Direct taxes Cumulative – 6
Time – 3 hrs

Answer all questions

Question 1

(a) 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.

	Sales Tax

Other expenses

Net profit
	50,000

14,15,000

5,45,000
	Sales
	20,10,000


                                                                                                 20,10,000                        20,10,000

Other information

1. Out of sales tax of Rs. 50,000, only Rs. 47,000 is paid. The payment is made as follows – 

a. Rs. 40,000 on September 2, 2008

b. Rs. 40,000 on September 12, 2009

c. Rs. 3,000 on November 1, 2009

2. Return of income is submitted on November 10, 2009

3. During the previous year 2008-09, the following payments are made in respect of expenses pertaining to earlier years- 

a. Bonus to employees pertaining to the previous year 2006-07 paid on April 30, 2008: Rs. 15,000

b. Customs duty pertaining to previous year 2006-07 paid on December 1, 2008: Rs. 25,000

c. Electricity bill payable to BSES pertaining to previous year 2006-07 paid on May 3, 2008: Rs. 35,000

d. Excise duty pertaining to the previous year 2007-08 paid on May 20, 2008: Rs. 40,000

e. Leave salary payable to employees pertaining to the previous year 2007-08 paid on December 2, 2008: Rs. 45,000

These payments do not pertain to the previous year 2008-09. Consequently, these are not recorded in the profit and loss account given above. Find out the net income of X Ltd. for the assessment year 2009-10

(b) X (45 years), a non-resident, is engaged in the business of shipping. During the previous year 2008-09, one of the ships owned by X collects freight as follows:

· On August 6, 2008, a sum of Rs. 40 lakh for shipping goods from Cochin port (it includes demurrage of Rs. 10,000 and handling charges of Rs. 60,000) and
· On January 10, 2009, a sum of Rs. 25 lakh for shipping goods from Bombay (it is paid to X in New York)

Besides, X collects Rs. 20,70,000 in India on March 3, 2009 for shipping goods from Karachi to California. 

Barring the cases above, X does not have any other income in India. X incurs an expenditure of Rs. 2,40,000 in India (out of which Rs. 65,000 is paid in cash). X has brought forward loss of Rs. 5,000 from a trading business in India which was discontinued in 2007. Compute the tax liability of X for the assessment year 2009-10

Question 2

(a) A charitable trust, whose income can be exempt under section 11 of the Income-tax Act, was formed on 1st March, 2008. For the accounting year ended 31st March, 2009, it earned an income of Rs.60,000. It filed with the Commissioner of Income-tax its application for registration on 30th March, 2009 explaining that for good and sufficient reasons, it was prevented from filing the application by the due date.

State:

(i) by which date the application for registration should have been filed;

(ii) whether such an application could have been filed before the formation of the trust;

(iii) in the absence of an order of registration from the Commissioner, can the trust be deemed to be registered;

(iv) the steps to be taken by the trust to secure exemption from income-tax;

(v) whether a certificate of registration once granted can be cancelled and if so, the conditions therefor.
(b) M/s. JKLM, a firm, consists of four partners namely, J, K, L and M. They shared profits and losses equally during the year ending 31.3.2008. The assessed business loss of the firm for the assessment year 2008-09 which it is entitled to carry forward amounts to Rs.3,60,000. A new deed of partnership was executed among J, K, L and M on 1.4.2008 in terms of which they agreed to share profits and losses in the ratio of 15:15:20:50 respectively.

Compute the amount of business loss relating to the assessment year 2008-09, which the firm is entitled to set off against its business income for the assessment year 2009- 10. The business income of the firm for the assessment year 2009-10 is Rs.3,30,000. Your answer should be supported by reasons
(c) “NEPTUNE” is a shipliner, used in carrying passengers and cargo, owned by M/s Thomas & Thomas of U.K. The ship carried the passengers and cargo in June, 2008 from Singapore to Mumbai and vice versa and collected charges thereof amounting to Rs.200 lacs. It left Mumbai port on 15.6.08 for its journey to Korea. No other journey to India was undertaken by any of the vessels of the company during the year ended on 31.3.09. The non-resident company had authorized its Indian agent to comply with the income tax provisions. You are consulted by the company to explain about the procedure as to return of income to be filed and the period within which the assessment thereof will be completed by the Assessing Officer.
Question 3
(a) X owns a big house (erection completed on September 14, 2004) which is partly self-occupied and partly let out. Unit 1 (50% of the floor area) is let out for commercial purposes on a monthly rent of Rs. 6,000 (rent of 2 months could not be realized). Unit 2 (25% of the floor area) is used by X for the purpose of his profession, while Unit 3 (the remaining 25%), is utilized for the purpose of residence. Other particulars of the house are as follows: municipal valuation – Rs. 80,000, standard rent under Delhi Rent Control Act – Rs. 1,40,000, municipal tax – Rs. 10,812 (levied during the year), Rs. 10,000 (actually paid during the year 2008-09, Rs. 812 is, however paid on April 30, 2009), repairs – Rs. 8,000, ground rent – Rs. 16,800, annual charge created by will by father in favor of Mrs. X – Rs. 14,000 and insurance premium – Rs. 12,000. Income of X from profession is Rs. 62,000 (without debiting house rent and other incidental expenditure); cost of construction of the house – Rs. 8,00,000, rate of depreciation – 10%. 

X has a substantial interest in ABC Ltd. a closely held company. For financing the construction of the house property he has borrowed – Rs. 2,00,000 @ 6% from ABC Ltd. The amount of loan was treated as dividend under section 2(22)(e) in the assessment of X for the assessment year 2002-03. However, as per contract with the company, he is liable to pay interest on January 1 every year.

Determine the taxable income of X for the assessment year 2009-10, on the assumption that he maintains books of account on the basis of mercantile system

(b) Mr. Gavaskar sought voluntary retirement from a Government of India Undertaking and received compensation of Rs.40 lakhs on 31st January, 2009. He is planning to use the money as capital for a business dealership in electronic goods. The manufacturer of the product requires a security deposit of Rs.15 lakh, which would carry interest at 8% p.a. Gavaskar’s wife is a graduate and has worked as marketing manager in a multinational company for 15 years. She now looks for a change in employment. She is willing to join her husband in running the business. She expects an annual income of Rs.3 lakhs. Mr. Gavaskar would like to draw a monthly remuneration of Rs.40,000 and also interest @10% p.a. on his capital in the business. Mr. Gavaskar has approached you for a tax efficient structure of the business. Discuss the various issues, which are required to be considered for formulating your advice. Computation of income or tax liability is not required.                              
Question 4
(a) Buffulu, an Australian company, was engaged in the business of providing mobile offshore drilling rig along with crew on a day rate charter basis to drill offshore wells. Having regard to the harsh working environment the employees who might be residents of various countries worked on the mobile offshore drilling rig on a “commuter basis”. The employees came to India, stayed on the rig for 28 days and went back to their country being the place of their residence for a further period of 28 days. The employees were transported from their home country to the mobile offshore drilling rig in two laps : (i) the first was from the nearest designated base city at the place of residence in their home country to a designated city in India for which the appellant provided free air ticket of economy class, and (ii) the second was from that city in India to the mobile offshore drilling rig through helicopter specially hired by the appellant for the purpose. On the completion of 28 days they went back from the rig to the designated base city in their home country in the same manner. No conveyance or transport allowance was paid to them. Discuss whether the transportation cost incurred by the appellant in providing transportation facility for movement of offshore employees from their residence in their home country to the place of work and back was liable to fringe benefit tax
(b) Thoorupu-Thirigi-Dandam-Pettu trust, constituted in 1983, published several books, generally in Telugu and English, including the translations of Sanskrit Ramayana and Mahabharata. The trust also published Brahma Sutra Bhashyam, Bhagawadh Gita with Sankara Bhashyam. Is the trust publishing religious books entitled to benefit under section 80G?
(c) In order to protect its business interests, market position and profitability, Orient paid an amount of Rs.4 crores to restrain VCPL and V, one of its full time employees, from becoming its potential business rivals and claimed this amount as business expenditure. Discuss
(d) Jagson came into existence on 1st April of the relevant assessment year and expenses were incurred prior to that date. Receipts against the contract work done prior to 1st April were received after that date. Therefore, Jagson contended that since such expenses could not be claimed until the receipts were booked, the same had to be carried forward and allowed in the succeeding accounting period commencing from the relevant assessment year. Comment on the validity of the claim
Question 5
(a) Alap Ltd. has made payments on various dates in financial year 2008-09 to Vilambit Ltd. towards work done under different contracts as follows :

	Contract Number
	Date of payment
	Amount (Rs.)

	1.
	5.5.2008
	13,000

	2.
	6.6.2008
	15,000

	3.
	8.8.2008
	20,000

	4.
	10.9.2008
	20,000

	5.
	10.10.2008
	10,000


Alap Ltd. claims that it is not liable to deduction of tax at source under section 194C. Examine the correctness of the claim made by the company. What would be the position if the value of the contract no. 5 is Rs. 1,000 only and there is no other contract during the year.
(b) Examine whether the following items of expenditure incurred/payments made by a company in the course of its business during the year ending 31.3.2009 are liable to fringe benefit tax for the assessment year 2008-09:

(i) Reimbursement to employees of expenditure on food and beverages consumed by them in the office.

(ii) Sales commission paid to agents.

(iii) Advance towards travelling expenses to be incurred during April 2009.

(iv) Distribution of free samples of medicines to hospitals.

(v) Get-together of employees on Diwali and on Republic Day.

(vi) Contribution to approved superannuation fund in respect of two employees A and B amounting to Rs.90,000 and Rs.20,000 respectively.
(c) An assessee, who is aggrieved by all or any of the following orders, is desirous to know the available remedial recourse and the time limit against each under the Income-tax Act, 1961:

(i) passed under section 143(3) by the A.O.

(ii) passed under section 263 by the CIT.

(iii) passed under section 272A by the Director General.

(iv) passed under section 254 by the ITAT.
Question 6
(a) An Assessing Officer entered a hotel run by a person, in respect of whom he exercises jurisdiction, at 8 p.m. for the purpose of collecting information, which may be useful for the purposes of the Act. The hotel is kept open for business every day between 9 a.m. and 9 p.m. The hotelier claims that the Assessing Officer could not enter the hotel after sunset. The Assessing Officer wants to take away with him the books of account kept at the hotel. Examine the validity of the claim made by the hotelier and the proposed action of the Assessing Officer with reference to the provisions of section 133B of the Incometax Act, 1961.
(b) The published account of X Ltd. a public limited company, for the year ending 31 March 2009 contains the following notes:

1. The debit for sales tax payment of Rs. 8 lakh relates to a demand issues by sales tax department in respect of which a stay has been obtained from the High Court on a petition under article 226 of the constitution disputing the liability

2. An amount of $12,000 due to the company on account of the agency commission from a foreign company has not been taken into account as income for the year ending March 31, 2009 as the payment of the amount has been withheld by the foreign company on the ground that X Ltd. is liable for damages for breach of certain condition in relation to the terms of agreement

3. The provision of bonus payable to workers includes additional bonus of Rs. 10 lakh calculated on a claim of increased wages which is the subject matter of dispute with the Industrial Tribunal, the order of the Tribunal has not yet been received

4. The company had acquired a building in a rural area near its factory for purpose of promoting rural development and the building has not yet been used for any programme of rural development nor has the company been using it for its business

For preparing its return of income for the assessment year 2009-10, the company desires to know from you how the items mentioned above are to be treated so as to get the maximum advantage in regard to tax liability

(c) C, an individual, resident in India, paid medical insurance premium amounting to Rs.20,000 by cash during the year ending 31.3.2009 out of his income chargeable to tax in respect of the policy taken on the health of his dependent father in accordance with the scheme framed by the General Insurance Corporation of India and approved by the Central Government. Besides, he paid Rs.90,000 during the year ending 31.3.2009 for the medical treatment of his dependent mother, aged 69 years, in respect of a disease specified in Rule 11DD(1) of the Income-tax Rules, 1962. He received Rs.20,000 from the insurance company for the said medical treatment of his mother. C seeks your advice on the deductions, if any, available in respect of these two payments.
Question 7

(a) Simran Pharma Ltd., a manufacturer of drugs and pharma products, provides the following information relating to payments made to its marketing manager in the year 2006-07:

- Salary @ Rs. 20,000 p.m.

- Motor-cycle purchased for Rs.45,000 in June, 2006 was given free of cost.

- Conveyance allowance of Rs.5,000 p.m. which was allowed to him as exempt under section 10(14).

- Tickets worth Rs.4,000 for a cricket match between India and England.

- Reimbursement of medical expenses actually incurred by him of Rs.17,500.

The company asks you to compute the amount of:

(a) income chargeable to tax in the hands of marketing manager; and

(b) payments covered under fringe benefits, amount chargeable to FBT and the amount of such tax thereon.
(b) PQR Co-operative Bank, a co-operative society, having its area of operation confined to Gubbi Taluk and the principal object of which is to provide for long-term credit for agricultural and rural development activities, has received the following amounts during the year ending 31.3.2009 :

(i) Interest amounting to Rs.1,00,000 from its members on loans advanced to them.

(ii) Interest amounting to Rs.1,50,000 on deposits with other co-operative societies.

(iii) Rent amounting to Rs.2,00,000 from letting out its godowns for storage of commodities.

PQR Co-operative Bank seeks your advice in the matter of taxability of the above amounts and the eligibility for deduction, if any, in respect thereof for the assessment year 2009-10.
(c) M, an individual, was carrying on a business as sole proprietor. On his death, his legal heirs decide to continue the same business by forming a firm. At the time of death, M had a determined business loss of Rs.2 lakhs, under the provisions of the Income-tax Act, to be carried forward. Does the firm, consisting of all the legal heirs of M, get a right to have this loss adjusted

against its current income? Discuss.
Question 8

X and his wife are partners in a firm X & co. engaged in manufacturing of footwear. Their minor son Y has been admitted to the benefits of partnership. The profit sharing ratios are:
	
	Profit
	Loss

	X
	40%
	50%

	Mrs. X
	30%
	50%

	Y
	30%
	-


The abridged balance sheet of the firm as on March 31, 2009 is as under:

	Liabilities
	Rs.
	Assets
	Rs.

	Capital Accounts:

X

Mrs. X

Y

Bank loan

Income-tax payable

Loan creditors

Trade creditors


	15,00,000

10,00,000

10,00,000

4,58,000

44,000

18,00,000

5,96,000

63,98,000
	Urban house plot
Jewellery

Housing complex

Cash-in-hand

Cash at back

Stock-in-trade
	19,60,000
3,80,000

34,20,000

40,000

4,30,000

1,68,000

63,98,000


In regards the above balance sheet, the following information is available:

1. The urban plot area is 980 sqm. The bank loan is in respect of this plot. The market value as on March 31, 2009 is Rs. 5000 per sq metre

2. The housing complex consists of 3 houses of identical area in Delhi, constructed 2 years back on leasehold land, the lease is about to expire on January 20, 2046
The firm carries on business in one of the above 3 units (i.e., Unit 3). The other two residential units have been let out. The pertinent details are:

	
	Unit 1
	Unit 2

	Let out during year ended March 31, 2009
	10 months
	9 months

	Rent per month
	18,000
	18,000

	Repair expenses borne by the client
	28,000
	18,000

	Deposits received from tenants (interest paid thereon@9% per annum)
	6,00,000
	6,00,000


The tenant in Unit 2was running a taxi hire concern and the firm had entered into an agreement with the tenant that he shall provide 2000 km (per annum) of free taxi travel to the firm for its business use. The normal taxi fare charged is around Rs. 4 per km. The firm has utilized 2000 km

The municipal taxes levied for the whole complex are Rs. 12,000 per annum

3. Loan creditors of Rs. 18,00,000 relate to the above complex

4. The market value of the jewellery is Rs. 6,20,000

Compute the interest of the adult partners and Y? in the firm as on March 31, 2009 for the purpose of computation of net wealthin their respective individual hands. In whose hands will Y’s net wealth be assessed?
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