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Answer all questions

Question 1

Buffy Ltd. is engaged in the manufacture and sale of drugs and pharmaceuticals. Its net profit for the year ending 31-3-2009 after debit/credit of the following items to the Profit and Loss Account was Rs.28,00,000.
(i) Income-tax paid on non-monetary perquisites provided to the employees Rs.1,00,000.

(ii) Legal fees incurred in defending title to factory premises Rs.2,00,000.

(iii) Expenditure on scientific research (not in respect of cost of land or building) on in-house research and development facility approved by the prescribed authority Rs.10,00,000.

(iv) Interest paid on arrears of sales tax Rs.1,00,000.

(v) Cash payment of Rs.20,000 made on 10.10.2005 to a supplier towards purchase of raw material.

(vi) Rent received from letting out vacant land Rs.1,00,000.

(vii) Arrears of rent received in respect of a house property, which was let out in the earlier years and which was not charged to tax in any earlier year, Rs.2,00,000. The said property was sold during the year ending 31.3.2007.

The company had paid royalty in India to a foreign company amounting to Rs.3,00,000 on 1.5.2007, which was disallowed by the Assessing Officer for the assessment year 2008-09 since tax was not deducted thereon. The company deducted and paid tax at source on the said amount of royalty on 1.1.2009.

The company has brought forward loss from property relating to the assessment year 2007-08 amounting to Rs.40,000.

Compute the total income of RST Ltd. for the assessment year 2009-10.

Furnish explanations for the treatment of the various items given above. (16 marks)
Question 2

(a) An enterprise engaged in manufacturing of steel balls discontinued its activities and decided to lease out its factory building, plant and machinery and furniture from 1.4.2008 on a consolidated lease rent of Rs.50,000 per month.  Compute the income for Assessment Year 2009-10 of the assessee from following information:








   
    Rs.

(i)
Interest received on deposits




1,00,000

(ii)
Brokerage paid on hundi loan taken

     
                     2,000

(iii)
Interest paid on hundi and other loans which were given as deposits 
                on interest to others
  
                                                                    75,000

(iv)
Expenses incurred on repairs of building, plant


and machinery.



                                    15,000

(v)
Fire insurance premium of plant and 


machinery and furniture.



   
     12,000

(vi)
Depreciation for the year 



                  1,47,500

(vii)
Legal fees paid to an advocate for drafting


and registering the lease agreement 

                                       1,500

(viii)
Factory licence fees paid for the year 

                                       1,000

(ix)
There is unabsorbed depreciation of Rs.2,75,000 for the Assessment Years 2007-08 and 2008-09.

(x)
Interest paid includes an amount of Rs.25,000 remitted outside India on which TDS was not deducted since the party had furnished Form 15G.
 (6 marks)
(b) A private limited company has share capital in the form of equity share capital. The shares were held uptil 31st March, 2007 by four members A, B, C and D equally. The company made losses/profits for the past three assessment years as follows:

	Assessment year
	Business loss Rs.
	Unabsorbed depreciation Rs.
	Total Rs.

	2005-06
	Nil
	15,00,000
	15,00,000

	2006-07
	Nil
	12,00,000
	12,00,000

	2007-08
	9,00,000
	9,00,000
	18,00,000

	Total
	9,00,000
	36,00,000
	45,00,000


The above figures have been accepted by the tax department.

During the previous year ended 31.3.2009, A sold his shares to Y and during the previous year ended 31.3.2009, B sold his shares to Z. The profits for the past two previous years are as follows:

For the year ending 31.3.2008: Rs.18,00,000 (before charging depreciation of Rs.9,00,000)

For the year ending 31.3.2009 Rs.45,00,000 (before charging depreciation of Rs.7,50,000)

Compute taxable income for A.Y.2004-05. Workings must form part of your answer. (7 marks)
Question 3
(a) Gangaram Public Charitable Trust runs a hospital, which derived income of Rs.250 lakhs, from its operational activities. Expenses incurred to earn such income are Rs.55 lakhs. Depreciation on various assets used in the hospital is Rs.15 lakhs. Out of income of Rs.250 lakhs, the amount accrued but not received as on 31-03-2009 is Rs.20 lakhs. The institution earmarked and set apart Rs.30 lakhs in March, 2009 to give as advance for a building intended to be taken on lease for expansion of the hospital, but the amount was paid on 7th April, 2009, as the lease agreement could not be signed by 31st March, 2009. The trust has got an ERP package developed and installed by an IT company during the year. The total cost to the trust on account of the ERP package was Rs.85 lakhs. Advice the trust on its total income, if the trust has incurred Rs.12 lakhs for purchase of a number of desktop and laptop computers for use in the hospital. (6 marks)
(b) XYZ Ltd. incurred expenditure amounting to Rs.3,00,000 in connection with the issue of rights shares and Rs.2,00,000 in connection with the issue of bonus shares during the year ending 31.3.2009. The company seeks your opinion in the matter of eligibility for deduction of the expenditure incurred from its business profits for the assessment year 2009-10. (4 marks)
Question 4
(a) Snuffy-society was allotted a land by the Collector of Salem District in 1984, on the specific condition that the land should be used for kalyana mandapam. As per the guidelines given by the Collector, Snuffy should build a kalyana mandapam and it should function for the benefit of local people, mainly weavers and agriculturists. Any infringement of the above condition would enable the Collector to take over the land along with the building. The grant also provided to charge a very nominal rent for the building to meet maintenance, repairs and renovation expenses. Accordingly, Snuffy was running a kalyana mandapam and collecting minimum nominal charges from the users. That apart, Snuffy also started receiving voluntary donations from the accounting year 1989-90. A notice was issued to Snuffy under section 148 of the Income-tax Act, 1961, for the assessment years 1990-91 to 1997-98, since Snuffy itself admitted the income for the assessment years 1998-99 and 1999-2000, as income from business, which was also accepted under section 143(1)(a). Snuffy filed nil returns and claimed exemption under section 11. The Assessing Officer rejected the claim but the Commissioner of Income-tax (Appeals) and the Tribunal accepted it. Comment.
(b) Toffee Ltd was engaged in the business of construction of property, and one of the building properties was included in the closing stock in the balance-sheet drawn for the business. Toffee filed a revised return submitting that a part of its property was given on rent and the income derived on that basis should be computed under the head “Income from house property” and not as business income. Assess the validity of the claim
(c) Parul had received land under the provisions of the Punjab Occupancy Tenants Act, 1952 through court decree. No amount was paid in lieu of the acquisition of land. Parul contended that she was not liable to pay any capital gains for the said land as Parul acquired the rights of ownership of the land by operation of law and not by purchase or inheritance.
(d) Can sales tax collected but not paid to the sales tax department be included in the total income of the assessee? Discuss using decided case laws (4x4 = 16 marks)
Question 5
(a) An assessee’s case is pending in appeal before the Income Tax Appellate Tribunal for assessment year 2003-04. Since the appeal is pending, the assessee wishes to file an application to the Settlement Commission for disclosing additional income, the income tax on which is Rs.15 lakhs. Is it possible to make such application? Will your answer be different if the Tribunal sets aside the case and restores the matter to Commissioner (Appeals)? (3 marks)
(b) EIH Private Ltd’s assessment for assessment year 2005-06 was completed under Section 143(3) on January 15, 2008. The Commissioner acting under section 263 directed the Assessing Officer to add certain amount appearing in the balance sheet in total income of EIH. EIH did not challenge the order of the Commissioner under section 263 by filing appeal to the Tribunal. The Assessing officer passed a fresh assessment order on October 1, 2008 including the said amount in the total income of EIH pursuant to the order of the commissioner. EIH disputed the fresh assessment order in appeal to Commissioner (Appeals) under section 246A. The Commissioner (Appeals) dismissed the appeal on the ground that the Assessing Officer only complied with the direction of the Commissioner under section 263, which was not disputed by EIH in appeal to Tribunal. Examine the correctness of the stand taken by the Commissioner (Appeals)? (3 marks)

(c) Anush Motors Ltd., an Indian company declared income of Rs.300 crores computed in accordance with Chapter IV-D but before making any adjustments in respect of the following transactions for the year ended on 31.3.2009:

(i) 10,000 cars sold to Rida Ltd. which holds 30% shares in Anush Motors Ltd. at a price which is less by $ 200 each car than the price charged from Shingto Ltd.

(ii) Royalty of $ 1,20,00,000 was paid to Kyoto Ltd. for use of technical know-how in the manufacturing of car. However, Kyoto Ltd. had provided the same know-how to another Indian company for $ 90,00,000.

(iii) Loan of Euro 1000 crores carrying interest @ 10% p.a. advanced by Dorf Ltd., a German company, was outstanding on 31.3.2007. The total book value of assets of Anush Motors Ltd. on the date was Rs.90,000 crores. The said German company had also advanced a loan of similar amount to another Indian company @ 9% p.a.

Total interest paid for the year was EURO 100 crores.

Explain in brief the provisions of the Act affecting all these transactions and compute the income of the company chargeable to tax for A.Y.2009-10 keeping in mind that the value of 1$ and of 1 EURO was Rs.50 and Rs.55, respectively, throughout the year. (6 marks)
Question 6
Examine the obligation of the person responsible for paying the income to deduct tax at source and indicate the due date for payment of such tax, wherever applicable, in respect of the following items:

(i) MNO Ltd., the employer, credited salary due for the financial year 2008-09 amounting to Rs.2,40,000 to the account of Q, an employee, in its books of account on 31.3.2009. Q has not furnished any information about his income/loss from any other head or proof of investments/payments qualifying for deduction under section 80C.

(ii) T, an individual whose total sales in business during the year ending 31.3.2008 was Rs.1.20 crores, paid Rs.9 lakhs by cheque on 1.1.2009 to a contractor, for construction of his business premises, in full and final settlement. No amount was credited earlier to the account of the contractor in the books of T.

(iii) BCD Ltd. credited Rs.18,000 towards fees for professional services and Rs.12,000 towards fees for technical services to the account of HG in its books of account on 6.10.2008. The total sum of Rs.30,000 was paid by cheque to HG on 18.12.2008 (7 marks)
Question 7

(a) State whether the following persons are liable to pay fringe benefit tax in respect of the fringe benefits provided to their employees:

(i) Hindu undivided family having 30 employees on its rolls in its textile business.

(ii) Charitable trust running a hospital registered under section 12AA. (2 Marks)

(b) Examine the liability to fringe benefit tax in respect of the following items of expenditure incurred by a private limited company:

(i) Transport allowance paid to employees exempt under section 10(14) read with rule 2BB.

(ii) Expenditure on conference of dealers.

(iii) Free medical samples distributed to doctors by its pharmaceutical manufacturing unit. (2 marks)
(c) A foreign company entered into contracts with several Indian companies for installation of mobile telephone system and made an application to the Authority for Advance Rulings for advance ruling on the rate of withholding tax on receipts from Indian companies. One of the Indian companies made an application to its Assessing Officer for determination of the rate at which tax is deductible on payment to the said foreign company. The Authority for Advance Rulings rejected the application of the foreign company on the ground that the question raised in the application is already pending before an income tax authority. Is the rejection of the application of the foreign company justified in law? (4 marks)
(d) State the circumstances under which a certificate can be issued by the Assessing Officer to the Tax Recovery Officer (4 marks)
Question 8

(a) X furnishes the following particulars for the compilation of his wealth-tax return for assessment year 2009-10:

1. Gifts of jewellery made to wife from time to time aggregating Rs. 60,000 in market value on valuation date – Rs. 2,00,000

2. Flat purchased under installment payment scheme in 1972 for Rs. 7,50,000 used for purposes of his residence and market value as on March 31, 2009 – Rs. 10,00,000

3. Urban Land transferred to minor handicapped child valued on March 31, 2009 – Rs. 5,00,000

Explain how you will deal with these items. Make suitable assumptions, if required (6 marks)
(b) The following are the particulars of a flat occupied for his personal residence by Z:
	Assessment year
	Value as returned (Rs.)
	Value assessed (Rs.)

	1973-74
	80,000
	80,000

	1974-75
	80,000
	2,00,000

	1975-76
	80,000
	1,10,000

	1976-77
	80,000
	1,10,000

	1977-78
	80,000
	1,20,000


What is the valuation to be adapted for the assessment year 2009-10? (4 marks)
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