
INCOME TAX REVISON QUESTIONS
Question 1: Vishwas submits following information for the year ending 31.3.2011, from his proprietary business:

Net Profit as per Profit and Loss account Rs.112500

The following expenditure was part of details of the Trading and Profit & Loss Account:

He used goods for his personal use. The value was credited to sales Rs.25000.Cost of which was Rs.20000

	Particulars
	Amount

	Rent of residence Rs.3000 per month.
	36000

	Payments in cash for purchases exceeding Rs.2000
	400000

	Sales tax in dispute provided
	20000

	Interest on term loan from State Bank of India, paid in the month of May,2011
	70000


The following amounts were credited in profit and loss account:
	Particulars
	Amount

	Agricultural income
	50000

	Income from Unit trust of India (monthly income plan)
	30000

	Winnings from lottery gross (tax deducted at source Rs.30,000)
	100000


Compute the taxable income, assuming Mr. Manohar has no residential house.

Give reasons for the claim under each head of income.

Ans. Computation of Total Income of Mr. Vishwas for A.Y.2011-12
	Particulars
	Details
	Amount
	Amount

	Profits and Gains of Business or Profession
	

	Net profit as per books of account
	
	112500
	

	Add: Expenditure debited but not allowed 
	
	
	

	Purchase (being cost of goods used for personal purpose)
	20000
	
	

	Rent for residence (being a personal expenditure)
	36000
	
	

	Payment in cash exceeding Rs.20000 u/s 40A(3)
	400000
	
	

	Provision for sales tax (u/s 43B allowed on payment basis)
	20000
	476000
	

	
	
	588500
	

	Less: Income not taxable but credited in P/L A/c  
	

	Sales to himself
	25000
	
	

	Agricultural income [Exempt u/s 10(1)]
	50000
	
	

	Income from UTI [Exempt u/s 10(35) 
	30000
	
	

	Less: Income taxable under other head
	
	
	

	Winning form Lottery
	100000
	205000
	383500

	Income from Other Sources
	
	
	

	Winning from Lottery
	
	
	100000

	Gross Total Income
	
	
	483500

	Less: Deduction u/s
	
	
	

	80GG: In respect of rent paid (being minimum of the following)
	
	
	

	- Rent paid over 10% of Adjusted Gross total income [Rs.36000 – Rs.48350]
	
	Nil
	

	- 25% of Adjusted Gross total income 
	
	120875
	

	-Statutory amount [Rs.2000p.m.]
	
	24000
	

	Total Income
	
	
	483500


Here, adjusted gross total income and gross total income is same.

Note: Since interest on term loan from State Bank of India was paid before due date of furnishing return u/s 139, hence it is an allowed expenditure.

Question 2  : Following details are furnished by Ritik, an Indian citizen, for year ending 31st March, 2011:

	Particulars
	Amount

	Salary (net of tax and Ritik’s contribution to Provident Fund) 
	48000

	Ritik’s contribution to Provident Fund
	4950

	Employer’s contribution towards Provident Fund
	4950

	Interest credited to Provident Fund (@ 3.75% per annum)
	14000

	Leave travel allowance received
	3600

	House rent allowance (rent paid on house in Hyderabad, Rs.4500)
	4500

	Dividends from ACC Ltd., an Indian Company
	2500

	Dividend collection charges
	200

	Tax deduction at source on Salary 
	1500

	Contribution to Public Provident Fund
	4000

	Contribution National Laboratory approved u/s 35
	5000

	Amount received on maturity of a Keyman Insurance Policy.  
	6000


Ritik acquired 2000 Listed shares of Xltd for Rs.5 Lakhs during 1985/86. Company allotted him equal value of bonus shares during 1991-92. Second bonus issue was made during March, 2010, when he received 1 bonus share for every 2 shares held by him. The entire shares held in the company have been sold by him during November, 2010 @ Rs.1100 per share.

Determine the total income and tax liability of Ritik for the A.Y. 2011 -12.

Ans. Computation of total income of Ritik for A.Y.2011-12
	Particulars
	Details
	Details
	Amount
	Amount
	Amount

	Salaries
	

	Basic (Note 1)
	
	
	
	54450
	

	Profit in Lieu of salary
	

	Amount received from Keyman insurance policy
	
	
	
	6000
	

	Allowances
	

	Leave Travel Allowance (assume fixed in nature)
	
	
	3600
	
	

	House Rent Allowance 
	
	4500
	
	
	

	Less: Exempted u/s 10 (13A) being lower of -
	
	
	
	
	

	- Actual allowance
	4500
	
	
	
	

	- 40% of salary (40% of Rs.54,450)
	21780
	
	
	
	

	- Rent paid over 10% of salary [ Rs(4,500- 5,445)]
	Nil
	Nil
	4500
	8100
	

	Employer’s contribution to provident fund
	
	4950
	
	
	

	Less : Exempted (12% of Rs.54450)
	
	6534
	Nil
	
	

	Interest on PF (Exempted as below 9.5%)
	
	
	Nil
	Nil
	68550

	Capital gains (Note 2)
	

	Short term capital gain on 2nd Bonus share (2000x 1100)
	
	
	
	
	2200000

	Income from other sources
	
	
	
	
	

	Dividend [Exempted u/s 10(34)]
	
	
	
	
	Nil

	Gross Total Income
	
	
	
	
	2268550

	Less: Deduction u/s
	
	
	
	
	

	80C: Contribution to PPF and PF
	
	
	
	8950
	

	80GGA : Contribution to National Laboratory
	
	
	
	5000
	13950

	Total Income
	2254600


Notes
1. Calculation of basic salary
     Net basic received                                             Rs.48000

   Add: Own contribution towards provident fund    Rs.4950

   Add: Tax deducted at source                               Rs.1500 


Basic salary                               Rs.54450

2. long term capital gain on transfer of original and 1st bonus shares are exempted u/s 10(38), while short term capital gain on transfer of 2nd bonus shares is subject to tax @ 15% u/s 111A.
Computation of tax liability
	Particulars
	STCG covered u/s 111A
	Other income
	Total

	Income
	2200000
	54600
	2254600

	Less :Unutilised

Exemption limit
	105400
	54600
	160000

	Balance income
	2094600
	Nil
	2094600

	Tax rate
	15%
	Slab
	

	Tax liability before surcharge
	314190
	Nil
	314190

	Add: Education cess & SHEC @ 3%
	
	
	9426

	Tax liability Rounded off u/s 288B)
	                          323620


Question 3 : Rajesh, a director at young Pvt Ltd., Mumbai carrying on transport business has submitted the following particulars of his income for the assessment year 2011-12. Compute his taxable income and tax payable:
a) Directors Remuneration and Perquisites :

• Remuneration @ Rs.11,000 per month – Rs.132000.

• Free use of car of engine capacity of 1.5 lr. Provided by the company for both Official and personal use.
•The company has provided rent free accommodation (unfurnished) to Rajesh at Mumbai It is ascertained that for this purpose the company has obtained a flat on lease from Prem Ltd. For which the company pays a rent of Rs.40000 per annum this is also the fair rental value.

• Medical expenses met by the company on ordinary treatment of Rajesh & Members of Family Rs.4500

b) Rajesh was occupying a bungalow on rent at New Delhi since November, 1986. He agreed to transfer his tenancy right in the said bungalow in favour of Bala Ltd. For a sum of Rs.200000 payable as follows:

i. Rs.50000 in cash.

ii. A Flat valuated at Rs.150000 (at cost) in the new building to be put up by Bala Ltd. to be allotted free of cost. The cash payment was made on 5th April, 2010 and the flat was allotted to him on 5th October, 2010 which was Kept for his own allotted to him on 5th October, 2010 which was kept for his own residence from that date

Ans. Computation of Total Income of Rajesh for the A.Y2011-12
	Particulars
	Working
	Amount
	Amount
	Amount

	Salaries
	

	Remuneration 
	Rs.11000 *12
	
	132000
	

	Perquisites :
	
	
	
	

	Free use of car
	Rs.1800*12
	21600
	
	

	Rent free accommodation 
	15% of remuneration
	19800
	
	

	Medical facility
	Exempt up to Rs.15000
	Nil
	41400
	173400

	Capital Gains
	

	Transfer of Tenancy right
	

	Sale consideration
	
	
	200000
	

	Less: Expenses on transfer
	
	
	Nil
	

	
	
	
	200000
	

	Less: Indexed Cost of acquisition / improvement 
	
	
	Nil
	

	Long term capital gain
	
	
	200000
	

	Less: Exemption u/s 54F
	Rs.(150000* 200000/200000)
	
	150000
	50000

	Total Income
	223400


Computation of tax Liability 
	Particulars
	Other income
	LTCG
	Total

	Income 
	Rs.173400
	Rs50000
	Rs. 201800

	Tax
	Rs.1340
	Rs.10000
	Rs.11340


	Total tax
	Rs.11340

	Add: Education cess & SHEC @ 3%
	Rs.340

	Tax liability (Rounded off u/s 288B)
	Rs.11680


Question 4 : Vivek is a leading lawyer of Mumbai. He deposits in the bank all, the receipts and always pays all the expenses by cheque. The analysis of his bank account for the year ending 31st March, 2011 is as under:

	Receipt
	Amount
	Payment
	Amount

	Balance b/f
	7590
	Salaries
	14000

	Professional fees
	140000
	Rent of chamber
	4500

	Dividend
	4590
	Telephone expenses
	1000

	House rent
	22500
	Magazine subscription 
	3000

	Income from horse race (gross Rs.15000)
	10500
	Motor car expenses
	8000

	Share of Income from HUF
	7110
	Purchase of motor car
	25000

	
	
	Misc. office expenses
	5500

	
	
	Advance payment of income tax
	40000

	
	
	Donation to Mumbai University
	10000

	
	
	Personal expenses
	45500

	
	
	House property expenses:
	

	
	
	Taxes
	5000

	
	
	Repairs
	1500

	
	
	Insurance
	1500

	
	
	Collection charges
	2000

	
	
	Balance c/f 
	28610

	
	195110
	
	195110


Compute his total taxable income after taking into account the following information:
a) One Fourth of the motor car expenses relate to personal use.

b) Rate of depreciation on motor car is 15%.

c) Vivek stays in his house, the gross annual value of which is Rs.9800

Following are the expenses which have been included in the above account in respect of this house:

                             Insurance premium Rs.500

                             Municipal taxes      Rs.2400

Ans. Computation of Total Income of Mr. Vivek for the A.Y.2011-12
	Particulars
	Workings
	Details
	Details
	Amount

	Income from house property
	

	Let out u/s 23(1)
	

	Gross Annual Value
	Rent received
	22500
	
	

	Less: Municipal tax
	Rs.5000 –Rs. 2400
	2600
	
	

	Net Annual Value
	
	19900
	
	

	Less: Deduction u/s
	
	
	
	

	24(a) Standard Deduction
	30% of NAV
	5970
	13930
	

	Self occupied u/s 23(2)
	
	
	
	

	Net annual value
	
	
	Nil
	13930

	Profits & Gains of Business or Profession
	

	Income : Professional fees
	
	
	140000
	

	Less: Expenses allowed
	
	
	
	

	Salaries
	
	14000
	
	

	Rent of chamber
	
	4500
	
	

	Telephone expenses
	
	1000
	
	

	Magazine subscription
	
	3000
	
	

	Motor car expenses
	75% of expenses
	6000
	
	

	Misc. office expenses
	
	5500
	
	

	Depreciation on motor car
	(Rs.25000*15%)*75%
	2813
	36813
	103187

	Income from other sources
	
	
	
	

	Dividend
	Exempted u/s 10(34)
	
	Nil
	

	Income from horse race
	
	
	15000
	

	Share of income from HUF
	Exempted u/s 10(2)
	
	Nil
	15000

	Gross Total Income
	132117

	Less: Deduction u/s 80G: Donation to Mumbai University
	10000

	Total Income (Rounded off u/s 288A)
	122120



Notes

1. As 25% use of motor car is related to professional purpose, hence as per Sec. 38 expenditure is apportioned. Further, it is assumed that, motor – car has been used for more than 180 days during the previous year.
2. Income tax is specifically disallowed u/s 40(a).

Question 5 : From the following particulars, compute the Gross Total Income of Radha:

1. She is employed on a part time basis in a fashion – designing firm on a monthly salary of Rs.5000.

2. She has a house property situated in Delhi which has been let out at a rent of Rs.3000 per month.

3. She holds the following shares and securities:

a) 1000 equity shares in X Ltd. Of Rs.10 each, bought @ Rs.40 per share.

b) Rs.20000, 8% ICICI Bonds.

c) 1000, 12% Preference shares of Rs.100 each in Rose Ltd. Dividend received on 25th March, 2011.
d) X Ltd. Declared 18% equity dividend on 25th March, 2011. Other interest and dividends were, however duly received.

4. She had set up a factory with building, plant machinery, furniture, etc. However, she decided to give it on hire at a composite rent of Rs.12000 per month.

During the year, she spent Rs.15000 for repairs and Rs.5000 for insurance of the factory. The depreciation allowable is Rs.50000. She had borrowed Rs.500000 against mortgage of these assets and paid Rs.60000 interest thereon. The amount was spent for marriage of her brother.
Ans. Computation of Gross Total Income of Radha for the A.Y.2011-12
	Particulars
	Working
	Amount
	Amount
	Amount

	Salaries
	Rs.5000*12
	
	
	60000

	Income from hose property
	
	
	
	

	Gross annual Value
	Rs.3000*12
	
	36000
	

	Less: Municipal Tax
	
	
	Nil
	

	Net annual value (NAV)
	
	
	36000
	

	Less: Standard deduction u/s 24(a)
	30% of NAV
	
	10800
	25200

	Income from other sources 
	

	Interest on ICICI Bond
	Rs.20000*8%
	
	1600
	

	Dividend on equity and preference shares 
	Exempt u/s 10(34) 
	
	Nil
	

	Rent on Factory building
	Rs.12000*12
	144000
	
	

	Less: Expenditure allowed
	
	
	
	

	Repairs
	Rs.15000
	
	
	

	Insurance
	Rs.5000
	
	
	

	Depreciation
	RS.50000
	70000
	74000
	75600

	Gross total Income
	160800


Interest on loan utilized for personal purpose shall not be allowed.
Question 6 : Mrs. Kalyani, a retired central government employee, furnished the following particulars:
Pension from employer: Rs 14000 p.m. up to 30-9-2010 and Rs.16000 per month from 1-10-2010 onwards;

Rent from house: Rs.5000 per month; Winnings from lottery (gross): Rs40000. Contribution to public provident find: Rs.10000. Medical insurance premium: Paid by cheque – Rs.6000 and paid in cash – Rs.4500. She incurred expenditure on medical treatment of her son being a person with disability of Rs.32000 Compute the taxable income and tax liability for the assessment Year 2011-12 assuming that – (i) she is aged about 66 years; and (ii) she is aged about 63 years.
Ans. Computation of Total Income of Mrs. Kalyani for the A/Y 2011-12
	Particulars
	Details
	Amount
	Amount

	Salaries

	Uncommuted Pension [(Rs.14000 * 6) +(Rs.16000*6)]
	
	180000

	Income from house property
	

	Gross Annual Value [being rent received i.e., Rs.5000 * 12]
	
	60000
	

	Less: Municipal tax
	
	Nil
	

	24(a) Standard deduction [being 30% of NAV]
	18000
	
	

	24(b) Interest on loan
	Nil
	18000
	42000

	Income from other sources

	Winning from lottery
	
	40000

	Gross Total Income
	
	262000

	Less; deduction u/s 
	
	
	

	80C
	
	
	

	80D(Medical insurance premium paid by Cheque)
	
	10000
	

	80DD (Handicapped relative) [Irrespective of expenditure]
	
	50000
	66000

	Total Income
	196000


Computation of tax liability of Mrs. Kalyani for the A.Y. 2011-12
	Particulars
	Workings
	Tax liability

	
	
	She is aged about 66 years
	She is aged about 63 Years

	Total Income
	
	
	

	Lottery income
	
	40000
	40000

	Other income
	
	156000
	156000

	Tax on total income
	
	
	

	On lottery income
	40000 * 30%
	12000
	12000

	On other income
	
	Nil
	Nil

	Tax liability
	
	12000
	12000

	Add: Education cess & SHEC
	3% of above
	360
	360

	Tax Liability
	
	12360
	12360


Question 7 : For the assessment year 2011-12, Ms. Puja (date of birth 19th September, 1941) furnishes the following information:

	Particulars
	Amount

	Gross Agricultural Income 
	3,21,000

	Expenditure on earning agricultural income 
	1,000

	Non agricultural income
	3,50,000


Determine the tax liability of Ms. Puja for the assessment year 2011-12 on the assumption that she contributes Rs.60000 towards PPF and pays insurance premium of Rs.20000 on her life  insurance policy (sum assured Rs.150000).

Ans. Computation of Total Income of Ms Puja.
	Particulars
	Amount

	Non agricultural income
	350000

	Gross Total Income
	350000

	Less: Deductions u/s 80C
	80000

	Total income
	270000


Computation of tax liability 

	Particulars
	Working
	Amount

	Tax on Total income including agricultural income (2,70,000 + 3,20,000)
	240000*0% +  260000*10% +
90000*20%
	44,000

	Less: Tax on Agricultural income + Exempted ceiling (2,40,000 + 3,20,000)
	240000*0% + 260000*10% +
60000*20%
	38,000

	Tax liability before education cess 
	
	6000

	Add: Education cess  & SHEC
	3% of Rs.6000
	180

	Tax liability
	
	6180


Question 8 : Jolly is an employee of a private limited company at Mumbai. The following particulars of his income for the year ended 31st March, 2011 have been ascertained
1. Basic salary per month Rs.12000

2. Dearness Allowance per annum (ad hoc, i.e, not provided in the terms of employment) Rs.10000
3. Entertainment allowance per annum Rs.10000.

4. Employer’s annual contribution to the provident fund Rs.20000.

5. His own annual contribution to the provident fundRs.20000.

6. Educational allowance per annum for his two sons (for meeting the cost of their higher education) Rs.7400.

7. The company has hired a residential flat (unfurnished) and allotted it to the assesses for his stay (no rent charged from him). Rent per month Rs.3500 
8. Salary of domestic servant appointed by the employee is paid for the year by the employer Rs.4000.

9. Gas and electricity bills paid during the year by the company on his behalf Rs.6000.

10. The company provided a sweeper at the assessee’s residence. Monthly wages paid by the company Rs.200.

11. Interest from a nationalized bank received during the year Rs.4010.

12. Jolly also received gross income on units of a mutual fund during the year Rs.10000.

A small motor car belonging to the company has been provided to the assessee both for official and personal use and the company meets the entire expenses on the car’s maintenance and running.

Jolly had an insurance policy on his life for Rs.50000. He had paid the annual premium of Rs.6000 for this policy during the year.

Compute the total income of Jolly for the assessment year 2011-12 giving full reasons for the treatment of each item. Also determine his tax liability.

Ans. Computation of Total Income of Mr. Jolly for the A.Y 2011-12
	Particulars
	Working
	Details
	Amount
	Amount

	Basic 
	12000*12
	
	
	144000

	Allowances
	

	Dearness allowance
	10000
	
	10000
	

	Entertainment allowance
	
	
	10000
	

	Children education allowance 
	
	7400
	
	

	Less: Exempted u/s 10(14) 
	100*2*12
	2400
	5000
	25000

	Perquisites u/s 17(2) 
	

	Rent Free Accommodation 
(Note 1)
	Lower of 15% of salary or 42000 (i.e. Rs.3500*12)
	
	23850
	

	Salary of Domestic servant
	
	
	4000
	

	Sweeper Salary
	200*12
	
	2400
	

	Car facility
	1800*12
	
	21600
	

	Gas Electricity and Water
	
	
	6000
	57850

	Employer’s contribution to RPF
	
	
	20000
	

	Less: Exempted (Note1)
	12% of Salary
	
	17280
	2720

	Gross salary
	
	
	
	229570

	Less: Deduction u/s 16
	
	
	
	Nil

	Taxable Salary
	
	
	
	229570

	Income from other sources
	
	
	
	

	Interest from bank
	
	
	
	4010

	Gross Total Income
	
	
	
	233580

	Less: Deductions
	
	
	
	

	U/s 80C
	
	
	
	

	Life insurance premium
	
	
	6000
	

	Contribution to RPF
	
	
	20000
	26000

	Total Income
	207580


Computation of Tax Liability
	Income
	Working
	Amount

	Tax on total income
	[(Rs.160000*Nil) + (Rs.47580*10%)]
	4758

	Add: Education cess & SHEC
	3% of Rs.4758
	143



	Tax liability (Rounded off u/s 288B)
	4900


Note

1. Salary for the purpose of –
	Particulars
	RFA
	RPF

	Basic salary
	144000
	144000

	Dearness allowance as does not form a part of retirement benefit
	Nil
	Nil

	Entertainment allowance
	10000
	

	Children education allowance
	5000
	

	Total
	159000
	144000


Question 9 :  Thomas took Voluntary Retirement from State Bank of India on 1st March, 2010 under the Voluntary Retirement Scheme (VRS) and received a sum of Rs.25Lakh on account of VRS benefits. Later he started a business of plying, hiring and leasing of goods carriages from 1st June, 2010 by acquiring 3 heavy vehicles for Rs.12Lakh, 2 medium goods vehicle for Rs.5lakh and 3 Light commercial vehicles for Rs.6 Lakhs. Although, he did not maintain regular books of account for his business, the diary maintained by him reveled gross receipts of Rs.212000 for the financial year ended 31st March, 2011 and he incurred an expenditure of Rs.78300 on the business towards salaries of drivers, repairs, fuel, etc. Depreciation on vehicle is not included in the said expenditure.

During the financial year 2010-11, he received a sum of Rs.72000 on account of pension from bank contributed a sum of Rs.50000 to his PPF account maintained with the said bank in the same year. His PPF account was credited with interest of Rs.35000 during the financial year 2010-11.

Further, he had two residential properties, one is self occupied and other is let out. During the financial year 2010-11, Thomas was able to let out his property only for 11 months on a monthly rent of Rs.7000. The total municipal tax on the let out property was Rs.8000, 50% of which was paid by the tenant and 50% by him during the financial year 2010-11. The interest on loan taken for renovation of the house and actual repairs and collection charges paid are Rs.1600 and Rs.18000 respectively and the entire expenditure is borne by him. During the financial year 2010-11, he was able to recover the unrealized rent of Rs.13000 from old tenant who vacated the house during the July, 2009 after spending litigation expenses of Rs.5000. During the financial year 2010-11, Thomas suffered long term capital loss on account of sale of shares on various dates amounting to Rs.31500.
From the aforesaid information, you are required to compute the total income of Thomas for the A.Y.2011-12 giving reasons in respect of each and every item and indicate the relief / rebate / deduction which he is entitled to claim.

Ans. Computation of total income of Thomas for the A.Y.2011-12
	Particulars
	Working
	Amount
	Amount
	Amount
	Amount

	Salaries
	

	Pension
	
	
	
	
	72000

	Income from House Property
	

	Let out
	
	
	
	
	

	Gross Annual Value
	Rs.7000*11
	
	77000
	
	

	Less: Municipal tax
	Rs.8000*50%
	
	4000
	
	

	Net Annual Value
	
	
	73000
	
	

	Less: Deduction u/s 24
	
	
	
	
	

	(a)Standard Deduction 
	Rs.73000*30%
	21900
	
	
	

	(b) Interest on loan
	
	14000
	35900
	37100
	

	Self occupied
	
	
	
	
	

	Net Annual value
	
	
	Nil
	
	

	Less: Interest on loan
	
	
	Nil
	Nil
	

	Recovery of unrealized rent
	
	
	
	13000
	50100

	Profits and gains of business or profession Income of transport business
	

	- Heavy vehicle
	             Rs 5000*3*10
	
	
	150000
	

	- Medium vehicle
	Rs.4500*2*10
	
	
	90000
	

	- Light vehicle
	Rs.4500*3*10
	
	
	135000
	375000

	Gross Total Income
	
	
	
	
	497100

	Less: Deduction u/s 80C
	Deposit in PPF
	
	
	
	50000

	Total Income
	447100


Notes

1. Amount received, as compensation under VRS shall be taxable in A.Y.2010-11
2. Assessee does not maintain books of accounts, thus his income, from transport business shall be computed u/s 44AE.

3. Interest on PPF is exempt u/s 10(11)

4. Long term capital loss on shares shall not be considered as per sec. 10(38)

Question 10 :  Ronnie, a person with disability, submits the following information:

                                                                                                                      Rs.

	Salary (per annum)
	180000

	Rent received (per month)
	3500

	Dividend from co- operative society
	1000

	Interests on Bank deposits
	8000

	Interest on Government Securities
	1000

	Winning from Lotteries
	4000

	NSC (Viii Issue) purchased during the year
	10000

	Deposit under PPF Scheme
	30000


He earned a long term capital gain of Rs12000 on sale of gold during the year Compute (i) Taxable income: and (ii) Tax payable by Ronnie for the assessment year 2011-12.

Ans. Computation of Total Income of Mr. Ronnie for the A.y.2011-12
	Particulars
	Details
	Amount

	Salaries
	
	1,80,000

	Income from house property 
	

	Gross Annual Value [being rent received i.e. Rs.3500*12]
	42000
	

	Less: Municipal tax
	Nil
	

	Net Annual Value (NAV)
	42000
	

	Less: Deduction u/s
	
	

	24(a) Standard deduction [being 30% of NAV]
	12600
	

	24(b) Interest on Loan
	Nil
	29,400

	Long Term Capital Gains
	
	12,000

	Income From other sources
	

	Winnings from lottery
	4000
	

	Dividend from co-operative society
	1000
	

	Bank interest
	8000
	

	Interest on Government security
	1000
	14,000

	Gross Total Income
	
	2,35,400

	Less: Deduction u/s 
	
	

	80C (NSC 10000 + PPF 30000)
	40000
	

	80U
	50000
	90,000

	Total Income
	          145400


Computation of tax liability of Mr. Ronnie for the A.Y.2011-12
	Particulars
	Workings
	Amount

	Tax on Total income
	
	

	- On lottery income
	4000*30%
	1200

	- On other income
	As income does not exceed basic exemption limit
	Nil

	Tax liability
	
	1200

	Add: Education cess & SHEC
	3% of above
	36

	Tax liability (rounded off u/s 288B)
	1240


Question 11 : The income of an individual for the year ended 31st March, 2011 consists of the following:

	(i) Business profits (Computed after claming deduction of Rs.20000

Paid as donation to charitable institution and Rs.6000 as deposit in National Saving Certificates)
	92000

	(ii) 25% Share of profit from a firm
	50000

	(iii) Interest on government securities
	110000

	(iv) Dividends on shares of Indian Companies
	2000


Compute the total income and tax payable for the assessment year 2011-12, assuming he has deposited Rs.49, 000 in the public provident fund.

Ans. Computation of total income of ………. For the A.Y.2011-12
	Particulars
	Details
	Amount
	Amount

	Profits and gains of business or profession
	
	
	

	Business Profit
	
	92000
	

	Add: Donations
	20000
	
	

	Add; Deposit in NSC
	6000
	
	

	Add: Share of profit from a firm [Exempt u/s 10(2A]
	Nil
	26000
	118000

	Income from other sources
	
	
	

	Dividend from other sources
	
	
	

	Dividend [Exempt u/s 10(34)]
	
	Nil
	

	Interest on Government security
	
	110000
	110000

	Gross Total Income
	
	
	228000

	Less: Deduction u/s
	
	
	

	80C (NSC 6000+PPF 49000)
	
	55000
	

	80G [50% of eligible donation i.e. 10% of Rs.(228000 – 55000)]
	
	8650
	63650

	Total Income
	164350

	Tax on above [103% of {(RS.160000*0%) + (Rs.4350*10%)}]

[Rounded off]
	450


Question 12 :  Satish is a State Government employee and the salary and other emoluments received by him during the previous year 2010-11 are as under
	Basic salary
	Rs.10000 per month

	Dearness allowance
	40% of basic salary

	Entertainment allowance
	Rs.8000

	Medical expenses reimbursed
	Rs.25000

	Professional tax paid
	Rs.5000 of which Rs.4000 paid by employer

	Free car facility provided by the employer for which expenditure incurred by employer is Rs.42000

	Contribution to provident fund
	Rs.12000


He has no other income. Compute the taxable income of Satish for the assessment year 2011-12.
Ans. Computation of Total Income Mr. Satish for the A.Y.2011-12
	Particulars
	Working
	Details
	Amount
	Amount

	Basic
	
	
	
	120000

	Allowances
	
	
	
	

	Dearness allowance
	
	
	48000
	

	Entertainment allowance
	
	
	8000
	56000

	Perquisites u/s 17(2)
	
	
	
	

	Medical expenses reimbursed
	
	25000
	
	

	Less: Exempted 
	
	15000
	10000
	

	Professional tax paid by employer
	
	
	4000
	

	Car facility (Note)
	Rs.1800*12
	
	21600
	35600

	Gross Salary
	
	
	
	211600

	Less: Deduction u/s 16
(ii) Entertainment Allowance
	
	
	5000
	

	(iii) Professional tax
	
	
	5000
	10000

	Gross Total Income
	
	
	
	201600

	Less: Deductions
	
	
	
	

	U/s 80C
	
	
	
	

	Contribution to PF
	
	
	
	12000

	Total Income
	189600


Note: Assuming that car (not more than 1.6 cc) is used partly for personal purpose and partly for office purpose.
Question 13 :  Kundan submits the following information for the assessment year 2011-12:

	Income from Business
	
	Rs.20000

	Property Income
	House A
	House B

	
	(Rs.)
	(Rs.)

	Municipal valuation
	17540
	40000

	Municipal tax paid by tenant
	1500
	2000

	Land revenue paid
	1000
	8000

	Rent received
	19000
	34000

	Insurance premium paid
	250
	1000

	Repairs paid by tenant
	250
	9000

	Interest on borrowing capital for payment of municipal tax of House Property
	100
	200

	Nature of occupation
	Let out for residential
	Let out for business

	Date of completion of construction
	01.04.1993
	01.04.1991


Determine the taxable income of Kundan for the asst. Year 2011-12.
Ans. Computation of total income of Kundan for A.Y.2011-12
	Particulars
	Details
	Details
	Amount
	Amount

	Income from house property
	
	
	
	

	House A: Let out [ Sec23(1)
	
	
	
	

	Gross annual Value [Higher of Municipal Value or Rent Received]
	
	19000
	
	

	Less: Municipal Tax
	
	Nil
	
	

	Net annual Value
	
	19000
	
	

	Less: Deduction u/s
	
	
	
	

	24(a) Standard Deduction
	5700
	
	
	

	24(b) Interest on loan (3/4th)
	Nil
	5700
	13300
	

	House B: Let out[Sec .23(1)
	
	
	
	

	Gross Annual Value [Higher of Municipal Value or Rent Received]
	
	40000
	
	

	Less: Municipal Tax
	
	Nil
	
	

	Net Annual Value
	
	40000
	
	

	Less: Deduction u/s
	
	
	
	

	24(a)Standard Deduction 
	12000
	
	
	

	24(b) Interest on Loan
	Nil
	12000
	28000
	41300

	Profits and gains of business or profession
	
	
	
	20000

	Gross Total Income
	
	
	
	61300

	Less: Deductions u/ch VIA
	
	
	
	Nil

	Total Income
	
	
	
	61300


Question 14 : Jack and Jill are partners sharing profits & losses in the ratio of 2:1:1 respectively. 
Their summarized profit and loss account for the year ending 31st March, 2011 is appended below:

	
	Rs.
	
	            Rs.

	Office Salaries
	17040
	Gross Profit
	181710

	Bad Debt Reserve
	3000
	Interest on Securities
	12000

	Telephone
	6000
	Rent Received
	18000

	Salary to Jack
	9000
	
	

	Collection charges of Interest on Securities
	150
	
	

	Interest on loan from John
	6000
	
	

	Municipal Tax (Let out Property)
	3000
	
	

	Commission to partners:
	
	
	

	              John          12000                    
	
	
	

	              Jack           15000
	
	
	

	              Jill               18000
	45000
	
	

	Net Profit to Partners:
	
	
	

	              John            61260
	
	
	

	              Jack            30630
	
	
	

	               Jill               30630
	122520
	
	

	
	211710
	
	211710


Compute total income of the firm for the assessment year 2011-12 and Tax liability thereon. 
Interest paid to John has been calculated at the rate of 20% per annum simple.

Ans. Computation of Total Income of ……..for A.Y. 2011-12
	Particulars
	Amount
	Amount

	Income from House Property
	
	

	Rent Received
	18000
	

	Less: Municipal Tax
	3000
	

	
	15000
	

	Less: Standard Deduction 
	4500
	10500

	Profits and Gains of Business or Profession 
	
	

	Book Profit (as computed in Working Note)
	155070
	

	Less: Remuneration to partner (as computed in Working Note)
	54000
	101700

	Income from Other Sources
	
	

	Interest on securities
	12000
	

	Less: Collection charges of interest on securities
	150
	11850

	Total Income
	123420

	Tax on above @ 30.9% [rounded off]
	38140


Working 1 Computation of remuneration allowed to the partners.
	Particulars
	Details
	Amount

	Net profit as per Profit & Loss account
	
	122520

	Add: Expenditure disallowed but debited in P/L A/c 
	
	

	Bad Debts Reserve
	3000
	

	Interest on loan from John (in excess of 12% [Rs.6000/20%*8%] 
	2400
	

	Collection charges of interest on securities
	150
	

	Municipal Tax 
	3000
	

	Remuneration to partners [to be treated separately]
	
	

	- Salary to Jack
	9000
	

	- Commission to partners
	45000
	62550

	
	
	185070

	Less: Income taxable under other heads
	
	

	Interest on securities
	12000
	

	Rent Received
	18000
	30000

	Book profit 
	
	155070

	Remuneration paid to the partners (being minimum)
	
	

	- Actual remuneration 
	54000
	

	- Maximum remuneration u/s 40(b) [155070*90% or Rs.150000, whichever is higher]
	150000
	54000


Question 15 : Robbert, age 70 yrs ,a US National came to India for  first time on 1st November, 2010 for a period of six months. He declared following incomes during the previous year ending 31st March, 2011:

i) Salary received in India for four months at the rate of Rs.75000 per month.

ii) Interest on fixed deposit in a Bank in India: Rs.50000

iii) Income from Agricultural in USA: Rs.1000000

iv) Income from a business in Nepal being controlled from India : Rs 200000

v) Salary earned in USA remitted into India in the previous year :Rs.500000

You are required to compute Robbert’s taxable income and tax liability for the assessment year 2011-12.

Ans. Number of days Mr. Robbert stayed in India can be calculated as under:
	P.Y
	Apr
	May
	Jun
	July
	Aug
	Sep
	Oct
	Nov
	Dec
	Jan
	Feb
	Mar
	Total

	10-11
	-
	-
	-
	-
	-
	-
	-
	30
	31
	31
	28
	31
	151


Since Mr. Robbert resides in India only for 151 Days in the previous year 2010-11, he does not satisfy any of the conditions specified in sec. 6(1). He is therefore, non – resident in India for the previous year relevant to the assessment year 2011-12.
Computation of Total Income of Mr. Robbert for the A.Y.2011-12
	Particulars
	Amount
	Amount

	Salaries
	
	

	Salary received in India [Rs.75000*4Months]
	300000
	

	Salary earned in USA remitted into India in the previous year
	Nil
	300000

	Profit & gains of business or profession
	
	

	Income from a business in Nepal being controlled from India.
	
	Nil

	Income from Other Sources
	
	

	Interest on fixed deposit in a bank in India
	50000
	

	Income from agricultural in USA
	Nil
	50000

	Gross Total Income
	350000

	Less: Deduction u/s 80
	Nil

	Total Income
	350000

	Tax on above incl Education cess
	19570


Question 16 : Rajan is an employee of a private limited company and gets the following emoluments during the previous year ended on 31st March, 2011 :

	Salary
	Rs.96000

	Salary in Lieu of leave
	Rs.6000

	Entertainment allowance
	Rs.10000

	Commission
	Rs.8000


Rajan’s son studies in a school which is owned and maintained by the company. The cost of education in a similar school in the locality is Rs.12000 per year, but the company charges Rs.4000 from Rajan. Salary of a domestic servant provided to Rajan by the company is Rs.6000 and the same is paid by the company. The company purchases a computer on 1st April, 2010 for Rs.50000 which is given to Rajan for office and private use. The company purchases a refrigerator for Rs.20000 on 30th June, 2010 for personal use of Rajan. Rajan and the company both contribute Rs.12000 towards recognized provident fund. Rajan deposits Rs.40000 towards public provident fund. Rajan earns Rs.100000 by way of rent from a vacant plot of land. Compute the taxable income and tax liability of Rajan for the assessment year 2011-12.

Ans. Computation of Total Income of Rajan for A.Y.2011-12
	Particulars
	Details
	
	Details
	Details

	Salaries
	

	Basic
	
	
	96000
	

	Salary in Lieu of leave
	
	
	6000
	

	Commission
	
	
	8000
	

	Allowance : Entertainment Allowance 
	
	
	10000
	

	Perquisites
	

	Education facility       [Exempt]
	
	Nil
	
	

	Domestic Servant facility
	
	6000
	
	

	Computer facility [Exempted]
	
	Nil
	
	

	Refrigerator facility [Rs.20000*10% 9/12]
	
	1500
	7500
	

	Employer’s Contribution to RPF

Less: Exempted up to 12% of  salary [Rs.96000*12%] [Note1]  
	
	12000

11520
	480
	127980

	Income from other sources
	
	
	
	

	Rent received
	
	
	
	100000

	Gross Total Income
	
	
	
	227980

	Less: Deduction u/s 80C
	
	
	
	

	Employee’s Contribution to RPF
	
	
	12000
	

	Investment in PPF 
	
	
	40000
	52000

	Total income
	175980

	Tax on above
	1650


1 It is assumed that commission received from employer is not linked to turnover.

Question 17 :  From the following profit and loss account of Vinay for the year ended 31st March, 2011, Compute his total income and tax liability for the assessment year 2011-12:

	
	Rs.
	
	Rs.

	Interest on capital
	12000
	Gross profit
	510000

	Insurance
	2000
	Brokerage
	30000

	Bad debts
	30000
	Bad debts recovered

(earlier allowed as deduction)
	15000

	Depreciation
	34000
	
	

	Advance tax 
	25000
	
	

	General expenses
	12000
	Sundry receipts
	18000

	Advertisement
	5000
	Interest on debentures
	

	Salary (including salary to Vinay Rs.20000)
	
	
	

	Interest on loan
	8000
	
	

	Net profit
	400000
	
	

	
	613000
	
	613000


Additional Information:

a. The amount of depreciation allowable as per income – tax rules is Rs.42000

b. General expenses include Rs.5000 given as Contribution to a political party.

c. Vinay pays Rs.5200 as premium on his own life insurance policy of Rs.50000.

d. Loan was obtained for payment of income – tax.

Ans. Computation of gross total income of Vinay for the A.Y.2011-12
	Particulars
	Amount
	Amount

	Profits and gains of business or profession
	

	Net profit as per books of account
	
	400000

	Add: Expenditure disallowed but debited in P/L A/c
	
	

	Interest on Capital
	12000
	

	Income – tax paid
	25000
	

	Salary to Vinay
	20000
	

	Donation to Political Party
	5000
	

	Interest on loan was taken for payment of income tax
	8000
	70000

	
	
	470000

	Less: Expenditure allowed but not debited in P/L A/c
	
	

	Depreciation (Shortfall)
	8000
	

	Less: Income under other head but credited in P/L A/c
	
	

	Interest on debentures 
	40000
	48000

	Profits & Gains of Business or Profession 
	
	422000

	Income from Other Sources
	

	Interest on debentures
	
	40000

	Gross Total Income
	
	462000

	Less: Deductions
	
	

	U/s 80C [LIP Paid]
	5200
	

	U/s 80GGC [Donation to Political Party]
	5000
	10200

	Total Income
	
	451800

	Tax on above
	
	

	103% of [RS.160000 * 0% + Rs Rs.2,91,800 *10%]
	
	29,180

	Less: Prepaid tax
	
	

	Advance tax
	25000
	

	Tax deducted at source
	4000
	29000

	Tax Payable 
	
	180


Question 18. A building was acquired by A in 1974 for Rs.50,000. He spent Rs.40,000 in year 1979 for some additions to that building. He further spent Rs.1,00,000 for construction of additional room in the year 1984-85. A died in 1992-93 and the same property passed on to his son B under a will. The market value as on that date was Rs.10,00,000. B spent Rs.2,00,000 on 5-1-1994 for further addition in that building. On 6-7-2003 the building was converted into stock-in-trade. Market value of that building as on that date was Rs. 15,00,000. The above building was sold on 5-1-2011 for Rs.17,00,000. Compute capital gain and any other income which is liable to tax. Market value of the above building as on 1-4-1981 was Rs.2,00,000. C.I.I. of previous years 1984-85, 1992-93, 1993-94, 2003-04 and 2010-11 is 125, 223, 244, 463 and 711 respectively.

Ans : 

Capital gains for Assessment year 2011-12
	Business income
	Rs.
	Rs.

	Sales price
	17,00,000
	

	Less: Market value on the date of conversion
	15,00,000
	2,00,000

	Capital Gain
	
	

	Long-term capital gain u/s 45(2)
	
	

	Consideration price (market value)
	
	15,00,000

	Less: Indexed cost of acquisition – Rs.2,00,000 X 
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	4,15,247
	

	Indexed cost of improvement
	
	

	By previous owner (Rs.1,00,000 X  
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)
	3,70,400
	

	By B (Rs. 2,00,000 X 
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)
	3,79,508
	11,65,155

	Long-term capital gain
	
	3,34,845


Question 19 :  ‘A’, a resident of India, purchased 1,000 Listed prefence shares  of Rs. 10 each at Rs.115 per share from a broker on 5-4-1997. He paid Rs.2,000 as brokerage. On 2-3-2002 he was given bonus shares by the company on the basis of one share for every 2 shares held. On 24-2-2008 he was given a right to acquire 1,000 right share @ Rs.60 per share. He acquired 50% of the right shares offered and sold the balance 50% of the right for a sum of Rs.45,000 on 3-4-2010. The right shares were allotted to him on 20-4-2010.


All the shares held by him were sold on 24-3-2011 @ Rs.260 per share.

(a) Compute Capital gain and tax for the assessment year 2011-12 assuming his income from other sources is Rs.42,000.

(b) What shall be your answer if these are listed equity shares

Solution (A)
Capital Gains for Assessment year 2011-12
	Capital gain on original shares i.e. 1,000 shares
	

	Full Value of consideration (1,000 X 230)
	2,60,000

	Less: Indexed cost of acquisition – Rs.1,17,000 X  
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	2,51,320

	Long-term capital gain after indexation
	8,680

	Long-term capital gain (without indexation) 2,60,000 – 1,17,000 = 1,43,000
	

	Capital gain on bonus shares

	Full Value of consideration (500 X 260)
	1,30,000

	Less: Indexed cost of acquisition
	Nil 

	Long-term capital gain with indexation
	1,30,000

	Long-term capital (without indexation) 1,30,000 – Nil = 1,30,000
	

	Capital gain on Right shares
	

	Full Value of consideration (500 x 260)
	1,30,000

	Less: Cost of acquisition (500 X 60)
	30,000

	Short-term capital gain
	                1,00,000

	Capital gain on the sale renounced right

	Sale price
	45,000

	Less: Cost of acquisition 
	Nil

	Short term capital gain
	45,000

	Tax on long-term capital gain on shares
	@ 20% 

(after indexation)
	@ 10%

(without indexation)

	Original shares
	1,736
	                   14,300

	Bonus shares
	26,000
	13,000

	Take in each case which ever is minimum
	
	

	Thus it will be Rs.1736 + 13,000
	14,736
	

	Tax on other income 42,000 + 1,00,000+45,000 = 1,87,000
	2,700
	

	Tax
	17,436
	

	Add: Education cess @ 3%
	523
	

	Total tax payable
	17,959
	

	Tax rounded off
	17,960
	


(B) Since share are Equity shares, long-term capital gain on original shares amounting to Rs.6,604 and on bonus shares amounting to Rs.1,30,000 shall be exempt.

Short term capital gain on right shares shall be taxable @ 15% but short-term capital gain on renounced right shall be taxable at the normal rate and included in other income. 

Thus tax will be calculated as under:

	Tax on other income at slab rates

42,000 + 45,000  ( 73,000 shifted to STCG on sale of right shares)
	                     Nil

	Tax on short-term capital gain on Sale of right shares 

15% of (1,00,000 -73,000)
	4,050

	Total tax
	4,050

	Add: Education cess @ 3%
	121.50

	Total tax payable
	4,170


Question 20 :  A sold on 31-10-2010 an agricultural land in urban area, which he has been using for agricultural purposes for several years, for Rs.16,00,000. He acquired that land in 1978 for Rs.1,00,000. The market value of such land as on 1-4-1981 was Rs.2,00,000. He purchased rural agricultural land for Rs.3,50,000 on 25-2-2011 which was sold for Rs.5,00,000 on 15-5-2011. Further, a sum of Rs.5,00,000 was invested by him in purchase of residential property on 25-5-2011. He owned only on house property before this date. The new house property was sold on 31-8-2011 for Rs.20,00,000. Compute Capital gain for assessment year 2011-12 and assessment year 2012-13.

Solution:

Capital gain for Assessment year 2011-12
	
	Rs.
	Rs.

	Value of consideration
	
	20,00,000

	Less: Indexed cost of acquisition – Rs.2,00,000 X 
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	14,22,000

	
	
	  5,78,000

	Less: Capital gain exempt
	
	

	u/s 54B
	3,50,000
	

	u/s 54F (Rs.5,78,000 X 
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)
	1,44,500
	

	
	4,94,500
	

	Long-term capital gain
	
	    83,500


Assessment year 2012-13
	Sale price of house property
	6,00,000

	Less: Cost of acquisition
	5,00,000

	Short-term capital gain
	1,00,000


	1. Rs.1,84,000 exempt earlier u/s 54F shall also be taxable as long-term capital gain in the previous year 2011-12 i.e., the year of sale of new house property.

2. Sale of rural land  is not a capital asset for capital gain purpose.


Question 21 :  A has computed his income under various heads for the previous year 2010-11 as under:

	
	
	Rs.

	(a) Income under the head salary
	
	2,26,000

	(b) Income under the head house property
	
	(-) 10,000

	(c) Profits and Gains of business or profession
	
	40,000

	(d) Capital Gains – Short Term 
	20,000
	

	                               Long-term     
	30,000
	50,000

	(e) Income from other sources
	
	

	         Winnings of lotteries    
	10,000
	

	        Interest on Government Securities
	12,000
	22,000

	A also submits the following information:
	
	

	(1) Payment made by credit card for Mediclaim policy
	
	6,000

	(2) Expenses on Medical treatment of dependant son being a person with disability
	
	15,000

	(3) Payment of interest to Canara bank, which was taken for education of step child
	
	25,000

	(4) Donation to:
	
	

	Prime Minister’s Drought Relief Fund
	
	1,000

	National Fund for communal Harmony
	
	2,000

	Jawaharlal Nehru Memorial fund
	
	2,000

	Prime Minister’s National Relief Fund
	
	1,200

	Government for Family Planning 
	
	27,000

	Approved Charitable Institution
	
	3,000


(A) Compute the Total for assessment year 2011-12.

(B) Compute the Tax liability if he deposits Rs.20,000 in his PPFaccount during p/y.

Solution :

	
	Rs
	Rs.

	(A) Income from salary 
	
	2,26,000

	     Loss from house property
	
	(-) 10,000

	     Business income
	
	40,000

	    Capital Gain Short-term
	20,000
	

	                        Long-term
	30,000
	50,000

	Income from other sources (10,000 + 12,000)
	
	22,000

	Gross Total Income
	
	3,28,000

	Less: Deduction u/s 80C to 80U
	
	

	(i) U/s 80C
	20,000
	

	(ii) U/s 80D
	6,000
	

	(iii) U/s 80DD
	50,000
	

	(iv ) U/s 80E
	25,000
	

	(v) U/s 80G (Calculated as under)
	24,400
	1,25,400

	Total Income
	
	2,02,600

	 (A) Donation to which qualifying limit is not applicable:
	
	

	         (a) Allowed @ 100%
	
	

	              (i) National Fund for Communal Harmony
	2,000
	

	              (ii) Prime Minister’s National Relief Fund
	1,200
	3,200

	        (b) Allowed @ 50%
	
	

	              (i) Prime Minister’s Drought Relief Fund (1,000)
	500
	

	              (ii) Jawaharlal Nehru Memorial Fund (2,000)
	1,000
	1,500

	  (B) Donations to which qualifying limit is applicable:
	
	

	        (i) Government for family planning
	27,000
	

	        (ii) Approved charitable institutions
	3,000
	

	
	30,000
	

	Limited to 10% of Adjusted
	
	

	Adjusted Gross Total Income i.e., Rs.1,97,000 and it shall be Rs.19,700. Since donations to Family Planning are more than the maximum allowable, hence 100% of the qualifying amount will be allowable
	19,700
	19,700

	Total deduction for donation u/s 80G
	
	24,400


 Working Note
	Adjusted Gross Total Income is computed as under:

	
		Rs.

	Rs.


	(A) Gross Total Income

Less: (1) Long-term Capital Gain

          (2) Deductions u/s 80C to 80U

           (20,000 + 6,000 + 50,000 + 25,000) 

	30,000

1,01,000

	3,28,000

1,31,000


			1,97,000


	(B) Tax on Rs.2,02,600 shall be calculated as under:

   At special rate

	
	  (a) On lottery income of Rs.10,000 @ 30%

	3,000


	  (b) on long-term capital gain of Rs.30,000 @ 20%

	6,000


	At slab rate

	
	Other income without long-term capital gain and lottery i.e. Rs.1,62,600

	  260


		9,260


	Add: Education cess @ 3%

	277.80


	Tax liability

	9,537.80


	Tax rounded off

	9,540



	


Question 22 : A submits you the following particulars for the previous year 2010-11.

	1. 
	Income under head Salary (computed)
	2,26,000

	2. 
	Income from house property (computed)
	57,000

	3. 
	Long-term capital gain
	50,000

	4. 
	Short-term capital loss
	20,000

	5. 
	Profits and gains from business of poultry farming
	60,000

	6. 
	Interest on government securities
	6,000

	7. 
	Interest on bank deposits
	6,000

	8. 
	Interest on deposits (Gross)
	4,000


Compute his total income and tax payable for the assessment year 2011-12 by taking into consideration the following payments:

	LIP on his own life
	10,000

	PPF
	30,000

	Donation to National Children Fund
	5,000

	Donation to Prime Minister’s Relief fund
	6,000

	Donation to approved charitable institution
	20,000

	Donation to Government for family planning
	14,000

	Payment by cheque to GIC for insuring
	

	(a) Health of his wife
	8,000

	(b) Health of dependant son
	9,000

	(c) Dependant father (aged 66 years and resident in India)
	20,000

	(d) Dependant brother
	1,500

	Expenses on medical treatment of a dependant relative, being a person with disability
	6,000

	Amount deposited in UTI Scheme for dependant relative (handicapped)
	25,000

	Payment of interest on account of loan undertaken from charitable institution for the education of his son doing M.B.A
	30,000


Solution: 

	
	Rs.
	Rs.
	Rs.

	Income from Salary
	
	
	2,26,000

	Income from House Property
	
	
	57,000

	Income from business
	

	Profit from Poultry Farming
	
	
	60,000

	Income from Capital Gain
	
	
	

	  Long-term Capital Gain
	
	50,000
	

	  Short-term Capital Loss
	
	20,000
	30,000

	Income from other sources:
	

	Interest on Government securities
	
	6,000
	

	Interest on Bank Deposit
	
	6,000
	

	Interest on deposits
	
	4,000
	16,000

	Gross Taxable income
	
	
	3,89,000

	Less: Deduction u/s 80C to 80U
	
	
	

	(1) 80C (10,000 + 30,000)
	
	40,000
	

	(2) 80D Insurance on wife
	8,000
	
	

	Insurance on dependant son
	9,000
	
	

	Insurance on dependant father
	20,000
	
	

	Insurance on dependant brother
	Not allowed
	
	

	
	37,000
	
	

	But limited to Rs.15,000, for family and Rs.20,000 for father being senior citizen whether (dependant or not)
	35,000
	
	

	(3) U/s 80DD
	50,000
	
	

	(4) U/s. 80E 
	30,000
	
	

	(5) U/s. 80G National Children Fund (50% of 5,000)
	2,500
	
	

	PM’s Relief Fund (100%)
	6,000
	
	

	Approved Charitable Fund (20,000) and
	
	
	

	Family Planning (14,000) Total Rs. 34,000
	
	
	

	But Limited to 10% of Adjusted Gross Total

Income i.e. Rs.20,400 
	
	
	

	
	
	
	

	Gross Total Income- LTCG – All the deductions under section 80C to 80U except u/s 80G 

(3,89,000 – 30,000 – 1,55,000 = 2,04,000)

	Therefore 14,000 – 100%
	14,000
	
	

	Balance 6,400 – 50%
	3,200
	25,700
	1,80,700

	Total Income
	
	
	2,08,300

	Tax on Rs.2,08,300 shall be as under:
	
	
	

	On LTCG of Rs.30,000 @ 20%
	
	6,000
	

	Other income Rs.1,78,300 at normal rate
	
	1,830
	

	Tax payable
	
	7,830
	

	Add: Education cess @ 3%
	
	234.90
	

	Total Tax payable
	
	8064.9
	

	Rounded off
	
	8060.00
	


Question 23 :  X is totally blind. Determine his net income for the assessment year 2011 -12:

	Salary from a publishing house for working as an artist (gross)
	4,96,000

	Special allowance from the employer
	1,07,000

	Transport allowance for commuting between office and residence
	19,200

	Cash award received from the Government
	1,10,000

	Remuneration for setting question papers
	12,000

	Interest on debentures
	71,000

	Dividend from a foreign company
	11,200

	Collection charges of question paper setting remuneration 
	1,100

	Contribution towards recognized provident fund
	62,000

	Payment of insurance premium on the life of Mrs. X (sum assured : Rs.50,000)
	12,500

	Contribution to Prime Minister’s National Relief Fund
	11,800


Solution:

	Income from Salary
	

	Basic salary
	
	4,96,000

	Special allowance
	
	1,07,000

	Transport allowance
	
	Nil

	Gross salary
	
	6,03,000

	Less: Standard deduction
	
	Nil

	Salary income
	
	6,03,000

	Income from Other Sources
	
	

	Cash award from the Government [Exempt under section 10(17A) ]
	----*
	

	Remuneration for paper setting
	12,000
	

	Interest on debentures
	71,000
	

	Dividend from a foreign company
	11,200
	

	
	94,200
	

	Less: Collection charges
	1,100
	93,100

	Gross total income
	
	6,96,100

	Less: Deductions under section 80C to 80U
	
	

	Under section 80C
	
	72,000

	Under section 80G
	
	11,800

	Under section 80U
	
	1,00,000

	Net income (rounded off)
	
	5,12,300


Note: Transport allowance is exempt up to Rs.1,600 per month if the taxpayer is a blind or an orthopaedically handicapped.

Question 24 :  X (age : 62 years) is an employee of a Private limited company in Mumbai. He gets Rs.45,000 per month as salary. Besides, the employer provides a furnished housing facility (house being owned by the employer) at concessional rate (fair rent of unfurnished house : Rs.1,28,000; rent of furniture: Rs.1,29,300; rent paid by X : Rs. 1,36,000) ; and medical allowance at the rate of Rs.1,500 per month.

	
	Rs.

	Long-term capital gains in respect of commercial buildings
	1,17,000

	Long-term capital gains in respect of shares (non-listed)
	1,10,000

	Income from horse races (gross)
	1,04,000

	Winning from lottery (gross)
	2,75,000

	Expenditure on recovery of lottery prize
	26,000

	Interest from IFCI
	18,000

	Interest paid on capital borrowed from the purpose of investment in bonds of IFCI
	18,500

	Interest on company deposit
	48,200

	Insurance premium paid on a joint life policy on the life of X and Mrs. X

(Sum assured : Rs.90,000)
	24,000

	Mediclaim insurance on the life of X’s father
	16,000


Solution: 

	Income from Salary [see note 2]
	
	6,35,000

	Capital Gain (Rs.1,17,000 + Rs. 1,10,000)
	
	2,27,000

	Income from Other Sources
	.

	Income from horse races
	1,04,000
	

	Winnings from lotteries
	2,75,000
	

	
	3,79,000
	

	Less: Expenses (not deductible)
	---
	3,79,000

	Interest from IFCI

Less: Interest
	18,000

18,500
	(-) 500

	Income from company deposit
	
	48,200

	Gross Total Income
	
	12,88,700

	Less: Deduction under section 80C to 80U
	

	Under section 80C 
	
	18,000

	Under section 80D
	
	16,000

	Under section 80GG [see Note 3]
	
	24,000

	Net income
	
	12,30,700


Notes: 

	1. Computation of tax liability
	
	

	Income Tax
	
	

	- On Rs.3,79,000 @ 30%
	
	1,13,700

	- On Rs.2,27,000 @ 20%
	
	45,400

	- On balance (i.e., Rs.12,30,700 – Rs.3,79,000-Rs.2,27,000) 
	
	58,940

	Tax 
	
	2,18,040

	Add: Education cess (3% of tax ) 
	
	6,541.20

	Tax liability (rounded off)
	
	2,24,580

	2. Computation of Salary income
	
	

	Basic salary (Rs.45,000 x 12)
	
	5,40,000

	Medical allowance (Rs.1,500 X 12)
	
	18,000

	Value of perquisite in respect of concession in rent:
	
	

	Valuation of unfurnished house (15% of salary is taxable)
	83,700
	

	Add: Rent of furniture 
	1,29,300
	

	
	2,13,000
	

	Less: Rent paid by X
	1,36,000
	77,000

	Gross salary
	
	6,35,000

	Less: Standard deduction 
	
	----

	Income from salary
	
	6,35,000


3. Computation of amount deductible under section 80GG in respect of rent paid it is the least of the following:

a. Rs.24,000;

b. Rs.2,56,925 (being 25% of Adjusted total income*); or

c. Rs.33,230 (being the excess of rent paid, i.e., Rs.1,36,000 over 10% of total income*).

Rs.24,000, being the least, is, therefore, deductible
*Adjusted GrossTotal income for this purpose:

Gross total income (excluding long-term capital gains)                                                     10,61,700

Less: Deduction under sections 80C to 80U (except section 80GG)                                      34,000
Total income for the purpose of section 80GG                                                                  10,27,700

Question 25 : For the assessment year 2011-12, X (age : 61 years), a resident individual, furnishes the following information:

	Basic pay
	1,20,000

	Project allowance
	29,400

	Education allowance (Rs.200 per month for two sons and Rs.150 per month for a daughter)
	6,600

	Hostel expenditure allowance (Rs.650 per month for one child )
	7,800

	Transport allowance (for journey between office and residence)
	9,600

	Free car (1150cc) facility for X for official and private purposes, cost to the employer-company 
	27,000

	Free meals in office ( cost of per meal Rs.100)
	12,700

	Employer’s contribution towards unrecognized provident fund
	3,000

	Share of profit from :
	

	· A firm
	36,000

	· A Hindu undivided family
	18,000

	Income from betting
	2,400

	Income from business
	4,81,600

	PAYMENTS AND INVESTMENT
	

	Contribution towards unrecognized provident fund
	6,700

	Payment of premium on mediclaim insurance policy on X’s father who is resident in India
	500

	Payment of premium on own mediclaim policy
	16,000

	Investment in National Savings Certificates VIII issue
	5,000

	Donation to an approved public charitable institution
	3,000

	Determine the net income of X for the assessment year 2011-12.
	


Solution:

	INCOME FROM SALARY
	Rs.
	Rs.
	Rs.

	BASIC PAY
	
	1,20,000
	

	Project allowance
	
	29,400
	

	Education allowance:
	6,600
	
	

	Less: Exempt (Rs.100 X 2 X 12)
	2,400
	4,200
	

	Hostel allowance: 
	7,800
	
	

	Less: Exempt (Rs.300 X 12):
	3,600
	4,200
	

	Transport allowance
	9,600
	
	

	Less: Exempt
	9,600
	Nil
	

	Perquisite in respect of car  1800x12
	
	21,600
	

	Perquisite in respect of free meals 

127 x [100-50]
	
	6,350
	

	Employer’s contribution towards unrecognized provident fund (*not taxable even if it exceeds 12% of salary)
	
	Nil* 
	

	Gross salary
	
	1,85,750
	

	Less:  deduction 
	
	--
	1,85,750

	PROFITS AND GAINS OF BUSINESS OR PROFESSION
	

	Income from business
	
	4,81,600
	

	Profits from a firm [exempt]
	
	Nil 
	

	Profit from a Hindu undivided family [exempt]
	
	Nil 
	4,81,600

	INCOME FROM OTHER SOURCES
	

	Income from betting
	
	
	2,400

	Gross total income
	
	
	6,69,750

	Less: Deductions under sections 80C to 80U
	

	Under section 80C [investment in NSC]
	
	
	5,000

	Under section 80D (i.e., own mediclaim insurance premium : Rs.15,000 (maximum) plus mediclaim insurance premium on the life of his father who is resident and who is of more than 65 years)
	
	
	15,500

	Under section 80G [i.e., 50% of Rs.3,000]
	
	
	1,500

	Net income
	
	
	6,47,750


Question 26 :  X (28 years) is employed by a private sector company, monthly salary being Rs.40,000. He holds 100 shares in the company and is a member of Board of Directors of  company. The employer company provides the following allowances/perks:

1. Free car only for personal use – expenditure incurred by the employer (including depreciation & salary of driver) : Rs.1,23,000, 10 per cent of the expenditure is attributable for covering the distance between office and residence.

2. Expenditure on providing computer training to X (Rs. 8,000), his wife (Rs. 4,300) & his children (Rs.3,000).

3. Special allowance : Rs.1,20,000.

4. Ordinary medical facility in a hospital owned by the employer : Rs.15,700 (being cost to  employer).

5. Reimbursement of expenses on medical treatment of Mrs. X outside India – expenditure on medical treatment : Rs.6,62,000 (permission of RBI is taken), expenditure on travel of Mrs. X and X outside India for treatment of Mrs. X : Rs.2,70,000, expenditure on boarding and lodging outside India of Mrs. X and X : Rs.3,17,000 (permission of RBI is taken).

6. Furniture provided to X : Rs.14,000 (being market rent of the furniture, original cost to the employer: Rs.2,20,000).

During the previous year 2010-11, X has the following other income:

1. He sold a residential house on May 5, 2010 for Rs. 12,37,000 (it was purchased in 1986 ; indexed cost of acquisition : Rs.12,25,735). He purchased Jewellery on April 6, 2010 for Rs.12,40,000. He, however, sells the jewellery on March 30, 2011 for Rs.12,95,000.

2. He owns a flat which is self-occupied for residential purposes (municipal valuation being Rs.70,000). A loan of Rs.8,00,000 was taken from LIC to finance purchase of the flat. During 2009-10, he pays Rs.33,000 (Rs.17,000 interest and Rs.16,000 as repayment of loan) to LIC.

3. Winning from lotteries: Rs.1,10,500 (gross) received on December 17, 2010.

4. Interest on company deposit received by minor son of X : Rs.23,700 (income of Mrs. X is lower).

5. Income from Agriculture in India : Rs.1,60,000.

6. On January 29, 2011, X gets a cash gift of Rs.30,000 from his friend in foreign currency outside India. No other gift is received from any person during the previous year.

During the previous year 2010-11, he donates Rs.10,000 to a public charitable institution and deposits Rs.70,000 in the public provident fund. Find out the amount of income and tax liability for the assessment year 2011-12.

Solution : 

	
	Rs.
	Rs.

	Salary [see Note 1]
	
	10,10,000

	Income from House Property
	
	(-)17,000

	Capital gains [see Note 2]
	

	Sale proceeds of house
	12,37,000
	

	Less: Indexed cost of acquisition
	12,25,735
	

	Long-term capital gain
	
	11,265

	Short-term capital gain (i.e., RS.12,95,000 – Rs.12,40,000)
	
	55,000

	Income from other sources 
	

	Winnings from lotteries
	1,10,500
	

	Gift from friend [nothing is taxable since the quantum of gift received during the previous year does not exceed Rs.50,000]
	Nil 
	

	Minor  income (Rs.23,700 – Rs.1,500)
	22,200
	1,82,700

	Gross Total Income
	
	12,41,965

	Less: Deduction u/s 80C [Rs.16,000 (repayment of loan to LIC) and Rs.70,000(PPF)]
	
	86,000

	Less: Deduction under section 80G
	
	5,000

	Net income (rounded off)
	
	11,50,970

	Computation of tax
	
	

	1. Tax on Rs.13,10,970 (being Rs.11,50,970 + agricultural income) [Note 3]
	
	         2,46,164

	2. Tax on Rs.3,20,000 (being agricultural income + Rs. 1,60,000)
	
	16,000

	3. (1) – (2) 
	
	2,30,164

	6. Add: Education Cess (3% of tax )
	
	6,905

	7. Tax liability (rounded off)
	
	2,37,070


Notes:

	1. Income from Salaries
	

	Basic salary
	4,80,000

	Car   [1,23,000X 90%]
	1,10,700

	Expenditure on training of X
	Nil

	Expenditure on education of X’s family members
	7,300

	Special allowance
	1,20,000

	Medical facility in a hospital owned by the employer
	Nil

	Medical treatment outside India (permitted by RBI)
	Nil

	Expenditure on travel in connection with medical treatment outside India (taxable as gross total income before including this expenditure exceeds Rs.2,00,000)
	2,70,000

	Expenditure on stay outside India (RBI’s permission is taken)
	Nil

	Furniture (10% of Rs.2,20,000)
	22,000

	Gross Salary
	10,10,000

	Less: Deduction
	----

	Salary Income
	10,10,000


3. Tax liability on Rs.13,10,970 is calculated as under:

	
	Rs.

	On Rs.11,265 [being long-term capital gain] @ 20%
	2,253

	On Rs.1,10,500 [being winning from lotteries] @ 30%
	33,150

	On the balance at the rate applicable to an individual
	2,10,761

	Total
	2,46,164


Question 27 : From following particulars, calculate the taxable income for assessment year 2011-12.

	
	Rs.

	Salary per month
	16,000

	Dearness allowance per month
	6,000

	House Rent Allowance per month (Rent paid Rs.15,000 p.m. for a house in Delhi)
	10,000


House property is let out on a monthly rent of Rs.2,000. The annual value of the house property is Rs.30,000. Municipal tax paid is Rs.1,800 for whole year. Re-payment of house building loans taken from friends is Rs.5,000 and from Life Insurance corporation is Rs.9,000 (which includes Rs.6,000 on account of interest)

	
	Rs.

	Interest on Savings Bank A/c
	34,000

	Interest on P.P.F. A/c.
	2,000

	Income from units of Unit Trust of India
	800

	Life Insurance Premium
	6,000

	Contribution to Public Provident Fund
	6,000

	PPF
	10,000

	Interest accrued on (NSC VIII Issue)
	34,000


The construction of the building was completed on  1-1-1992

Solution:

	
	Rs.
	Rs.
	Rs.

	1. Income from Salary
	

	Basic pay
	
	1,92,000
	

	Dearness allowance
	
	72,000
	

	House rent allowance (Rs.1,20,000 – 96,000) see note below
	
	24,000
	

	Gross salary
	
	2,88,000
	

	Less: Deduction
	
	Nil
	

	Taxable Salary
	
	
	2,88,000

	2. Income from House Property
	

	Annual Value (Actual rent or Annual ratable value whichever is higher)
	
	30,000
	

	Less: Municipal Taxes Paid
	
	1,800
	

	
	
	28,200
	

	Less: (i) Standard deduction @ 30%
	8,460
	
	

	(ii) Interest on amount borrowed for construction
	6,000
	14,460
	13,740

	Income from Other Sources:
	

	Interest on Saving Bank A/c 
	
	34,000
	

	Dividends on Units of UTI
	
	Exempt
	

	Interest accrued on NSC VIII Issue
	
	34,000
	68,000

	Gross total Income
	
	
	3,69,740

	Less: Deduction u/s 80C
	
	
	59,000

	Total Income
	
	
	3,10,740

	Deduction u/s 80C
	
	
	

	Qualifying amount
	
	
	

	1. Life Insurance Premium
	6,000
	
	

	2. Public Provident Fund
	6,000
	
	

	3. Interest accrued on NSC
	34,000
	
	

	4. PPF
	10,000
	
	

	5. Repayment of housing loan to LIC
	3,000
	
	

	
	59,000
	
	


House rent allowance shall be exempt to the extent of minimum of the following 3 limits:

(i) Rs.1,20,000

(ii) Rs.1,80,000 – 19,000 = Rs.1,60,800

(iii) Rs.96,000 (50% of salary i.e., Rs.1,92,000)

	1. Interest on loan taken for construction of house property will be allowed as deduction under the head ‘Income from house property’ from annual value. On the other hand, repayment of principal amount to LIC will be eligible for deduction u/s 80C. Repayment of loan to a friend will not be eligible for deduction.

2. Interest on Public Provident Fund is fully exempt.

3. Interest accrued on NSC VIII Issue will be included under the head ‘Income from other sources’ and will also quality for deduction u/s 80C.


Question 28 : Mr. Inder Kumar Vasudeva furnishes the following manufacturing profit and loss account for the previous year ending 31-3-2011:

	Particulars
	Amount Rs.
	Particulars
	Amount Rs.

	To Stock
	11,000
	By Sales
	2,84,500

	To Purchases
	80,000
	By Stocks
	26,400

	To manufacturing wages
	65,900
	
	

	To Factory Rent Rates and Taxes
	30,000
	
	

	To Depreciation 
	15,000
	
	

	To Gross profit
	1,09,000
	
	

	
	3,10,900
	
	3,10,900


Profit and Loss Account

	Particulars
	Amount Rs.
	Particulars
	Amount Rs.

	To Office Salaries
	27,000
	By Gross profit B/D
	1,09,000

	To Establishment Expenses 
	6,100
	By Rent of staff quarters
	19,000

	To Interest on Capital
	3,300
	By Refund of income-tax penalty 
	2,000

	To Fire Insurance
	200
	By sale of a machinery
	25,000

	To Bad debts
	7,000
	By Recovery of Bad debts, not allowed to be deducted in earlier years
	6,000

	To Income tax
	6,000
	By Sundry Receipts
	35,000

	To Expense on Sales tax proceedings
	2,000
	
	

	To Expenses of income-tax proceedings
	13,000
	
	

	To Diwali Expenses
	4,000
	
	

	To Legal Expenses
	7,000
	
	

	To Medical Expenses of the proprietor
	3,000
	
	

	To Staff Welfare Expenses
	2,000
	
	

	To Repair of Staff quarters
	4,000
	
	

	To Security Deposit for telex connection
	10,000
	
	

	To Bonus payable to Employees 
	20,000
	
	

	To Provision for Tax: sales tax Excise Duty
	25,000
	
	

	To Municipal taxes for staff quarters
	4,000
	
	

	To General Reserve
	26,00
	
	

	To Entertainment expenses
	16,000
	
	

	To Net profit
	10,400
	
	

	
	1,96,000
	
	1,96,000


You are required to compute the taxable profits from business after taking the following into consideration:

(i) Purchase include a petty purchase of Rs.21,000. Its payment was made by a crossed cheque.

(ii) Assessee has always valued the stock at cost price but since 2008-09 he has valued it at market price which was in excess of the cost price by 10%.

(iii) Office salaries paid include Rs.10,400 to the proprietor of the business

(iv) Diwali expense include gifts of Rs.1,000 made to the relatives.

(v) The written down value (WDV) of the block consisting of machinery as on 1-4-2010 is Rs.59,000. Machinery whose WDV as on 1-4-2010, was Rs.5,000 was sold for Rs.25,000 during the year.

(vi) The written down value (WDV) of the block consisting of factory buildings as on 1-4-2010 is Rs.90,000.

(vii) Sales Tax and Excise Duties Amounting to only Rs.20,000 were paid on or before 31-7-2011.

Solution : 
Computation of Income from Business of Mr. Inder Kumar Vasudeva for assessment year 2011-12
	
	Rs.
	Rs.

	Net profit as per P&L A/c
	
	10,400

	Add: Items to be added back
	
	

	Opening stock over valued
	Nil 
	

	Purchases not through an account payee cheque
	21,000
	

	Depreciation shown in P & L A/c 
	15,000
	

	Salary paid to self
	10,400
	

	Interest on capital
	3,300
	

	Income-tax
	6,000
	

	Diwali expenses (gift to relatives)Personal expense
	1,000
	

	Medical expenses of proprietor
	3,000
	

	Bonus not paid to staff
	20,000
	

	Provision for sales-tax and excise

(not paid upto last date of filling of I.T. return)
	5,000
	

	Transfer to General Reserve
	26,000
	1,10,700

	
	
	1,21,100

	Less: Items to be deducted 
	
	

	Closing to be deducted
	2,400
	

	Refund of Income-tax penalty
	2,000
	

	Sale of machinery
	25,000
	

	Bad debts recovered 
	6,000
	

	Depreciation allowed on machinery (as per income tax)
	5,100
	

	Depreciation on building
	9,000
	49,500

	Income from business 
	
	71,600


	· As the method of valuation of stock was changed only during 2008-09, it is assumed that that new valuation is also adopted for p/y 10/11 (Sec 145)
· Cash/crossed cheque or draft payment for any expenses (including those for purchases) in excess of Rs.20,000 shall be disallowed in full.
· Depreciation @ 15% of (WDV Rs.59,000 – sale price Rs.25,000) i.e. Rs.34,000 is Rs.5,100.
· It is clear that the business is being run by Mr. Inder Kumar Vasudeva as a sole proprietor.



Question 29 : Shri Sanjeev is practicing as a chartered Accountant in Delhi. He deposits all receipts in his bank account and pays all expenses by cheque. Following is the analysis of his bank account for the year ending 31-3-2011:
	
	Rs
	
	Rs.

	Balance b/f
	7,250
	Salaries 
	14,000

	Professional Receipts
	1,40,000
	Rent of Chamber
	4,500

	Dividend from U.T.I.
	8,000
	Professional Expenses
	3,000

	House Rent 
	22,500
	Telephone Expenses
	1,000

	Horse race Income (Gross)
	12,000
	Misc. Office Exp.
	5,500

	Share of income in HUF
	6,750
	Motor car Expenses
	8,000

	Loan from wife for purchase of car
	    1,    00,000
	Purchase of car
	      1,15,000

	
	
	Advance Income-tax
	40,000

	
	
	Donation to Delhi University
	10,000

	
	
	Personal Expenses
	45,500

	
	
	House Property Exp.
	

	
	
	Taxes
	5,000
	

	
	
	Repairs
	1,500
	

	
	
	Insurance
	1,500
	

	
	
	Charges
	2,000
	10,000

	
	
	Balance c/d
	
	40,000

	
	2,96,000
	
	
	2,96,000


Compute the Gross Total Income of Shri Sanjeev after taking into account the following:

(i) ¼ of the motor car expnses relate to personal use

(ii) Car was purchased on 15-6-2010 and rate of deprecation on car is 15%.

(iii) He stays in his house, the municipal value of which is Rs.8,000. Following are the expenses which have been included in the above account in respect of this house: Insurance premium Rs.500; Municipal tax Rs.2,400.

Solution 

Computation of Gross Total Income of Shri Sanjeev for the assessment year 2011-12
	
	Rs.
	Rs.
	Rs.

	Income from house property

	Annual Value (Rent received)
	
	22,500
	

	Less: Municipal taxes
	
	2,600
	

	Net Annual Value
	
	19,900
	

	Less: Expenses Standard deduction 30%
	
	5,970
	13,930

	Profit and Gains from business or Profession

	Professional receipts
	
	1,40,000
	

	Less: Expenses incurred 
	
	
	

	Salary 
	14,000
	
	

	Rent of chamber
	4,500
	
	

	Professional expenses
	3,000
	
	

	Telephone expenses
	1,000
	
	

	Miscellaneous Office expenses  
	5,500
	
	

	Motor car expenses 
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1,15,000


	12,938
	46,938
	93,062

	Income from other sources:
	
	
	

	Dividend from U.T.I.
	
	Exempt 
	

	Horse racing income
	
	12,000
	12,000

	Gross total Income
	
	
	1,18,992


SERVICE TAX REVISION QUESTIONS
CBEC circular No. 111/05/2009, dated 24-2-2009.

The following services taking place in India are also be called as export of services, provided benefit should accrue outside India as per 

• Call centre services attending calls of overseas companies

• Medical transcription where patient and doctor is abroad

• Indian agents providing marketing services in India, in respect of goods of a foreign seller.

Example : X Pvt. Ltd is a call centre incorporated in its business in India. Is it liable to pay service tax?
Answer:  No, X Pvt. is not liable to pay service tax, since tax, since the call centre services are exempted from service tax (CBEC circular no.111/05/2009 ST, dated 24-2-2009)

Question :The service provider is located abroad. He renders service to a subsidiary of an Indian company located abroad. Payment to him is done by the Indian holding company. Does this attract service tax?
Answer : No service are rendered outside India is not subject to service tax in India. Since, the place of rendering the service is important rather than from where the services are rendered
Question : X Ltd. Manufactures Air Conditioners and also provides the installation services.
The value of the air- conditioner supplied to his customer including profit element is Rs. 2,00,000. The installation charge towards labour is Rs.10,000, the cost of consumables is Rs.5,000 and the profit element on installation and consumables is Rs.5,000. What is the value of taxable service/ Find the tax liability if the rate of service tax @ 10.30%?
Answer : Cost of labour                             : 10,000

                Cost of consumables                  :   5,000

                Profit                                           :   5,000
                            Taxable value of service : 20,000
Service tax liability : 20,000 x 10.3% = 2060

Question : In October 09, Mr. C, a practicing Chartered Accountant, received 25% of the agreed professional consideration as advance from his client against a particular service which was to be rendered in the month of November 2010 . Such service became taxable with effect from 1st February, 2011. He received the balance amount @ 75% in the month of Feb, 2011. 
The value of his bill is Rs.4, 00,000.

(a) What is the value on which service tax is payable
(b) Will the answers change if the service was a taxable service with effect from January 2009?

Answer : As per Sec 66,service tax is levied if taxable services are rendered.

The services are rendered in November,2010 when service tax was not applicable. Therefore there is no liability to pay service tax. 
b)Yes, The value of taxable service for the month of October,2010 on advance is Rs.1,00,000.The service tax payable is 10,300.Due date of payment is upto 5th ,January,2011
The taxable service for the month of February,2011 is Rs.3,00,000.Service tax payable is Rs.30,900.Due date of payment of service tax is 31stMarch,2011
Question : X ltd, an Indian Company, has one more place of business in the United States of America. 
Y Ltd. another Indian company exported services to a unit of X Ltd which is situated in the USA. What is the legal position relating to service tax

(a) If the order for services emanated from the US office of X Ltd?

(b) If the order for services not emanated from the US office of X Ltd?
Answer : In both cases services are rendered outside India, can be considered as export of service, hence they do not come under value of taxable services

Concept : 
Rate of Service Tax 

The table below shows the rate of Service tax applicable at the relevant period of time:

	Sr. No.
	Period
	Rate of Service Tax incl Education cess

	1.
	1-7-1994 to 13-5-2003

	5%

	2.
	14-5-2003 to 9-9-2004

	8%

	3.
	10-9-2004 to 17-4 -2006


	10.2%

	4.
	18-4-2006 to 10-5-2007


	12.24%

	5.
	11-5-2007 to 23-2-2009


	12.36%

	6.
	w.e.f. 24-2-2009

	10%


Example
Mr. A provides the telecommunications taxable services in the month January 1995 for Rs.5,00,000 (excluding service tax) and rate of service tax 5% levied in the bill dated 1st January, 1995. In the month of August 2010 he received the payment. What rate of service tax to be discharged? Service tax is @ 10.30% with effect from 24-2-2009

Answer: Hence, the due date of payment of service tax is on or before 5th October 2010. The liability to pay service tax is Rs.25,000 (i.e. 5% only) 

Concept : 
Exemption to Small Service Providers shall not apply to taxable services provided by a person under a brand name    or trade name of another person or
Egample : Mr. J a Service provider renders the taxable services under the brand name of X Ltd.  Mr. J is liable to pay the service tax  even if his turnover is less than Rs.10, 00,000.

Question : State briefly whether an Input service distributor who starts his business with effect from 1st January, 2011. is liable to apply for registration under service tax
Answer : In case of input service distributor registration is compulsory without any threshold limit.

Such person has to obtain the registration within 30 days from date of commencement of business(Sec 69(2))
Question : Ms. Radha, 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, 2011. All three transactions took place during financial year 2010-11.For financial year 2009-10 services worth Rs15,00,000 were rendered. She seeks your advice about her liability towards service and the service tax payable by her. Assume ST was levied extra
Answer : Computation of taxable service of Ms Radha for financial year 2010-11
Advance received by A/C payee Cheque :   1,00,000

Amount received thru credit card              :   5,00,000

Amount received by pay order                  :   5,00,000

                      Total                                    : 11,00,000

ST liability : 11,00,000 x 10.3/100 = 1,13,300
Question : Ram, a software consultant, has developed software for B Ltd. He has raised a bill of 
Rs.2,50,000 on Beta Ltd on 2-3-2011. A sum of Rs.1,50,000 was received from Beta Ltd on 15-3-2011 and the balance on 23-6-2011.The questions are:

(a) Is the service provided by Ram liable to service tax? If yes, then whether Ram will be liable to pay service tax, even though the same has not been charged by him?

(b) In case is liable to service tax, what is the value of taxable service and the service tax payable by him for the financial year 2010-11?

Answer : Yes, Ram is liable to pay service tax because Information technology software service is a taxable service u/s 65(105).
Even if service tax is not levied in the bill, even then Service Tax is payable.

a) Amount received = 1,50,000

b) Service Tax = 1,50,000 x 10.3/110.3 =14,007
REVISION QUESTIONS FOR VAT
Concept
Difference between Zero Rated Sales and exempted sales

	
	Zero Rated Sales eg Exports
	Exempted Sales

	(1)
	VAT @ 0%
	VAT @ NIL

	(2)
	ITC can be availed
	No ITC on inputs

	(3)
	Refund available
	No refund at all

	(4)
	Dealer in the VAT chain
	Dealer is out of VAT Chain


Question : 
X Ltd (manufacture) provides the following information for the month of April:

Purchases within the state on 1st April:                                  Rs. 1, 00,000

Purchase of Raw materials and Components                        Rs.       4,000

4% VAT paid on above purchases                                         Rs.    50, 000

12.5% Vat paid on above capital Goods                                Rs.       6,250

Sale within the state;

Sale of 4% VAT Goods (Total)                                               Rs. 4, 00,000

Compute the VAT under Consumption Variant

Ans.

4% VAT payable on Sales                               Rs.16, 000

Less: ITC on input goods                                 Rs.   4,000

Less: ITC on capital goods                               Rs.   6,250

Net VAT payable                                               Rs.  5,750  

Though as per white paper , input tax credit on capital goods is to be claimed in maximum 36 monthly installments. In the absence of any information ITC on capital goods is claimed in a single installment
Question : Mr. X purchased the material for Rs.1, 000 (excluding VAT of Rs.40) and incurred the following additional cost
                                                Rs.

Cost of overheads                = 500

Cost of packing                    = 250

Profit on sale                        = 500

VAT payable @ 4% on sale

Compute Vat liability as per addition method.
Answer

VAT payable on sale is by adding the cost of overhead plus of packing plus profit.

The VAT payable @ 4% on Rs.1, 250 is Rs.50.

Question : 
Mr. Y purchased good from Mr.X for Rs.1,125 (inclusive of VAT @ 12.50%)

Mr. Y sold the goods to Mr. Z for Rs.1,350 (inclusive of VAT @ 12.50%)

Calculate the VAT payable by Mr. Y under the Subtraction method

Ans.
VAT liability in the hands of Mr. Y 

Sale value                                               = Rs.1,350

Less: value of purchases                        = Rs.1,125

Taxable turnover (inclusive of VAT)       =   Rs. 225      
Net VAT payable by Mr. Y = Rs.25 (i.e. 225*12.50/112.50)
Concept : Voluntary Registration 

A Dealer can get himself voluntarily registered if he is not required to get himself compulsorily registered.

Taxable turnover of a dealer does not exceed the limit of Rs.10 Lakhs in the case of sales of goods and such dealer does not expect to exceed this limit can still apply for voluntary registration for VAT.

He can do so if the activities of the dealer constitute a business for VAT purposes.

A dealer seeks voluntary registration because it gives him the following advantages: 

   • When dealer makes taxable sales to other VAT dealers he can pass the input tax credit.

   • When dealer’s input tax credit likely to exceed the tax on the sales he made

   • When dealer exports the goods, input tax credit can be claimed as refund

None of the above advantages will be available to him if he does not get himself registered.

Without a registration he cannot issue tax invoice to his customer who is eligible otherwise for input tax credit. Such a customer will therefore have to charge a higher price for his sales if he cannot claim a credit for the VAT. In this case, he might choose to trade with another VAT dealer and unregistered dealer would lose business.

Voluntary Registration may be refused by the department in any one of the following situations:

1. Dealer has no taxable sales at all.

2. Dealer has no proper place of business

3. Dealer is not in a position to keep proper books of accounts.

4. Dealer has no bank account with any bank

5. Dealer has arrears outstanding under General Sales Tax Act, CST Act, etc.

6. Dealer has no proper identify. 

Concept : Display of Certificate of Registration

(1) The Certificate of VAT registration shall be displayed in a conspicuous place at the place of business mentioned in such certificate and a copy of such certificate shall be displayed in a conspicuous place at every other place of business within the State.

(2) No Certificate of registration issued shall be transferred.
(3) Where the certificate of registration issued is lost, destroyed, defaced or mutilated a duplicate of the certificate shall be obtained from the authority prescribed.
Question : Calculate the VAT liability for the period Jan. 1, 2011 from the following particulars:

Inputs worth Rs.1,00,000 were purchased within the State.Rs.2,00,000 worth of finished goods were sold within the State and Rs.1, 00,000 worth of goods were sold in the course of inter – State trade. VAT paid on procurement of capital goods worth Rs.1,00,000 during the month was at 12.5%. If the input and output tax rate in the State are 12.5% and 4% respectively and the Central sales tax rate is 2 %, Show the total tax liability under the State VAT law and under the Central sales Tax Act.

Ans.   Output Tax
           VAT : 2,00,000 x 4% = 8,000

           CST : 1,00,000 x 2% = 2,000                       

                                              10,000

           Input tax : 

           Raw material 1,00,000 x 12.5%    = 12,500

           Capital goods : 1,00,000 x 12.5% = 12,500
                                                                    25,000
Whole input tax is set off against out put tax & Excess credit C/f to subsequent period is Rs.15, 000
Question : Calculate the total tax liability under the State VAT law and under the Central Sales Tax Act for the month of October 2010 from the following particulars:
Particulars                                                                                           Rupees

Inputs purchased within the State                                                        1, 70,000 

Capital goods used in the manufacture of the taxable goods                  50,000

Inputs purchased from a registered dealer who opts for composition

Scheme under the provisions of the Act                                                 10,000

High seas purchases of inputs                                                            1, 00,000

Finished goods sold:-

(a) Within the state                                                                                2, 00,000

(b) In the course of inter – State trade                                                  2, 50,000

Applicable tax rates are as follows:-

(a) VAT rate on capital goods 12.5%

Input tax rate within the state 12.5%

Output tax rate within the state 4%

Central sales tax rate 2%

(b) VAT rate on capital goods 4%

Input tax rate within the state 4% 

Output tax rate within the state 12.5%

Central sales tax rate 2%

Ans. Note 1: Input Tax credit not allowed if goods purchased from a dealer who opts Composition scheme.

Note 2: High seas purchases on which no VAT can be levied, therefore no ITC
(a) VAT liability for the month of October 2010 is as follows

VAT payable on Intra - state Sales (i.e. within the state) = Rs.2,00,000 * 4%  

                                                                                        = Rs.8000

Less: Input tax Credit (ITC) on inputs = Rs1,70,000*12.50%

                                                                                        = Rs.21, 250

Less: Input Tax credit (ITC) on Capital Goods = Rs.50,000 * 12.50%

                                                                                         = Rs.6,250

Excess of Input Tax Credit                                                  Rs.19,500

Less: Central Sale Tax on inter state sale (Rs.2, 50,000*2%) = Rs.5,000

Excess of Input Tax credit (net) can be carried forward to next month = Rs.14, 500

(b) VAT liability for the month of October 2010 is as follows

VAT payable on Intra State (i.e. within the state) = Rs.2,00,000*12.5%

                                                                                                = Rs.25, 000

           Less: Input tax Credit (ITC) on inputs = 1,70,000 * 4% = Rs.6, 800

.

         Less: Input Tax Credit (ITC) on inputs namely Capital goods

                 Rs.50,000 * 4% = Rs.2, 000 (Fully Claiming)          = Rs.2, 000                                                                                                                      
       Net VAT Liability                                                              = Rs.16, 200
Central sale Tax on inter state sale (Rs.2, 50,000 * 2%) = 5,000
Question :  Purchases by S & Co for the month of December are as follows:

(1) Rs.1,00,000 at 4% VAT

(2) Rs.5,00,000 at 12.5% VAT

       Sales of S & co. for the month of December are as follows:

(1) Sales of Rs.3,00,000 at 4% VAT

(2) Sales of Rs.3,00,000 at 12.5% VAT

Compute eligible inputs tax credit and VAT payable for the month.

Ans.  Output Tax
           VAT @ 4%      : 3,00,000 x     4% = 12,000

           VAT @ 12.5% : 3,00,000 x 12.5% = 37,500    

                                                                     49,500

           Input tax : 

           Raw material @ 4% : 1,00,000 x 4%               = 4,000
           Raw material @ 12.5% : 5,00,000 x 12.5%     = 62,500
                                                                                       25,000
Whole input tax is set off against output tax & Balance VAT payable is Rs.24,500
Question : Compute the purchases eligible for availing input tax credit form the following particulars:-

         Purchases                                                                             Rs.

Goods for resale within the State                                                  10,000

Capital goods required for the purpose of the 

Manufacture or resale of taxable goods                                        14,000 

Goods purchased from the unregistered dealer                              3,200

Goods which are being utilized in the manufacture of exempted  

             Goods                                                                                 6,600

High seas purchases                                                                        2,300

Ans. Goods for resale within the State                                                                    : 10,000

Capital goods required for the purpose of Manufacture or resale of taxable goods : 14,000
Eligible input tax credit                                                                                                24,000 

Question : Calculate the Total liability under the state VAT law for the month of October 2010 from the following particulars:

 Particulars                                                                                               Rs.

Inputs purchased within the state                                                     1, 70,000

Capital goods used in the manufacture of the taxable goods               50,000

Finished goods sold within the state                                                 2, 00,000

Applicable tax rates are as follows:-

VAT rate on capital goods 12.5%

Input tax rate within the state 12.5%

Output tax rate within the state 4%

Ans. Input Tax Credit available = (1, 70,000 + 50,000) * 12.50% 

                                                                            = Rs.27, 500

Output Tax payable on sales = 2, 00,000 * 4%     = Rs.8, 000

Excess of Credit can be carried forward in to next month= Rs.19, 500
Question : Compute the VAT liability of Mr. X for the month of January 2011, using ‘invoice method’ of computation of VAT, from the following particulars:-

        Particulars

Purchase price of the inputs purchased from the local market(Inclusive of VAT) Rs.52, 000

VAT rate on purchases 4%

Storage cost incurred Rs.2, 000

Transportation cost Rs.8, 000 

Goods sold at a profit margin of 55 on cost of such goods

VAT rate on sales 12.5%

Ans. Cost of Purchases = 52,000 * 100/104      = Rs.50, 000 

Add: Storage cost and transport cost                 = Rs.10, 000

Total cost                                                            = Rs.60, 000

Add : profit 5% on Cost (60,000*5%)                 =   Rs.3, 000

Taxable turnover                                                 = Rs.63, 000

Add: VAT on Taxable turnover (63,000 *12.50%) = Rs.7, 875

Net VAT Tax liability

VAT payable on Sales                                         = Rs.7, 875

Less; ITC (52,000 – 50,000)                                = Rs.2, 000

Net VAT liability payable by Mr. X for the month of Jan 2011  = Rs.5, 875

Question : Mr. X, a manufacture sells goods to Mr. B, a distributor for Rs.2,000 (excluding of VAT). Mr. B sells goods to Mr. K, a whole sale dealer for Rs.2,400. The wholesale dealer sells the goods to a retailer for Rs.3 000, who ultimately sells to the consumers for Rs.4, 000

Compute the Tax liability, input credit availed and tax payable by the manufacture, distributor, wholesale dealer and retailer under Invoice method assuming VAT rate @ 12.5%

Ans. 
	Particulars
	Amount (Rs)
	VAT Liability
	VAT credit
	TAX to Government 

	Mr. X sold to Mr. B 

Taxable turnover @  12.50%
	2,000 
	250
	--
	250

	Mr. B sold to Mr. K
	2,400
	300
	250
	50

	Mr. K sold to Retailer 
	3,000
	375
	300
	75

	Retail sale to consumer
	4,000
	500
	375
	125


Note: total VAT paid into the credit of Government (i.e. from the Manufacture to Consumer) is Rs.500/-

Question : Mr. X dealer, purchases goods for Rs.2, 50,000 (exclusive of VAT). He incurs Rs.35, 000 on the goods and sells them at a profit of Rs.15, 000. Compute the invoice value to be charged and amount of tax payable under VAT. The rate of VAT on purchases and sales is 4%.

Ans. Computation of invoice value
	Particulars
	Rs.

	Cost of goods purchased
	2,50,000

	Add: expenses
	35,000

	Profit margin
	15,000

	Taxable turnover
	3,00,000

	Add: VAT @ 4% on Rs.3,00,000
	12,000

	Invoice value
	2,000


Computation of amount of tax payable under VAT 

	VAT payable on sales 
	12,000

	Less: Input credit of VAT paid on purchase @ 4% on 2,50,000
	10,000

	Tax :Payable under VAT
	2,000


Question : Compute the net liability from the following information:-

             Particulars                                                                                Rs.

Raw material purchased from foreign market (including 

duty paid on imports@ 20%)                                                                12,000

Raw material purchased from local market (including VAT  

charged on the material @ 4%)                                                            20,800

Raw material purchased from neighboring state (including 

CST paid on purchases @ 2%)                                                               7,140

Storage, transportation cost and interest                                                 2,500

Other manufacturing expenses incurred                                                    600

The goods are sold at 10% profit on cost of production. VAT rate on sale of such goods is 12.5%.

Ans. 
	
	Rs.

	Raw material purchased from foreign market
	12,000

	Add: Raw material purchased from local market (Rs.20,800 – Rs.800) [Rs.20,800 * 4/104 = Rs.800]
	20,000

	Raw material purchased from neighboring state 
	7,140

	Storage, transportation cost and interest 
	2,500

	Other manufacturing expenses incurred
	600

	Cost of production 
	42,240

	Add: Profit @ 10% on Rs.42,240
	4,224

	Sale Price
	46,464

	VAT @ 12.5% * 46,464
	5,808


Computation of VAT liability:-

	
	Rs.

	VAT on sale price
	5,808

	Less: Input tax credit on purchases
	800

	Net VAT payable
	5,008
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