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Releviant E8reulcf_]?reface of Direct rax Mr:dure issued !1the rcAl

Direct tax laws and In<lirelct tax larws are irnportant elemr>nts;
the chartered Accountants. A thorough krrowledge of direct
therefore, necessan/ frrr the studelnts of the cA Finill corrrse.n the new Final course, ,,Direct
Tax Laws" constitut'ils Paper-7' students are expected tr:: ar;quire advancecl knowledge of the
provisions of direct t:ax lalvs after undergoirrg this course ancl apply suclh knr:wleoge to v,arious
situations in actual p,ra(:tior_5.

The taxation laws in or;r c;ountry underrgcl rnan!/ itrTr€)ndmr--nts. In orderr to help the studernts to
update their knowleclger rr:lating to the statLrtory deve,ioprnents in the field of direct and indirect
tax laws, the Board crf situcrie:; brings out, every year,a"supprementerry study paper,,containing
all the amendments in dinr:ct and indirect tiues. This; is an essentiarl read fc,r all our stu,cents.
,Another imprep12p11 pr_rblioation, ',Select rlasesi in Direct and Indirect Tarxe;s _ An essential rerading
for the f inal 0ourse", is nteetnt for uprdating tf ' re knrowlecige relgarding judicial decisions.

r\ word of aclvice to tire :;tu,cents - please rnake it a hi:rbit of referring to thr: bare acts as r:ften as
possible' This wil l  not c'nl) l  faci l i tater the pro<:ess of unders;1:anding the lavy and the sequence of
sections in these Acts, tlut will also equip the,rn 117115 thr: prcrl'ess;ronal e xpeftise that is expec;ted.
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pjsclaimer

l 'he Author has made r:ar:h arnd every effr : r t  t r)  avoid errors or omission in thl is suggested solut ion ofDirect Tax Paper New Syl labus Examinat ion r : f  Norrember ,20i ,0 taken b' /  the tnsi : i iute of Cfrartered
I 'ccountants of India'  A:;  l t ' r - ' l l  as the aul.hor has placed suitable nc>tes for taking; a part icular v iew in terms
c' f  var ious JudicialAuthori t ies and provisions oi  ncome Ta,x Act, ,  1961 and the Wealth Tax Act,  1g157. l t
nray happen that another vir :w under r :ertain r : i rcumstances possible, however,  for that matter,  the
author cannot be held responsible for taking any, v iew in this suglges;ted solut ion. In spi te of thi : ; ,  errors
nlay creep in.  Any mistakr: , ,  error or discreparrcl ,noteci  may be brought to the not ice of author rvhich
sha l l  be  taken care  o f  in  fu tunr : .  l t  i s  a lso  no t i f ied  tha t  the  au thor  w i l l  no t  be  re ,spons ib le  fo r  any  damage
or loss of act i 'n to any.ne, of any kind, in any rrrarnner,  thene frcrrn.

suggr:sted Ansiruers is;  preparerJ lcy CA Arrki t  l -alsania anct oer l ic i ied to nr ihrnt Inst i tute pvt,  Ltr j .

the core competence areas of
x laws; and indirect tax laws is.

The huthor can br:  reached at ank_it tals i l r ia@fpaiL.conr.



suggested Answers of Direct T'ax (Nevrr syllabus) Exanrination taken by the Institute of
Chartered,Accounterntsi of India in Novembr:r. 2010,

Answers tct questions 'erc> to be giren only l'n English exce,pt in the cas,e of candidates who have
opted for l'lindi Meo',ium. l,f a candi'date has not opted for t'lincti medium, his answers in Hindi wi//
not be valu'ed' Questtict,n ,A'to. I is ctompulso,y. Altemtrtt an.r, fiv'e questicrns frorn the remainting six
questions.

Question 1.

(a) You are the audilor of 13igma Limited un<jer { lection 441\8 of the In<;onre-tax Act, 1961.
You have observed that r luring the previor.rs year ernded 31st Mart;h, i1010 the compapy nas
charged to Profi t  & Loss Account a sum of 20 lakhs, being loss duer to f iuctuation in foreign
exchange riates arising on sr-'ttlernent of rJrres to a li:reigrr company frorn whgm gne rnachine
was importerd in the previrous year ended ,3'1" March, 2009. The comparny's accounting policy of
charging such exchang;e loss to F'rofit & L,)ss Ar:count is in consonance witir the Accorunting
rStandard 1'11 notified by the Companies (Accounting stantjartls) Rules. {itater the particulars to
tre provided in resper::t of the excharnge loss in the Form 3r()D (statement of particulars) forming
part of the tax audit r,toort.

(b) Hari has acquired a residential house prc,perly in Delhi on ' t , tApri l ,21000 for 21Ct,00,000 and
decided to srel l  the si lnr: On 3 May, 2003 to Ms. Pari ancJ an advancer cf i  Z',2l j ,O}r] was taken
from her' TIre balance filrcney wats not pzrid by Mr:;. Perri arnd Hari has forleited thei r:ntire
advance surn. On 3 Juner, 21109, he has sr: ld l ihis house, to Mr. Suri for Z 35,00,000 ln the
rneant ime on 4th Apr i l ,2 lJ09,  he had purc l rased a res idr :n t i ia l  house in  Delh i  for 'g , r ]0 , ,000,

where he wars staying with his family on rent for the last 5 years and palid the f ul i  amount as per

the purchase agreemenl. i l lowever, Hari doers nrct pos;sess any legal t i l le t i l l  3i1st March, i)_010,
as such transfer was not relgistered with tl"re regislratirrn authority. Hari has purchased another
old house irr Chennati o'n. 14'h ot;tober, 2r)09, fnorrr Mr. X, an Indian resicJent by paying Z
5,00,000 and purchaiie wiaLs registered with ther ;rppropriate authority. Determine the taxable

Suggr:sted Ansrruers is;preparerc by CA Arrki t  Talsania and derl lcated to Arihant Inst i tute pvt.  Ltd.
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capital gain arising frorn etbove tretnsactionrs in the hilnds of tlari for Assessrnent year 2C)10-11.
Cost inflatir:n Index : 2000-01 : 4rlr3; 2003_C4 : 463; i l00g_10 : 632.

(c) Chirag owns two relsirlential flaLts, one irr Mumbar and

meant to be used for rr:sidential purposes by Chirag and

itre as follo'ws .

another in Cherrnai. Both the f l i l ts are

his tamily'. The particulars of il-re flats

(i) The f lat at Mumbai wias purchased b1, lr im in January,,,  19BO for Rs 10 lakhs. The f l iat was
occupied by his fr ie,nd, { iuvalaxrni witholrt rent for threer months from 1s"Apri l ,200g 1lo l l0th
'1une ,2009  Theva l r :eo f the f l a taspe rSc i redu le l l l  t o theW,ea l thT i l xAc ton i l l s tMar r :h ,20 j0

irs Rs 30lakhs. l ts varlue on the same basis i ls on 31S;' Manch, 19g0 was Z 12 lakhs.

(ii) The flat iat Chennai lvats purchased in l/rlrch, 2O0j' for jl 6 lakhs.l'he valuers of the flelt ras oer
Sichedule l l l  to the Vr/e;alt lr  Tax Act on 2007 and t31.,, Marc;h, 2010 are Z 3 iakhs and25 lakhs
nespectively.

'Y'ou 
are required to f ix valt le of each f lat for the purpose oIcomputal ion of nert wealth of Chirao

f<rr Assessnrent Year 2010-11.

(d) lvlrs' E, urife of Mr. F is a partner in a firrn Her caplital contribution to the firrn as on 01-Ct4-
2t309 was Rs. 5 lakhs;, out of which Rs 3 lakhs was contributed out of her own sources and Rs.
ll lakhs was contribut,ed out of gift from her husbrand,,As fr-r.ther capitial was needed by therfirm,
s;he l'urther invested.il 2l lakhr; on Cr1-05-20C'9 or.rt of the funds; gifted by her l-rusband. The firm
ptaid interest on capital of Rs. 80,c)00 and r;hare of profit of Rs. 60,000 for the financial year
2:009-10. Ad'rise Mr. f::as to thre applicabil it,y r:f the prrc,risior of Section 64(,1Xi\,,) and the rnanner
tlrereof in res;pect of the itb,ov€) referred transacticlns.

(5+5+$+5;=29 Marks)
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Answer 1.

(a) As per section ,43ir\ of the Income l"ax Act, 1961, whr:re an assessee has acquir,ed 6ny
ass,-'t in any prev ous; year frorn a country outside India for tlre purpose,' of business and
in consequenctlr ct1'a change in the rate of exchange during any prrevicius year after the
acquisition crf s;uc;lt asset, there is an increase in thc' liability in Indiarr currency at the
timel of makirrg paymrent thren the amounl by'whir;h the l iabi l i ty is so increased slral l  be
added to the aclluial c,cst of asset.

Hence in a givern rlase, loss; arising <jue to flur:;tuatir>n in foreign currency on setlenrent of
dues to a fofei,:ln company from wlrom one rnachine was imported shrall be treated as
capital experrditure; and therefore it shall be adde;d to the actual cos;t of asset and the
same is not elllc,r,vable expenditufe ui,'s 3r/ clf the Act.

Therefore, thel form 3CD fol lowinl l  part iculars shall  be provided:

(1) In clausr: no. 1zl (d) ( i i)  parl iculars in resperct of charge in rate of exchange of
currency'.

(2) ln clauso rro. 17'(a) part icular of iamount being loss on ar:count of f luctuation in
foreign ciurrency deleterd to p & l_ Account..

4 ;  Sug€tested Ans,wers is preparerd

Hari for A.Y.21010-11 :

Rs.

35,Cr0,000/-

(15,17,734t-)

19,82,266t-

(8,t10,000/-)

(5,00,000/-)

(13 00,000i-

6,82,2661-

by CA Ankit  Talsania anrl  derdicated to Arihant tnst i tute pvrt .  Ltd.

(b) Computation of 
'feu<able 

Capital Gairr in the hands r>f tVlr.

Particulars

Sale C,cnsideral ion

Less : Indexed Corst of Acquisit ion

=' (1 0,00,Cr00-2€t,0(10) .y, 632t40ei

[Refer Nolle' l ]

Capital Gain

Less : [:xemptiorr u/s 154

In respect of Flouse ac;quired in t)elhi c:.tn Ct4lO4l2OCrg

lRefer Note,2l

ln respecllof Hlous;e ac;qluired irr Ohennai cx-t 14110/j2009

Taxable CapitaliGerin

The Author can Lr,e reached at anki t ta s;rnia(DgmajLfqf



tlc)

Notes :

1. As per Sectir:n 51 of theA,ct, where any q,6pil3l assetwas on any prelvtous occ.tson the
subliect of negotizrtic,ns for its transfer, an,y advance or other money received and
retained by tlhe ,as;siessee in resper:t of sur;h negotiations sl'rall be deduc;ted from the cost
for tnlhich ther as;set was etc;quired clr ther written dc,wn value or the tair market \/alue, as
the case may' be, irr computing the cost of acquisiti<>n.

Therefore, 11 3,giru€fi casr:, forfeitec amount of Rs.25,000/- is reduced from the cost of
acquisit ion ol '  Rs;. 1 0,00,000/- before, inde,xing.

2' Exemption u/s l54 of the r\ct is available irr respect of Delhi House also, as; a1 the
prescribed c<.rnditirl'ns u/s 5i4 is cornplied with. Thr: said section cJoes not pror,,ide that
holding of legal t i l . le is necessary. l f  thel taxpayer pa\/s f i l l  consideraticln or substantial
portion of it, in te'rnts Of punchase aqreement, 'within thel prescribeci period, the exennotion
u/s 54 is available.

computation rrf l',le't wealth in the harrds of chirag lilr r'r.y.2010-11:

Particulars

Assets as p€rr Si.2(ea) of Wealth Tiax Act .

1. Flat art fr/ lurrrbai ?s prsl-scheoule - l l l
2 .  F la t  a t  Chennia i  as per  SchecJule -  l l l

Total

Less : Exemption u/s 5

1. Flat at Nlurnbai as per S,5(vi)

Net Wealth

1. As per Explanart ion 4 t,c Section 2(ea)(i),  i f  the res;idential property is let out for a
minimum peri'ocl of 300 ciays in a previous year thern it is not treatrsct as an ,,as;set,,.

However, irr a given casr: Flat in Murnbai is let tut for a period les;s than 30,c ,Cays

and therefore ther silme shall be trt:ated as iln "as,set" u/s 2(ea)(i) of Wealth Tax t\ct.

$ f  
Suggested Ans' ,vers is preparr:d by CA Arrki t  t 'a lsania and derl icated to Arihant

Rs.

30,00,000/-

5,00,0ctO/-

35,OCt,Ocr0/-

(30,00,000/-)

5,00,000/-

The Author can be reracl-red a1t ianki t tals4lr ia@Elna. i . l .com

l rrst i tute Pvt. Ltd.



2. Assessecl can claim exemption in respect of orre house property as per Section S(vi)

and thererfore Chirag oan claim r:xernption u/s li(vi) for Flat at Murnbai ers it is havino

higher anlount of Valuation as p()r Sr:hedule - l l l  a:s at valuatiorr <Jerte.

(d) Advise to Mr F in rcspect of applicability of provisions of S.6a(1)(iv) ol the A,ct :

As per Section €;a(1)(iv) read rruith Explanation 2A to 13.64(1), where the assets ( in a given

case, cash) transferrred clirectly or indirr:ctly' by ern inclividual to his spours€r, arre invested in

the nature of capital c,ontribul ion as partner in a f irm, that part of interest receivable by the

spouse from the firrn in etny prrevious y'oar, which bears tlne same proportir:n to the interest

receivable by the'r spoLlse fronr the firnr as the value o1 investnrent as on the first day of the

previous year bears b the total investnrent by'way of c;apital contribution a{i a partner in the

firm as on the said , lay, shall  be includerj in the total inr;ome of the individual in lhat pru'vious

year.

In short, interest is rerquired to be apportionecJ to the i:rrTtcuflt gifted by Mr. E ars on the first

day of relevant prer,'iot.ts y'ea|which be,a"s to the total amount of contributircfl of l\4rs. E as on

the first day of relevant previous year.

Therefore, the re,ceivarble interest is requirerj to tre proportioned betweren Mr. F: ancl lt/rs. E

as under in view ,of :rro,yisions of S.64(1 ) i iv) of the Act :

Particulars

Interest on capital

Rs.80,000/- X 3i/5"

Rs.80,000/- X2:.15#:

In the hands of Mrs. E

Fls;.

48,000/-.

In the hands of Mr. F

Rs.

32,000L#
11, is further pointerJ out that only interest income is required to be clubbed irr the hands rrf Mr.

F and not profit r€,ceive(l from the firm wl^ ich is exempt u/s 1010ri2A) of the Act.

5 { Suggested Ans;wers is prepared by CA Ankit  Talsania ancl dedicated to Ariharrt  Inst i tute pvt.  Ltd.
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Question 2.

(a) ABC Limited wi: ls amakSamaled with XYZ Limited c>n 01-04-200g. All  the

{iection 2(1B) were ri ;at isfred.

r:ondit ions of

l\BC Limited has the foilowing cerrried fon,varcr rosses ar;
2 0 0 9 - 1 0 :

(i) Speculative Loss, Fls 4f takhs

assessed till the Asserssmc,nt year

(i i)  Unabsorbed Depreciatircn Rs t l i)  lakhs

(iii) Unabsorbed expenciitune rcf capital natur,3 on scientific reserarch Rs 2 lakhs;

(iv) Business Loss Rs 1j20 lakhs

XYZ Limited has computecl a profit of Rs '140 lakhs for the financial year 2t)0S)-,10 b,efore setting
off the el igible losses; of AUC Limitr:d but af1,er provirJing dr;preciation at ' l { io,t per annum 6n Rs
150 lakhs, being thtl  c;onrsideration at whi,:h plernt and rnachinery were tr iansferred to Xyz
Limited' The written down vatlue as per incorn*tax recorrl  of ABC Limiteld ias on 31 lvlarch,

21109 was Rs 100 lakhs.

The above profit of )l.Y,Zl t_imited includes sgreculativr:

income of XYZ Limite,d for Assessnrent year" 2010_1i

to be carried fonvard by it.

prof t of Rs 10 lakhs. Cclmpr,rte the total

and indicate the losses/other al lowernces

(b) R Limited transferrecl a lruilding rryor1h Rs. 25 lakhs to tht> Chief Executive Officer Mr. Mohan

Lal, a resident individual on his retirement under an agreernent for not carryinE on any ac;t ivity

related to its business; for a perriod of five yeulrs. In course r:,f a:ssessment underr Section 143(3),
the Assessing Officer founcl tl'rat no tax had beerr deducte<j at source by R Lirnited and orr that
ground he disal lowed thrr: erxpenditure by invoking thr: provision of Sectign 4{)(a)(iar). Examine

thr: correctness of the aci:io,n of the ltssessincr Oflicer.

(/A+-6=/6 Marks,)



Answer 2.

(a) Computation of 1'olal Income of XYZLi rn i ted for  A.Y.  2010-11:

Particulars

Profit before Setting off the losses of ABC Ltrj.

Add : Depreciation on P&M transferred from \:,yZ Ltd.

Explanation 1l to Section 43(6)- (See Note 1)

Less : Unabsorbe,d Depreciation

U nabsorbe C er;<penditrure of capital

Researc;h.

naturer on sr;ierrtific

as per

1 8 . 0 0

2.00

Business or

in laks

140 .00

7.50

(20.00)

127.50

r i120.00)

(4.00)

3.50

Rs.

Taxable Incomr) un<Jer the head "Profits and Gains; o1'
Profession"

Less : Business; Loss; u/s 72

Speculative, LIISS u/s lzll

Total Income (Sper:uliative Incrcme)

Neither Business los;s nor speculative lclr;s shall be carried fonruard.

1. As per Explanation 2to srer:t ion 43 (o), wherei in any previous year, any block of assets

is transferreci irr ia schenre of arnillgamati,cn by the amalgamating company to the
amalgamated company, thern actual cost of block cf assets in the <;ase of amalgamated

company, shi,t l l  be 'writ ten down value of bloc;k of ar;sets as in the case of arnalgamating

company for the irnnrediert,ely precerding previous year. In the presr:nt cerse block of
assets of P ii. lll is; transferred frorr ABC Lirnited to XYX Limited. The W D.V. as per

Income -Tax recor,C o1'ABC Limited:rs orr l31st Marr;h, 2009 was Rs.100 lakhs; however,

XYZ Limited l 'as claimercl depreciation on Rs.150 lakhs. Thene,fore, in view of
Explanation 2i to Siecl. ion,4,3(6) depreciatir:n on Rs;.100 lakhs only is available to XyZ
l imi ted and not  on F ls .150 lakhs,

2. Unabsorbed cieprreciation inr:ludes urrabsorbed capital expenditure on ,scientific research

and therefore thiat is; also required to be reducnd.

g i  Su88ested An:: ;wers is preparerdby CA Ankit  Talsania an<i de,dicated to Arihant Inst i tute pvt.  Ltd.
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3. As per secti,cn 731 speculiat ion losrs can be set off against speaulative incorne only.
However, as; per se,ctiorl 72 busirress; loss; can ber set off against business profit.
Therefore, out of Rs;.127.50 lakl 'rs which rs; consist ing c,f Normal Business profi t  of
Rs.117.50 lakhs; and Speculative lrrconre of Rs.10.00 lakhs, f irst of al l  carried fonvard
business losrseri o1'R.s.120.00 lakhs; shall  be, set <lff  against Nornral Busirress profi t  of
Rs.117.50 lakhr; and rSpeculative Incrome of R:s.2.50 lakhs (out of 111.00 lakhs). Thenafter
carried fonverrd sp,eculative losses of Rs.4,00 lal lhs shall  be set oif aga,inst balance
amount of spec;ulativ,3 inc:Ome of Rs.7.{ j0 lakhs, however, i t  carr be set o1T only to the
extent of Rs 4.t-)0 lakhs. Therefore, tot i l l  income cf 1Rs.3.50 lakhs ir;  nothring but only
speculative incomer and acr:ordinglv neither EJusiness loss nor speculative loss shall  be
carried fonruard to tlhe subselquent vear.

(b) As per Section 2i8(va), any sum wheth:r receivt-.d or rec;eivable in ci lsh or kind under an
agreement for nc,t carrllinlg out iany in relation any activity in relation to iany business shall be
treated as incomrs clraLrgeable to income tax underr the head "Profit and gerins frrcm gurln.a,

or profession".

In the present carse R LtcJ. has transferred a building worth Rs;. 25 lakhs i.e. in kinrl to Mr.

Mohan Lal, the tllEt) unrJer itn agreernent for not carrying out any ar:tivity related to its

business for a period of li years. This irrcome will be treerted as incr:rne chargeable to tax

under the head "F:'rol'it arnd gains from business or profelssion".

R Ltd. is not obliged trc dc'duct tax at sourcel under an,1 provisions of chapter ):Vl l-U of the

Act.

Provisions of S.40(ar,)(ira) crf ther ,Act can bre invokerl when tlrere is a violation of provisions of

Chapter - XVll-B of the Ar:t, i.el either tr: non-dedurction of tax at source or non-deposition of

tax deducted at source within t ime l imit specif iecl in Section 200(1) of the Act. However, in

the present case, thelre is no obligatiorr on the part of Fl. Ltd. to deduct ta.x at source under

any provisions ol' C;herpter X\/ll-B of th,: Act and therefore there is no violation of TDS

provisions in resprecl olf non-deduction c,r non_depositi<ln ,cf tax at sourcer and accordingly

the action of the A,ssessing; off ir :er in invol<ing provisiorrs of rsection 40(a) ( ia) is incorrerct.

Suggested Ans'wers i : ;  prepared by CA Arrki t - falsania and de,Cicated to Arlhant Inst i tuie put.  Lto

I
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Question 3.

(a) A resident wometn incl iviclual sold a house property on 16i-01-21ct10. onr the said transaction

s;he earned a long-ternt cetpital gi l in of Rs 1,01,50,000. Sl^e invested a sum of Rs. 50,C10,000 in
capital gains bonds specil f iecl in lSection 54 EC; on 05_03.2010, She furi l-rer invested a sum of
Rs. 50,00,000 in the same bonds on 05-Cii.-20' lO. Her othr>r income for the f inancial vear 2009-
'1 .0 was Rs.  46,000.

compute the tax payable by her for the Assr:ssm€rnt year 20i0-11.

(b) ILT Limited is engagecl in manufacturirr l ;  pipes and tutres. The Profit  & Loss 1tl  Account of
t lre company for the, y,elar ended l31st Man:h,201C1shows a net profi t  of Rs. 40{j lakhs. The
fol lowing information and part iculars are furnisherd to you. You are requrirecl to compute total
income of the compan)' fcx Assessment Yeirr 2010-11 ind cating reasons for treatnnent of each

item.

(i) A group Free Air ' l l - icf let was pro'r ided b'y ;a supplier for rr>aching ia certain volume of purchase

during the f inancial year i lr lOll- '10. The same is encasherJ by the cornpany fgr Rs. 10 lakhs on
Aor i l  2010.

(i i)  A regular supplier 01'ra'/v rnaterials agreerd for setl lemerft cf i  Z B lakhs instead of Z 10 lakhs

for poor quali ty of marterial surppliecl during the previous y€rar which was not given effect in the

rLrnning account of th,e s;uprpl ierr.

( i i i )  Andhra Bank sanr:t ionr:d and disburse<J a term loian in the f inancial year 2006-Cr7 for a sum

ol'T 50 lakhs. Interest o1'Fls t i  lakhs was in i lrrei lrs. The bank has converted the arrear interest

into a new loan repay'able in ten erc;ual instalments. Durinq thel year the cornpany has paid two

instalments and the ,ilfflrcLlflt so paid has br:en rerdur:ed from Funded Intererst in the tsalance

Slreet.

( iv) The company remitterd Rs. 5 lal, ihs as interest to a company incorporate<J in USA on a loan

taken two years ago. 
'[ar:clt-'ductecl 

under Section '195 frorn such interest has been deposited by

the company on 1Sth . lurr,e, :2010.

19 !  Suggested Ansrryers i : ;  preparerC by CA Arrki t  Talsania and derl icated to Arihant Inst i tute pvt.  Ltd
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(v) Liquidated damal3e ol Rs 3lak.hs receil 'ed from KS Linited for delay in s;upply of prlant and

rnachinery has been shown under the heacj "Other income'' in Profit & Loss Ar:count.

(vi) Sandeep, a salers exerutive stationed at HO at Delhi, wari on off icial trrur in Bangalore from

l)1"t May, 2009 to 18th June, 20ll l l  and 28th September, 20'09 t6 15th Or;trcber, 20Og for the

business development. The Compiany has praid Sandeep's salary, in cash, from its local off ice at

Elangalore for the mr:rnl:lh of t\Iay 2009 (pay,ilble on 'lSt Jurre) and lSeptember 2009 (payable on

lrst October), amountinlS lo Rs. 25,000 iarrd Rs 27,000 respectively (net of TDS and other

deduction), as Sandclel l  hers no bi lnk account at Bangalore.

(vi i)  The company hars taken up irr i t iat ive to r"estructure i ts clebt and paid Rs; 20,000 to a f inancial

company, M/s ABC Ltd., towards pre-paynrent prenrium. As per the scherne, Rs 50,000 loan

vras waived against its loarn and B Linritel directiy credited tp its reserve ocroouflt, considerino

loan waiver amount t; ts cap,ital receiot.

(viii) The company hils r;orrtributed Rs 50,0rl)0 to an <,'ilectonll trust and the $arile stands included

under the head "Genr3tit l  [ ]xoenses".

(6+70=16 mar,ks)

Answer 3

(a) computation of riax pa'yable of a resident woman for thr: A.y.2010-1 1 :

Particulars

Long term Capitalgain

Less : Investment made in Sperc;i f ic Assels on 05/03/2010.

Investment mirdr3 in Specif ic Assets on 05/l l5/2010.

Total Capital Gairr

Other Income

Total Income

lncome Tax

Education Cess and Secorrdanl and Higher Education C;ess

Tax Payable

Amount in Rs.

1 ,01 ,50 ,000/ -

50,00,000/-

50,00,000/-

1,50,000/-

46,000/-

1,€)6,000/_

600/-

1Bt_

618/-
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Provisions of Sec;t iorr 5i4E:C(1) provides that investmelnt s;houlr l  be macle within srx months
from the end of the month in r, lrhich trarsfer took plact;.  Furtherr proviso lo section 54EC(1)
provides that Inverstrre,nt rnade by an as:;essee in spec fied assets should not exceed Rs. 50
lakhs in any f inan;ial yerar

In the present ciilse,, assessere has rnade investment in cap,ital gain bonds specified in
Section 54EC of the Aot on 05l03l2}1Cl zlnd 05lOl;l2O1Lr fon Rs.{rO lakhs; each. The assessee
has complied al l  l lhe crlndit ions specif ierl  in S.54EC o1'the Act i .e investnnents in specif ied
capital gain bonds halrrs been rnade lvit lr in six months from the end of t ire month in which
transfer took placr: and in any previours year amount of investrnent does not exceed Rs.SO
lakhs. Therefore, rJerJur:t ion u/s { i4EC amounting to Rs.1 Crore is; availaSle to the assessee in
present case.

(b) computation of rotal lrrcome lbr lT| Lirnited for A.y. 2010-11:

Particulars Rs.

(ln lakhs)

Rs.

(ln lakhs)

405.00tJet Profit as per P&l- l\/c.

A d d :

(i) Group free Air Tic;kerts provided

volume of purcha:ses

(i i)  Remission or cessation o1'TrarJino

(i i i)No Adjustment is required

(iv) Addition u/s 40(er)(i) on account of
time limit specifierd r,r/s 200(1)

by a supplier for reading a <;ertain

(See Note -  1)

l iab i l i ty  u /s  41r i1)

(Ser: Note - 3)

Norr- Depositicln of 
-l-DS 

witl"rin

(See Note -,1)

(See Note - 5)

(See Note - 6)

(See Note - ,z)

1 0 . 0 0

2 .00

5.00

(v) Liquidated Dam;ages

(vi) No Addit ion u/s,40t\(r3) As per Rute 6DD(i)

(vi i)  No Adjustment is required.

(3 00)
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Gross Total & Incorne

Less : Deduction under chapter - Vl-A

(Vii i) Section 80 GGtl - Deduction

T,rtal Income

Receipt of free Air l-ickets on account ol' rea<;hing a ,Jertain volurne= of purchase is a
incentive in kind 1,o aclhiel 'e part iculartarget and the sane is taxelble on accrual basrs as oer
mercantile systern ,rf etccounting irrespelctive of the fact rvhetl-rer the rsame is encashed or
not or even in ther si lme f inanc' ial year or in subse,,quent f inancial vear.

( i i)  Supplier has agreerrl  to sett le at Rs. I lakhs insteac of Rs. 10 laklrs for supply of raw
material which is nothing but remissir:n or cessation of traci ing l i ;abi l i ty for which the
assessee has claimed ,expenditure in therform of 'Purcl-rase'. Thereforer in view of provisions
of Section 41(1), rr:nritterd or ceasecj liability is reqlirerd to be taxed in thre hands of
asseesee.

(i i i )  Expenditure of [Rs. {3 lakhs of interest in arrear rvor-r ld have been clainred in A.y.
2006-07 which is no'w <;orrvertr:d into loan. Therefore, now on account of repaynrent of such
amount no effect is reclr.rired to be given in profit & Loss Acr:ounr.

( iv)As per section a0(a)(i) rcf the Income Ta;< Act, 1961, i f  the tax is <jeducte,C at source a'd not
deposited within the t ime l inri t  specifrr:d in ser:t ion 200 (1) rrf the Ar:t,  then the said
expenditure is not al lolvable to the assesse. In the presr;nt case, the ass;essed hias deducted
tax at source uis 19ti but rjeposited the s;ame after the timr-.-limit specified u/s 200 (1) of the
Act, hence interes;t er.xprencliturel is not allowed u/s ,10 (a,)(i) of the Act.

(v) Liquidated damagtes o1'Rs. 3 lakhs recei'red by assesseld were rJirectly an<j intirnately linked
with the procurernent of a Capital Assert viz. Pliant & Machinery. This is not in cirdinary
course of busines;s ancl therefore, the same is require,J tcl be treated as "Capital Receipt,'
and not "Revenue Rerc,e,ipt". H€rnce, the same is excludc,d from tr:tal inconre. This; situation is
squarely covered by tlre lSupreme Cor:rt decision in the ,:ase of Saurashtra Cement Ltd.
reported in 325 lT,R.st2.2r.
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(vi)As per rule 6DD(i) reerd 'with section 40 A(3) of the Act, expenditure wil l  rrot be disal lowed
even if the payrnent in casl-r in excess of Rs.20,000f in a single ,Ca), has been made.
"Payment made by arr assesses by w,ay of salary to t-ris employee aften deducting tax from
salary in accorderncc. nrith the provisions of section 192 anrj when such ernployee.
(a) is temporally posterd for a oontinuours period of 1s days. crr more in a ptace other than

his normal pl iace, of duty or rcn a ship; and

(b) Does not maintain ,an\/ account in any bank at sucl-r plarce or ship.

In the present c: lse, l3;andeep is temporari ly pos;ted f<>r er continuous periocl of 1S days or
more in a place Otht- 'r than his; normal p ace of stay and he was not having bank account at
that place i 'e. Barrgalore and also the salary in cash has br:en nrade afl ,er Ceduction of tax at
source uls 192 0fthe rA,ct.

In view of above notecl provisions, no addition is requirerd to be made u/s 4O A (l]) of the Act.

(vii)Rs. 20,0001- is a prrl priayrnent of premium on account <>f rr:structuring of debt which is not a
revenue expenditurt:, ,  hence nrt expencii ture can be claimed. l t  is also presumed that i t  is not
debited to P&L ,Account and therefore no erdjustment is made in computation of Total
Income.

So for as waiver r:f  loan amounting to Rsr. 50,00Cr7- is cgncr:rnecl, the same cannot be added
u/s 41(1) of the A<;t, ias i t  is not a trading l iabi l i ty and the i lssesses has grven correct
treatment.

(v' i i i )  Contribution nraole lo Electoral trust is al lowable de{uction Lr/s 80Gr3B of the Act, hence
the same is reduc'ed from gross total in,:crme.
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(a) Dishant receivecj er notice uncler Section 148 l'rom tlre r\sses;sing Officer for Assessment

Year 2004-05 on thr: grouncl that deprec;iation on c;ertair as;sets was allowed in excess. The
l\ssessing Officer recorded the reilson foreopening. Ther original iassessnlent was completed

under Section 143(3). In course of reassessnrent pror:eeding the As;sessing off icer also
disallowed certain stlm under Section '144 in respect of e>rpenses purportr-orl to be in relation to
dividend from compilnies and tax-free interest. However, the Assessing Officer did not record
the reason for applyinr;| the provis;ion of Section 147 in respect rrf the irssue of disallowance

under Section 144 erncl perssed the order riisallowing the excess clepreciartion and also certain

sum under Section 1'1A. l t ;  thr- 're anry inf irmrit '1in the order pass;ed by the Assessing Off icer?

(b) ( i) Who shall  sign an,J ,/eri fy thr: return r:f  incgme 9f a l inri ted l iabi l i ty paftnershipl,

( i)  XYZ LLP is l iquiderted. What is the l iabi l i ty of partners ol XYZ LLP in res;lerct of i ts tax dues ?

(i i i )  PQR LLP has a prof i t  of Z 500 | l ths afterr charging interest on r:apital for p amounting to T
'10lakhs calculated at ' l5fZr p.a. as per the agreement, but belfore consiclerring remuneration to
piartners. What is the mraxirnum adrnissible amount of remuneration to partnerrrs assuming al l  the
piartners are working ;cartnelrs and r,emuneral,ion is aulhorizr;d by ther [_Lp instrument ?

(cr) Who can be an e-return Intermr:rjiary, as rotified lt,y CBDT .?

(d) ITP Limited is engirged in glr,cwing iarrd manulacturing tea in Indier. l t  commenced its

operation from 1s'Ap;'r i l  2r0t08. l t  acquired plant and nrachirrery, factgry building and furniture at

cost of T 40 lakhs, T j25 lak'hs and 
-f 

10 lal.rhs respeclively in t lre previous year 2008-0g. All  the

a$sets were put to us,i) f l f  fr lore thiarr 180 dalrs during 2008_09. Comprute the written down value

of each block of assels as on 1" Aprri l ,  2009.

(3+6+4+3=16 Marks)
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Answer 4.

(a) As per sub-section (2i) to ss611.r 148, [efore iss;uing notice urs 14g,
assessment is re,quire,ci tcl be nelcorded.

once the assessment is reopenecj the Assessing officr>r can a<jcJ such inconre for which the
assessment was reoperned and also any other irrcome cherrgeable to terx which has escapeo
assessment and lt'lhir:h (lomes to his notice subseqr-iently irr the coLrrse of assessment
proceedings u/s tl4,/ of the Act.

However, several judicial authorit ies harJ prrcnounced lhat reas;sessment
be restricted to only s;ucl-r issur:s which have been speciiically recorded
issuing the notice for r,3,-e11s1-1ing the assessment

proceredings shall

b'y the AO before

(b)

To overcome this situation, an lExplanation l) to serctior 14:.7 is now insertr;d by the Finance
Act (No.2) Act, 2Ct09t with retroslrective elfect fronr '1"1 A[)ril, l g89 to pror,,icie that the A.O. can
assess or re-assess inc;ome inr respect rof any issue wfrich has r:scapeo assessrnenl even rf
the same comes 1o his; notice subsequently in the courr;e of reassessmenl proceedings and
the same was not f€ro6;1696 by him earl ier at the t ime of iss;uing the whir:h for re-opening the
assessment.

Therefore, in the present ci lse there is no inf irmly in the rlrder passes by A.o.

( i) Designated pat-tnr:r c,r when such <j:signated partrrer for unavoidable reason is unable
then any othr:r partnerr of LLP shall r;ign arrd verity the Return of In<;ome of t_Lp.

(i i)  In the event o1' l iquidationr of XYZ LLP, al l  the piartrrers of XyZ LLp are joingy and
several ly l iabrle i l long with [.Lp for the amount of thr: tax.

(i i i) computation of Remuneration payall le to partners rrf PeR l_Lp.

15 f 
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Add : lnterest not ardmissible as per Section 40(tr)
Book Profit

Working of renruneratiorr to partners of LLF)

Rs. in lakhs

500

2

502

( i) In First 3 lal.rhs

( l i )On the balancr :  amount

Profit

Total Remuneration Rs.296,70lakhs

(c) As per cBDT l\c,tification, following persons are qualifierJ to become an e-return
Intermediary.

(1) Public Sector Undre,rtaking i ls defined u/s 2 (364) of the Act or any i: ther company in
which public i , lrer sutbstantial ly interel;ted within meaning of section 2(1g) of the Act or
any subsidiary ol ' these companies; or

(2) A company inr:;orpcrated in India, in: lr"rding a b;ank, l-aving a net worth of Rs. 1 crore or
(3) A firm of Charlere<j Accountants or rlonrpany Secretaries or Advocates, if it has been

allocated PAN.

(4) A Chartered Accountants or Company Sec;retaries or Advocates or Tax Return
Preparers, if PAI,J is; allottecl

(5) Drawing or Dis;br.rrsirrg officr:r of a Gorrernment Deoartmenr.
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(d) Computation of thre wnitten down value of following blor;k of Assets as on 1$ April, 2009.

Particulars Plant

Machinery

Rs. in lakhs

& Factory Building

Rs. in lakhs

Furniture

Rs. in lakhs

W.D.V. as on 01/04 t2Q}tJ

Addit ions - for morrl than 180 days

Cl. W.D.V. for deor<lciratir:n

Depreciation Rate

Depreciation -

Attr ibutable to Busines;s Income i.e 40%

Attr ibutable to Agr. Inconre i.e 609i,

W.D.V. as on 31i03,/0!l

W.D.V. as on 01/04,/0S)

40

40

1r i%

2: 40

3 6 0

37 60

37.60

1 0 0
1 A n

24.00

24.00

1 0

1 0

10%

0.40

0.60

9.60

9.60

As per the supreme court decision in the cirse of clT vs. Dctom l)ooma ,tndia Ltd. repofted in
310 ITR 392, depreciation attributable to bur;iness income can only be declucted from the WDV
of block of Assets in itherciase of Assesses ltho <jerivers part inr:ome from agriculture activity and
piart income from tax:lblel business income.

However, this decision of the Apex Court is nullified by ins:ert,ing provisions of Explanation 7 to
Section 43(6) of the ttlct 4r the Finance Act (No.2), 200g wi,lh affect from 0l/04/20/0.

As this amendment is pros;pectiver in nature the samel is rrot applipable in the given case and
therefore the law lairi dor,t'n by the Apex Oourt in Doom Dooma is applied under the given
circumstances.
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Question 5. Attempt arly 1i:ur questions out of the followinc:

(a) CG Ltd. is engiagr,rd in the business; cf conversion of jumb,r rol ls of f i lnts into saleable
packets/rolls of stanr:jard sizer. ls the comp,ary entiflerl to clainr dedur:tion under Section B0_lB ?

(b) SK Enterprises, arn elxporter of soft toys, filed its return of in<;ome disclosinrg a total income

clf T 8.50 lakhs after c; lairnirrg deciuction urder Section 10 t] of the Income{ax Act for Rs.4
l iakhs. The return was processed under Section 143(1)anrl incomei i ts per return of income was
accepted. Later on it wetrs noticr:rj by thre Assessirrg Officerr thart the assessee had offered
interest income on fixe<i rJeposit under the head "profits ernd 5;ains of bus;inerss or profession,,,

b,ut it was required tc, bel arssessed under lhr: hea<J "incomo fr<lrn other sources,,. The Assessing

Officer init iated recti f icelt ion proceeding by' issue rrf rrot ice under Section t l34 and after hearing

the assessee passerJ r:rrcler under Section 154 including ther interest income under the head
"income from other sources" and adjustinl l  the clairn of the ass,essee uncler Section 10 B.

Examine the correctness <lf il-re action of thre Assessirrg ofl,icer.

($ A charitable insti lutron registered under Section 12A of the Income-tax, Act, 1961 f i l led in

Form No. 10 for seeking permission to accurnulate unapplir;d inconre under Section 1 1(2) of the

Act for the objects cf the institution and sLrbmitted it to the Assessing Crfficer atong with the

rersolution for accurnulalion Threr Assess;ing Officer frurrd that the objects for which

accumulation was sor.rgfrt rruere not particularised in as muclr as they covereld the entire range of

olrjects of the institution. (larr the r\ssessirrl; Officer deny ther benefit of arccunrulation in such

case?

(d) The residential prr-'misr:s of Mr. X, an irtrlome tax praclitioner was searcrhecj under Section

1i)2. During the seancl^r certain irtcriminaling docurnents wener se:i;:ed. From the documents

setized it was revealerd that he had been claiming; and re<;eiv'ing inr:ome tax refunds by filing

bogus TDS certificates 'with returns of income prepilred lly him even in thc. names of non-
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existing persons. Discusrs whether the relfund
-f 

DS certifi cates conrstitutr: i ncome cha rgea lll e

collected i l legally try, Mr. X b,y produr;ing oogus

to tax.

(e) People Housing Ltcl. is errrgaged in the business of r;onstruc;tinr3 residr:ntial and
commercial propert ies. Orte of the trui lding properl ies was included in the ctqsing stock

in the Balance Sheet. 
' l 'hr: 

said building was let out for a rnonthly relnt as suitable ouyers coutd
not be found. All othr:-'r buildirrgs l-raLd been sold by'the comparry. State withr reasons whether the
income by way of rr:nt fr.om the unsold property is asserssable as income from business or
income from house prropertv.

(4+4+4+r'+r'=2o Marks)

Answer 5

(a) As per the Suprerne, Court 's decision irr the care of India Cine Agencies VSi. Cly [308 ITR gg
(SCl, conversion o1' Jumbo rol ls of f i lnrs into saleablel piackets / rol ls; of standard size is
manufacturing activity.

Deduction u/s 80lB irs available to the lnclustr ial Urrderterking who is engaged ln the business
of manufacturing or production of art icle rtr thino.

Under the given ,:lirc;urnstances, businr:ss of CG Ltd. irs il-rat of
Cine Agencies (Supra) arrd therefore thr: company is ernti i led to

Act.

(br) As per section 1r0 li! rrf the Ac;t, deduc:ion is available t,c su<;lr profils ilrrd gains as are
derived by a 1009b EiOL, from th,e export r:f artic;les or things; or computer sgftware.

Strictly speaking v'rith tlre provirsions of :s6;611en 108 of tfre hct, irrterest frorl fixed deposits is
not profits and gains derived from the exSrort of articles c>r things and therrefore deduction u/s
' l0B on interest income can't be availed.

suggested Ansu'rers ls;  preparer l  by cA Ankit  Talsania anrl  derJicated

The Author can b,3 rr:ached at ank'rtlqLj;aUOlg)gng_tLcom.

rnanufi lc;turing as per India

deduction u/s B0 lB of the

to Arihant Inst i tutr :  Pvt,  Ltd,



However, rat io can be drawn from thel t?ajasthan High Court decision in the care of CIT vs.
Hycron Radio Ltd. reported in 308 lTlR 251, whereir i t  has been helcl that language of
Section 10B provides; for e,xc'mption with respect tc arrry prrofits arnd gains derived by
assessee and same is not confined tc, erny 'Profits' anci gains of business and profession as
provided in section 14 (D) anrc {hspsLrre: interest inconre rvould fall wi|hin expression ,profits

and gains'and arsselssee woukl be enti l led to exemption r-r/s 108 in respect of such interest
income' Therefore, 1'ollc,wing the decision of Rajasthern High Cor.irt as noted above,
deduction u/s 108 is available on interest incclmer.

In the present case;, the return was pt"ocessecj u/s 143i(1) ottthe Ar:t and the assessrng
officer initiated pro3e(3dings u/s 'tr54 r3f {hs Act and Srasrsed the orderr u/s 154 of the Act
recti fying the said rso called rnistake. Provisions of S'15,1 of lhe Act can be invoked only
when there is a nnistak,e apparernt from tlre record. The issue as, to whether interest on Fixed
Deposit is eligiblt; for rleductiorr u/s 108 of the Act is dr:baLtable and thr-.re can be more than
one possible vielvs anrJ therefore thougr interest may nol be erligible lbr rJeduction u/s 10B
of the Act it is not a mistake apparent frrrm recor<J. Herrce, the action of assessing officer to
initiate proceedings and pass the order u/s 154 of the Act to t-erat such interest income as
income from othe,r sources is incorrect.

(c) The given case is squerrely covered by'the Delhi High rlourt decision in i l-re case of CIT vs.
Hotel & Restaurant,As;soc;iat ion reportec in 261 lT'R 1€tO ernd another in the case of Bharat
Krishak Samaj us DIT rep,3rfsf l  n 306 lTlR 153

In the case of H<ltel 8i Restaurant (Supra), it has been held tlrilt it is not necessary for a
charitable trust to part icularize each and every object for urir ich accumulation is sought. l t  is
enough if the assess;es; seeks iaccurnulation for thel obie:t of trust.

As well as in the case of Bharert Krishal: Samaj (Suprer), it has been l^reld that the claim of
accumulation

accumulations

of unapplied income cannot be denir:d everr i f  ther objects for which
are s;rlrrqht are not particularized in as much as; they cover entire range of

objects of trust.
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I
] Therefore in a given r:ase, the Assessirrg officer cannot dleny lhe

I view of above quotr:rd rlecisiorrs;.
I

i

benefit  of accumulation in

(d) The given case is s;quarely covered bry the Madnas High Court decision in the case of CIT
vs' K' Thangamah reported in 309 ITR 15, wherein i t  has been herlcl that irrcome might
have been earned i l legally or by resort ing; to unlawful nleans, but i l legali ty tainted with
earning has no hearirrg on its taxabil i t , l  and such earned income woukj be sti l l  l iable for
assessment and thcrrerl'ore inc,cme earnerd by assesses from income ta;r refunds collected by
him illegally by procluc;ing bogurs TDS c;ertificates would be asserssed under the Act.

Hence, in a giverr cas;e, Mr. X is l iable lo tax on the rr:funcj col lected i l lerlal ly by pro<lucing
bogus TDS Certif icates;.

(e) The main businerss of Peoplel Housing Ltd. is constructircn of nesidential ano commercial
propert ies. In a givern case, People Hc,ursing Ltd. fras sold al l  other buildings constructed by
it,  however, one buildirng coulcl not be sc,ld out as,suital le buyers were not found out, which
was included in closing strrck in the Ba arce Sheet, and therefore i t  was; let out frrr a monthly
rent. This rentinS; out of properly is n:idental i lnd subs;errvient to ther rnain business of
People Housing Ltcl. ilnd thererfore sr.uch rent incrcme can not be treeltecl as Income from
House Property burt is required to be treated as F)rofi t  and Garns from Business or
Profession.

Suggested Answers is;  prepare,C by CA Arrki t  Talsania and derj icated to Arihant Inst i tute pvt.  Ltd.22
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Question 6.

(a) Fearless General Finance & Investmr:nt Limited, a re:siduary non-banking company, ts

accepting public de;:osit, issued cleposit ct:rtificate and rt:paicl back after sc)me period of time
along with interest, uncer different schemes run by i t .  Follovring lransactions were noted from
their books of account:

(i) Mr. A, an individural, lrars deposiled Rs 15,000 on 1st May, ,2rC0O fgr 48 rnonths in cheque and
etnother Rs 15,000 on 3llth June, 2009 in cash tcl purctrase a new certif ic;ate of 4g months
tenure.

(ii) Mr. A has applied lirr prermature withclrawal against brrth the ce;rtificates and the cornpany
has paid him Rs 16,500, b'y a bearer chequer, against principal and interest on 23,0 March, 2010,

due against his f irst r:ef i . i f icate (pur,36sr*O irr 2006) and Rs 15,500 in cash on 25th March,2010,

against the second celrt i j l iczlte. D)iscuss tre violation of income tax provision if  any and

consequential penalty 1'or each transaction. Will it make arny difference if the; certificates were

held jointly with Mrs. A, rryifr-. of Mr. r\, while repaying b;ack irr cersh or bearer clreque?

(b) The net profit of A,BP Ltd. as per Profit & Loss Account for the previous '1ear 200g-i 0 is
100 lakhs after debitingir:rr:dit ing the following items:

( i) Provision for income-tax Rs 15 l i l khs

Rs B lal ihs

Rs 20 l : rkhs

for deferre,d tax:

( iv) Depreciation debiteclto Profi t  & LossAccount is Rs 12li lkhs. This inclucles depreciation on

revaluation of asset to the tune of Rs. 2 lakrs;.

(v) Profit from unit establislred in special Economic, zone. Rs 3rl lakhs

( i i i )  Proposed Dividend:

(vi) Provision for perrnanerrl diminution in viahle of investmerrts: Rs 2 lakhs

lnst i tute Pvt.  Ltd.



Brought forward los;sers ernd unabsorbed ,leprer:iation as per bcloks of

f ol lows:

U nabscrrbed [)eprecial ion

2006-07

2007-08

2008-09

Compute book profi t  of the company under { iection 1'15 JB for Assessment year 2010-11.

(7+9=16 Marks)

Answer 6.

(a) ( i) As per provisions; of Section 26955 of the Acl, no t)erson shall  take on accept frorn any
other person any loan clr cleposit otherwir;e than by account payee checlue or account payee

bank draft if

(1) the amount of such loan or delrosit or the a1;grr:gate, amount of such loan and
deposit ;  or

(2) on the date of terking or iacceptingr such loan or <leposit,  any loan or deposit taken or
accepted rr larl ierr by suclh person from thel deprrsitor is remaining unpaid (whether
repaymenl has fal len due or nott, the amclunt cr the agrEregate amount remaining
unpaid ;  or

(3) the amourrt or the aggregate arnr)unt referred to in r(1)together with the amounr or
the aggregate arnount referred to n clause (2)

is 20,0001 or rnore.

***fT*-*-Y*
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And if the amount is; err:cepted ,ctherwiser than acr;ount pay,ee cneque crf or::couflt payee bank
draft, then the person shall bt.. liable to lrenalty u,t:s 271D of the Act for an amount of cjeoosit
so taken or accepted.

In the given case, Fearless General Financ<; & Investment Lirnited lras already accepted
deposit of Rs.15 OCtrc/ '  on 01l0l i l2a06 in cheque and drrinrg tn€,,/ear und€:r consideration on
30/06/2009, i t  has i lccepted ian amounl of Rs.15,000r- in cash, whiclr has resulted into in
excess of aggreElatr:ratmount of Rs.20,000/- as ( i i i )  mentioned ab,cve. Therefore provisions of
Section 269S5 wil l  be rnvokerd and such cornpany wil l  be requirerd to pay penatty of
Rs.15,000/- as per prorrisions of S,271 D of the Act,

( i i)  As per provis; ions r l f  3.269T of the Act, cornpany shial l  not repay any loan or deposit
made with it otherwise than by itr-r sccc,urt payee cheqr-re c)r account payee bank draft drawn

in the name of the pe,rson who has macle the loan or deposit if---

(a) the amount o'f llhe loan or deposit together with ther lnterest, if arny, payable thereon,
or

(b) the aggregate ilmount of thre loans or cleposits lrel<1 by such person with the branch
of the bankingl ccrmparly or co-operittive bank or, as the case may bre, the other company
or co-operative society or lhe flrm, or other person r-.ither in his own name or joinly with
any other peTSOl'l on the clate of such repayment togeth:r with thel interest, if any,
payable on such lorans or deposits.

is Rs.20,000/- or more

In a given case, suclr company has marler payment otherwisr; than accourrt payee cneque or

account payee betnl ' l  drawn in excess of Rs.20,000/- cluring the year under consideration

and therefore pro"risiorrs of S.26gT wil l  tre invokecJ and as per provisions of S.2T1F of the

Act, such company rnri l l  be required to pray penalty eq.ral to the amount of repavment ie

22,000t-
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Provisions of s.269T arrd cclnsequential penalty'provisions o1 s.271F of the Act wil l be
applicable even if the r:efi if icatr3s were lreld jointly'with Mrs. A, wife of Mr. A, while repaying
bank in cash or beetrer cheque as per provided in provisions of s.26gT of the Act.

(b) computation of Elook profit of l\Bp Ltd. ,1/s 1 15yE for t\.y. 2010-11:

Particulars

Net Profit as per Profit & l_oss Acc;ount.

Positive Adjustmenl,s:

( i) Provision for Incorne Tax

(i i)  Proposed Diviclerrr j

( i i i )  Depreciation de,bited to p&L Accourrt
(iv) Provision for Dr:rferrred Tax

(v) Pro. of Permanent Diminution in value of investment

Negative Adjustmenrts

(i) Depreciation debrited to p&L Account excrudino
depreciation on relraluation of assetr;

( i i )  Profi t  from unit erst; lbl ishe<j in SEZ

(i i i)  Amount of loss; brought forward or unabsorb,erd

depreciation whichever is lerss ns prs. books of acccrunts.

Book Profit

No te :

[-oss Broulght

[:orward

L O S S

Rs l r  lakhs

2006-07

2007-08

2008-09

Total loos as per

Books of Accounts

Rs. in lakhs Rs.in lakhs

1 5
,,20

1 2

B

2

(3c)
(1 i l ) (42)

1 1 5

Unabsorbed

Depreciation

Rs;. In lakhs

1 ( l

5

4
z

1 012
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l-ower amount is 10 lakrhs in respelct of unurbsorbed <Jeprerciation lvhich
net profit to determine l:,ook profit,

I t  is also pointed out therl total business lr lss and unabsorbed depreciatirrn as per books of
accounts is required to be taken into cons deration zlnd rrot losse,s / unabsclrbed depreciation
pter year is required tr-r be taken into corsideraticln for negativer adjustment to Book profit.
T'herefore, total unab'sorbt:d clepre;c;iation clf'Rs.1O laklrs wlricl-r rs lesrs than total business losses
of Rs'12 lakhs is taken int 'O cclnsiderration for negative adjustment to r leterrniner book profi t .

-*,*-****T*Y**
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Question 7.

(a) Ranji t  has taken arn interest-free loan of Rs. 1(l rakhs from ris conpany, The amount is
uti l ized by him for purr:hasing a house on 30-06-2Ocr8. Tire lrouse is self-or:cupied. As per the
scheme of the comparly, loan wourld be recovered in 40 equerr monthly instalrnents recoverable
immediately after the completion . lBth month from the, dak,r of purc.. l iase. The SBI lending rate of
similar loan on 1-4-2009 was g.7570. calculate the perrquis; i te varue of such lc,an rn the hands of
Ranjit for the assesrsmLrnt year 2010-11. ls; it possible to get deciuction rcf ;lerquisite value of
interest under section t l4(b)'? Does it  make any diffelrence, i f  the house is 1;iven on rent?

(b) Mr' Ram, a residernt inrj ivir lual fol lowing cash basis of ac:countinS; has the f. l lowing assets as
on 31-03-2010. compurr: lr is net wealth for tre assessment year 2o1o_201.1:

articulars

i ) elf-occupierd r,es;i

i i ) ing of ? gLteS;t

il t.) roperty userd ficr ]hi

( iv ) One residenlial com

.o sell 5 units lt,liir;h

br the wholer year.2

et out fully for the wl

Valuation as on

31-03-2010( in

)

res;idential house

house situated 26 knrs frorn the municipality

s busrness

comptex c;onsist ing rrf 10 dwell ing rrnits He intended

tir;h are kept vacant for wanl of prcrspelclive ouyers

ar. 2 units i lre vaciant fronr 05-01-2J1CI.3 unrts are

le 'WhOlg yt6;91.

I___*_r_-=__--_J

(c) What are the nature and value of transac:tions to be reported in Annual lnforrnation Return bv
the fol lowing entit ies?

tqr$d.l!,@tu-.i
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( i )A banking comperny;

(ii) Registrar or sub-reg;isitrar appointed uncrer the Relgistrertion Acr.

'/Vhat is the time limit for f,iling sucfr return?

(d) can the Transfer Pricirrg officelr accept use of multipl<,r-yerar derta for deternrination of Arm,s
Length Price in an international transaction?,

(5+5+3+J=/6 Marks)

Answer 7

(a) Calculation of perqr,risite value of loan in the hands of Ranjit for,A.y.2010-1 1:

Month

Apri l-09

May-09

June-09

July-09

Aug-09

Sept-09

Oct-09

Nov-09

Dec-09

Jan-1 0

Feb-1 0

Mar -10

Value of Perquisites;

Mixrirnum monthly outs;tanding

aLmount on lerst day,cf Month

Rs.

1Cr,00,000

1t ,00 ,000

1 C,00,000

10,00 ,000

10,00 ,000

10,00 ,000

1t1,00,0c)0
'10,00,000

10 00 ,000

I 75,000

I 50,000

9,25,000

Interest Rs.

1 0,C)0,0t1(l x 9.7 594, x 1 I p = g, 1 25.00

10  C10 ,000  x9 .759 /c  x t l n  =  8 , i 25 .00

10,Cr0,000 x9.7f f i6  x ' t lp  = 8, .125.00

10 ,00 ,000  x9  759 ,o  x l l p  =  8 ,125 .00

10,00,000 x: .9 .75,1o x  1 lp  = 8,125.00

10 ,00 ,000  x  g .75 , l o  x l l p  =  8 ,125 .00

10,00,000 x9.7,S, , to  x l lp  = 8,125.00

10,00,000 x9.7tso/ , ' , )  x l l tz  = 8,125.00

10,00,0C1C1 x9.7l ja, ' / ,a X 1lp = 8,125.00

9,75,000 x9.7:5o/r ,  x l lp  -  7921.BB

9,50,000 xg.759b x l l tz  = 7T1B.Ts

9 ,25 ,000  x9 .75 ' l ' ox l l t z  =  7515 .03

96,281.26
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Deduction uls 24 (b) cf ther Act is only available if the interrest is; prayable on borrowed loan.Under the given case, Rianjit has taken air nterest free loirn ernd therefore decJuction u/s 24(b) ofthe Act can't be avairecJ cln the perquisite v'rue of interest free roan.

(b) Computation of Net wealth of tvlr. Ram 1br A.y. 2rC10_.1 1:

Particulars \y'aluation as

:t1t03/2010

Rs. in lakhs
Assets as per Section 2(,,ea) o.f Wealth .Iax 

Act:
( i) Self occupierd residerrt ial hous_.
(i i) owning a guesr house situaterj 26 kms from the nruniciparity

per Excr:ption Three to

5 units vacant

2 units ,yacant from 05/1 Ctl2OlO
3 units let out

Nr:te )

O U

:i0

I\J iI
( i i i )  Property userd for his businer;s as

S.2(ea)( i )

( iv) one Rerside't iar comprex cons;ist ing of 1o dweil i 'g units

250

1 0 0

Ni l
(See

Total 
4,+O

Less : Exempted Assets its per Sectiorr 5
(i) Residentiar oc,rnprex consist ing ' f  10 <iweil ing .rnits treerted as

a single house iand exernption is craimed u/s 5(r,,i) (see r,r'te ) (,3bc,r
Net Wealth 

90

Notes :

1' Residential compler: Consist inE of l t l  dwell ing units is arr asset as per sec. 2 (ea) ( i) of
the Act' Howe''/er, 3i units are let out 1'or more than l)00 <iays; arrd therefclre they cannot
be treated as asselts; as per exception four tcl sec. 2 (r:a) (i) of the wealil-r Tax Act.

,rst,@r,*r'e,
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2. As per section 5 (vi),  Assessee can
case a residential complex consist ing

r: laim one house ;as er:emptedl as;sets. In a given
of 10 devil l ing .rnits can ber considered as a sinqle
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house for the pLlrpose of exempl,ion u/s S(vi) r:rf the Acrt and therefore the same is
reduced frorn trrtal wealth to tjeternrine net,wr:alth

This view is sttpprorted by the Allahrabad Higrh Court decision in the case of Shiv Narain
Chaudhari 'us. O\MT'108 ITR 10,4 (All .),  wherein i t  has b,een hekj that a house mav
consist of morr:r t lran one s;elf-contained dwell ing unit and that i f  thr:re is a unity of
structure, the rnere fact that such sr;lf-contained dr,velling units are oc,:upied by different
persons, wil l  nct nrake that house into several houses;.

(c) The nature and valv,e

fol lowing entit ier; are as

1. Banking Corrrpiany

2. Registrar of Sub-Fiegistrar

appointed underr tre lRegistral ion Act.

of transactionr; to be reported in Annual Infr:rnration Rerurn ov
under :

Cash Derposils aggregatirrg to Rs. 10 lakhs or more
in a 'year in arry s;aving bank erccount of a person.

Purchasc. or sale of imrmovabler property valued at
Rs. l ]0 lakhs rlr more.

The Return of AIR should be furnisherd on or before i i |1"t Augus;t, immeciiately fol lowing the
financial year in'vrrhich the transaction is regrsterecl or r:cc,rded.

(d) As per rule '1081:4), the data trr be used in analy,sing ther comparabil i ty of an uncontroled
transaction with : ln internationarl transaction shall  lce the data relating to the f inancial vear in
which the international transaction has been enterr:d inr.o.

Therefore, in a given r:ase the TpO cannot ac:cepl use of mult iple year clata for deterrninino
ALP in an Internart ional transaotion.

However, proviso tcl rule 10 B ri4) also prrovides il-rat data for
year may also be cons;idered if su65 derta reveals facts which
determination of t \LP in an international lransactions.

2 ),ei lrs prior tc such f inancial

could have an inf luence on the
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