BASIC CONCEPTS
Question 1 Explain the concept of “Marginal Relief” under the Income-tax Act, 1961. (4 Marks)(Nov

2008)

Question 2 (a) Explain "Previous year" for undisclosed sources of income. (4 Marks)(June 2009)

(b) Define the meaning of "Infrastructure Capital Fund" as per section 2(26B) of the Incometax Act,

1961. (4 Marks)(June 2009)

Question 3 Describe average rate of tax and maximum marginal rate under section 2(10) and 2(29C)

ofthe Income-tax Act, 1961. (4 Marks) (Nov 2009

2RESIDENCE AND SCOPE OF TOTAL INCOME
Question 1 State with reasons, whether the following statements are true or false, with regard to the provisions of the

Income-tax Act, 1961:

(a) Only individuals and HUFs can be resident, but not ordinarily resident in India; firms can be either a resident or non-resident. (2 Marks)(May 2007)

(b) Income deemed to accrue or arise in India to a non-resident by way of interest, royalty and fee for technical services is taxable in India irrespective of territorial nexus. (2 Marks)(Nov 2008)

(c) Mr. X, Karta of HUF, claims that the HUF is non-resident as the business of HUF is transacted from UK and all the policy decisions are taken there. (2 Marks)(June 2009)

The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to Financial Year 2009-10.

Question 2

Miss Charlie, an American national, got married to Mr. Radhey of India in USA on 2.3.06 and came to India for the first time on 16.3.06. She remained in India up till 19.9.06 and left for USA on 20.9.06. She returned to India again on

27.3.07. While in India, she had purchased a show room in Mumbai on 22.4.06, which was leased out to a company on a rent of Rs.25,000 p.m. from 1.5.06. She had taken loan from a bank for purchase of this show room on which bank had charged interest of Rs.97,500 upto 31.3.07. She had received the following gifts from her relatives and friends during 1.4.06 to 30.6.06 :

- From parents of husband Rs.51,000

- Fro married sister of husband Rs.11,000
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- From two very close friends of her husband, Rs.1,51,000 and Rs.21,000 Rs.1,72,000

Determine her residential status and compute the total income chargeable to tax alongwith the amount of tax payable on such income for the Asst. Year 2007-08. (14 Marks) (May 2007

The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10. The particulars would be as follows:

Miss Charlie, an American national, got married to Mr. Radhey of India in USA on 2.03.09 and came to India for the first time on 16.03.09 She remained in India up till 19.9.09 and left for USA on 20.9.09. She returned to India again on 27.03.10. While in India, she had purchased a show room in Mumbai on 22.04.09, which was leased out to a company on a rent of Rs.25,000 p.m. from 1.05.09. She had taken loan from a bank for purchase of this show room on which bank had charged interest of Rs.97,500 upto 31.03.10. She had received the following gifts from her relatives and friends during 1.4.09 to 30.6.09:

- From parents of husband Rs.51,000

- From married sister of husband Rs.11,000

- From two very close friends of her husband, Rs.1,51,000 and Rs.21,000 Rs.1,72,000

Determine her residential status and compute the total income chargeable to tax alongwith the amount of tax payable on such income for the Asst. Year 2010-11.

Question 3 Determine the taxability of income of US based company Heli Ltd., in India on entering following transactions during the financial year 2008-09:

(i) Rs.5 lacs received from an Indian domestic company for providing technical know how in India. (ii) Rs.6 lacs from an Indian firm for conducting the feasibility study for the new project in Finland (iii) Rs.4 lacs from a non-resident for use of patent for a business in India.

(iv) Rs.8 lacs from a non-resident Indian for use of know how for a business in Singapore.

(v) Rs.10 lacs for supply of manuals and designs for the business to be established inSingapore. Explain the rate of tax applicable on taxable income for US based company, Heli Ltd., in India.

(7 Marks) (Nov 2009)

The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to Financial Year 2009-10.
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3INCOMES WHICH DO NOT FORM PART OF TOTAL INCOME
Question 1 State with reasons, whether the following statements are true or false, with regard to theprovisions of the Income-tax Act, 1961:

(a) In respect of voluntary contributions in excess of Rs.20,000 received by a political party, exemption under section 13A is available where proper details about the donations are maintained; there is no need to maintain books of account. (2 Marks)(May 2007)

(b) Compensation on account of disaster received from a local authority by an individual or his/her legal heir is taxable. (2 Marks)(Nov 2008)

(c) Mr. P, a shareholder of a closely held company, holding 16% shares, received advances from that company which is to be deemed as dividend from an Indian Company, hence exempted under section

10(34) of the Income-tax Act, 1961. (2 Marks)(June 2009)

Question 2 Briefly discuss about the provisions relating to deductibility of expenditure incurred in relation to income not includible in assessee's total income. (4 Marks) (May 2007)

Question 3 How is exemption granted by section 10(10CC) in respect of income-tax paid by employer? (4 Marks) (Nov 2007)

Question 4 Whether the income derived from saplings or seedlings grown in a nursery is taxable
underthe Income-Act, 1961? (2 Marks)(June 2009)

Question 5 Will a charitable trust forfeit the exemption granted to it, if it holds shares in a public sectorcompany? (2 Marks) (May 2008)

Question 6 When is a charitable trust required to file its audit report alongwith return of income?(2

Marks) (June 2009)

Question 7 Explain the meaning of expression "advancement of any other object of general public utility" in the context of "Charitable Purpose" defined under section 2(15) of the Act. (4 Marks) (June

2009)
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9PROVISIONS CONCERNING ADVANCE TAX AND TAX DEDUCTED AT SOURCE
Question 1 What are the consequences of failure to deduct tax at source or pay the tax deducted at source to the credit of Central Government? (4 Marks)(May 2007)

Question 2 Briefly discuss the provisions relating to payment of advance tax on income arising from capital gains and casual income. (4 Marks)(May 2007)

Question 3 Briefly explain the provisions of section 197 in respect of obtaining certificate for deduction of tax at a lower rate. (4 Marks)(Nov 2007)

.Question 4 Mrs. Hemalatha has made payments of Rs. 5 lacs to a contractor (for business purposes) during the last two quarters of the year ended 31.3.2008. Her turnover for the year ended 31.3.2007 was Rs. 45 lacs. Is there any obligation to deduct tax at source? (2 Marks)(May 2008) Provisions concerning advance tax and tax deducted at source

the provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be aken into consideration while solving the question. Accordingly, the facts given above ma be taken as relating to financial year 2009-10. The turnover of Rs.45 lakh is in respect of the year ended 31.3.2009.

Question 5 What are the due dates of instalments and the quantum of advance tax payable bycompanies? (4 Marks)(May 2008)

Enlist the installments of advance tax and due dates thereon in case of companies. (4 Marks)(June 2009)

Question 6 When will tax not required to be deducted at source on interest payable to a resident on any bond or security issued by a company though the aggregate amount of interest exceeds Rs.2,500, the basic exemption limit under section 193 of the Act? (2 Marks)(June 2009)

Question 7 State with reasons, whether the following statements are true or false having regard to the provisions of the Income-tax Act, 1961, for the assessment year 2009-10:

(a) Person not deducting tax also deemed to be an assessee in default under section 191 read with section 201 of the Income-tax Act, 1961. (2 Marks)(Nov 2009)

(b) An AOP having gross receipts of Rs.50 lacs during the financial year 2007-08 is not required to deduct tax at source under section 194C of the Income-tax Act, 1961, on payment made to contractors during the financial year 2008-09. (2 Marks)(Nov 2009)

Question 8 Mrs. Indira, a landlord, derived income from rent from letting a house property to M/s Vaibhav Corporation Ltd. of Rs.1,00,000 per month. She charged the service tax @ 10.3% on lease rentcharges. Calculate the deduction of tax at source (TDS) to be made by M/s Vaibhavi CorporationLtd. on payment made to Mrs. Indira and narrate related formalities in relation to TDS. What are the consequences of failure to deduct or pay TDS? (8 Marks)(Nov 2009)
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Question 9 Explain the difference between tax deduction at source and tax collection at source(4 marks) (Nov 2009)

PROVISIONS FOR FILING RETURN OF INCOME
Question 1 State with reasons, whether the following statements are true or false, with regard to the
provisions of the Income-tax Act, 1961:

(i) From 1.6.2006 onwards, the Assessing Officer has the power, inter alia, to allot PAN to any person by whom no tax is payable. (2 Marks)(May 2007)

(ii) Where the Karta of a HUF is absent from India, the return of income can be signed by any male member of the family. (2 Marks)(May 2007)

Question 2 Discuss briefly about the scheme to facilitate submission of return of income through Tax

Return Preparers. (4 Marks)(May 2007)

Question 3 The total income of a University without giving effect to exemption under section 10(23C) is Rs. 46 lacs. Its total income, however, is nil. Should the University file its return of income? (2 Marks) (Nov 2007)

Question 4  Comment on the allowability of the following claims made by the assessee:

Mrs. Hetal, an individual engaged in the business of Beauty Parlour, has got her books of account for the Financial year ended on 31st March, 2007 audited under section 44AB. Her total income for the assessment year 2007-08 is Rs. 1,35,000. She wants to furnish her return of income for assessment year

2007-08 through a tax return preparer. (4 Marks)(Nov 2007)

The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10. It may be assumed that Mrs. Hetal’s total income for the A.Y.2010-11 is Rs.2,35,000.
Question 5 Enumerate eight transactions for which quoting of Permanent Account Number is mandatory.(4 Marks)(Nov 2007)

Question 6 Can an individual, who is not in India, sign the return of income from outside India? Is there any other option? (2 Marks)(May 2008)

.Question 7 Briefly discuss about the interest chargeable under Section 234A for delay or default in furnishing return of income. (4 Marks)(May 2008)

Interest is chargeable under section 234A for delay or default in furnishing return of income.Discuss briefly. (4 Marks) (Nov 2009)

Question 8 Explain with brief reason whether the return of income can be revised under section 139(5)

of the Income-tax Act, 1961 in the following cases:
Defective or incomplete return filed under section 139(9). (ii) Belated return filed under section 139(4).

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

(iv) Return of loss filed under section 139(3). (4 Marks)(Nov 2008)
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1CONCEPTS AND GENERAL PRINCIPLES OF SERVICE TAX
Question 1

Answer the following:-
(a) Is an unincorporated association, formed after 1st June, 2006, liable to pay any service tax? (2 Marks) (May, 2007)

(b) Briefly explain the nature of service tax. (2 marks) (May, 2008)

(c) Explain as to how and when the amendments made in Finance Bill, in respect service tax matters come into force? (2 Marks) (Nov, 2008)

question 2 Answer the following:

(a) What are the sources of service tax law? (3 Marks) (June, 2009)

(b) Which Act and Rule govern the levy of service tax in India? (3 Marks) (Nov, 2009)

CHARGE OF SERVICE TAX, TAXABLE SERVICES AND VALUATION
Question 1 Answer the following:-

Will the payment to a hotelier of Rs.10,000 on behalf of an architect by a service receiver be included in the value of taxable services? (2 Marks) (May, 2007)

question 2 Answer the following:

(a) Can it be said that if the taxable service is not capable of ascertainment, the same cannot form part of value of taxable services from May, 2006 onwards? (3 Marks) (May, 2007)

(b) Briefly explain about the charge of service tax. (3 Marks) (May, 2008)

(c) How is the value of taxable services determined when the consideration against taxable services is received in other than monetary terms? (3 Marks) (June, 2009)

Question 4 Ms. Priya rendered a taxable service to a client. A bill for Rs. 40,000 was raised on 29.4.2007; Rs. 15,000 was received from the client on 1.5.2007 and the balance on 23.5.2007. No service tax was separately charged in the bill. The questions are:

(a) Is Ms. Priya liable to pay service tax, even though the same has not been charged byher? (b) In case she is liable, what is the value of taxable service and the service tax

payable? (2+4 Marks) (May, 2008)
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The provisions as amended by the Finance (No.2) Act, 2009 and notifications and circulars issued up to October 31, 2009 may be taken into consideration while solving this question. Hence, the facts of the question may be read accordingly.

Answer

question 5 J.C. Professionals, a partnership firm, gives the following particulars relating to the services provided to various clients by them for the half-year ended as on 30.09.06:

(i) Total bills raised for Rs. 8,75,000 out of which bill for Rs. 75,000 was raised on an approved

International Organisation and payments of bills for Rs. 1,00,000 were not received till 30.09.06.

(ii) Amount of Rs. 50,000 was received as an advance from XYZ Ltd. on 25.09.06 to whom the services were to be provided in October, 06.

You are required to work out the: (a) taxable value of services

(b) amount of service tax payable. (3 Marks) (Nov, 2007)
The provisions as amended by the Finance (No.2) Act, 2009 and notifications and circulars issued up to October 31, 2009 may be taken into consideration while solving this question. Hence, the facts of the question may be read accordingly.

Question 7 Ms. Priyanka, a proprietress of Royal Security Agency received Rs.1,00,000 by an account payee cheque as advance while signing a contract for providing taxable service. She received Rs.5,00,000 by credit card while providing the service and another Rs.5,00,000 by a pay order after completion of service on January 31, 2009. All three transactions took place during financial year 2008-09. She seeks your advice about her liability towards value of taxable service and the service tax payable by her.

(5 Marks) (Nov, 2009)

The provisions as amended by the Finance (No.2) Act, 2009 and notifications and circulars issued up to October 31, 2009 may be taken into consideration while solving this question. Hence, the facts of the question may be read accordingly.Answer

3UNIT-1: PAYMENT OF SERVICE TAX
Question 1 Answer the following questions:-

(a) Should service tax be paid even if not collected from the client or service receiver? (2 Marks) (May,

2007)

(b) Where a service provider maintains books of accounts on mercantile basis relating to taxable services provided by him, will service tax be payable on accrual basis? (2 Marks) (Nov, 2007)
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(c) Is a service provider allowed to pay service tax on a provisional basis? (2 Marks) (Nov, 2007)

(d) A particular service has been brought into the service tax net with effect from 1.6.2007. Mr. Vignesh has provided this service on 20.5.2007; the payment for the same was received on 10.6.2007. Is service tax payable on the same? (2 Marks) (May, 2008)

The provisions as amended by the Finance (No. 2) Act, 2009 and notifications and circulars issued up to October 31, 2009 may be taken into consideration while solving this question. Hence, the facts of the question may be read accordingly.

(e) Mr. Saravanan has collected a sum of Rs. 15,000 as service tax from a clientmistakenly, even though no service tax is chargeable for such service. Should the amount so collected be remitted to the credit of the Central Government? (2 Marks) (May, 2008)

(f) Who is liable to pay e-payment of service tax? (2 Marks) (Nov, 2008)

(g) Whether life insurer carrying on life insurance business has option to calculate service tax at different rate? (2 Marks) (Nov, 2008)

(h) Mr. X, a service provider who pays service tax regularly, was of the opinion that a particular service was not liable for service tax. He, therefore, did not charge service tax in his bill. He received the bill amount without service tax. How will service tax liability of Mr. X be determined in such case? (2 Marks) (June, 2009)

(i) How can the excess payment of service tax be adjusted? (2 Marks) (June, 2009) Question 2 Answer the following:

(a) An assessee who has collected service tax from a client is unable to perform the service. Briefly
explain the situations in which and the conditions subject to which he can adjust the service tax relating to above, against his forthcoming service tax liability. (3 Marks) (May, 2007)

(b) Who is liable to pay service tax in relation to services provided by a goods transport agency? (3

Marks) (Nov, 2007)

(c) Mr. Vasudevan has rendered freely, a service to a client which is taxable, but has not charged or received any fee from the client. Is service tax payable on such free service? (3 Marks) (May, 2008)

(d) What are the due dates for payment of service tax? (3 Marks) (Nov, 2007) (Nov, 2008)

Question 3 Ajay Ltd. has agreed to render services to Mr. Guru. The following are the chronological events:

Particulars
Rs. Contract for services entered into on 31.8.2006
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Advance received in September, 2006 towards all services
60,000

Total value of services, billed in February, 2007
2, 10,000

Above includes non-taxable services of
70,000

Balance amount is received in March, 2007

When does the liability to pay service tax arise and for what amount? Contract containsclear details of services; consideration and service tax are charged separately, as mutually agreed upon.

(6 Marks) (May, 2007)

The provisions as amended by the Finance (No.2)Act, 2009 and notifications andcirculars issued up to October 31, 2009 may be taken into consideration while solving this question. Hence, the facts of the question may be read accordingly.

.Question 4Mr. Y, a consulting engineer raised a bill of Rs. 2,24,720 (including service tax) on his client for consulting services rendered by him in June, 2007. A partial payment of Rs. 1,68,540 was received by Mr. Y in March, 2008. Compute the service tax amount payable by Mr. Y and the due date by which service tax can be deposited. (3 Marks) (Nov, 2008)

The provisions as amended by the Finance (No.2) Act, 2009 and notifications and circulars issued up to October 31, 2009 may be taken into consideration while solving this question. Hence, the facts of the question may be read accordingly.

UNIT-2: FILING OF RETURNS
Question 1 Answer the following questions:-

(a) Is e-filing of service tax return permitted? (2 Marks) (May, 2007)

(b) Which are the documents to be submitted along with service tax return?(2 Marks) (Nov, 2007) (c) What are the due dates for filing of service tax returns? (2 Marks) (Nov, 2007)

(d) Who are the persons liable to file service tax returns? (2 Marks) (May, 2008)

(e) Whether service tax return can be furnished after the due date?(2 Marks) (June, 2009)

Question 2 Answer the following: (a) Can service tax return be revised by a person? (3 marks) (Nov,

2008)

(b) Ms. Amrapali, a registered service provider did not render any services during the

financial year 2008-09. Whether she is required to file service tax return?(3 marks) (Nov, 2009)
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.
4VAT – CONCEPTS AND GENERAL PRINCIPLES
Question 1

Answer the following questions:-

(a) Which is the most popular and common method for computing VAT liability and at what stage is the tax imposed? (2 Marks) (May, 2007)

(b) Is it correct to state that VAT usually increases the retail price, as the tax is payable on the first sale price? (2 Marks) (May, 2007)

(c) Does the VAT system bring certainty to a great extent? (2 Marks) (Nov, 2007)

(d) Can VAT be said to be non-beneficial as compared to single stage-last point system? (2 Marks) (Nov, 2007)

(e) Briefly explain the income variant of VAT. (2 Marks) (May, 2008)

(f) What is the demerit of VAT from the view point that it is a form of consumption tax? (2 Marks) (May, 2008)

(g) Can we say that levy of VAT will have effect on retail price of goods? (2 Marks) (Nov, 2008)

(h) Discuss the word “transparency” in the context of VAT system. (2 Marks) (June, 2009)

Answer

Question 2 Answer the following:

(a) Briefly explain the invoice method of computing tax liability under the VAT system. What are its other names? (3 Marks) (Nov, 2007)

(b) What are the different variants of VAT and how is deduction available for tax paid on inputs including capital inputs? (3 Marks) (Nov, 2007)

(c) What are the different stages of VAT? Can it be said that the entire burden falls on the final consumer? (3 Marks) (May, 2008)
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(d) Briefly explain how VAT helps in checking tax evasion and in achieving neutrality. (3 Marks) (May,

2008)

(e) How can an auditor play a role to ensure that the tax payers discharge their tax liability properly under the VAT system? (3 Marks) (June, 2009)

(f) Discuss the ‘subtraction method’ for computation of VAT. (3 Marks) (June, 2009)

(g) VAT would increase the working capital requirements and the interest burden. Discuss(3 Marks) (Nov, 2009)

Question 3 Compute the invoice value to be charged and amount of tax payable under VAT by adealer who had purchased goods for Rs. 1,20,000 and after adding for expenses of Rs. 10,000 and of profit Rs.

15,000 had sold out the same. The rate of VAT on purchases and sales is 12.5%. (3 Marks) (Nov, 2007)

Question 4 Compute the VAT amount payable by Mr. A who purchases goods from a manufacturer on payment of Rs. 2,25,000 (including VAT) and earns 10% profit on sale to retailers. VAT rate on purchase and sale is 12.5%. (3 Marks) (June, 2009)

Question 5

Mr. Goenka is a trader selling raw materials to a manufacturer of finished products. He imports his stock in trade as well as purchases the same from the local markets. Following transaction took place during financial year 2008-09:-

Calculate the VAT and invoice value charged by him to a manufacturer. Assume the rateof VAT @

12.50%:Rs.

(1) Cost of imported materials (from other State) excluding tax 1,00,000 (2) Cost of local materials including VAT 2,25,000

(3) Other expenditure including storage, transport, interest and loading and unloading and profit earned by him 87,500(5 Marks) (Nov, 2009)

The facts of the question may be taken to be that of the financial year 2009-10
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Question 3

4
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UNIT - 1: INCOME FROM SALARIES
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How is advance salary taxed in the hands of an employee? Is the tax treatment same for loan or advance against salary?
(4 Marks)(May 2008)
Question 1
Following benefits have been granted by Ved Software Ltd. to one of its employees Mr. Badri:
(i)
Housing loan @ 6 % per annum. Amount outstanding on 1.4.2007 is Rs. 6,00,000. Mr.
Badri pays Rs. 12,000 per month, on 5th of each month.
(ii)
Air-conditioners  purchased  4  years  back  for  Rs.  2,00,000 have been given to  Mr.
Badri for Rs. 90,000.
Compute the chargeable perquisite in the hands of Mr. Badri for the A.Y. 2008-09.
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The lending rate of State Bank of India as on 1.4.2007 for housing loan may be taken as 10%. (6 Marks)(May 2008)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10.
Question 2
Mr. Narendra, who retired from the services of Hotel Samode Ltd., on 31.1.2008 after putting on service for 5 years, received the following amounts from the employer for the year ending on 31.3.2008:

Salary @ Rs. 16,000 p.m. comprising of basic salary of Rs. 10,000, Dearness allowance
of Rs. 3,000, City compensatory allowance of Rs. 2,000 and Night duty allowance of Rs.
1,000.

Pension @ 30% of basic salary from 1.2.2008.

Leave salary of Rs. 75,000 for 225 days of leave accumulated during 5 years @ 45 days
leave in each year.

Gratuity of Rs. 50,000.
Compute the total income of Mr. Narendra for the assessment year 2008-09.
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(6 Marks)(May 2008)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10.
Answer
Question 4
Mr. M is an area manager of M/s N. Steels Co. Ltd.  During the financial year 2007 -08, he gets the following emoluments from his employer:
Basic Salary
Up to 31.8.2007
Rs. 20,000 p.m. From 1.9.2007
Rs. 25,000 p.m. Transport allowance
Rs.  2,000 p.m.
Contribution to recognised provident fund
15% of basic salary and D.A. Children education allowance

Rs. 500 p.m. for two children City compensatory allowance
Rs. 300 p.m.
Hostel expenses allowance
Rs. 380 p.m. for two children
Tiffin allowance (actual expenses Rs. 3,700)Rs. 5,000 p.a.
Tax paid on employment
Rs. 2,500
Compute taxable salary of Mr. M for the Assessment year 2008-09.  (6 Marks)(Nov 2008)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10.
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Question 5
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Mr. Ashok Kumar, an employee of a PSU, furnishes the following particulars for the previous
year ending 31.3.2009:
	
	Rs.

	i.
	Salary income for the year
	5,25,000

	ii.
	Salary for Financial Year 2006-07 received during the year
	40,000

	iii.
	Assessed Income for the Financial Year 2006-07
	1,40,000


You are requested by the assessee to compute relief under section 89 of the Income-tax Act,
1961, in terms of tax payable for assessment year 2009-10.
The rates of Income-tax for the assessment year 2007-08 are:
Tax Rate (%) On first Rs. 1,00,000
Nil
On Rs. 1,00,000 - Rs. 1,50,000
10
On Rs. 1,50,000 - Rs. 2,50,000
20
Above Rs. 2,50,000
30
Education cess
2
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(7 Marks)(June 2009)
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The provisions of the Income-tax Act, 1961 relevant for A.Y. 2010-11 should be taken into  consideration while solving the question. Accordingly, the facts given above may be  taken  as  relating  to  P.Y.  2009-10  i.e.  relief  under  section  89  is  required  to  be calculated for A.Y.  2010-11, assuming that the salary income of Rs.5,25,000 is for the P.Y. 2009-10 and arrears of salary for P.Y. 2006-07 is received during the P.Y. 2009-10.
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UNIT-2: INCOME FROM HOUSE PROPERTY
Question 1
Mr.  Kalpesh  borrowed  a  sum  of  Rs.  30  lakhs  from  the  National  Housing  Bank  towards purchase of a residential flat. The loan amount was disbursed directly to the flat promoter by the bank. Though the construction was completed in May, 2008, repayments towards principal and interest had been made during the year ended 31.3.2008.
In the light of the above facts, state:
(i)
Whether Mr. Kalpesh can claim deduction under Section 24 in respect of interest for the assessment year 2008-09;
(ii)
Whether deduction under Section 80C can be claimed for the above assessment year, even though the construction was completed only after the closure of the year
(6 Marks)(May 2008)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken  into consideration while solving the question.   Accordingly, the facts given above may be taken as relating to Financial Year 2009-10.  The construction was completed in May
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2010 and repayment towards principal and interest have been made during the year ended
31.3.2010.
Question 2
Mr. X owns one residential house in Mumbai. The house is having two units. First unit of the house is self occupied by Mr. X and another unit is rented for Rs.8,000 p.m. The rented unit was vacant for 2  months during the year. The particulars of the house for the previous year
2007-08 are as under:
Standard rent
Rs. 1,62,000 p.a. Municipal valuation
Rs. 1,90,000 p.a. Fair rent
Rs. 1,85,000 p. a
Municipal tax
15% of municipal valuation
Light and water charges
Rs. 500 p.m. Interest on borrowed capital
Rs. 1,500 p.m. Lease money
Rs. 1,200 p.a. Insurance charges
Rs. 3,000 p.a. Repairs
Rs. 12,000 p.a.
Compute income from house property of Mr. X for the A.Y. 2008 -09.
(9 Marks)(Nov 2008)
[image: image33.png]Creatad with

@ nitro™ professional

download the fres i onlina st niroplf comprofessions!



The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10.
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Question 3
Mrs. Indu, a resident individual, owns a house in U.S.A. She receives rent @ $ 2,000 per month. She paid municipal taxes of $ 1,500 during the financial year 2008-09. She also owns a two storied house in Mumbai, ground floor is used for her residence and first floor is let out at a monthly rent of Rs.10,000. Standard rent for each floor is Rs.11,000 per month. Municipal taxes paid for the house amounts to Rs.7,500. Mrs. Indu had constructed the house by taking a loan from a nationalised bank  on 20.6.2006. She repaid the loan of Rs.54,000 including interest of Rs.24,000. The value of one dollar is to be taken as Rs.45.
Compute total income from house property of Mrs. Indu.
(7Marks)(Nov 2009)
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The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10.
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UNIT-3: PROFITS AND GAINS OF BUSINESS OR
PROFESSION
Question 1
State with reasons, whether the following statements are true or false, with regard to the provisions of the Income-tax Act, 1961:
(a)
Payment made in respect of a business expenditure incurred on 16th February, 2007 for
Rs.25,000 through a cheque duly crossed as "& Co." is hit by the provisions of section
40A(3).
(2 Marks)(May 2007)
(b)
(i)
It is a condition precedent to write off in the books of account, the amount due from debtor to claim deduction for bad debt.
(ii)
Failure to deduct tax at source in accordance with the provisions of Chapter XVII -B, inter  alia, from the amounts payable to a resident as rent or royalty, will result in disallowance while computing the business income.
(2 Marks) (Nov 2007)
(c)
Rural branches of the co-operative banks are not allowed to claim provision for bad and doubtful debts.
(2 Marks)(Nov 2008)
(d)
Depreciation is allowed only when it is claimed.
(2 Marks)(Nov 2008) (e)
The benefit of weighted deduction of 125% under section 35(2AB) of the Income -tax Act,
1961 has now been extended to contribution made to a company, for scientific research
approved under section 35(1)(iia) to an assessee.
(2 Marks) (Nov 2009)
(f)
Where the payment is made in cash by way of adjustment against the amount of any liability  incurred  by  the  payee  for  any  goods  supplied  or  services  rendered  by  the assessee to such payer, in excess of Rs.20,000 in a day, no disallowanc e gets attracted under section 40A(3) of the Income -tax Act, 1961, read with Rule 6DD of the Income-tax Rules, 1962.
(2 Marks) (Nov 2009)
Question 2
Swadeshi Ltd., which follows mercantile system of accounting, obtained licence on 1.6.2005 from the  Department of telecommunication for a period of 10 years. The total licence fee payable is Rs.18,00,000. The relevant details are:
Year ended
Licence fee payable
Payments made
31st March

for the year


Date
Amount
Rs.
Rs.

2006
10,00,000
30.03.06
3,70,000
15.05.06
6,30,000
2007
8,00,000
28.02.07
5,40,000
Balance of Rs.2,60,000 is pending as on 31.3.2007.
Compute the amount of deduction available to the assessee under section 35ABB for the assessment years 2006-07 and 2007-08. Can any deduction be claimed under section 32 also?
(6 Marks)(May 2007)
The provisions of the Income-tax Act, 1961 relevant for A.Y.2010-11 should be taken into  consideration while solving the question. Accordingly, the facts given above may be taken as relating to the F.Y. 2009-10. It may be taken that the licence fee payable for the year ended  31.3.2009 is Rs.10 lakh and for the year ended 31.3.2010 is Rs.8 lakh. The dates of actual payment may be taken as
question requires computation of the amount
under section 35ABB for the A.Y.2009-10 and 20
Question 3
A newly qualified Chartered Accountant Mr. Dhaval, commenced practice and has acquired the  following assets in his office during F.Y. 2006-07 at the cost shown against each item. Calculate the  amount of depreciation that can be claimed from his professional income for A.Y. 2007-08:
Sl.
No.

Description

Date of acquisition

Date when put to use

Amount
Rs.
1.
Computer
27 Sept., 06
2 Oct., 06
35,000
2.
Computer software
2 Oct., 06
4 Oct., 06
8,500
3.
Computer printer
2 Oct., 06
3 Oct., 06
12,500
4.
Books (of which books being annual publications are of Rs.12,000)
5.
Office furniture
(Acquired from practising C.A.)


1 Apr., 06
1 Apr., 06
13,000
1 Apr., 06
1 Apr., 06
3,00,000
6.
Laptop
26 Sep., 06
4 Oct., 06
43,000
7.
Fire extinguisher
1 Apr., 06
No instance
8.
Purchased practising CA's office in April '06 who had run  it for 4 years, for Rs.5 lacs which includes Rs.2 lacs for  goodwill and Rs.3 lacs for cost of furniture (included in 5 above)

arose to use during F.Y.
2006-07

2,500
Note: Depreciation is to be provided at the applicable rates.
(8 Marks)(May 2007)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10.
Question 4
X Ltd. follows mercantile system of accounting. After negotiations with the bank, interest of Rs.4 lakhs (including interest of Rs.1.2 lakhs pertaining to year ende d 31.03.2007) has been converted into  loan. Can the interest of Rs.1.2 lakhs so capitalized be claimed as business expenditure?
(2 Marks)(Nov 2007)
Question 6
Mr. B.A. Patel, a non-resident, operates an aircraft between London to Ahmedabad. For the
Financial year ended on 31st March, 2007, he received the amounts as under:
(i)For carrying passengers from Ahmedabad Rs. 50 lacs.
(ii)For carrying passengers from London Rs. 75 lacs received in India. (iii)For carrying of goods from Ahmedabad Rs. 25 lacs.
The total expenditure incurred by Mr. B.A. Patel for the purposes of the business for the financial year 2006-07 was Rs. 1.4 crores.
Compute the income of Mr. B.A. Patel under the head “Profits and Gains from business or profession” for the financial year ended on 31st March 2007 relevant to assessment year 2007-
08.
(8 Marks) (Nov 2007)
The  provisions  of  the  Income-tax  Act,  1961  rel should be taken into consideration while solving given above may be taken as relating to financial y
Question 5
Vivitha Bio-medicals Ltd. is engaged in the business of manufacture of bio-medical items. The following   expenses   were   incurred   in   respect   of   activities   connected   with   scientific research:
Year ended
Item
Amount (Rs.)
	31.03.2004
	Land
	10,00,000

	(Incurred after 1.9.200
	3)
Building
	25,00,000

	31.03.2005
	Plant and machinery
	5,00,000

	31.03.2006
	Raw materials
	2,20,000

	31.03.2007
	Raw materials and salaries
	1,80,000


The business was commenced on 01-09-2006.
In view of availability of better model of plant and machinery, the existing plant and machinery were sold for Rs. 8,00,000 on 1.03.2007.
Discuss  the  implications  of  the  above  for  the  assessment  year  2007-08  along  with  brief computation of deduction permissible under section 35 assuming that necessary conditions have  been  fulfilled.  You  are  informed  that  the  assessee’s  line  of  business  is  eligible  for claiming deduction under Section 35 at 150% on eligible items.
(7 Marks (Nov 2007)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10.  The question would be as follows:
Vivitha Bio-medicals Ltd. is engaged in the business of manufacture of bio-medical items. The following   expenses   were   incurred   in   respect   of   activities   connected   with   scientific research:
	Year ended
	Item
	Amount (Rs.)

	31.03.2007
	Land
	10,00,000

	(Incurred after 1.9.2006)
	Building
	25,00,000

	31.03.2008
	Plant and machinery
	5,00,000

	31.03.2009
	Raw materials
	2,20,000

	31.03.2010
	Raw materials and salaries
	1,80,000


The business was commenced on 01-09-2007.
In view of availability of better model of plant and machinery, the existing plant and machinery were sold for Rs. 8,00,000 on 1.03.2010.
Discuss  the  implications  of  the  above  for  the  assessment  year  2010-11  along  with  brief computation of deduction permissible under section 35 assuming that necessary conditions
have  been  fulfilled.  You  are  informed  that  the  assessee’s  line  of  business  is  eligible  for claiming deduction under section 35 at 150% on eligible items.
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Question 7
Comment on the allowability of the following claims made by the assessee:
Mr. Achal, a hotelier, claimed expenditure on replacement of Linen and carpets in h is hotel as revenue expenditure.
(2 Marks)(Nov 2007) Question 8
List  six  items  of  expenses  which  otherwise  are  deductible  shall  be  disallowed,  unless payments  are actually made within the due date for furnishing the return of income under Section 139(1). When can the deduction be claimed, if paid after the said date?
(4 Marks)(May 2008)
Question 9
Briefly explain  the term  "substantial interest". State  any  two situations in which the same assumes importance.
(4 Marks) (May 2008)
Answer
Question 10
Can an Assessing Officer make a request for withdrawal of approval which was granted to an institution  by the National Committee for carrying out any eligible project or scheme, under section 35AC of the Income-tax Act, 1961?
(4 Marks)(Nov 2008)
Answer
Question 11
Are there any restrictions on deduction allowable to the partnership firm in respect of salary and interest to its partners under section 40(b) of the Income-tax Act, 1961?
(4 Marks)(Nov 2009)
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UNIT-4 : CAPITAL GAINS
Question 1
Mrs. Malini Hari shifted her industrial undertaking located in corporation limits of Faridabad, to a Special Economic Zone (SEZ) on 1.12.2006:
The following particulars are available:

Rs. (a)
Land: Purchased on 20.01.2002
4,26,000
Sold for
22,00,000 (b)
Building [Construction completed on 14.03.2004]
WDV of building as on 01.04.2006
8,20,000
Sold for
11,39,000 (c)
WDV of cars as on 01.04.2006

7,40,000
Sold for
6,00,000 (d)
Expenses on shifting the undertaking
1,15,000 (e)
Assets acquired for the undertaking in the SEZ (on or before 25.06.2007):
(i)
Land
3,00,000 (ii)
Building
5,00,000 (iii)
Computers
1,00,000 (iv)
Car
4,20,000 (v)
Machinery (Second hand)
2,00,000 (vi)
Furniture

50,000
There is no intention of investing in any other asset in this undertaking.
Compute the exemption available under section 54GA for the assessment year 2007 -08.
Cost inflation indices are:
	Financial year
	Index
	

	2001-02
	426
	

	2006-07
	519
	(8arMks)(Nov 2007)


The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10 i.e. the undertaking was shifted on 1.12.2009  and assets were acquired for the undertaking in the SEZ on or before 25.06.2010. Written down value of the building and cars are given as on 1.4.2009. The cost inflation index for F.Y.2009 -10 is 632.
Question 5
State with reasons whether the following statements are true or false having regard to the provisions of the Income-tax Act, 1961:
(a)Capital gain of Rs.75 lakh arising from transfer of long term capital assets will be exempt from tax if such capital gain is invested in the bonds redeemable after three years, issued by NHAI under section 54EC of the Act.
(2 Marks)(Nov 2008)
(b)As per section 49(2A) read with section 47(xa) of the Income-tax Act, 1961, no capital gains on conversion of foreign currency exchangeable bonds into shares or debentures, for facilitating the issue of FCEBs by companie
Question 2
Mr. Thomas inherited a house in Jaipur under will of his father in May, 2002. The house was purchased  by  his  father  in  January,  1980  for  Rs.2,50,000.  He  invested  an  amount  of Rs.7,00,000 in construction of one more floor in this house in June, 2004. The house was sold by  him  in  November,  2006  for  Rs.37,50,000.  The  valuation  adopted  by  the  registration authorities for charge of stamp duty was Rs.47,25,000 which was not contested by the buyer, but as per assessee’s  request, the Assessing officer made a reference to Valuation officer. The value determined by the  Valuation officer was Rs.47,50,000. Brokerage @ 1% of sale consideration  was  paid  by  Mr.  Thomas  to  Mr.  Sunil.  The  market  value  of  house  as  on
01.04.1981 was Rs.2,70,000.
You are required to compute the amount of capital gain chargeable to tax for A.Y. 2007 -08 with the help of given information and by taking CII for the F.Y. 2006-07 as 519 and for F.Y.
2004-05 as 480.
(9 Marks)(Nov 2007)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10 i.e. the sale took place in November 2009. The cost inflation index for F.Y.2009-10 is 632 and F.Y.2002-03 is 447.
Question 3
Ms. Vasudha contends that sale of a work of art held by her is not exigible to capital gains tax;
is she correct?
(2 Marks) (May 2008)
Question 4
Ms. Vasumathi purchased 10,000 equity shares of Rejesh Co. Pvt. Ltd. on 28.2.2004 for Rs.
1,20,000.  The  company  was  wound  up  on  31.7.2007.  The  following  is  the  summarized financial position of the company as on 31.7.2007:
	Liabilities
	Rs.
	Assets
	
	Rs.

	60,000 Equity shares
	6,00,000
	Agricultural lands
	
	42,00,000

	General reserve
	40,00,000
	Cash at bank
	
	6,50,000

	Provision for taxation
	2,50,000
	
	
	

	
	48,50,000
	
	
	48,50,000


The  tax  liability  (towards  dividend  distribution  tax) was  ascertained  at  Rs. 3,00,000,  after
considering  refund  due  to  the  company.  The  remaining  assets  were  distributed  to  the shareholders  in  the  proportion  of  their  shareholding.  The  market  value  of  6  acres  of agricultural land (in an urban area) as on 31.7.2007 is Rs. 10,00,000 per acre.
The  agricultural  land  received  above   was  sold  by  Ms.  Vasumathi  on  29.2.2008  for
Rs.15,00,000.
Discuss the tax consequences in the hands of the company and Ms. Vasumathi.
Cost inflation indices are:
	Financial year
	Cost Inflation index
	

	2003-04
	463
	

	2007-08
	551
	(8 Marks)(May 2008)


The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10 i.e. the company was wound up on 31.07.2009 and the summarized financial position as on 31.07.2009 is as given above. Agricultural land has been sold by Ms. Vasumathi on 29.2.2010.
Question 6
Mrs. X, an individual resident woman, wanted to know whether income -tax is attracted on sale of gold and jewellery gifted to her by her parents on the occasion of her m arriage in the year
1979 which was purchased at a total cost of Rs.2,00,000?
(4 Marks)(Nov 2008)
Question 7
Mr. Kumar is the owner of a residential house which was purchased in September, 1992 for Rs. 50,00,000.  He sold the said house on 5th  August, 2008 for Rs. 24,00,000.  Valuation as per stamp  valuation authority of the said plot of land was Rs. 35,00,000.   He invested Rs.
8,00,000 in NHAI Bonds on 12th  January,   2009.
He purchased a residential house on 8th
September, 2008 for Rs. 12,00,000.  He gives other particulars as follows:
Interest on Bank Deposit
Rs. 32,000
Investment in public provident fund
Rs. 12,000
You are requested to calculate the taxable income for the assessment year 2009 -2010 and the tax liability, if any.
Cost inflation index for F.Y. 1992-93 and 2008-09 are 223 and 582 respectively.
(8 Marks)(June 2009)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10 i.e. the sale of house and investment in bonds  took  place on 5.08.2009 and 12.1.2010 , respectively. New house was purchased in September 2009. The cost inflation index of F.Y.2009 -10 is 632.
Question 8
Mr. Abhik's father, who is a senior citizen had pledged his residential house to a bank under a notified reverse mortgage scheme. He was getting loan from bank in monthly installments. Mr. Abhik's father  did  not repay the loan on maturity and gave possession of the house to the bank to discharge his loan.  How will the treatment of long-term capital gain be made on such reverse mortgage transaction?
(3 Marks)(June 2009)
Answer
Question 9
Mr. Pranav, a resident individual had purchased a plot of land at a cost of R s.75,000 in June,
1998.  He constructed a house for his residence on that land at a cost of Rs.1,25,000 in August,  2000.  He  sold  that  house  in  May,  2008  at  Rs.15,00,000  and  purchased  another residential house in June, 2008 for Rs.8,00,000. He furnishes othe r income and investment as follows:
Rs.
Net of interest on fixed deposit with a Bank
44,850
TDS made by bank
5,150
Investment in NSC VIII issue
20,000
Cost  inflation  index  for  financial  year  1998-99,  2000-01 and  2008-09 are 351, 406 and 582 respectively
You are required to compute taxable income and tax payable by Mr. Pranav for the assessment year 2009-10.
(7arMks)(Nov 2009)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be
taken into consideration while solving the questi may be taken as relating to financial year 2009-10 purchased another in June 2009.  The cost inflation
Answer
5
INCOME OF OTHER PERSONS INCLUDED IN ASSESSEE’S TOTAL INCOME
Question 1
How does the Income-tax Act, 1961 deal with conversion of a self-acquired property into the property of a Hindu Undivided Family?
(4 Marks) ( May 2007)
Answer
Question 2
Mr. Ghose has four minor children consisting 2 daughters and 2 sons. The annual income of 2 daughters  was  Rs.  7,500  and  Rs.  5,000  and  of  sons  was  Rs.  5,500  and  Rs.  1,250 respectively. The daughter who was having income of Rs. 5,000 was suffering from a disability specified under section 80U. Work out the amount of income earned by minor children to be clubbed in the hands of Mr. Ghose.
(5 Marks)(Nov 2007)
Question 3
Mr. Vatsan has transferred through a duly registered document the income arising from a godown, to his son, without transferring the godown. In whose hands will the rental income from godown be charged?
(2arMks)(May 2008)
Question 4
Mr. Dhaval and his wife Mrs. Hetal furnish the following information:
(i)Salary income (computed) of Mrs. Hetal
4,60,000 (ii)Income of minor son ‘B’ who suffers from disability specified in Section 80U
 1,08,000


Rs.
(iii)Income of minor daughter ‘C' from singing

86,000 (iv)Income from profession of Mr. Dhaval
7,50,000
(v)Cash  gift  received  by  'C'  on  2.10.2007  from  friend  of  Mrs.  Hetal  on
48,000 winning of singing competition
(vi)Income of minor married daughter ‘A’ from company deposit
30,000
Compute the total income of Mr. Dhaval and Mrs. Hetal for the assessment year 2008-09.
(8 Marks)(May 2008)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10.
[image: image15.png]Creatad with

@ nitro™ professional

download the fres i onlina st niroplf comprofessions!




SET OFF AND CARRY FORWARD OF LOSSES
Question 1
Simran, engaged in various types of activities, gives the following particulars of her income for the year ended 31.3.2007:
Rs.
(a)
Profit of business of consumer and house-hold products
50,000 (b)
Loss of business of readymade garments
10,000
(c)
Brought forward loss of catering business which was closed in Asst.
Year 2006-07

15,000
(d)
Short-term loss on sale of securities and shares
15,000
(e)
Profit of speculative transactions entered into during the year
12,500
(f)
Loss of speculative transactions of Asst. Year 2002-03 not set off till
Asst. Year 2006-07


15,000
Compute the total income of Simran for the A.Y. 2007-08.
(6 Marks)(May 2007)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10. Consequently, it may be taken  that  catering  business  was  closed  in  A.Y.  2009-10  and  loss  of  speculation transaction of A.Y. 2005-06 not set off till A.Y. 2009-10 is Rs. 15,000.
Question 2
State the factors to be borne in mind relating to carry forward and set off of losses in case of change in constitution of firm or succession under section 78.
(4 Marks)(May 2007)
Answer
Question 3
Discuss in brief the provisions relating to set off and carry forward of losses in speculation
business. as per section 73(4).

Question 6

(4 Marks)(Nov 2007)

Ms. Geeta, a resident individual, provides the following details of her income / losses for the year ended 31.3.2009:
(i)Salary received as a partner from a partnership firm Rs. 7,50,000.
(ii)Loss on sale of shares listed in BSE Rs. 3,00,000.  Shares were held for 15 months and
STT paid on sale.
(iii)Long-term capital gain on sale of land Rs. 5,00,000. (iv)Rs. 51,000 received in cash from friends in party.
(v)Rs. 55,000, received towards dividend on listed equity shares of domestic companies. (vi)Brought forward business loss of assessment year 2007- 08 Rs. 12,50,000.
The return for assessment year 2007-08 was filed in time.
Compute gross total income of Ms. Geeta for the assessment year 2009 -10 and ascertain the amount of loss that can be carried forward.
(8 Marks)(June 2009)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given  above  may  be  taken  as  relating  to  fina
business loss relates to A.Y. 2008-09 for which th

Question 4
M/s. Vivitha & Co., a partnership firm, with four partners A, B, C and D having equal shares, furnishes the following details, summarized from the valid returns of income filed by it :
Assessment year
Item eligible for carry forward and set off
2006-07
Unabsorbed business loss Rs. 1,20,000
2007-08
Unabsorbed business loss Rs. 1,90,000
2007-08
Unabsorbed depreciation Rs. 1,20,000
2007-08
Unabsorbed long-term Capital losses:
-from shares
Rs. 1,10,000
-from building Rs. 1,90,000
C who  was  a  partner  during  the  last  three  years,  retired  from  the  firm  with  effect  from 1.4.2007. The summarized results of the firm for the assessment year 2008-09 are as under:
Rs.
Income from house property
70,000
Income from business:
Speculation
2,20,000
Non-speculation
(-) 50,000
Capital gains
Short-term (from sale of shares)
40,000
Long-term (from sale of building)
2,10,000
Income from other sources
60,000
Briefly discuss, how the items brought forward from earlier years can be set off in the hands of the firm  for the assessment year 2008-09, in the manner most beneficial to the assessee. Also show the items to be carried forward. Computation of total income is not required.
(9 Marks)(May 2008)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10. Therefore, unabsorbed loss of A.Y. 2006-07  may be taken as relating to A.Y. 2008-09 and unabsorbed loss of A.Y. 2007-08 may be taken as  relating to A.Y. 2009-10. Further, it may be taken that C retired on 1.4.2009.
Question 5
Mr. P, a resident individual, furnishes the following particulars of his income and other details for the previous year 2007-08:
Rs. (i)
 Income from salary
18,000 (ii)

Net annual value of house property
 70,000 (iii)

 Income from business
 80,000 (iv)

 Income from speculative business
 12,000 (v)

Long term capital gain on sale of land
 15,800 (vi)

 Loss on maintenance of race horse

9,000 (vii)

 Loss on gambling

 8,000
Depreciation allowable under the Income-tax Act comes to Rs.8,000 for which no treatment is
given above.
The other details of unabsorbed depreciation and brought forward losses are:
Rs.
	(i)
	Unabsorbed depreciation
	9,000

	(ii)
	Loss from speculative business
	16,000

	(iii)
	Short term capital loss
	7,800

	(iv)
	Unrealised rent
	17,000


Compute the gross total income of Mr. P, for the Assessment year 2008 -09, and the amount of loss that can or cannot be carried forward.
(6 Marks)(Nov 2008)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10.
Answer
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7
DEDUCTIONS FROM GROSS TOTAL INCOME
Question 1
State with reasons, whether the following statements are true or false, with regard to the provisions of the Income-tax Act, 1961:
(a)
For grant of deduction under section 80-IB, filing of audit report in prescribed form is must for  a corporate assessee; filing of return within the due date laid down in section
139(1) is not required.
(2 Marks)(May 2007)
(b)
Filing of belated return under section 139(4) of the Income -tax Act, 1961 will debar an assessee from claiming deduction under sections 80-lD or 80-IE of the Act.
(2 Marks)(Nov 2008)
Question 2
Can a Primary Co-operative Agricultural and Rural Development Bank claim deduction under section 80P in respect of income derived from the business of banking?
(2 Marks)(Nov 2007)
Question 6
Mr. Abhik, an individual, made payment of health insurance premium to GIC in an approved scheme.   Premium paid on his health is Rs. 10,000 and his spouse’s health is Rs. 15,000 during the year 2008-09.  He also paid health insurance premium of Rs. 25,000 on his father’s health who is a senior citizen and not dependent on him. The payments have not been made by cash. Compute the amount of deduction under Chapter VI - A of the Act, available to Mr. Abhik from his gross total income for the assessment year 2009 -10.
(3 Marks)(June 2009)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while s olving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10.
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Question 3
Deduction  under  Section  80CCD  is  available  only  to  individuals  employed  by  the  Central
Government. Discuss the correctness of this statement.
(2 Marks)(May 2008)
Question 4
Mr. Prasad is the Karta of Hindu undivided family.  The family declares gross total income Rs.
4,00,000 for the assessment year 2008-09.  The gross total income includes taxable long term capital gain Rs. 65,000 and short term capital gain Rs. 35,000 which is taxable @ 10% under section 111A of the Income-tax Act, 1961.  The details of HUF fund investment made during the year 2007-08 are:
(i)
Amount deposited in public provident fund in the name of members of HUF
(ii)
Medical insurance premium paid by cheque –

Rs.
Rs.
10,000
a) in the name of Karta
4,000
(b) in personal name “Prasad”
5,000
9,000 (iii)
Contribution made to –
(a)
Indira Gandhi Memorial Trust
7,000
(b)

Delhi University (declared as an institution of national eminence)


3,000
(c)
Zila Saksharta Samiti

5,000 (d)
An approved charitable institute
30,000 (e)
Government for the purpose of promoting family planning
10,000
(f)
Hanuman Temple in Mohalla
20,000
75,000
Compute the total income of HUF chargeable to tax for the Assessment year 2008 -09.
(8 Marks)(Nov 2008)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010 -11 should  be  taken  into  consideration  while  solving  the  question.  Accordingly,  the facts given above may be taken as relating to financial year 2009 -10.
Question 5
Briefly explain provisions of section 80U of the Income-tax Act, 1961, in respect of deduction available on permanent physical disability.
(4 Marks) (Nov 2008)
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8
COMPUTATION OF TOTAL INCOME
Question 1
Mr.  Pankaj,  aged  58  years,  who  retired  from  the  services  of  the  Central  Government  on
30.6.06, furnishes particulars of his income and other details as under:

Salary @ Rs.6,000 p.m.

Pension @ Rs.3,000 p.m. for July’ 06 to Nov’ 06.

On 1.12.2006, he got 1/3rd of his pension commuted for Rs.1,20,000.

A house plot at Ernakulam sold on 1.2.07 for Rs.5,00,000 had been purchased by him on
3.11.79 for Rs.10,000. The stamp valuation authority had assessed the value of said house plot at Rs.6,00,000 which was neither disputed by the buyer nor by him. The value of this house plot as on 1.4.81 was Rs.15,000 (The cost inflation index for the year 2006 -
07 is 519).

Received  interest  on  bank  FDRs  of  Rs.72,500,  dividend  on  mutual  fund  units  of Rs.15,000 and  interest  on maturity of  NSC of  Rs.50,000  out of which an amount of Rs.40,000 was already disclosed by him on accrual basis in the returns upto Asst. Year
2006-07.

Investment in purchase of NSC for Rs.30,000 and payment for mediclaim insurance for self and wife of Rs.12,500.  Made investment in Tax Magnum units of Mutual Fund of SBI of  Rs.80,000.
Compute the total income of Mr. Pankaj for A.Y. 2007-08.
In the event of Mr. Pankaj being ready to make appropriate investment for availing exemption in  respect  of capital  gain  arising  from  sale  of  house plot,  what  will  be the amount to be invested and the period within which the same should be invested?
(a)
if  he  wishes  to avail  exemption  under section  54F by constructing a new residential house;
(b)
if he wants to avail exemption under section 54EC.
(20 Marks)(May 2007)
The provisions of the Income-tax Act, 1961 relevant for Assessment Year 2010-11 should be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009-10.
Answer
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Question 2
The broad break-up of tax and allied details of Mrs. Rinku, born on 30th March, 1942 are as under:
Rs. Long-term capital gains on sale of house
2,00,000
Short-term capital gains on sale of shares in B Pvt. Ltd.
30,000
Prize winning from a T.V. show
20,000
Business income
2,20,000
Net agricultural income
40,000
Mrs. Rinku has paid the following:
LIC premium of self
40,000
LIC premium of husband
20,000
Premium for annuity contract with LIC in the name of her husband
25,000
Repayment of housing loan principal (loan taken by her son dependent on her)
30,000
Compute the tax payable by Mrs. Rinku for the assessment year 2007 -08.   (9 Marks)(May 2007)
Question 3
Ramdin  working  as  Manager  (Sales)  with  Frozen  Foods  Ltd.,  provides  th e  following information for the year ended 31.03.07:

Basic Salary

DA (50% of it is meant for retirement benefits)

Commission as a percentage of turnover of the Company

Turnover of the Company

Bonus

Gratuity

Own Contribution to R.P.F.

Employer’s contribution to R.P.F.

Interest credited in the R.P.F. account @ 15% p.a..


Rs. 15,000 p.m.
Rs. 12,000 p.m.
0.5 %
Rs. 50 lacs
Rs. 50,000
Rs. 30,000
Rs. 30,000
20% of basic salary
Rs. 15,000

Gold Ring worth Rs.10,000 was given by employer on his 25th wedding anniversary.

Music System purchased on 02.04.06 by the company for Rs. 85,000 and was given to
him for personal use.

Two  old  heavy  goods  vehicles  owned  by  him  were  leased  to  a  transport  company
against the fixed charges of Rs.6,500 p.m. Books of account are not maintained.

Received interest of Rs.5,860 on bank FDRs, dividend of Rs. 1,260 from shares of
Indian Companies and interest of Rs. 7,540 from the debentures of Indian Companies.

Made payment by cheques of Rs.15,370 towards premium of Life Insurance policies
and Rs.12,500 for Mediclaim Insurance policy.

Invested in 6 years NSC Rs.30,000 and in FDR of SBI for 7 years Rs. 50,000.

Donations of Rs.11,000 to an institution approved u/s 80G and of Rs.5,100 to Prime
Minister’s National Relief Fund were given during the year. Compute the total income and tax payable thereon for t
Question 4
Dr. Smt. Niranjana, a resident individual, aged 60 years is running a clinic.   Her Income and

Expenditure Account for the year ending March 31st, 2008 is as under:
Expenditure
Amount

(Rs.)

Income
Amount

(Rs.)
To Medicine consumed
5,38,400
By Consultation and Medical charges
To Staff salary
3,80,000
By Income-tax refund (Principal
Rs.5,000, interest Rs.450)


18,85,850
5,450
To Clinic consumables
1,10,000
By Dividend from units of UTI
10,500
To Rent paid
90,000
By winning from game show on
T.V. net of TDS (TDS Rs.
16,830)

33,170
To Administrative expenses
2,55,000
By Rent
27,000
To  Amount   paid   to   scientific research   association   approved under section 35


1,50,000
To Net profit
4,38,570
19,61,970
19,61,970
(i)
Rent paid includes Rs.30,000 paid by cheque towards rent for her residential house. (ii)
Clinic equipments are:
1. 4. 2007
Opening W.D.V.
- Rs.5,00,000
7. 12. 2007
Acquired (cost)
- Rs.2,00,000
(iii)   Rent received relates to property situated at Surat.  Gross Annual Value Rs.27,000. The municipal tax of Rs.2,000, paid in December, 2007, has been included in "administrative expenses".
(iv)   She  received  salary  of  Rs.7,500  p.m.  from  "Full  Cure  Hospital"  which has  not been included in the "consultation and medical charges".
(v)
Dr. Niranjana availed a loan of Rs.5,50,000 from a bank for higher education of her daughter.  She repaid principal of Rs.1,00,000, and interest thereon Rs.55,000 during the year 2007-08.
(vi)   She paid Rs.1,00,000 as tuition fee (not in the nature of development fees/ donation) to the university for full time education of her daughter.
(vii)An amount of Rs.18,000 has also been paid by cheque on 27
medical insurance premium.
From the above, compute the total income and tax p the Assessment year 2008-09.

thMarch, 2008 for her

Question 5
Mr. X is a resident individual. His Profit and Loss account for the year ending 31st  March, 2009 is
given below:
	To
General charges
	Amount
35,650
	By
Gross Profit
	Amount
5,25,860

	Insurance
	3,550
	Commission
	6,800

	Staff Salary
	1,12,560
	Rent received
	37,500

	Donation to political party
	1,000
	Interest   on   debentures   (Net   amount
Rs.22,450 plus TDS Rs. 2,550)25,000
	

	Fringe benefit tax
	2,400
	Agricultural income
	45,000

	Depreciation
	1,25,656
	Short   term   capital   gain   on   sale   of investment
	29,000

	Administrative expenses
	42,500
	Dividend from Indian Company
	16,000

	Advance tax
	17,000
	
	

	Net Profit
	3,44,894
	
	

	
	6,85,160
	
	6,85,160


(i)
Depreciation has been calculated as per the Income Tax Rules at Rs. 75,000
(ii)
He has deposited Rs. 35,000 in a notified scheme under Post Office Time Deposit Rules,
1981 for five year time.
(iii)   He had bought 200 shares of AB Co. Ltd. on 5.12.2007 @ Rs. 75 each, 150 shares of
PQ Co. Ltd. on 3.8.2008 @ Rs. 112 each and 150 shares of AB Co. Ltd. on 05.09.2008
@ Rs. 60 each.  He sold all the shares of AB Co. Ltd. on 15.12.2008 @ Rs. 98 each and sold the shares of PQ CO. Ltd. on 10.3.2009 @ Rs. 102 each.  All shares were sold in National Stock Exchange through a registered broker.
(iv)   One of his life insurance policies was matured on 14.6.2008. The sum assured was Rs.
1,00,000 and amount received on maturity was Rs. 1,62,850.
(v)
Donation  to  the  political  party  represented  the  contribution  made  to  a  political  party registered under section 29A of the Representation of the People Act, 1951.
(vi)   Income tax department refunds Rs. 42,580 (including interest of Rs. 1,470) which was directly credited in his personal savings account.
(vii)  He incurred expenditure of Rs. 40,000 on treatment of his dependent father who was suffering from specified disease as defined in rule 11DD of Income Tax Rules, 1962. The payment of  medical expenses was made by cheque and an amount of Rs. 7,500 was reimbursed to him by an insurance company.
(vii)  Bad debt of a business which was discontinued in earlier years, recovered during the year Rs. 15,000.
Compute total income and tax payable thereon by Mr. X for the assessment year 2009 -
2010.

Question 6
Dr. Parekh is a resident individual. His Income and Expenditure Account for the year ending 31
March, 2009 is given below:
To
Amount
By
Amount
Rs.


Rs. Salary to staff
3,78,000
Consultation fees
11,85,000
Cost of medicine
6,35,000
Cost of medicines recovered
7,85,000
Rent
66,000
Stock of medicine
25,000
Administrative cost
1,98,000
Interest on PO MIS
86,400
Advance tax
2,40,000
Interest on TD with bank (Net of
27,000
TDS Rs.3,000)
Membership fees
5,000
Rent received
20,000
Depreciation on apparatus
42,500
Winning  from  lotteries  (Net  of
7,000
TDS Rs.3,000)
Net profit
5,70,900
21,35,400
21,35,400 (i)He has deposited Rs.70,000 in PPF.
(ii)He received salary of Rs.1,50,000 and commission of Rs.50,000 from a nursing home in which Dr. (Mrs.) Parekh also an equal partner.
(iii)He received fees of Rs.50,000 from University of Trividad as lecturer.
(iv)   Received pension of Rs.84,000 from LIC Jeevan Suraksha.
(v)
Paid Rs.22,500 by cheque as mediclaim insurance premium for his medical treatment. (vi)   He paid LIC premium of Rs.80,000 for his own life.
(vii)  Cost of administration includes Rs.3,000 paid for municipal tax for the house let out to a tenant.
(viii) Depreciation as per Income-tax Rules to be computed as follows: WDV as on 1.4.2008
Rs 3,00,000
Rate of depreciation
@ 15%
(ix)   Cost of lottery tickets amounting to Rs.350 has not been debited to Income and Expenditure account.
You are required to compute the total income and tax payable thereon by Dr. Parekh for the assessment year 2009-10.
(20 Marks)(Nov 2009)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial y
Question 7
Ramesh is the karta of Ramesh (HUF) in which the other members are his wife Padma, major son Guru and a minor daughter Champaka. The following details of this HUF, resident in India, pertaining to the year ended 31st March, 2008 are made available to you:
(a)
Rent (at Rs. 10,000 per month) received from a flat in Salem is Rs. 1,10,000. Rent of Rs.
10,000 for the month of March, 2008 was received in April, 2008. Property tax paid Rs. 10,000.
Bank loan of Rs. 10,00,000 was taken for construction of this flat, bearing interest at
10%. Rs. 8,000 interest is in arrears pertaining to this year, which was paid by the HUF in
May, 2008 only. Principal repayment during the year was Rs. 48,000.
(b)
Ramesh represents the HUF in a partnership firm M/s. Ashok & Co., eng aged in turmeric business. The firm has paid interest of Rs. 1,80,000 to the HUF computed at 15%.
For the services rendered by Ramesh to this firm as the lone Working partner, the firm has paid  him a remuneration of Rs. 1,50,000 as per the provisions of the partnership deed. The "book profit" of the firm in terms of Section 40(b) is Rs. 1,35,000.
(c)
The HUF is also running two businesses, as narrated below: (i)
Retail trade in food grains:
A rough account book alone is maintained. Expense bills/vouchers are not properly maintained.  The  total  turnover  is  Rs.  38  lacs.  The  net  profit  as  per  the  rough account is Rs. 1,41,000. This has been arrived at after considering a penalty of Rs.
8,000 levied by Sales-tax authorities for misuse of "C" Form. (ii)
Business of Civil construction:
Cash received from contractee
:
Rs. 31,00,000
Value of materials supplied by contractee
:
Rs.   7,00,000
No books of account are maintained.
(d)The HUF has received dividend of Rs. 90,000 from shares held in a foreig n company.
(e)Tuition  fees  of  Rs.  20,000  was  paid  for  the  purpose  of  part-time  education  of
Ms. Champaka in an Indian college.
(f)The following sums have been paid by the HUF in respect of Life Insurance Premium:
Policy holder’s name
Insurer
Premium (Rs.)


Late fee
(Rs.)
Mrs. Padma
LIC
30,000
500
Guru
IRDA approved private insurer
42,000
1,500
Part of the above premiums were paid from out of agricultural income of Rs. 60,000 derived from agricultural lands situated in Colombo.
You are required to compute the total income of Ramesh (HUF) for the assessment year
2008-09, showing clearly the computation under proper heads of income. You are also required  to indicate with reasons, whether any item is to be considered in the hands of Ramesh (individual).
(20 Marks)(May 2008)
The  provisions  of  the  Income-tax  Act,  1961  relevant  for  Assessment  Year  2010-11 should  be taken into consideration while solving the question. Accordingly, the facts given above may be taken as relating to financial year 2009 -10.
Answer
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