The Suggested Answers for Part | of P&pefaxation are based on the provisions
applicable for A.Y.20@8 which is the assessment year relevant for November 2008
examination.

PAPER 5: TAXATION

Answeall questions

Question 1

State with reasons; &my five out of the following sidigisibns, whether the following
statements are true or false having regard to the provisions oftéxeAcicdraédbrthe
Assessmentear 20089:

(a)

(b)

(c)

(d)

(e)
(f)

Compensation on account of disaster received froautndoitglby an individual or
his/her legal heir is taxable.

Filing of belated return under section 139(4) of thtaknfame 961 will debar an
assessee from claiming deduction undes$dfioar 80E of the Act.

Rural branches of tlweoperative banks are not allowed to claim provision for bad and
doubtful debts.

Income deemed to accrue or arise in India 4@sideort by way of interest, royalty
and fee for technical services is taxable in India irrespective of texritorial nexu

Depreciation is allowed only when it is claimed.

Capital gain of Rs.75 lakh afisingransfer of long term capital assets will be exempt
from tax if such capital gain is invested in the bonds redeemable after three years, issued
by NHAI undsectio®4EC of the Act. (5 x 2 =10 Marks)

Answer

(a)

(b)

The statement is false.

As per section 10(10BC), any amount received or raseb@bfensatidnyy an
individual or his/her legal heir on accamydisfaster frotme CatralGovernment,
StateGovernment arlocal authority is exempt from tax.

The statement is true.

As per section 80Afle assessee has to furhisheturn of income on or before the
due date specified under section 1382 eligible tdaim deduction undater
alia,section 8D or 80E
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(c)

(d)

(e)

()
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The statement is false.

The Finance Act, 2007 has amandbethuse (a) section 36(1)(viia) to allow the co

operative banks to claim deduction for provision for bad and doubtful debts in respect of
advances made hyral branches of such bartkewever, the deduction should not

exceed 10% of the aggregate average advances made by the rural branches of such
banks computed in the prescribed manner.

The statement is true.

Explanation to section 9 clarifi¢sintb@ame by way of interest, royalty or fee for
technical services which is deemed to accrue or arise in India by vistpg,afvlause

and (vii) of section 9(1), shall be included in the total incomeesideatndrether

or not the nemsi@nt has a residence or place of business or business connection in
India.

The statement is false.

According to tlieplanation ® section 32) depreciation is mandatdherefore,
depreciation has togrevided mandatoriljile calculating Imesis incomevhether

or not the assessee has claimed the deduction in respect of depreciation in computing
his total income

The statement is false.

The exemption under section 54EC has been restricted, by limiting the maximum investment
on or aftet.4.07 in long term specified gsgetsonds of NHAI or RECL, redeemable after

3 years)o Rs.50 lakh during any financialTyesnefore, in this case, the exemption under

section 54EC can be availed only to the extent of Rs.50 lakh.

Question 2

Dr. Smt. Niranjana, a resident individual, aged 60 years is running a clinic. Her Income and
Expenditure Account for the year ending March 31st, 2008 is as under:

Expenditure Amount Income Amount
(Rs.) (Rs.)

To Medicine consumed 5,38,40C By Consultatiorand Medice 18,85,85(
charges

To Staff salary 3,80,00C By Incoméax refund (Princiy 5,450
Rs.5,000, interest Rs.450)

To Clinic consumables 1,10,00C By Dividend from uoftdTI 10,500

To Rent paid 90,000 By winning from game sho\

T.V. net of TDRTDS Rs 33,170
16,830)

To Administrative expenses  2,55,00C By Rent 27,000
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To Amount paid to scier 1,50,00C
research association apprt
under section 35

To Net profit 4,38,57(C

(i)

(iii)

(iv)

(v)

(vi)

19,61,97( 19,61,97(

Rent paid includes Rs.30,000byaitieque towards rent for her residential house.
Clinic equipments are:

1. 4. 2007 Opening W.D.V. - Rs.5,00,000

7.12. 2007 Acquired (cost) - Rs.2,00,000

Rentreceived relates to property situated atGuosdAnnuaNalue Rs.2@00. The
municipal tax of Rs.2,q@#d in December, 2007, has been included in "administrative
expenses".

She received salary of Rs.7,500 p.m. from "Full Cure Hospital" which has not been
included in the "consultation and medical charges".

Dr. Niranjana availed a loan of Rs.5,50,000 from a bank for higher education of her
daughter. She repaid principal of Rs.1,00,000, and interest thereon Rs.55,000 during the
year 20008.

She paid Rs.1,00,000 as tuition fee (not in the nature medefedsp donation) to
the university for full time education of her daughter.

(vii) An amount of Rs.18,000 has also been paid by che#ulasnh22008 for her

medical insurance premium.

From the aboveompute the total income and tax payadda theDr. Smt. Niranjana for
the Assessment year 2098 (20 Marks)

Answer

Computation of Total Income and Tax Liability of Dr. Niranjana for A09. 2008

Particulars Amount Amount Amount
(Rs.) (Rs.) (Rs.)

Income from Salary

Basic Salarr4.7,500 x 12) 90,000
Income from house property

Gross Annual Value (GAV) 27,000

Less: Municipal taxes paid 2,000

Net Annual Value (NAV) ~ 25,000

Less: Deduction under section 24 (@ 30% of Rs. 25, 7,500 17,500
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Income fronprofession

Net profit as per Income and Expenditure account

Less: Items of inconmebereated separately

(i)

Rent received

(i) Dividend from units of UTI
(iii) Winning from game show on T.V. (net of TDS)

(iv) Income tax refund

NOVEMBER, 2008

Less: Allowable expenditure

Depreciation on Clinic equipments
on Rs.5,00,000 @4
on Rs.2,00,000 @ 7.5%

(On equipments acquired during the year after Se
2007,she isentitled to depreciation @ 50% of r
depreciation)

Additional deduction of 25% for amount peiiehtiic

re

search associatig@ince weighted deduction of 12!

available in respect of such payment)

4,38,57C
27,000
10,500
33,170
5450 76,120
3,62,45C
75,000
15,000

37,500 1,27,50C

Add Items of expenditure not allowable while co
business income

(i)

Rent for heresidential accomdation included
Income and Expenditure Alc

(i) Municipal tax pa&laimg to residential house at £

included in administrative expense

2,34,95C

30,000

2,000 32,000 2,66,95C

Income from other sources

(&) Interest on incott@xrefund

(b

) Dividend from UTI
Less: Exempt under section 10(35)

(c) Winningfrom the game show on T.V.

(Rs.33,170 + Rs.16,830)

Gross Total Income

450
10,500
10,500 Nil
50,000
50,450
4,24,90C
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Less Deductionsnder Chapter VI A
(2) Deduction under section 80C

Tuition fee paid to university for full time educ 1,00,00C
her daughter
(b) Deduction under section 80D

Medical insurance premium (maximum allowa 15,000
Rs.15,000)
(c) Deduction under section 80E
Interest on loan taken for higher education is de 55,000 1,70,00C
Total income 2,54,90C
Tax Payable
Tax @ 30% on winnings of Rs.50,000 from T.V. gan 15,000
Tax on batee income of Rs.2,04,900
On Rs.1,45,000 Nil
On next Rs.5,000 @10% 500
On Rs.54,900 @ 20% 10,980 11,480 26,480
Add Education cess @ 2% 530
Add:Secondary amiyher education cess @ 1% 265
Total Tax payable - 27,275
Less TDS 16,830
Tax Payable W
Tax Payabledunded off 10,450

Notes:

(i) The principal amount received towards -iagoneéund will be excluded from
computation of total income. Interest received will be taxed under the head Income from
other sources

(i) Winnings from game show orsfiodildcbe grossed up for the chargeabiligr the
head Income from other so(iRe83,170 + Rs.16,83ereafter, while computing
tax liabilityf DSof Rs.16,830 shoblel deducted arrive ahétax payable. Winnings
from game show are subject to tax @30% as per section 115BB.

Question 3

(&) Mr. M is an area manager of M/s N. Steels @uirlrtg.the financial year 2007
08, he getthefollowing emoluments from his employer:
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Basic Salary

Upto 31.8.2007 Rs. 20,000 p.m.
From 1.9.2007 Rs. 25,000 p.m.
Transport allowance Rs. 2,000 p.m.

Contribution to recognised provident fund

Children education allowance

15% of basic salary and D.A
Rs. 500 p.m. for two childrel

City compensatory sliove Rs. 300 p.m.

Hostel expenses allowance Rs. 380 p.m. for two children
Tiffin allowance (actual expenses Rs. 3,700) Rs. 5,000 p.a.

Tax paid on employment Rs. 2,500

Compute taxable salary of Mr. M for the Assessment@@ar 2008 (6 Marks)

Mr.X owns one residential house in Mumbai. The house is having two units. First unit of
the house is self occupied by Mr. X and another unit is rented for Rs.8,000 p.m. The

rented unit was vacant for 2 months during the year. The pdhtitidase dbihe

previous year 2008 are as under:

Standard rent
Municipal valuation

Rs. 1,62,000 p.a.
Rs. 1,90,000 p.a.

Fair rent Rs. 1,85,000 p. a
Municipal tax 15% of municipal valuatit
Light and water charges Rs. 500 p.m.
Interest on borrowed capital Rs. 1,500 p.m.
Lease money Rs. 1,200 p.a.
Insurance charges Rs. 3,000 p.a.
Repairs Rs. 12,000 p.a.
Compute income from house property of Mr. X.102@©809. (9 Marks)
Answer
(a) Computation of taxable salary of Mr. M. foAtkessmentear 20089
Particulars Amount  Amount
(Rs.) (Rs.)
Basic Salary (Rs.20,000 x 5) +(Rs.25,000 x 7) 2,75,00C
Transport allowance ( Rs.2,000 x 12) 24,000

Less: Exempt under section 10(14) (RL8P0 x 9,600 14,400
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Children education allowance (Rs.500 x 12) 6,000
Less Exempt under section 10(14) ( Rs.100 x 2 x 12) 2,400 3,600
City Compensatory Allowanc8(Rs12) 3,600
Hostel Expenses Allowance (Rs1Z30 x 4,560
Less Exempt under section 1{(R4)300 x 2 x 18. Rs.7,20

but restricted to the actual allowance of [Rs.4,560 4560 Nil
Tiffin allowance (fully taxable) 5,000
Tax paid on employment 2,500
Employee s trimution to R.P.F in excess ofaf Xalaryi.e 8,250
3% of Rs.2,75,000
Gross Salary 31239
Less: Tax on employment under section 16(iii) 2,500
Taxable salary 30989
Notes:

(i) The question states that contribution to recognisexdt fuonidis at 15% of
Basic salary + D.AMoweversincethe amount or rate of D.A. is not given in the
question, contribution to recognised provident fund has been taken as 15% of basic
salary.

(i) Professional tax paid by employer should be inchelsadlary of Mr. M as a
perquisite since it is discharge of monetary obligation of the employee by the
employer. Thereafter, deduction of professional tax paid is allowed to the employee
from his gross salary.

(b) Computation of Income frdrouse poperty for A.Y. 2008
(A) Rented unif50% of total areaSee Note 1 below)
Step F Computation of Annual letting Value Rs. Rs.
Municipal valtion (Rs.1,90,000 x ) 95,000
Fair rent (Rs.1,85,000 x ) 92,500
Standard rent (Rs.1,62,000 x ) 81,000

Annual letting value is higher of Municipal valuatior 81,000
rent, but restricted to standard rent
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Step IF Actual Rent

Rent receivable for the whole ye80Rsx 12) 96,000
Step Il Computation of Gross Annual Value

Actual rent received owing to vacancy (Rs.8&0®)000) 80,000

Since owingo vacancy the actual rent received is low
the annual letting value, the actual rent received is |
Annual value

Gross annual value 80,000
Les: Municipal taxes (15% of Rs.95,000) 14,250
Net Annual value 65,750
Less: Deductions under section 24

(i) 30% of net annual value 19,725

(i) Interest on borrowed capital (Rs.750 x 12) 9,000 28,725
Taxable income from let out portion 37,025

(B) Self occupied unib@% of total areaSee Note 1 below)

Annual value Nil
Less: Deduction under section 24
Interest on borrowed capital XR2Y50 9,000 9,000
Income from House property 28,025
Notes:

(1) It is assumed that both the units &enticakize. Therefore, the rented unit
would represent 50% of total area and -theegpiéd unit wouldresgnt 50%
of total area.

(2) No deduction will &kowed separatdbty light and water charges, lease money
paid, insurance chargadrepais.

Question 4

(a) Mr. P, a resident individual, furnishes the following particulars of his income and other
details for the previous year-2807

Rs.
(i)  Income from salary 18,000
(i)  Net annual value of house property 70,000
(i)  Income from business 80,000

(iv) Income from speculative business 12,000
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Answer
€)) Computation of Gross Total Income of Mrthie fary 200809
Rs. Rs.
(i) Income from salary 18,000
(i) Income from House Property
Net annual value 70,000
Less: Deduction under sectio(B24o of Rs.70,000) 21,000 49,000
(iif) Income from business and profession
(&) Profit from business 80,000
Less: Current gar depreciation 8,000
72,000
Less: Unabsorbed depreciation 9,000 63,000
(b) Income from speculative business 12,000
Less: Brought forwam$s$ from speculative busine 12,000 Nil
(Balance loss of Rs.4,0@0 Rs.16,000Rs.12,000)
canbe carried foawd to the next year
(iv) Income from capital gain
Long term capital gaimsale of land 15,800
Less: Brought forwarkaost term capital loss 7,800 8,000
Gross total income 1,38,00(
Amount of loss to be carried forward to the next year
Particulars Rs.

Loss from speculative busiftede carried forward as per section 73) 4,000
Loss on maintenance of race hiposes carried forward as per section 9,000

Notes:
(i) Loss on gambliogn neither teetoffnor be carried forward

(i) It has been assumed that the bréougVdard losses relate to P.Y.-@0z
thereafter. Only then speculative business loss can set off against income from
speculative business of the current year and the balance loss can be carried
forward to A.Y. 2609 It may be noted that specelatisiness loss can be
carried forward for a maximum of four years as per section 73(4).
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(b) Computation of Total Income of HUF foAfke200809
Particulars Amount  Amount
(Rs.) (Rs.)
Gross total income 4,00,00C
Less: Deduction under sectiont8@0U
(a) under section 80C on investment of HUF fund 10,000

in the name of members of HUF
(b) under section 80D
Medical insurance premium paid by cheque

(i) inthe name of Karta 4,000

(i) in personal name Prasad 5,000 9,000
(c) under section 80G (as per working note 2) 30,550 49,550
Total income 3,50,45C
Notes:

1. Medical insurance premium paid by cheque in the personal name of Mr. Prasad is
alsoallovableunder section 808incethepremiunpayment has beemadeout
of HUF funds.

2. Computation ofetluction under section 80G

(a) Adjusted gross total income Rs. Rs.
Gross total income 4,00,00C
Less: Taxable long term & short term capital  1,00,00(C
Deductiong/s80C to 80U excef@80G 19,000 1,19,00C

2,81,00C
10% of adjusted gross total income 28,10C

(b) Gross qualifying amount

Donation to Indira Gandhi Memorial trust 7,000
Donation to Delhi University 3,000
Donation to Zila Saksharta Samiti (it is assul 5,000
all the conditions foimalag deduction are satisi

Donation to approved Charitable Institute 30,000
Donation to Government for promoting 10,000
planning

55,000
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(¢) Net qualifying amount Rs. Rs.
Donation to Indira Gandhi Memorial trust 7,000
Donation to Zila Saksharta Samiti 5,000
Donation to Delhi University 3,000

Donation tothe following restricted to 10¢
adjusted gross total income

() Government for promoting family plan 10,000
restricted to Rs.28,100 or Rs.10,00%:wehn
is lower
(i) Approved charitable institution is restri 18,100
(Rs.28,100 Rs.10,000) = Rs.18,10C
Rs.30,000, whichever is lower
43,100
(d) Deduction under section 80G
Donation to Indira Gandhi Memorial tB@$t @ 3,500
Rs. 7,000
Donation to Delhi University @ 100% 3,000
Donation to Zila Saksharta Samiti @ 100% 5,000
Donation to Government for promoting 10,000
planning (100 % of Rs. 10,000)
Donation to approved charitable institutef( 9,050
Rs.18,100)
30,550

Question 5

Answer anfpur of the following five sliddsions with regard to the provisions of the Income
tax Act, 1961:

(a) Mrs. Xan individual resident womwanted to know whether in¢aris attracted on
sale 6gdd and jewellery gifted to her by hersgaréme occasion of her marriage in
the year 1979 which was purchased at a total cost of Rs.2,00,0007?

(b) Can an Assessing Officer make a request for withdrawal of approval which was granted
to an institutioby the National Committee for carrying out any eligible project or
scheme, under section 35AC of the frecoAm, 19617

(c) Explain the concept of Marginal Relief under-thg Axtod@61.



(d)

(e)
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Briefly explain provisionseation 80U of thecbmeax Act, 1961, in respect of
deduction available on permanent physical disability.

Explain with brief reason whether the return of income can be revised under section
139(5) of the Incotag Act, 1961 in the following cases:

(i) Defective or mmplete return filed ursgetion 139(9).

(ii) Belated return filed urmetion 139(4).

(iii) Return already revised once under section 139(5).

(iv) Return of loss filed ursdetion 139(3). (4 x 4 = 16 Marks)

Answer

(a)

(b)

(c)

The definition of capital taisadersection 2(14) includes jewellery. Thecefutal

gains is attracted sale of jewellersincgewellery is excluded fpmrsonal effects.

The cost tthe previous owner thre fair market valas on 1/4/1981, whichever is

more beneficial the assessee, would be treated as the cost of acquisition. Accordingly,
in this casdong term capital gain @ 20% will be attracted ininh&hyeléine gold

and jewellery is soljdMrs.X

TheNationaCommittee can withdraw the approwahs$saxiation or institution if it is

satisfied that the project or the sdimeriiied as an eligible project or scisenud)

being carried on in accordance with all or any of the conditions subject to which approval
was granted or if the associatitdiion has failed to furnish to the National
Committee, after the end of each financial year, a progress report within the prescribed
time in the prescribed form. The National Committdeoslemdd give a reasonable
opportunity to the concernexdation or institution of showing cause against the
proposed withdrawal.

A copy of the order withdrawing the approval or notification should be forwarded to the
Assessing Officer having jurisdiction over the concerned association Diensfition.

the Assessing Officer is not empowered to make a request for withdrawal of the approval
which was granted to an institution by the National Committee under section 35AC.

Marginal Relief

In case of individuals/HUFs/AOPs/BOIs having a totakéeeding &s.10,00,000

the additional amount of indame@ayable (together with surcharge) on the excess of
income over Rs.10,00,000 should not be more than the amount of income exceeding
Rs.10,00,000. This is called Marginal relief.

[llustration:Sugpose Mr. X has total income of Rs.10 lakh.

Tax on this income Rs.0 + 10% of Rs.40,000 + 20% of Rs.1,00,000+30% of
Rs.7,50,000
= Rs.2,49,000.






