CA PE-II REVISION TEST – NOVEMBER 2004

MODEL SOLUTIONS
Answer to Question No.1

Computation of Total Income of Dr.Venkatesh for the Assessment Year 2004-2005: -

Income from House Property: -

Actual Rent (Let out from April to January) – 10 x Rs.1,200
- 12,000

Municipal Valuation – Rs.1,20,000 / 12 x 10 

- 1,00,000



(whichever is higher)





1,00,000

Less: - 30% of Annual Value






   30,000











------------











   70,000










------------

Profits and Gains from Business or Profession: -

Consultation Fees







2,52,000

Profit on Sale of Medicines (Working Note 1)




     3,000











------------











2,55,000

Less: -
Rent






14,400


Interest (Working Note 2)




20,850


Salaries to Nurses and Staffs



96,000


Electricity





  6,000


Dental Association Fees




  6,000


Fees to Auditor





  2,000


Diwali Gifts to Employees



  3,000


Car Expenses (met out of Drawings) – Rs.4,800 x 75% 
  3,600









---------

1,51,850











------------

Net Income Before Depreciation






1,03,150

Less: -
Depreciation (as per IT Rules) (Working Note 3)



   43,630










------------

Net Income from Profession






   59,520











------------

Capital Gains: -
Sale of Debentures: -

In case of Listed Debentures, if it is held for more than 12 months, it is treated as Long-term Capital Asset. Here it is not stated to be listed. Hence, it is Short-term Capital Asset, since held for less than 3 years.
Sale Consideration







54,500

Less: -
Cost of Acquisition






50,000











---------

Short-term Capital Gains







  4,500










---------

Sale of Furniture & Fittings: -

Furniture & Fittings is stated to be in the nature of personal effects in the problem. Hence, it not a capital asset and hence, no Capital Gains arises.

Sale of House Property: -

House Property was received by him on Partition. In certain cases, the property is received individually on partition. It is treated here that the property is received by him in Individual Capacity. In case of partition, the cost to previous owner is treated as the cost of acquisition in the hands of recipient and the period of holding in the hands of previous owner is taken to be the period held by the receiver of asset. However, indexation is to be done from the year of receipt of asset by the assessee.
Hence the Capital Gains will be as under: -

Sale Consideration






12,00,000

Less: -
Indexed Cost of Acquisition


(2,37,500 / 100 x 463)





10,99,625










--------------










  1,00,375

Less: -
Exempt under section 54: -


Cost of New Asset + Investment in Capital Gain Bonds


12,00,000 (or) Capital Gains 1,00,375 (whichever is lower) 

  1,00,375









--------------

Long term Capital Gains 





           Nil










--------------

Other Sources: -

Honorarium for Guest Lectures






     3,000

Debenture Interest           






     1,240











    --------










    4,240











    --------

Chapter VI-A: -

It is not specifically stated whether Debenture is in Public Sector Company or Co-operative Society or a Notified Debenture. Hence, it is fully taxable.
Total Income
Income from House Property






   70,000
Profits and Gains from Business or Profession




   59,250

Capital Gains

 - Short term Capital Gains on Debenture Sale




     4,500

 - Short term Capital Gains on Furniture Sale




         Nil

 - Long term Capital Gains on House Property Sale



         Nil

Other Sources








     4,240










------------










1,37,990










------------

Working Note: -
1. Computation of Profit on Sale of Medicines: -

Sale Proceeds of Medicine



66,000
Less: - Cost of Medicines Sold: -


Opening Stock


12,500


Add: - Purchases 

64,250






---------






76,750


Less: - Closing Stock

13,750





---------

63,000








----------








  3,000








----------

2. Computation of Interest Eligible for Deduction: -

Furniture

- Rs.18,000 x 70% (Professional Loan)
12,600


Car


- Rs.3,000 x 75% (Professional Use)

  2,250


Medical Equipment 
- Rs.6,000



  6,000










----------










20,850










----------

3. Computation of Depreciation: -

	Particulars
	Furniture & Fittings
	Medical Equipment
	Car

	Opening Written Down Value
	56,700
	62,500
	Nil

	Add: - Purchased
	Nil
	50,000
	1,60,000

	
	56,700
	1,12,500
	1,60,000

	Less: - Sold
	Nil
	20,000
	Nil

	Closing Written Down Value
	56,700
	92,500
	1,60,000

	
	
	
	

	Rate of Depreciation
	15%
	25%
	7.5%*

	Depreciation
	8,505
	23,125
	12,000

	Total Depreciation
	Rs.43,630


* Normal Rate (20%) x Used for Less than 180 days (50%) x Used for Profession (75%)

Answer to Question No.2(i) – Either
· Exemption is available only to assessees, who are employees of the following employers: -

	· Public Sector Company

· Statutory Corporations

· Any other Company 

· Local Authority
	· University

· Indian Institute of Technology

· Co-operative Societies    

· Notified Institute of Management
	· Any State Government

· The Central Government 

· Institutions, having importance throughout India or in any State or States, notified by Central Government


· Exemption is available only if the conditions prescribed below is fulfilled by the above mentioned employers: -

a. it applies to an employee who has completed 10 years of service or attained the age  of  40 years [Condition not applicable to Voluntary Separation Schemes framed by Public Sector Undertakings).

b. it applies to all employees including workers and executives of a company or of an authority or  of  a  co-operative society but excluding directors of a company or  of  a  co-operative society.

c. it results in overall reduction in the existing strength of the employees.

d. the vacancy caused by it is not filled up.

e. the retiring employees are not employed in another company or concern belonging to the  same management.

f. Voluntary Retirement Compensation is computed as under

· last drawn salary x 3 x completed year of service

· last drawn salary x remaining months of service

[For this purpose, Salary = (Basic Pay + Dearness Allowance, if terms of employment provide + Commission as a Fixed Percentage on Turnover) of the last month before Voluntary Retirement.]
· Exemption can be claimed only once.
Answer to Question No.2(ii) – Either
· Any income received by any person on behalf of any hospital or other institution for the reception and treatment of persons suffering from illness or mental defectiveness or for the reception and treatment of persons during convalescence or of persons requiring medical attention or rehabilitation, existing solely for philanthropic purposes and not for purposes of profit –

	Sub-clause

Reference
	Nature of Institution
	Whether 

Registration 

Required
	Whether Conditions
 to be fulfilled

	(iiiac)
	Which is wholly or substantially financed by the Government;
	No
	No

	(iiiae)
	Whose aggregate annual receipts do not exceed Rs.1 Crore.
	No
	No

	(via)
	Not covered by (iiiac) or (iiiae) which is approved by Chief Commissioner or Director General
	Yes. With CCIT or DGIT (refer Note).
	Yes.


Note:- For the purpose of approving, the CCIT or DGIT may call for such information from documents (including audited accounts) or information from such institution, in order to satisfy itself about the genuineness of the activities of the institution and may also make necessary inquiries in this regard.

Conditions to be fulfilled: -

· The conditions to be fulfilled by the various institutions mentioned under sub-clauses (iv), (v), (vi) or (via) are –

a. Applies its income, or accumulates it for application, wholly and exclusively to the objects for which it is established and in a case where more than 15% of its income is accumulated on or after the 1st day of April 2002, the period of such accumulation of the amount exceeding 15% of its income shall in no case exceed 5 years. 

Note:- Where any income accumulated is paid or credited to any trust or institution registered under section 12AA or any other institution notified or approved under sub-clauses (iv), (v), (vi) or (via) of section 10(23C), then such payment or credit shall not be treated as application of income to the objects of the institution.

b. Invests or Deposits its funds in the forms or modes specified in section 11(5), other than -
i. Any assets forming corpus of such institution as on 01.06.1973

ii. Any assets (being debentures issued by, or on behalf of, any company or corporation), acquired by such institution before 01.03.1983.

iii. Any asset, being equity shares of a public company, forming part of corpus of such institution as on 01.06.1998.

iv. Any accretion to the shares forming part of the corpus mentioned in (i) and (iii) by way of bonus shares allotted to such institution.

v. Voluntary contributions received and maintained in the form of jewellery, furniture or any other article as notified by the Board.

c. Voluntary contributions other than referred to in (d) above, provided the such voluntary contribution is not held by the such institution does not hold such voluntary contributions in any forms or modes specified in section 11(5) for a period more than one year from the end of the financial year in which such asset is acquired.

d. Profits and Gains of Business shall not be exempt unless the business is incidental to the attainment of its objects and separate books of account are maintained by it in respect of such business.

Answer to Question No.2(iii) – Either
· Determination of Income from owning and maintaining Race Horses

· Any income from the activity of owning and maintaining race horses for running in horse races, shall be determined only under the head “Other Sources” [on combined reading of sections 74A and 58(4)]. 

· Horse Race means a horse race upon which wagering or betting may be lawfully made. The restriction that no deduction shall be allowed in the case of winnings, shall not apply to the activity of owing and maintaining of race horses for running them in horse races.

· The income from such activity shall be computed as under: -

	Income by way of Stake Money
	
	XXX

	Less: -
	Any other Expenditure
	
	XXX

	Taxable Income 
	
	XXX


· ‘Income by way of stake money’ means the gross amount of prize money received on a race horse or race horses by the owner thereof on account of the horse or horses or any one or more of the horses winning or being placed second or in any lower position in horse races.

· Provision relating set-off and carry forward

· It can be set-off only against income from owning and maintaining Race Horses (inter-source).

· No inter-head adjustment can be made
· Can be carried forward  under section 74A for a period of 4 years and set-off against “Income from owning and maintaining Race Horses”.

· Return of Income to be filed within the due date under section 139(9).

Answer to Question No.2(i) – Or

· List of Income-tax Authorities
· Central Board of Direct Taxes
· Director General of Income-tax & Chief Commissioner of Income-tax
· Director of Income-tax, Commissioner of Income-tax, Commissioner of Income-tax (Appeals)
· Additional Director of Income-tax, Additional Commissioner of Income-tax, Additional Commissioner of Income-tax (Appeals)
· Joint Director of Income-tax, Joint Commissioner of Income-tax
· Deputy Director of Income-tax, Deputy Commissioner of Income-tax
· Assistant Director of Income-tax, Assistant Commissioner of Income-tax
· Income-tax Officer
· Tax Recovery Officer
· Inspector
· Assessing Officer means
· Deputy Director of Income-tax, Deputy Commissioner of Income-tax
· Assistant Director of Income-tax, Assistant Commissioner of Income-tax
· Income-tax Officer
who have been vested with the relevant jurisdiction by virtue of direction or order under section 120(1) or 120(2) or under any other section and 
· Joint Director of Income-tax, Joint Commissioner of Income-tax
who is directed under section 120(4)(b) to exercise or perform all or any of the powers and functions conferred on, or assigned to, an Assessing Officer under this Act.
Answer to Question No.2(ii) – Or

· A Firm can be constituted under the Act, only if:-

a. It is evidenced by a Deed of Partnership.

b. Individual Shares of partners is specified therein.

c. Certified (by all partners) copy of deed to be filed to the Department.

d. A Firm shall be continued to be assessed as a Firm, once it is assessed as such.

e. Changes in constitution/terms to be intimated to the Department.

· Interest is allowable as deduction if the following conditions are satisfied: -

a. Payment is authorized by and in accordance with the terms of the partnership deed

b. Payment relates to the period covered by the deed of partnership in vogue.

· If the above conditions are satisfied, the least of the following is allowable as deduction: -

a. Amount paid in accordance with the provisions of the partnership deed.

b. Amount calculated at the rate 12% per annum simple interest.

Answer to Question No.2(iii) – Or

· In computing the total income of an assessee, all incomes in respect of which no income tax is payable shall be included. 

· As per section 86 (Chapter VII), the share of the member of an association of persons or body of individuals (other than a company or a co-operative society or a society registered under the Societies Registration Act, 1860 or under any other law in force in any part of India), the tax shall be paid as under: -
	How the total income of the AOP is Charged?
	How the share income is taxed in the hands of the individual?

	Assessed at the maximum marginal rate or any higher rate under any other provision of the Act.
	Not to be included in his total income.

	If it is not chargeable in the hands of AOP under the Income tax Act.
	Shall be included in the total income and tax as it is.

	If it is chargeable at the normal rate in the hands of AOP under the Income-tax Act.
	Taxable as per normal rates. However, deduction is available (under section 110) from income tax, at the average rate of income tax on the income on which no income tax is payable.


Answer to Question No.3(a)
· Any interest subsidy received from Employer is chargeable as perquisite (fringe benefit). The Perquisite Value of interest subsidy is the difference the amount payable as per State Bank of India Rate and the actual amount paid by the employee.

· Hence, though the employee has paid the amount charged by the State Bank of India, a sum of Rs.25,000 has been re-imbursed by the employer. This sum of Rs.25,000 is chargeable as Perquisite under the head Salaries.

Answer to Question No.3(b)

· Unrealised Rent and Arrears of Rent are chargeable in the year of receipt, even though the assessee is not the owner of the property at the time of receipt. In case of arrears of Rent – 30% standard deduction can be claimed, which is not available in the case of Unrealised Rent Recovered subsequently.
· Hence, the taxable amount would be Arrears of Rent – Rs.29,400 (Rs.42,000 – 30% of Rs.42,000) and Unrealised Rent Recovered – Rs.60,000.
Answer to Question No.3(c)

	Particulars
	Motor Cars 

(ROD - 40%)
	General P&M

(ROD - 25%)

	
	Nos.
	Rs.
	Nos.
	Rs.

	WDV at the beginning of the year 
	10
	3,50,000
	2
	9,00,000

	Additions during the year
	2
	2,00,000
	0
	Nil

	Sales during the year
	11
	6,00,000
	2
	8,60,000

	WDV at the end of the year
	1
	(50,000)
	0
	40,000


· In the case of Block of Motor Cars, though there is 1 asset, there is no written down value. Hence, no depreciation can be claimed. The sum of Rs.50,000 is chargeable to Capital Gains.

· In the case of Block of General P&M, though there is written down value, there are no assets. Hence, no depreciation can be claimed. The sum of Rs.40,000 is chargeable to Capital Gains.

· Hence, the net amount of Rs.10,000 will be chargeable as Short-term Capital Gains 

Answer to Question No.3(d)

· The computation of Total Income is as under: -
a. Betting on Cricket Match (No deduction for Expenses allowed)
-
    9,000

b. Interest on Securities: -

Interest Received



- 

  5,000

Less: - Interest paid on loan borrowed
-
2,000


    Collection Charges


-
     50








-------
  2,050









---------
-
    2,950

c. Letting out of Machinery: -
Lease Rent Received


- 

25,000

Less: - Interest paid on loan borrowed
-
12,000


    Repairs & Collection Charges

-
  4,700








---------
16,700









---------









  8,300
Less: - Depreciation



-

54,250








---------
-
(45,950)
d. Activity of Maintaining Race Horses: -
Income Received



-

 25,000

Less: - Expenditure Incurred


-

 60,000









-----------

Loss not adjustable against any other income
-

(35,000)
-
        Nil









-----------












------------

Net Loss from Other Sources





-
(34,000)










------------

Losses to be carried forward to subsequent years: -

Loss from Activity of Maintaining Race Horse 

(Assumed horses are owned by assessee)




-
35,000











---------

Unabsorbed Depreciation from Letting out of Machinery


-
34,000











---------

Answer to Question No.4(a)

	Nature of Allowance
	Adjustable Against
	Section Reference
	Carry Forward

	Unabsorbed Depreciation


	Any other Business Income / Other Head.
	32(2)
	Shall be carried forward to subsequent assessment year and shall be deemed to be the depreciation of that year. **

	Unabsorbed Scientific and Research Expenditure
	Any other Business Income / Other Head.
	35(4)
	Shall be carried forward to subsequent assessment year and shall be deemed to be the scientific expenditure of that year. **

	Unabsorbed Family Planning Expenditure
	Any other Business Income / Other Head.
	36(1) (ix)
	Shall be carried forward to subsequent assessment year and shall be deemed to be the family planning expenditure of that year. **


**  These can be adjusted only after adjustment of brought forward business loss under sections 72 or 73.
Answer to Question No.4(b)

· Any income through or from Business Connection in India is deemed to accrue or arise in India.

· The term business connection, Explanation 2 to Section 9, has been defined to include any business activity carried out through a person who, acting on behalf of the non-resident: -

· Has and habitually exercises in India, an authority to conclude contracts on behalf of the non-resident, unless his activities are limited to the purchase of goods or merchandise for the non-resident; or

· Has no authority, but habitually maintains in India a stock of goods or merchandise from which he regularly delivers goods or merchandise on behalf of the non-resident; or

· Habitually secures orders in India, mainly or wholly for the non-resident or for that non-resident and other non-residents controlling, controlled by, or subject to the same common control, as that non-resident.

· However, as per the said Explanation, business connection does not include any such activity carried out through a broker, general commission agent or any other agent having an independent status, if such broker, general commission agent or any other agent having an independent status is acting in the ordinary course of his business. For this purpose, a broker, general commission agent or any other agent, who works mainly or wholly on behalf of –

· a non-resident (termed as “the principal non-resident”), or 

· the principal non-resident and other non-residents, having controlling interest in, or being controlled by, or which are subject to the same control as that of , the principal non-resident,

shall not be deemed to be a broker, general commission agent or any other agent, having independent status.

· As per Explanation 3 to Section 9, only so much of income as is attributable to the operations carried out in India shall be deemed to accrue or arise in India.
Answer to Question No.4(c)

· Appeal to Commissioner of Income-tax (Appeals)

CIT (A), where possible, may hear and decide such appeal within a period of one year from the end of the financial year in which appeal is filed.

[Section 250(6A)]

Any mistake apparent from record can be rectified in accordance with the provisions of section 154, within four years from the end of the financial year in which the order was passed.

[Section 154]

· Appeal to Income-tax Appellate Tribunal

a. ITAT may hear and decide such appeal within a period of four years from the end of the financial year in which such appeal is filed.

b. However, in case of Order of stay, within 180 days from the date of such order. If such appeal is not disposed-off within 180 days, then stay order shall stand vacated after expiry of the said period.

[Section 254(2A)]

Within four years from the date of order, any mistake apparent from record can be rectified. Reasonable opportunity of being heard to be given to assessee, if the effect of rectification enhances the assessment or reduces refund. Fee of Rs.50 is payable after 01.10.1998.

[Section 254(2)]
· Appeal to High Court or Supreme Court

No time limit prescribed under the Income-tax Act. The time limit, if any prescribed under Code of Civil Procedure, 1908 will govern the appeals.

Answer to Question No.4(d)

· The following persons can exercise such powers –

a. Assessing Officer, Joint Commissioner, Commissioner (Appeals), Commissioner and Chief Commissioner, while trying suit, and
b. Director General, Director, Joint Director, Assistant Director, Deputy Director or Authorised Officer under section 132(1) before taking action under that section, when they suspect that income has been concealed or likely to be concealed, for making any enquiry or investigation (even though there are no proceedings pending).

· The powers vested are –
a. Discovery and Inspection

b. Enforcing attendance of any person, including any officer of a banking company and examining him on oath

c. Compelling the production of books of account and other documents

d. Issuing Commissions

e. Impound and retain books of account or other documents produced, subject to rules made in this behalf. However, such books shall be so impounded or retained by Assessing Officer or Assistant Director or Deputy Director, subject to the following conditions: -

i. Record the reasons for impounding

ii. Get permission from Chief Commissioner or Director General or Commissioner or Director for retaining beyond 15 working days
Answer to Question No.5

· Tax incidence are as under: -
a. Hire Purchase Sale is also deemed to be sale under section 2(g) of the Central Sales Tax Act, 1956. Hence, it is chargeable to tax.

b. Cost of Installation is chargeable if it is included in the Sale Price itself. However, if the Cost of Installation is charged separately, then it is not included in the Sale Price and hence will not be chargeable to Sales Tax.

c. Future Goods are chargeable in the State in which they are appropriated towards the Order.

d. Where it is treated as Sale preceding the Export Sale under section 5(3), then it is not chargeable to sales tax. Otherwise, chargeable.
e. If the exemption is by general notification, it is exempt for sale outside the State also. If such exemption is specific or conditional, then the sale is not exempt.

Answer to Question No.6(a)

· As per Article 286 of the Constitution, the State Governments have no power to impose tax on the sale or purchase of goods, where it takes place in the course of import or export.
· The following sale or purchase is treated as Sale or Purchase in the course of import or export
a. Sale or Purchase either occasions Export, or, Sale or Purchase is effected by a transfer of documents of title to goods after the goods have crossed the customs frontiers

b. Sale or Purchase either occasions Import, or, Sale or Purchase is effected by a transfer of documents of title to goods before the goods have crossed the customs frontiers

c. Last Sale or Purchase of any goods preceding the sale or purchase occasioning export of those goods out of India, provided the following conditions are satisfied: -
· Exporter gets Export Order

· For the purpose of such Export Order, the Exporter places Purchase Order with the Manufacturer

· Manufacturer manufactures or produces the goods specifically for the Export Order (through the Purchase Order placed)

· Such goods manufactured and delivered to the Exporter are exported by him and Form H Declaration (together with Proof of Export, viz., Bill of Lading Copy) is furnished to the Manufacturer.

Answer to Question No.6(b)

· Acts or omissions are punishable with simple imprisonment, which may extend to 6 months, or fine or with both. When the offence is continuing in nature a fine of Rs.50 per day shall be levied during the days of offence.

· The following acts or omissions are punishable under section 10 of the Central Sales Tax Act –

a. Furnishing Certificate or Declaration knowing or believing to be false under sections 6(2) or 6A(1) or 8(4) or 8(8)

b. Failure to 

· Get Registration, or 
· Furnish Security

c. False Representation by the Registered Dealer that the goods purchased are covered by the Certificate of Registration

d. Using the goods, purchased for the purpose specified in section 8(3) or 8(6), otherwise than for which it is procured

e. Representing himself as Registered Dealer, when he actually is not registered

f. Collection of tax amount, being an Unregistered Dealer, or in violation of the Act
g. Possession of Forms prescribed for Sections 8(4) or 8(8), which is obtained in violation of the provisions of the Act.
-x-
1

