 1, 2976 for Rs. 95,000. He enters into agreement for sale of the property to A on November 1, 1982 and receives Rs. 10,000 as advance. A could not, however, keep his promise and the advance of Rs. 10,000 given by him is forfeited by X. Later he gifts the property to his friend Y on May 15, 1984. The following expenses are incurred by X and Y for renewals of the property:
	Header
	Cost (Rs.)

	Addition of two rooms by X during 1978-79
	35,000

	Addition of first floor by X during 1982-83
	45,000

	Addition of second floor by Y during 1989-90
	1,25,000


Fair market value of the property on April 1, 1981 is Rs. 2,45,000. 

Y enters into an agreement to sell the property for Rs. 8,50,000 to B on April 1, 1994 after receiving an advance of Rs. 50,000, B could not repay the balance within the stipulated time of two months and Y forfeits the advance of Rs. 50,000 as per agreement with B. Y ultimately finds a buyer in C to whom the property is transferred for Rs. 23,75,000 on December 1, 2008. Compute the capital gain chargeable to tax in the hands of Y for the assessment year 2009-10

(c) X, an individual, was originally a partner in 2 firms V and Q in his individual capacity. On August 20, 2007, out of his separate and self-acquired funds, he impresses a sum of Rs. 30,000 with the character of HUF property. He retired from the two partnership firms with effect from April 1, 2008 and on the same day he entered into these partnerships again as karta of his HUF, contribution as share capital of the HUF a sum of Rs. 15,000 in each of these potential partnerships out of the aforesaid sum of Rs. 30,000. The income-tax department contends that interest on the capital derived by the assessee from these two firms should be treated as his individual income under section 64(2)(b) but X is of the view that the section 64(2)(b) is not attracted in the case and the interest from these two firms is not included in the computation of his income. Discuss.
Question 6
(a) Discuss whether an individual can become partner in dual capacity, that is, one representing HUF as karta and the other representing himself. Is a firm constituted by partners, including a partner in dual capacity, entitled to get deduction of salary and interest paid to its partners?
(b) An Indian company proposes to supply to a foreign concern the know-how for construction of spans and bridges. The foreign concern located in Kuwait is to construct the spans of bridges by utilizing such know-how, but thereafter the task of actual building of bridges in Kuwait is to be undertaken by the Indian company. For the supply of know-how the Indian company is to receive Rs. 50 lakh in foreign exchange and for the construction of bridges another sum of Rs. 2 crore in foreign exchange. The company wants to know the benefits in Indian income tax, if any, it may be entitled to in its assessments and also what formalities it must observe in order to obtain those. Discuss.
(c) X & Co., a firm is engaged in the business of civil construction (turnover 0f 2008-09 being Rs. 37, 80,000). It wants to claim the following deductions
	Header
	Rs.

	Salary and interest to partners (as permitted by section 40(b)
	60,000

	Salary to employees
	4,90,000

	Depreciation
	2,70,000

	Cost of material used
	25,90,000

	Other expenses
	3,45,000

	Total
	37,55,000

	Net profit (37,80,000 minus 37,55,000)
	25,000


Determine the net income of X & Co. for the assessment year 2009-10 assuming that

(a) taxable income from other business is Rs. 1,90,000

(b) long-term capital gain is Rs. 40,000
(c) the firm is eligible for a deduction of Rs. 5,000 under section 80G
Question 7

(a) A state industrial development corporation recommends a project in a backward State to your client. The estimated outlay is about Rs. 10 lakh of which your client will have to borrow Rs. 5 lakh which will be lent by State financial institutions at 14% interest. Sales tax and energy concessions are available. The project will qualify for relief under section 80-IB. If the annual income expected to be generated in Rs. 1.5 lakh per annum prior to deduction of interest on borrowed capital and allowances under section 80-IB, advise your client as to the advisability of accepting the project with reasons. Make suitable assumptions
(b) A Ltd. gives the following information-
	Date when X joins A Ltd.
	January 14, 2001

	Date of granting the option
	April 1, 2004

	Date of vesting the option
	April 1, 2007

	What is the option?
	To purchase 1000 shares in A Ltd. at pre-determined price of Rs. 90 per share at any time during April 1, 2007 and March 31, 2016

	“Grant Period”
	April 1, 2004 to April 1, 2007

	Date of exercise of option
	March 30, 2008 (to purchase only 900 shares)

	Date of allotment
	April 1, 2008

	FBT applicable
	Since shares are allotted on or after April 1, 2007, FBT is applicable, if X is based in India at any time during “grant period”. Employer/employee do not have any option


Compute FBT and capital gains in the hands of X

(c) Tax recovery officer, can recover the arrears of demand from the assessee in default by sale of the attaché dproperty after making a proclamation. How can such proclamation be made by the tax recovery officer?
Question 8

(a) While computing the net wealth of A, an Indian resident in India, for the assessment year 2009-10 (valuation date March 31, 2009), the following facts are noted:

a. Since his marriage in 1976, A had made gifts of jewellery and ornaments to his wife from time to time the value of whereof at the material time aggregated to Rs. 40,000 but now on the valuation date stands at Rs. 2,00,000. Mrs. A had pledged the ornaments and jewellery to take loans for her personal use out of which loans of Rs. 60,000 were outstanding on the valuation date.

b. A became a member of a co-operative housing society which under a house building scheme of the society allotted to him a flat in 1974 for a sum of Rs. 8,50,000. The flat has throughout been used by A for his own residence. Its value on March 31, 2009 was Rs. 13,00,000. The consideration was payable in instalments and on the valuation date a sum of Rs. 25,000 was outstanding.

c. A became a member of a similar co-operative housing society in 1982 and made a deposit of Rs. 2,00,000 with it for allotment to him of a flat (which is not allotted so far) under its house-building scheme in a multi-storeyed building. The deposit has been made under the said scheme.

d. A took out a policy on his own life for the sum of Rs. 1,00,000 in the year 1990 the maturity being in 2009 or on earlier death. If he survives till 2009 eight annual premiums are payable

e. A had 2 cars for his personal use each being of value Rs. 95,000

f. By profession A is an architect and the value of tools and instruments required by him for his professional use is Rs. 70,000

Discuss how the items are to be treated for purposes of assessment

(b) XYZ is a charitable society registered under the Societies Registration Act. On the ground that it was pursuing an objective that involved the carrying of an activity for profit, the Assessing Officer wants to levy wealth tax on it. Is such a society liable to wealth tax?
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