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Solution to Question Paper
1. (a)
Section 43B provides that if any interest payable by the assessee is converted into loan, the interest so converted and not “actually paid”  shall not be deemed as actual payment, and hence would not be allowed as deduction. Therefore, the interest of Rs.1.2 lakhs converted into loan cannot be claimed as business expenditure.

(b) Sec 80P(4) provides that from the A/Y 2007-08, the provisions of sec 80P shall not apply to any co-operative bank, other than a primary co-operative agricultural and rural development bank (PCARB). Thus, a PCARB is entitled to claim deduction u/s 80P in respect of income derived from the business of banking.
(c) As per Sec 139(4C), a University should file the return the income if its total income without giving effect to the exemption u/s 10, exceeds the basic exemption limit. The provisions of the Act will apply as if it were a return required to be furnished u/s 139(1). In the given case, since the total income of the University before giving effect to the exemption exceeds the basic exemption limit, it has to file its return of income.

(d) (i)  True: It is mandatory to write off the amount due from a debtor as not receivable, in  order to claim the same as bad- debt u/s 36(1)(vii).
(ii) False: Tax on Fringe benefits provided for employment is payable by every employer other than the following:
(a) an individual.

(b) An HUF.

(c) Any person entitled to claim deduction u/s 10(23C) or is registered u/s 12AA.

(d) A registered political party.

(iii) True: Sec 40(a) provides that failure to deduct tax at source from rent or royalty payable to a resident, in accordance with the provisions of chapter XVII-B, will result in disallowance of such expenditure. Such expenditure is allowable only in the year in which the tax is deducted and remitted to the credit of Central Government.
2.


Computation of total income for the A/Y 2008-09
	Particulars
	Amount (Rs.)
	Amount (Rs.)

	Income from salary 

Basic salary (15,000 x 12)

DA (12,000 x 12)

Commission on turnover (0.5% of Rs. 50 Lakhs)

Bonus

Gratuity (Note-1)

Employer’s Contribution to RPF 

            - Actual Contribution [20% of Rs. 1,80,000]      36,000

            - Less: Exempt (Note-2)                                       33,400
Interest credited in RPF account                 

             - Amount credited                                               15,000

             - Less: Exempt @ 9.5%                                          9,500
Gift (Note-3)

Value of Music system  (Note-4)
	1,80,000

1,44,000

25,000

50,000

30,000

2,760

5,500

Nil

     8,500
	4,45,760

	Profits and gains of business or profession

Income as per sec 44AE

             - (Rs. 3,500 x 2 x 12)      (Note-5)
	84,000
	84,000

	Income from other sources

Interest on bank FDR’s

Interest from debentures

Dividend on shares (Note-6)
	5,860

7,540

Nil
	13,400

	Gross Total income
	
	5,43,160

	Less: Deductions under chapter VI-A

          -Sec 80C (Note-7)

          -Sec 80D 

          -Sec 80G (Note-8)
	1,00,000
12,500

10,600
	1,23,100

	Total Income
	
	4,20,060



Computation of Tax Liability:-


Tax as per slab rate








               75,018

Add: Education cess @ 3%








    2,251

Total tax Payable









  77,269

Working Notes:-
(1) Gratuity received during service is fully taxable.
(2) Employee’s contribution is included in the basic salary. Employer’s contribution in the R.P.F. is exempt up to 12% of the salary i.e. 12% of (Basic Salary + DA for retirement benefits + Commission based on turnover).

= 12 % of (Rs. 1,80,000+ (50% of Rs. 1,44,000) + Rs. 25,000)

= 12 % of Rs. 2,77,000

= Rs. 33,240

(3) Gift on the occasion of Wedding anniversary by employer is a fringe benefit liable to tax in the hands of employer.
(4) Perquisite value of Music System = Rs. 85,000 x 10% = Rs. 8,500.
(5) Since, the assessee is carrying on the business of plying and hiring of business and as per sec 44AE, Rs. 3,500 p.m. for each of the two trucks (3,500 x 2 x 12). He cannot claim lower profits and gains since he has not maintained books of account.
(6) Dividend received from an Indian company is fully exempt.
(7) Deduction u/s 80C:-
LIC






Rs. 15,370
NSC






Rs. 30,000

FDR of SBI






Rs. 50,000

Employee’s contribution to R.P.F



Rs. 30,000










Rs. 1,25,370





Max deduction u/s 80C is Rs. 1,00,000


(8)  Deduction u/s 80G:-
Donation to PM National Relief Fund (100%)


Rs. 5,100

Donation to approved institution

(Rs. 11,000 x 50%) or 50% of [10% of (5,43,160 – 1,00,000)]
Rs. 5,500  
Total deduction






Rs. 10,600
3.  (a)
1.   Section 35
Deduction of 100% of any revenue expenditure incurred, for research related to business, shall be allowed.


Expenditure before commencement:-

However salary to research staff (excluding perquisites) and materials used in research 


relating to 3 years 


preceding the date of commencement of business 


shall be allowed in the year in which business is commenced


to the extent certified by prescribed authority.


 Weighted Deduction:-

· 150% of expenditure 

· except on land and building

· shall be allowed as deduction 

· to a company

· engaged in the business of Bio-technology or manufacturing of Drugs, Computers, software, telecommunication equipment and other notified article

· on in-house scientific research 

· approved by the prescribed authority

Therefore, the deduction available u/s 35 is calculated as follows:-



Rs.


Land










       
Nil


Building









          25,00,000



Revenue expenses for last 3 years






            2,20,000


Capital expenditure of last 3 years:- Plant & machinery



            5,00,000


Current year revenue expenditure Rs. 1,80,000 (150%)



            2,70,000




Deduction u/s 35






          34,90,000
2. Section 41(3)
· If a scientific research asset is sold 

· without using for any purpose other than research

· the following amount shall be charged under PGBP 

· in the year of sale.

(i) Sale proceeds 

(ii) Deduction under section 35 

whichever is less.
· This shall apply even if business is not in existence.


Therefore, business profit u/s 41(3) is Rs. 5,00,000 which is computed as follows:-

(i) Rs. 8,00,000 or

(ii) Deduction allowed u/s 35 i.e. Rs. 5,00,000
Whichever is less.

And the excess sale price over the business income shall be treated as short term capital gain i.e. Rs. 8,00,000 – Rs. 5,00,000 =Rs. 3,00,000 will be treated as short term capital gains.
(b)
Exemption u/s 54GA
	Assets t/f
	who entitle
	New Asset
	Exemption & Prescribed Period for Investment
	Treatment of Unutilised Amount
	Sale of new Asset

	P/M or L/B used for industrial undertak-ing in Urban Area.
	All
	P/M or L/B for IU in special economic zone 

or for shifting expenses
	Capital Gains invested

Within one year before or within 3 years after transfer.
	Deposit in Capital Gains A/c Scheme upto due date of furnishing the return of Income
	If sold within 3 years from the  date of purchase / construction, capital gains claimed as exempt shall be reduced from COA of new asset.


Computation of capital gain:

(a)
Land
:-



Sale Price






22,00,000


Less:- ICOA (4,26,000 x 551/447)



  5,25,114

Long term capital gain




16,74,886

(b)
Building:-




Sale Price





              11,39,000


Less:- Opening w.d.v




 
   8,20,000

Short  term capital gain



 
  3,19,000

(c)
Plant:-



Sale Price






  6,00,000


Less:- Opening w.d.v




   
  7,40,000

Short  term capital loss




  1,40,000

Net short term capital gain (Rs. 3,19,000 – Rs. 1,40,000) 

1,79,000

Total capital gain (LTCG + STCG)

i.e. Rs. 16,49,000 + Rs. 1,79,000




18,53,886




Computation of Exemption u/s 54GA

Computation of expenses incurred/ Investment made:-

   Rs.

Land








3,00,000

Building







5,00,000


Plant:-


Computers







1,00,000


Car








4,20,000


Machinery







2,00,000


Expenses of shifting






1,15,000

Total Expenses



           
         
            16,35,000

Capital gains 







18,53,886




Exemption u/s 54GA


(Capital gains or amount invested whichever is lower) 

16,35,000


Notes:-

1. Furniture purchased is not eligible for exemption u/s 54GA as it is not covered under Plant and machinery and Land and building.
2. Second hand machinery can be purchased for exemption u/s 54GA.
3. Computers and car are covered under Plant.
4.    (First Alternative)
(a)                            Computation of capital gain for the A.Y. 2008-09



  Rs.

Sales Consideration (Note-1)





        
        
          47,25,000


Less:- Expenses on transfer (1% of Rs. 37.50 lacs)



                            37,500


Less:- Indexed cost of acquisition (Note-2)









(2,70,000 x 551/463)







            3,21,317
           Indexed cost of improvement 



(7,00,000 x 551/497)





           
            
            7,76,056


Long term capital Gain






          35,90,127
Working notes:-

1. As per sec 50C, Where the Consideration received on transfer of a Land and building is less than the value assessed by the stamp valuation authority then, the value assessed by the stamp valuation authority shall be deemed to be the full value of consideration.


 But where the reference to valuation officer is made and the value assessed by the valuation officer exceeds the value adopted by the stamp valuation authority, the value adopted by stamp valuation authority shall be taken as the full value of consideration. 


Therefore, Sales consideration is Rs. 47,25,000.

2. Since, the house has been given by Mr. Thomas father under a will therefore, the cost to his father shall be taken as the COA. Value as on 01.04.81 shall be taken as COA of the house property. However the indexation benefit will be given from the year in which the asset is first held by him i.e. P/Y 2003-04.

(b)
Computation of Income earned by minor children to be clubbed with the income of Mr. Ghose:-



Income of Children



(7,500 +Nil+ 5,500+ 1,250)





  14,250



Less:- Exemption  (1,500+ Nil+ 1,500+1,250)



    4,250



Total income to be clubbed





  10,000


Notes:-

1. Income of handicapped child shall not be clubbed with the income of Mr. Ghose.

2.  Since the income of his second son is Rs. 1,250 only. So the exemption  available is Rs. 1,250.

(Second Alternative)

(a)
As per Sec 44BBA, an assessee being a non-resident engaged in the business of Operation of aircraft, 5% of the aggregate of the following amounts shall be deemed to be the income u/h PGBP.

(i) Amount receivable on account of carriage of passengers, live-stock, mail or goods from any place in India.  Such amount may be receivable in India or outside India.

(ii) Amount received in India on account of carriage of such items outside India.

Note:- From such income no expenditure shall be allowed or disallowed.
Computation of income u/h PGBP of






Mr. B.A.Patel for the A/Y 2008-09

	Income 
	Amount (Rs.)

	For carrying passengers from Ahemdabad
	50,00,000

	For carrying passengers from London, received in India
	75,00,000

	For carrying goods from Ahemdabad
	25,00,000

	Total
	1,50,00,000



Hence, Income as per sec 44BBA is 5% of Rs. 1,50,00,000 = Rs. 7,50,000.

(b)
(i)
Allowed, as per sec 37(1), revenue expenditure is allowed as deduction.


(ii)
As per sec 139B:-
1. CBDT may frame a scheme providing specified persons to furnish their returns of Income through a Tax Return Preparer authorized to act as such under the scheme. 

2. This scheme is not applicable for a company or in case of compulsory audit.

3. Scheme framed shall specify the manner in which the Tax Return Preparer shall assist the persons furnishing the return of income, and shall also affix his signature on such return.

4. The following persons are not authorized to act as Tax Return Preparer:-


(i)   officer of a scheduled bank in which the assessee has current a/c or has regular dealings or


(ii)  a legal Practitioner; or


(iii) a Chartered Accountant.


As per the above provisions it is clear that sec 139B is not applicable for the assessee whose accounts are audited u/s 44AB. Therefore, Mrs. Hetal cannot furnish her return for A.Y. 2008-09 through a tax return preparer.

5.(a)
 
 Every person who has been allotted PAN shall quote it:-

	1
	In all returns, challans and correspondence with income tax authority 
	

	2
	Sale/purchase of Motor Vehicle other than two wheeler
	

	3
	Sale / Purchase of any  immovable property
	For Rs. 5 lacs or more

	4
	Application for telephone connection including cellular connection
	

	5
	Payment in cash in connection with foreign travel excluding travel to neighbouring countries i.e. Pakistan, Nepal, Bhutan, Bangladesh, Sri Lanka, Maldives or China for Kailash Mansarover and Saudi Arabia for Haj Pilgrimage.
	at any one time of exceeding Rs.25,000

	6
	Payment to hotels, restaurant
	bills exceeding Rs. 25,000 at any time.

	7
	Opening a Bank Account
	

	8
	Time deposits with a bank or post office saving bank account
	Exceeding

 Rs. 50,000.

	9
	Deposit in cash with a bank
	Aggregating 

Rs. 50,000 or more during any one day.

	10
	Payment in cash for purchase of bank draft or pay orders
	Aggregating

 Rs. 50,000 or more during any one day.

	11
	Contract for sale/purchase of securities
	exceeding Rs. one lakh.


(b) Payment of Advance Tax in case of Casual income :-
As per Proviso to section 234C, 

1. Advance tax is payable by an assessee on his total income, which includes capital gains and casual income like income from lotteries, crossword puzzles etc.

2. Generally it is not possible to estimate his capital gains, income from lotteries   etc.  

3. Therefore it has been provided that if any such income arises after the due date for any installment, then, the entire amount of tax payable on such capital gains or casual income should be paid in the remaining installments of advance tax which are due.


If such incomes are earned after 15th March, the entire tax should be paid by 31st march of the relevant financial year.

4. No interest liability would arise if the entire tax liability is so paid.

(c)
Sec 10(10CC) provides for exemption in the hands of the employee, being an individual deriving income by way of perquisites, not provided by way of monetary payment within the meaning of sec 17(2). This applies where the tax on such income is actually paid by the employer at the option of the employer, on behalf of such employee. 
This provision will provide relief to the employee if the employer is willing to bear the tax burden in respect of non-monetary perquisites provided by it to the employee as otherwise the tax so paid by the employer would have been treated as income of the employee. 
(d)
Set off and carry forward of losses in speculation business Sec-73 :-

1. 
Any loss, in respect of a speculation business, shall not be set off except against profits of another speculation business.

2. 
Where for any assessment year any loss of a speculation business has not been wholly set off under sub-section (1), so much of the loss as is not so set off, shall be carried forward to the following assessment year, and—


 (i)
it shall be set off against the profits and gains of any speculation business carried on by him assessable for that assessment year ; and

  
 (ii)
if the loss cannot be wholly so set off, the amount of loss not so set off shall be carried forward to the following assessment year and so on.
3.
 No loss shall be carried forward under this section for more than four assessment years immediately   succeeding the assessment year for which the loss was first computed.

(e) As per sec 197, if the income tax of any assessee is required to be deducted at source,

a. assessee can make an application to AO for deduction of tax at a lower rate or for non-deduction of tax.

b. If AO is satisfied that his application is justified he may give assessee such certificate.

c. Once the assessee furnishes the certificate, the person liable to deduct tax shall deduct tax at a lower rate or deduct no tax, as the case may be, until the certificate is cancelled by AO.

 6    (i)
Service tax is payable on cash basis and the method of accounting is not relevant. Service tax is payable whenever any payment is received by the service provider in respect of taxable services i.e. Service tax is payable to the Government only when any payment is received- whether in advance or after the bill is raised from the client  or servicve receiver for the taxable service provided.
(ii)
Furnishing of Returns (Sec 70)
· Every person liable to pay the service tax 

· shall himself assess the tax due on the services provided by him and 

· shall furnish a return in such form and at such frequency

· and with late fee not exceeding Rs. 2,000 for delayed filing of return, as may be prescribed.
· As per Rule 7 the assessee has to submit half yearly return in form ST-3 within 25 days of the end of the half year i.e. 1st April to 30th Sept. and 1st Oct. to 31st March. 


· The return should be accompanied by GAR - 7 challans, evidencing payment of tax.
Where an assessee requests for a provisional assessment he shall file a statement giving details of the difference between the service tax deposited and the service tax liable to be paid for each month in a memorandum in Form ST-3A accompanying the half yearly return.

(iii)
As per Rule 7 of Service tax Rules 1994:-
the assessee has to submit half yearly return in form ST-3 within 25 days of the end of the half year i.e. 1st April to 30th Sept. and 1st Oct. to 31st March.
	Half Year
	Due Date

	1st April to 30th September
	25th October

	1st October to 31st March
	25th April



In case the due date of the filing of returns i.e. either 25th October or 25th April falls on a public holiday, the assessee can file the return on the immediately succeeding working day.

(iv)
 Yes, As per Rule 6 of STR, 1994

· Where an assessee is, for any reason,

· unable to correctly estimate the actual amount payable, 

· he may make a request, in writing to the AC/DC giving reasons, for payment of service tax on provisional basis and 

· AC/DC, on receipt of such request, may allow payment of service tax on provisional basis, on such value of taxable service as may be  specified by him and 


Where an assessee requests for a provisional assessment he shall file a statement giving details of the difference between the service tax deposited and the service tax liable to be paid for each month in a memorandum in Form ST-3A accompanying the half yearly return.

(iv). Yes, one of the major benefit of VAT system is certainty as VAT system is simply based on transactions. Thus there is no need of complicated definitions like sales, sales price, turnover of purchases and turnover of purchases and turnover of sales.
It is also broad based and applicable to all sales in business leaving little room for different interpretations. Thus, this system brings certainty to a great extent. 

(v). The system of VAT has many advantages like no tax evasion, Transparency, certainty, better revenue collection. But all these merits are applicable only if there is single rate of VAT for all the commodities, since VAT is a multi stage tax i.e. it is to be paid or imposed at various stages and not on last stage, it would increase the accounting work and the working capital requirements and the interest burden on the same. 

7. (a)

Computation of taxable services provided by J.CV Professionals 





for the half year ending on 30.09.2008

	Particulars
	Amount (Rs.)
	Amount (Rs.)

	Total bills raised

Less:- Bill raised on an approved organization [Note-1]

Less:- Bills for which payments have not been realized  [Note-2]
	75,000

1,00,000
	8,75,000

1,75,000

	Balance

Add:- Advance received for October ’08 [Note-3]
	
	7,00,000

50,000

	Taxable value of services
	
	7,50,000


Computation of service tax payable:-
Taxable value of services






            7,50,000

Service tax 12%









  90,000

Add:- Education Cess @ 3%







    2,700












  92,700

Notes:-

1.   Services provided to approved International Organization are exempt from the service tax.

2.   Service tax is payable only on the amount which has been received (including advance).

(b)                                                            Computation of Invoice value

	Particulars
	Amount (Rs.)
	Amount (Rs.)

	Cost of goods purchased

Add:- Expenses

            Profit Margin
	10,000
15,000
	1,20,000

25,000

	Product sale Value

Add:- VAT @ 12.5% 
	
	1,45,000

18,125

	Invoice value
	
	1,63,125


Computation of Amount of tax payable under VAT:-
VAT on sales





 



  18,175

Less:- Vat paid on Purchases [ 1,20,000 x 12.5%]




  15,000 

Tax payable 





  



    3,175

Note:- Credit for VAT paid on inputs is allowed. It has been assumed that the purchase price is exclusive of VAT charges.

 8. (a)
Persons liable for paying service tax in relation to transport of goods by road, where the consignor or consignee of goods is, - 

(i)
any factory registered under or governed by the Factories Act. 

(ii)
any company established by or under the Companies Act, 1956 

(iii)
any corporation established under any law;

(iv)
any society or co-operative society registered under any law;

(v)
any dealer of excisable goods, who is registered under Central Excise Law; or

(vi)
any body corporate established, or a partnership firm registered under any law;

any person who pays freight either himself or through his agent for the transportation of such goods by road in a goods carriage.

(b)
Payment of Service tax [Rule 6(1)]

Due Date for payment:-   




      
The service tax shall be paid by the 5th of the month following the calendar month in which the payments are received.

Provided that in case of an individual or proprietary firm or partnership firm, the service tax shall be paid by the 5th of the month following the quarter in which the payments are received. 

Provided also that the service tax on the amount received during March, or the quarter ending in March, shall be paid by the 31st March.

(c)
Invoice Method/ Tax credit method/ Voucher Method

This is the most famous method of calculating tax liability under VAT system. Under this method, tax is imposed at each stage of sales on the entire sales value and the tax paid at the earlier stage is allowed as set off.

(d)
Variants of VAT

1) Gross product Variant:-

Under this variant deduction is allowed for taxes on all purchases of raw materials and components, but not for capital goods. In this way, neither capital goods are deductible in the year of purchase nor is the depreciation deductible in subsequent years.

2) Income Variant:-

In this variant, deduction is allowed for purchases of raw materials and components as well as on depreciation of capital goods. There are many difficulties in specifying any method of measuring depreciation.

3) Consumption Variant:-
As per this variant, deduction is allowed for all business purchases including capital inputs. No distinction is made between capital and current expenditure and no specification is made of depreciation.

