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1. Discuss whether the expenditure incurred in connection with issue of shares is allowable as a

business expenditure. Will your answer be the same in respect of expenditure incurred on

account of stamp duty and registration fees in connection with issue of bonus shares?

Ans. The issue as to whether the expenditure in connection with the issue of shares would be

allowable as a business expenditure came up recently before the Karnataka High Court in CIT v.

Amco Batteries (2006) 155 Taxman 167 (Kar.). 

The High Court followed the judgment of the Supreme Court in the case of Brooke Bond India Ltd. v. CIT (1997) 225 ITR 798,

 where it was

held that expenditure in connection with issue of shares, with a view to increase its share capital,

is directly related to the expansion of the capital base of the company and is a capital

expenditure. 

Hence, expenditure in connection with the issue of shares is not allowable as a business expenditure.
However, the same is not true in respect of expenditure in connection with the issue of bonus

shares. The Supreme Court, in CIT v. General Insurance Corporation (2006) 286 ITR 232,

observed that there is no inflow of fresh funds or increase in capital employed on account of issue

of bonus shares. There is merely a reallocation of company’s fund on account of issue of bonus

shares by capitalization of reserves. Therefore, the company has not acquired a benefit or

advantage of enduring nature. The total funds available with the company will remain the same

and there is no change in the capital structure of the company consequent to the bonus issue.

Thus, issue of bonus shares does not result in the expansion of capital base of the company.

Therefore, the expenditure incurred by the company on account of stamp duty and registration

fees for the issue of bonus shares is allowable as revenue expenditure.
4. Mr.X was engaged in smuggling business. Foreign currency equivalent to Rs.4,56,980 seized

from his custody was the amount involved in the smuggling activity. Mr.X contended that

confiscation of foreign currency equivalent to Rs.4,56,980 was a loss of his stock-in-trade and

therefore, the same should be allowed as business loss. Discuss the correctness of contention of

Mr.X.

Ans. This issue came up before the Bombay High Court in CIT v. Anil M. Gehi (2006) 284 ITR 338. The

assessee was engaged in smuggling business. Foreign currency equivalent to Rs.4,56,980

seized from his custody was the amount involved in the smuggling activity. 
The High Court

observed that confiscation of the amount was, therefore, business loss suffered by the assessee

in conducting his business of smuggling. It was not the case of assessee carrying on some other

business for which foreign currency was illegally transported out of India. 
The confiscation of

foreign currency equivalent to Rs.4,56,980 was a loss of stock-in-trade of the assessee. When
such amount is brought to tax as income of the assessee under section 69A, he is entitled to the

benefit of treating the amount confiscated from him as a business loss.

Therefore, in this case, the contention of Mr.X is correct.
5. Mr.Ganesh, who was a civil contractor, filed his return of income for the assessment year 2005-

06. The assessment was made but was cancelled under section 263. Thereafter, the Assessing

Officer, made a best judgment assessment under section 144 applying the net profit rate on

contract receipts to estimate the income from contract work. Further, he made separate addition
on account of introduction of unexplained cash and unexplained payments for purchases outside

the books of account. 
Discuss whether the Assessing Officer can make a separate addition on

account of unexplained cash and unexplained payments for purchases where he has applied the

net profit rate on contract receipts for estimating the income from contract work.
Ans. This issue came up before the Punjab and Haryana High Court in CIT v. Aggarwal Engg. Co.

(Jal.) (2006) 156 Taxman 40.
In this case, the assessee who was a civil contractor filed his

return of income for the relevant assessment year. The assessment was made but was cancelled

under section 263. Thereafter, the Assessing Officer, made a best judgment assessment under

section 144 applying the net profit rate on contract receipts to estimate the income from contract

work. Further, he made separate addition on account of introduction of unexplained cash and

unexplained payments for purchases outside the books of account. 
These additions were deleted by the CIT(A) and Tribunal. 
The High Court justified the views of the CIT(A) and Tribunal holding

that once the net profit rate was applied, no further addition was called for in respect of purchases

and introduction of cash.

Therefore, in the case under consideration, the Assessing Officer cannot make a separate

addition on account of unexplained cash and unexplained payments for purchases where he has

applied the net profit rate on contract receipts for estimating the income from contract work.
10. A company filed its return of income for the relevant assessment year without claiming deduction

under section 80-IB. Later on, it sought to claim the deduction by way of aLETTER addressed to the

Assessing Officer. The deduction was disallowed by the Assessing Officer on the ground that

there was no provision under the Act to make amendment in the return of income by making an

application at the assessment stage without revising the return. Discuss the correctness of the

contention of the Assessing Officer.
Ans. This issue was settled by the Apex Court in Goetze (India) Ltd. v. CIT (2006) 284 ITR 323.

n that case, the assessee had relied upon the decision of the Apex court in National Thermal

Power Company Ltd. v. CIT (1998) 229 ITR 383, to contend that it was open to the assessee to

raise the points of law even before the Appellate Tribunal. In that case, it was held that the

Tribunal had jurisdiction to examine a question of law (raised for the first time), which arose from

the facts as found by the income-tax authorities and which have a bearing on the tax liability of

the assessee.

The Supreme Court held that this decision does not in any way relate to the power of the

Assessing Officer to entertain a claim for deduction otherwise than by filing a revised return.

Therefore, the assessee can claim deduction only by filing a revised return.

Therefore, in this case, the contention of the Assessing Officer is correct. The company cannot

claim deduction under section 80-IB without filing a revised return.
14. Can the Assessing Officer exercise the power under section 131(3) to impound and retain any

documents produced before it in a case of “investigation” or “enquiry” or
 is it necessary that a “proceeding” should be pending against the specified individual for exercise of such power?
Ans. This question came up before the Delhi High Court in Suman Sehgal v. Union of India (2006) 154 Taxman. 
The High Court observed that section 131(3) which talks of specific power of

impounding is expressly subject to the rules framed under section 131(1) or 131(1A).
 Section 131(1) makes a specific reference to four situations – discovery, production of evidence, issuing

commissions etc. 
Section 131(1A) makes a specific reference to investigation and enquiry. 
The subsequent specific power of impounding under section 131(3) is expressly subject to the rules framed under section 131(1) or 131(1A). 
Therefore, the Parliament intended the power to impound to be adjunct and concomitant to the express powers indicated in sections 131(1) and 131(1A). Hence, there should be no distinction drawn between investigation and proceeding. 
The High Court also observed that, from another perspective of viewing, even an investigation or

enquiry is, in broad terms, a proceeding.
Therefore, the High Court held that for exercise of power under section 131(3) by the income-tax

authorities to impound and retain documents, it is not necessary that a “proceeding” should be

pending against a particular or specified individual. Such power can be exercised even in case of

investigation and enquiry.
16. Are tax deduction provisions under section 194C attracted in respect of supply of corrugated

boxes with some labels printed on them? Explain with the aid of a recent case law.
Ans. The Delhi High Court has answered this question in CIT v. Dabur India Ltd.(2006) 283 ITR 197.

The issue under consideration is whether the supply of corrugated boxes with some labels printed

on them was a contract for sale and therefore outside the purview of section 194C. 
The High Court held that printing of the labels on corrugated boxes did not require any special skill or

involve any confidence or secrecy. In such circumstances, the predominant object underlying the

contract was the sale of goods which took the contract outside the purview of section 194C of the

Act.
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