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I mportant Questions & Answer's (pg. 8 onwards) for | PCC November 2012

Question 1

From the following details, compute the total in@wof Siddhant of Delhi and tax payable for the
A.Y.2012-13:

Rs.
Salary including dearness allowance 3,35,000
Bonus 11,000
Salary of servant provided by the employer 12,000
Rent paid by Siddhant for his accommodation 49,600

Bills paid by the employer for gas, electricity andter provided free of cogt at,the
above flat 12,000

Siddhant was provided with company’s car (self-ginjvalso for personal use andmot possible to
determine expenditure on personal use and all egzenere borne by the er.

was financed by a loan from Life Insurance Corporabf India of Rs 000 @ 15% interest, his
own savings of Rs.85,000 and a deposit from a naliwed B&nk for R 50,000 to whom this flat
was given on lease for ten years. The rent payahteRs. 3,50 r nQ)nth

Siddhant purchased a flat in a co-operative housouiety for Rs. @ April, 1992,which

The following particulars are relevant:
(a) Municipal taxes paid 4,300pa
(b) Society charges for passage lights, Watchma‘ 1,900pa
(c) Insurance 860
(d) He earned Rs. 2,700 in share spe t usinedslost Rs.4,200 in cotton speculation
business.
(e) In the year 2005-06, he had gift
11. The gifted amounts were
annum.
() Siddhant received a gift of 0 each fronm foends.
(g) He contributed Rs.5,600 to ¢ Provident Fundl @8.4,000 to Unit Linked Insurance Plan.

(h) He received national awardsfor humanitarian wodafrthe Central Government in the form of
a land whose fair value is Rs.5,00,000 &3lsh March, 2012.

000 t(v\,lrfes and Rs.20,000 to his son who was aged
d to Mr. Rajesdig was paying interest@ 19% per

uestion 2
From the follo articulars of Pankaj for theeypious year ended 31st March, 2012,compute the
income ch e under the head “Income from cibverces”:
Rs.
@ ctors fee from a company 10,000
D INterest on bank deposits 3,000
(i) Thcome from undisclosed source 12,000
(iv) Winnings from lotteries (Net) 33,936
(v) Royalty on a book written by him 9,000
(vi) Lectures in seminars 5,000
(vii) Interest on loan given to a relative 7,000
(viii) Interest on debentures of a company (listed ircageised stock exchange) net
of taxes 3,600
(ix) Interest on Post Office Savings Bank Account 500
(x) Interest on Government Securities 2,200
(xi) Interest on Monthly Income Scheme of Post Office ,086
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He paid Rs.1,000 for typing the manuscript of bawkten by him.
Question 3

Mr. Raman is a co-owner of a house property alotighis brother.

Rs.
Municipal value of the property 1,60,000
Fair rent 1,50,000
Standard rent under the Rent Control Act 1,70,000
Rent received 15,000pm

The loan for the construction of this propertyasifly taken and the interest charged by the bank i
Rs. 25,000, out of which Rs. 21,000 has been paidrest on the unpaid interest is Rs. 450. To
repay this loan, Raman and his brother have takieesh loan and interest charged his loan is
Rs. 5,000. P

The municipal taxes of Rs. 5,100 have been paith&yenant.

Compute the income from this property chargeabtéénhands of Mr. Raman for the®a.Y. 2012-13.

Question 4 o
Compute the net taxable capital gains of Smt. Meghthe basis of the fol information -
A house was purchased on 1.5.1999 for Rs. 4,5(0080vas used ag a residence by the owner. The
owner had contracted to sell this property in J@20€9 for Rs. 10 la had received an advance
of Rs. 61,000 towards sale. The intending purchd&kemot proceed with the transaction and the

advance was forfeited by the owner. The property sa@d il, 9011 for Rs. 15,00,000. The
owner, from out of sale proceeds, invested Rscéglilaa n tial house in January, 2012.

Question 5
Mr. Rajat submits the following information for lal*year ending 31st March, 2012. He

a
desires that you should:
(a) Compute the total income and %
(b) Ascertain the amount of losses that Q iwehrd.
(i) He has two houses:
(a) House No. I —Inc aftewall statutory deductions 72,000
(b) House No. Il = Cu ear loss (30,000)
(i) He has three proprietar sinesses:
(a) Textile Buginess: @

Rs.

i. Disc from 31st October, 2011 - Current yess 40,000

ii. Br rward business loss of A.Y.2008-09 95,000
(b) Chemigcal Business:

' ntinued from 1st March, 2010 - hence no pfloés Nil

d debts allowed in earlier years recovered duhigyear 35,000

iii. Brought forward business loss of A.Y. 2010-11 50,00
eather Business: Profit for the current year 100,
d) Share of profit in a firm in which he is partnense 2005 16,550
(iii)
(a) Short-term capital gain 60,000
(b) Long-term capital loss 35,000
(iv) Contribution to LIC towards premium 10,000
Question 6

What are the circumstances under which the Assgp§3ificer can make a reference to the Valuation
Officer under section 55A of the Income-tax Act619

Question 7
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Explain the concept of reverse mortgage and digtsisgx implications.

Question 8

Discuss briefly on carry forward and set off ofdes in the case of change in constitution of firm o
succession.

Question 9

Mr. Dinesh Karthik, a resident individual aged A&nishes the following information pertaining to
the year ended 31.3.2012:
(a) He is a partner in Badrinath & Co. he has recethedollowing amounts from the firm:

Interest on capital at 15% Rs. 3,00,000

Salary as working partner (at 1% of firm’s sales) 0,000

(b) He is engaged in a business in which he manufactuheat flour from whe. fit and
Loss account pertaining to this business (summaifizen) is as under: a\
To Rs. By Rs.
Salaries 1,20,000Gross Profit ® 12,550,000
Bonus 48,000 Interest on Bank FD (Net S Rs. 45,000
5,000)
Car expenses 50,00Agricultural income 60,000
Machinery repairs 2,34,000Pension from LIC Jeevandhara 24,000
Advance tax 70,000 x o
Depreciation:
Car 3,00,000
Machinery 1,25,000
Net profit 4,32,000 o
13,79,000 13,79,000

Rs.

Opening WDV of assets are as und&b
Car (b 3,00,000
Machinery (used during th ar @’ 170 days) 060,
Additions to machinery:
New purchased on23.09.2011 2,00,000

n\12.19.2011 3,00,000
4.2011 1,25,000

New purchase

75,000 was received in February, 2012.

(d) Details of his Savings and Investments are as under

Rs.
Life Insurance Premium for policy in the name o major son employed in LMN50,000
Ltd. at a salary of Rs. 6 lacs p.a. Sum assure@,88,000
Contribution to Pension Fund of National HousinghBdthis was met partially from70,000
out of premature withdrawal of deposit in Post CHfiTime Deposit made on
12.3.2009 Principal component Rs. 55,000 and Isté®s. 5,000)
Medical Insurance Premium for his father aged 7@ v8 not dependent on him 22,000
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You are required to compute the total income of Mnesh Karthik for the assessment year 2012-13
and the tax payable by him. Also indicate whethégrest, if any, under sections 234A and234B are
payable, assuming that the return was filed on 3&gptember, 2012.

Computation of interest, if any, is NOT required.

Question 10

Mr. Tenzingh is engaged in composite business @iy and curing (further processing) Coffee in
Coorg, Karnataka. The whole of coffee grown in plantation is cured. Relevant information
pertaining to the year ended 31.3.2012 are givéowbe

WDV of Car as on 1.4.2011

WDV of Machinery as on 31.3.2011 (15% rate) P
Expenses incurred for growing Coffee

Expenditure for curing Coffee

Sale value of cured Coffee

Besides being used for agricultural operations ctras also used for p rse; disallowance fo
personal use may be taken at 20%. The expenseasdaddor car rur@ d maintenance are Rs.

50,000. The machines were used in coffee curinmbss ope;ations.

Compute the Income arising from the above actwif@r th %Q‘nent year 2012-13. Show the
WDV of the assets as on 31.03.2012.

Question 11

Mr. Raj Kumar sold a house to his friend Mr. Dh

Rs. 25,00,000. The Sub-Registrar refused t

him, stamp duty had to be paid of Rs. 4 hwivas the Government guideline value. Mr.

Raj Kumar preferred an appeal to the en ivedi Officer, who fixed the value of the house

as Rs. 32,00,000 (Rs. 22,00,000 fopdandi¥balaacddilding portion).The differential stamp duty
Fos

t ember, 2011 for a consideration of
cument for the said value, as according to

was paid, accepting the said value ined. Asspthat the fair market value is Rs. 32,00,000,
what are the tax implications in s of Maj Rumar and Mr. Dhuruv for the assessment year
2012-13? Mr. Raj Kumar had sed the land odurse, 2007 for Rs. 5,51,000 and completed
the construction of house @gn 1st. ober, 200R&r14,00,000.

e taken as 551 forfthancial year 2007-08, 632 for the financial year
inancial year 2011-12.

Cost inflation indice
2009-10 and 785 fef

Question 12

From the following particulars of Income furnishbg Mr. Anirudh pertaining to the year ended
31.3. 20 2,'‘compute the total income for the assessyear 2012-13, if he is:
0] et and ordinary resident;

(i) dent but not ordinarily resident;
(i) Non-resident:
Particulars Amount
(Rs.)
(a) Profit on sale of shares in Indian Company receinedermany 15,000
(b) Dividend from a Japanese Company received in Japan 10,000

(c) Rent from property in London deposited in a bankamdon, later on remitted to 75,000
India through approved banking channels

(d) Dividend from RP Ltd., an Indian Company 6,000

(e) Agricultural income from lands in Gujarat 25,000
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Question 13
What are the conditions to be fulfilled by a Chelbrle Trust under section 12A for applicability of

exemption provisions contained in sections 11 &l 1

Question 14

What are the particulars required to be furnishét the return of income, as per section139(6)?

Question 15

State the scope of total income in the case ohdividual, whose residential status is 'non-residen
with reference to Section 5(2) of the Act.

Question 16
Mr. X a citizen of India received salary from thewernment of India for the x endered

outside India. Is the salary income chargeablex@ t

Question 17
Mr. Anil earned Rs. 5,00,000 from sale of Coffeevgn and cured (proce o' by him. He claims
the entire income as agricultural income, hencmptérom tax. Is he Cofr

Question 18
What is the time limit for filing applicato seeking regi tioR in the case of Chhk

Trusts/Institutions under Section 12AA of the Act?

Question 19
In what status and tax rate Limited Liability P ) IS'taxed under the Act?

Question 20 (b
Mr. Raman (aged 70 years), Karta of /& Hindw Undiglidcamily (HUF) furnishes the following

information for the Financial Year 2 12%

i Income from the business of %

ii.  Income by way of winning se race Rs. 30,(90rse race won on 28.2.2012)

iii. Net profit from the busine ealing in Equihases Rs. 88,500. (Computed after deducting
Securities Transaction Tax ) of Rs. 11,500).

iv. Brought forward pusines® loss relating tocdiginued automobile business Rs. 38,500

(relates to Assess Year 2009-10).
v. Payment of Lj ance Premium (on self) Rs5@Q,

rming Rs04)00.

vi. Contribution t@ Pension Fund of LIC Rs. 17,500.

vii. Contrib de in the name of a member of HUPublic Provident Fund Account Rs.
20,0

viii. Intgre t income from Company deposits Rs. 15,100.

iX. Ing Loan principal repaid Rs. 30,000.

st on Housing loan Rs. 36,000 (actually gsd25,000).
xi. The HUF gave the right to receive furniture rentRs. 26,000 per annum by Mrs. Raman
without transferring the ownership rights in herdar.

The HUF owns a residential property which has thdeatical residential units. Unit 1 and Unit 2
are self-occupied by the members of the HUF foidesgial purpose. Municipal tax paid @ Rs.
5,000 per annum for each residential unit.

Unit 3 is let out for a rent of Rs. 8,000 per morfthe tenant paid the Municipal tax in respect of
Unit 3 as per agreement.

The Assessee realised Rs. 1,20,000 on 16.4.20ddrapurt order towards arrear rent for the period

from 1.1.2009 to 31.12.2010.
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Compute the Total Income and tax payable for thee8sment Year 2012-13.

Question 21

Mr. John commenced a proprietary business in tlae 2602. His capital as on 1.4.2010 was Rs.
6,00,000.
On 10.4.2010 his wife gifted Rs. 2,00,000 whichimeested in the business on the same date. Mr.
John earned profit from his proprietary businesgiasn below:

Previous year 2010-11 = Profit Rs. 3,00,000

Previous year 2011-12 = Profit Rs. 4,40,000
Compute the Income from business chargeable tantdxe hands of Mr. John for the Assessment
Year 2012-13.

During the Financial Year 2011-12, he sold a vacate which resulted in chargeable -term
capital gain of Rs. 5,00,000 (computed). The vasdatwas sold on 20.12.2011.
Compute the total income and tax liability of Mohih and the installments of adv ax payable

for the Financial Year 2011-12.

Value (WDV) basis:
01.04.2008 WDV of plant X' and Plant 'Y’ Rs. 2,000

10.12.2011 Acquired a new plant 'Z' for o Rs. 2,00,00
22.01.2012 Sold Plant Y’ for % Rs. 4,00,000
N

[ J
Question 22 Q
Mr. Prakash has the following Assets which areilelgfor deprecia@ Yo on Written Down
o

Expenditure incurred in connectio nsfer s. R0,000

Compute eligible depreciation claim/chargeablet@ i for the AY 2012-13.
Question 23

State with reasons, whether tax deducti progisions are applicable to the following
transactions and if so, the rate of tax deductio
(i) AnInsurance Company pai . 00 as Insuranoen@ission to its agent Mr. Hari.
(i) X & Co. (Firm) engaged ir@ ale business asglgm contract for construction of its
contractor. It pdks$. 25,00,000 to Mr. Ravi as contract

godown building to MrsRav
payment.
(i) AB Ltd. allowed gdisco of Rs. 50,000 to XY & Qa firm) on prompt payment of its
dues towards supply offautomobile parts.
(iv) Y & Co. en real estate business conductedky dip and gave Maruti car to a
prize win
Note: Assume that

Il the facts given above rdtaténancial Year 2011-12.

furnishes you the following details fioe year ended 31.3.2012:

loss) from house property Rs.
36,000
House-2 — Self-occupied (20,000)
House-3 60,000
Profits and gains from Business or Profession
Textile business 2,00,000
Automobile business (3,00,000)
Speculation business 2,00,000
Capital Gains
Long-term capital gain from sale of shares (STdpai 1,50,000
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Long-term capital gain from sale of vacant site 02000
Short-term capital loss from sale of building 1,00,000
(Note : Assume that the figures given above arepedied and arrived at after considering
eligible deductions)

Other sources:

Gift from a Friend (non-relative) on 5.6.2011 60,000

Gift from Maternal Uncle on 25.2.2012 1,00,000

Gift from Grandfather's Younger Brother on 10.2201 1,00,000
Compute the total income of Mr. Banerjee for thegssment Year 2012-13.

Question 25 P
Briefly explain the term 'Manufacture' defined iacBon 2 (29BA). \
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Answers

Answer 1

Computation of total income and tax liability od8hant for the A.Y. 2012-13

Particulars

Salary Income

Salary including dearness allowance

Bonus

Value of perquisites:

(i) Salary of servant

(i) Car (Assumed to be of less than 1.6ltrs. cc) (1:80Q)
(i) Free gas, electricity and water

Income from house property

of other information) (3,500 x 12)

Less: Municipal taxes paid [See Note 2(i)]

Net Annual Value (NAV)

Less: Deductions under section 24

(i) 30% of NAV

(ii) Interest on loan from LIC @15% of 1,60,000 [See

O

Gross Annual Value (GAV) (Rent receivable is taksnGAV in the abseb PY

Income from speculative business

Income from share speculation business
Less: Loss from cotton speculation business
Net Loss

head of income.

Rs. Rs.
3,35,000
11,000
12,000
21,60
1,0 00

\ 0,600

2,000
4,300
37,700

O

41,310
] 8, 24,000 35310 2,390
2,700
4,200
1,500

Net loss from speculative business haﬂ mvard as it cannot be set off against any other

Income from Other Sources

(i) Income on account of int
his minor son is includible_i
64(1A)

o
Less: Exempt u ction 10(32)

(ii)

ned from advantiogey gifted to
the hands of Siddhas per section

3,800
1,500
2,300

ed from advancing money giftedife has to be
e income of the assessee as peosed(l)

5,700

(i) Giftr om four friends (taxable under saTt56(2)(vii) as the

aggfegate amount received during the year excee&® R00) 1,00,0001,08,000
Gros Income 5,00,990
Le tion under section 80C

Contribution to Public Provident Fund 5,600

Unit Linked Insurance Plan 4,000 9,600
Total Income 4,91,390
Particulars Rs.
Tax on total income 31,139.00
Add: Education cess @ 2% 622.78
Add: Secondary and higher education cess @ 1% 311.39

32,073.17

Tax liability (rounded off) 32,070.00
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Notes:

(1) National Award for humanitarian work given by therral Government is exempt under section
10(17A) of the Income-tax Act, 1961.

(2) The following assumptions have been made while edimg income under the head “Income
from house property” -
(i) Itis the owner, namely, Mr. Siddhanth, who hasighe municipal taxes;
(i) The entire loan of Rs.1,60,000 is outstanding a3108.2012; and
(i) Society charges of Rs.1,900 p.a. is not includetthénrent of Rs.3,500 p.m. payable by the

tenant. Such charges have been recovered sepdratalyhe tenant.

ich he has

(3) It has been assumed that Siddhant’'s own flat ilm-aperative housing society,
rented out to a nationalised bank, is also in Dellnerefore, he is not eligible
under section 80GG in respect of rent paid by lemhis accommodation in Dglhi,
the conditions to be satisfied for claiming dedmetiunder section80GG is&)
should not own any residential accommodation instimae place.

€ assessee

Answer 2 Q
Computation of income of Pankaj chargeable underhigad “Inco er sources” for the
A.Y.2012-13
Particulars Rs. Rs.
1. Directors’ fees 10,000
2. Interest on bank deposit 3,000
3. Income from undisclosed source 12,000
4. Royalty on books written (See Note below) 9,000
Less: expenses Q 1,000 8,000
5. Lectures in seminars 5,000
6. Interest on loan given to a relative (b 7,000
7. Interest on listed debentures
Net received 3,600
Add: T.D.S. @ 10% [3,600 x 1% 400 4,000
8. Interest on Post Office Savifigs k [exempt useetion 10(15)]
9. Interest on Government s S 2,200
10. Interest on Post Office Mont#y Income Scheme 33,000
11. Winnings from lotteri o
Net 33,936
Add: T.D.S. 33,936 x 30/ 130] 14,544 48,480
Income frg her Sources 1,32,680
Note —
Royaltydnceme would be charged to tax under theedHéncome from Other Sources”, only if it is
not char le to tax under the head “Profits andsgof business or profession”. This problem has
been d assuming that the same is not taxaloleruhe head “Profits and gains of business or

profession” and hence, is chargeable to tax urdehéad “Income from other sources”.

Answer 3

Computation of income from house property of Staimfan for A.Y. 2012-13

Particulars Rs. Rs.
Gross Annual Value (See Note 1 below) 1,80,000
Less: Municipal taxes — paid by the tenant, hermtedaductible Nil

Net Annual Value (NAV) 1,80,000
Less: Deductions under section 24

(i) 30% of NAV 54,000
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(ii) Interest on housing loan (See Note 2 below)

— Interest on loan taken from bank 25,000

— Interest on fresh loan to repay old loan for thisperty 5000 84,000
Income from house property 96,000
50% share taxable in the hands of Shri Raman ($¢& Nbelow) 48,000
Notes:

1. Computation of Gross Annual Value (GAV)
GAV is the higher of Annual Letting Value (ALV) arattual rent received. ALV is the higher of
municipal value and fair rent, but restricted t@nstard rent.

Particulars Rs. Rs. Rs. Rs.
(a) Municipal value of property 1,60,000 )

(b) Fair rent 1,50,000

(c) Higher of (a) and (b) 1,60,000 \«

(d) Standard rent 1,70,000

(e) Annual Letting Value [lower of (c) and (d)] ,&)O

() Actual rent [15,000 x 12] ,000

(g) Gross Annual Value [higher of (e) and (f)] ‘ ) 1,80,000

]
2. Interest on housing loan is allowable as a dedoatioder ctior324 on accrual basis. Further,
interest on fresh loan taken to repay old loarise allow
unpaid interest is not allowable as deduction uiséeti

3. Section 26 provides that where a house prop
are definite and ascertainable, the share of
computed in accordance with sections

In this case, the problem has been s
house property, has 50% share in t ou

ncluded in his respective total income.
uthaigMr. Raman, who is a co-owner of the

property

Answer 4 (b
Computation of net taxable capita of SmtgNeefor the A.Y.2012-13
Particulars Rs.
Full value of consideratio 15,00,000
Less: Expenses on trapsfe o Nil
Net sale considerati 15,00,000
Less: Indexed cost o isition (See Working thetew) 7,85,000
Long term capi in (since the period of holdimgnore than 3 years) 7,15,000
Less: Exemption er section 54 (See Note 1 below) 4,00,000
Taxable | capital gain 3,15,000
st of acquisition
Purchase price 4,50,000
Less: Amount forfeited (See Note 2 below) 61,000
Cost of acquisition 3,89,000
Indexed cost of acquisition (Rs. 3,89,000 x 7889)3 7,85,000

785 is the cost inflation index for F.Y. 2011-12a889 is the cost inflation index for F.Y.1999-00.

Notes:

e eduction. However, interest on

0 or more persons whose shares
rson in the income of house property, as

(1) Exemption under section 54 is available if a nesidential house is purchased within two years
from the date of transfer of existing residentialuse, which is a long-term capital asset. Since
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the cost of new residential house is less thanldhg-term capital gains, capital gains to the
extent of cost of new house, i.e., Rs.4lakh, ismgteunder section 54.

(2) As per section 51, any advance received and retdinyethe assessee, as a result of earlier
negotiations for sale of the asset, shall be dedufifom the purchase price for computing the
cost of acquisition of the asset.

Answer 5
Computation of total income of Mr. Rajat for theYA2012-13
Particulars Rs. Rs.
1. Income from house property
House No.1 6.0
House No.2 (30,800) ,000
2. Profits and gains of business or profession
Profit from leather business 1,00‘0
0
Less: Current year loss of textile business (40,000
‘ ’ 60,000
Bad debts recovered taxable under section 41(4) ° 0085,
95,000

Less: Brought forward business loss of textile bess for vy 5608-09

set off against the business income of current year 95,000 Nil
3. Capital Gains

Short-term capital gain 60,000

Gross Total Income 1,02,000

Less: Deduction under chapter VI-A — U‘ngﬁmium paid 10,000

Total Income 92,000

Statement of lo to carried forward to AOA3R14

Particulars Rs.
Business loss of A.Y. 2010-11/to be €arried forwamder section 72 50,000
Long term capital loss of A.Y. 2012713 to be catrierward under section 74 35,000

Notes: o

(1) Share of profit fram fi f Rs.16,550 is exemptansection 10(2A).

(2) Long-term capital cannot be set-off againsttsterm capital gains. Therefore, it has to be

carried forwdrd to the next year to be set-off aghiong-term capital gains of that year.

Valuation Officer With a view to asaging the fair market value of a capital asset,
g Officer may refer valuation of theitd asset to the Valuation Officer, in the

(1) Where the value of the asset, as claimed by thessass, is in accordance with the estimate
made by the registered valuer but the Assessingddffs of the opinion that the value so
claimed is less than its fair market value;

(2) Where the Assessing Officer is of the opinion tiat fair market value of the asset exceeds
the value of the asset as claimed by the assegseere than 15% of the value of the asset as
so claimed or by more than Rs.25,000.

(3) Where the Assessing Officer is of opinion that,ihgwegard to the nature of the asset and
relevant circumstances, it is necessary to malkéesence to the Valuation Officer.
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Answer 7
Reverse Mortgage Scheme and its tax implications

(i)

The Reverse Mortgage scheme is for the benefienios citizens, who own a residential
house property. In order to supplement their exgstncome, they can mortgage their house
property with a scheduled bank or housing finanemmany, in return for a lump-sum
amount or for a regular monthly/quarterly/annualoime. The senior citizens can continue
to live in the house and receive regular incomehaeut the botheration of having to pay
back the loan.

(i) The borrower can use the loan amount for renovati@hextension of residential property,
family’s medical and emergency expenditure etc.orgst others. However, he cannot use
the amount for speculative or trading purposes.

(i) Clause (xvi) of section 47 clarifies that any tfenof a capital assetgin an ion of
reverse mortgage under a scheme made and notifidteliCentral Goverame uld not
amount to a transfer for the purpose of capitahgai X(

(iv) Clause (43) of section 10 provides that any amoeceived by an individual as a loan,
either in lump sum or in installments, in a tratwacof reverse m e fould be exempt
from income-tax.

Answer 8

[Section 78]

(i)

(ii)

(iii)

Carry forward and set off of losses in cases ofngkain S(quiti‘)n of firm or on succession

Where there is a change in the constitution of
share of a retired or deceased partner rem

carried forward by the firm.

Where any person carrying on any bu’ o] shas been succeeded in such
capacity by another person otherwjs&ythafby itdrere, such other person shall not be
allowed to carry forward and %gainst higome, any loss incurred by the
predecessor.

Where there is a successi% ritance, tha legrs (assessable as BOI) are entitled

uch of the loss proportionate to the
bed, shall not be allowed to be

to set off the business los predecessah Sarry forward and set off is possible
even if the legal heirs tituie' themselves amesship firm. In such a case, the firm can
carry forward and set business loss oftieelecessor.

Answer 9 o

Particulars
Income from

Add:

Co i@gn of total income of Dinesh Karthik foryA2012-13
Detail Amount Amount

Property
Rent 75,000
d Deduction u/s 24(a) [being 30%bofq] 22,500 52,500

s of Business or Profession
ofit as per Profit & Loss A/c from Prop. Busss 4,32,000

xpenses disallowed but debited to Profit@ss Alc
Advance Tax 70,000
Depreciation as per Profit and Loss A/c 4,25,000
[Rs.3,00,000 + Rs.1,25,000]
Unpaid Bonus (assumed not paid till 30/09/12) 0Gg6,
Personal Expenses relating to Car 10,08(88,000

9,70,000

Less: Expenses allowable under the head but ttedieto Profit & Loss A/c

Depreciation as per the Act 2,74,750

Less: Income not taxable under the head but eedit Profit & Loss A/c
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Interest on Bank FD 45,000
Pension from LIC Jeevandhara 24,000
Agricultural Income 60,000 4,03,750
Income from Proprietorship Business 5,66,250
Add: Interest on Capital from Badrinath & Co. 2,40,000
[Rs.3,00,000/15%*12%][Note 2]
Add: Salary from Badrinath & Co. [Note 2] 90,000 8,96,250

Income from Other Sources
Interest on Bank FD [Rs.45,000 + Rs.5,000 (TDS)]
Pension from LIC Jeevandhara P
Withdrawal from Post Office Time Deposit
Interest on Post Office Time Deposit

1,34,000

10,82,750
[ J
Less: Deduction u/s 80C g >
LIC (Maximum upto 20% of sum assured) ,000
Contribution to Pension Fund of National HousmnB 00 1,10,000
Subject to maximum of 1,00,000
Less: Deduction u/s 80D }.
Medical Insurance Premium for father, a iz 20,000 1,20,000
[Maximum Limit]
Total Income (Rounded off u/s 288A) Q 9,62,750
Notes:
1. Computation of Depreciation as per Act
Particulars Details Amount
Block 1: Plant and Machinery
W.D.V. as on 1/4/2011 6,50,000
Add: Purchase during the
— On 12/04/2011 1,25,000
— On 23/09/2011 2,00,000
- On 12/11/201 3,00,000
12,75,000
Less: Sale dufing year -
12,75,000
Deprecijaiti 5% [Rs.3,00,000 * 15% * ¥2 + RSMNVO0 * 15%] 1,68,750
Additignal reciation @ 20% [Rs.2,00,000 * 209R<:3,00,000 * 10%] 70,000
2,38,750
ional depreciation is available on secbadd machinery)
Block 2: Car @ 15%
W.D.V. as on 1/4/2011 3,00,000
Add : Purchase during the year -
3,00,000
Less: Sale during the year -
3,00,000
Depreciation @ 15% [Rs.3,00,000 * 15%]*4/5 36,000
Depreciation allowed u/s 32 2,74,750

2. Interest and remuneration to partner shall be faxiabthe hands of partner, to the extent it is
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exempted in the hands of firm. Interest @ 12% iengxed in hands of firm. Further, it is
assumed that salary to Mr. Karthik is an allowatpenditure in hands of Badrinath & Co.

Computation of tax liability of Mr. Dinesh Karthiior A.Y. 2012-13

Particulars Amount
Tax on Rs.10,22,750 (i.e. agro income Rs.60,000n+agro income Rs.9,62,750) 1,58,825.00
Less: Tax on Rs.2,40,000 (i.e. agro income Rs.®0+0Rs.1,80,000) 6,000.00
Tax liability 1,52,825.00
Add: Education cess & SHEC @ 3% 4,584.75
Tax and cess liability 1,57,409.75
Less: TDS

Advance tax payable
Less: Advance tax paid
Tax & cess payable

Tax & cess payable (R/0) 82,410.00
.—

Levy of interest u/s 234A and 234B

Interest u/s 234A: Mr. Dinesh Karthik receives salaf Rs.90,000 frgm the firm, Badrinath & Co.,
which is given as 1% of the firm’s sales. Therefdhe turngver of tRggfifm is Rs. 90 lakhs, being
90,000/1%. Since the turnover of the firm exceedsgl®lakhs, the firm is subject to tax audit. Since
Mr. Dinesh Karthik is a working partner in a parstep fi € accounts are subject to tax
audit, his due date for filing of return would bétl3 Sep 012. Since the return was filed

per,

Interest u/s 234B: Under this section interest

been paid till 31st March of the previous yeafl

Rs.1,52,410 but he has paid only Rs.? gabss than 90% of Rs.1,52,410. Therefore, he is
8

liable to pay interest u/s 234B @ 1% o 828G fmonths i.e. April to September, 2012.

Answer 10
Computation of income of Mr. @ or AlY. 2013

Particulars Rs. Rs.
Sale value of cured Coffe 22,00,000.00
Less:
Expenses incurred fo wing Coffee 3,10,000
Coffee 3,00,000
ruRning & maintaining car incurredusiness 40,000
%.0,000]
Car [Note 1] 36,000
cigtion on machine 1,91,250 8,77,250.00
13,22,750.00
Less ultural Income [75% of above] 9,92,062.50
Profit and Gains of Business or Profession 3,30,687.50

Computation of Written Down Value as on 31.03.2012

Particulars Car Machine
WDV as on 31.3.2011 - 15,00,000
Less: Depreciation actually allowed for PY 2010f1300000*15%] - 2,25,000
W.D.V. as on 1/4/2011 3,00,000 12,75,000

Add: Purchase

3,00,000 12,75,000
Less: Sale - -
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WDV as on 31.03.2012 3,00,000 12,75,000
Less : Depreciation for the year ending on 31.08220

(12,75,000*15%) 1,91,250

(3,00,000*15%*80%) 36,000
Notes:

1. Depreciation on car is Rs. 45,000 but only 80%haé tvould be considered as a business

expense.

2. As per amendment to section 43(6), where the incointlee assessee is derived, partly from
agriculture and partly from business and assetised for both of said purposes then amount
of depreciation shall be calculated as if entireome is derived from the busigess of the

assessee under the head of Profit and Gains oh&ssior Profession and régiation so
computed shall be deemed to be the depreciatiaalcallowed. \
Answer 11
Tax Treatment in hands of Mr. Dhuruv o
No tax implications.
Tax Treatment in hands of Mr. Raj Kumar ° Q
Computation of Capital Gain for A.Y.2012-13
Particulars o Land Building
Sale consideration 22,00,000 10,00,000

Less : Expenses on transfer - -
Net sale consideration 22,00,000 10,00,000
Less: Indexed cost of acquisition (5,51,000 * @- 7,85,000 -
Less: Cost of acquisition - 14,00,000
Less: Indexed cost of improvement - -
Less: Cost of improvement - -
Long term capital gain 14,15,000 -
Short term capital gain (b - (4,00,000)

10,15,000

Net Taxable long-term cap%
Note: It is to be noted4hat in tRe given case lsna long term capital asset however building is
a short term capital assét. o

Answer 12
omputation of total income of Mr. Anirudh for theY.2012-13
Particulars ROR RNOR NR
Profit on ga hares in Indian Company receingdermany 15,000 15,000 15,000
Dividegd fhlom a Japanese Company received in Japan 10,000 - -

roperty in London deposited in a bank_ondon, later on 52,500 - -
remi o India through approved banking chan(#s000 — 30%)

Dividend from RP Ltd., an Indian Company - - -
Agricultural income from lands in Gujarat - - -
Income liable to tax in India 77,500 15,000 15,000

Notes:
1. Dividend from an Indian company is exempt u/s 1p(34
2. Agricultural income from a land situated in Indsaeixempt u/s 10(1).
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Answer 13

Conditions for applicability of sections 11 and[&2ction 12A]

The exemption provisions contained in sectionsrid B shall not apply in relation to the income of
any trust or institution unless the following camoiis are fulfilled -

(a) An application for registration of the trust or titistion in the prescribed form and in the
prescribed manner should be made to the Commigsamtkthe trust or institution should be
registered under section 12AA.

(b) The requirement of filing an application for regaton within one year of creation of the
religious or charitable trust or institution hasebhaemoved. The application can be filed at
any time now.

(c) Accordingly, in respect of applications made onafter 1st June, 2007, the visions of
sections 11 and 12 shall apply from the assesswyeart relevant to the finaici [
which the application is made i.e. the exemptiomldoe available only wi
assessment year relevant to the previous yearichwie application is filed.
available in respect of any earlier assessment year

(d) Where the total income of the trust or institutienthout giving efféct™ tife provisions of
sections 11 and 12, exceeds the maximum amounhvidigot cha % to income- tax in
any previous year, the accounts of the trust antit®n mugt be,atdited by a Chartered
Accountant and the report of such audit in the grksed for signed and verified by
such accountant setting forth such prescribed s&otjld e furnished along with the

return of income.

o
Answer 14
Particulars to be furnished with the return of imeo[ n 939(6)]
As per section 139(6), the prescribed form of metaf income, shall in certain prescribed cases,
require the assessee to furnish the particula
(i) income exempt from tax;
(i) assets of the prescribed naturef/and valde, belgrigithe assessee,

(i) details of bank account anc@ d held byagsessee;

(iv) expenditure exceeding th Ibed limits in@urby the assessee under prescribed

heads; and
(v) such other outgoings, be prescribed.

Answer 15 o
The scope of total in a non-resident aseetion 5(2) includes following incomes:
ich is received or is deemed to beived in India during the relevant

rendered outside India is deemed to accrue or arisedia. Hence, salary received by Mr. X, a
citizen of India, from the Government of India fervices rendered outside India is chargeable to
tax under the head ‘Salaries’. But all allowancepearquisites paid outside India by the Government
to Indian citizens for their rendering servicessulg India are exempt under section 10(7).

Answer 17

Mr. Anil is not correct in claiming the entire ino@ as agricultural income. As per rule 7B, in the

case of income derived from the sale of coffee grand cured (processed) by the seller in India,
25% of such income is taxable as business incorderuhe head ‘Profits and gains from business or
profession’ and the balance (i.e. 75%) is exempmftax. Hence, only Rs. 3,75,000 (75% of
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Rs.5,00,000) being agricultural income is exemmtfitax.

Answer 18

Section 12AA requires that the person in receiptimfome should make an application for
registration of the charitable trust or institutionthe prescribed form and prescribed manner &o th
Commissioner of Income-tax.

If the application is made on or after 1st Jun&72he provisions of section 11 and 12 shall apply
relation to income of such trust and institutioanfr the assessment year immediately following the
financial year in which such application is madke Bpplication can therefore be filed at any time.

Answer 19

As per section 2(23), the term ‘firm’ shall alscclide a limited liability pagnership ) as
defined in Limited Liability Partnership Act, 2008.

Therefore, LLP will be treated just like any othgartnership firm for the purpos&ﬁ ncome-tax
Act, 1961.

The rate of tax, in case of LLP, for A.Y. 2012-5330% plus education %% and secondary
and higher education cess @ 1% on the whole ofafia income of th nce, the effective
rate is 30.9% for the assessment year 2012-13. < f l

Answer 20 ®
Computation of taxable income of HUF and tax pagd %£essment year 2012 — 13
Rs.

1. Income from House Property (See Note 1) 1,15,200
2. Profit and gains of business or profession (S t 4,50,000
3. Income from Other Sources (See Note 3) @ 71,100
Gross Total Income 6,36,300
Less: Deductions under Chapter VI As ‘b
(i) Deduction u/s 80C
Contribution to PPF 20,000
Principal Repayment of ho 30,00050,000 50,000
Taxable income 5,86,300
Components of Total Inco
Special income:
Income from horsegacing (Onargeable at special@B0% u/s 115BB) 30,000
Normal Income 5,56,300
9,000
5,56,300
1,80,000 Nil 0
t 3,20,000 10% 32,000
alance 56,300 20% 11,260 43,260
52,260.00
Add: Education cess @ 2% 1,045.20
Secondary and Higher Education cess @ 1% 522.60
Total tax payable 53,827.80
Total tax payable (R/0) 53,830.00
Note 1
Computation of Income from House Property
Rs. Rs.
Annual Value of Self occupied (Unit 1 & 2) (See B Nil
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Less: Interest on housing loan (two —third) 24,0024,000
Gross Annual value (GAV) — Rent received (treatefaa rent) 96,000
Less: Municipal taxes (paid by tenant) (See Note 7) -
Net annual value (NAV) 96,000
Less: Statutory deduction u/s 24 @ 30% NAV 28,800
Less: Interest on housing loan (One —third) 12,0065,200
31,200
Add: Arrears of rent realised taxable u/s 25B 3% (See Note 8) 84,000
Income under the house property 1,15,200
Note 2 Py
Computation of Profit and gains of business or ggsion
Income from Poultry business 4,00,%,
Net Profit from business of dealing in equity slsaf®ee Note 5) 88,500
8,500
Less: Loss from discontinued automobile business ($ote 6) 38,5004,50,000
Note 3 ® Q
Computation of Income from Other Sources ®
Interest on Company deposit \, 15,100
Income from horse racing 30,000
Rent of furniture (clubbed under section 60) (SetcNd 26,000 71,100

Note 4
Unit 1 & Unit 2 are self-occupied by the m% ir residential purposes. Annual value is to

As per section 36(1)(xv) securitie lonpal by the assessee in respect of taxable desurit
is deductible, if the income fro able siies is included in the income computed under
the head ‘Profits and gains of bUSiness and profg'ss

be taken as Nil.
Note 5 %&
X

Note 6 o
As per section 72 byou rward loss of discamith automobile business can be set off against
profits and gains of b Ss or profession.

by tenant is not a deductiblpenxse under section 23(4).

Rent received, as per court award nowshearlier, realised on 16.4.2011 for the period
from 01.01.09 to 31.12.2010 shall be chargeablexainder the head income from house property.
As per section 25B, 30% of the amount of arreaadl §ie allowed as deduction. Hence, the taxable
portion is Rs.1,20,000 less 30% which is Rs.84,000.

Note 9

The HUF confers the right to receive the rent eohiwre of Rs. 26,000 to Mrs. Raman, a member of
HUF without transferring the said furniture to hdence, the rental income of such furniture is¢o b
clubbed in the hand of HUF under section 60.
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Note 10

The deduction under section 80CCC in respect ofritution to Pension fund of LIC is permissible
only to an individual assessee. Hence, the HUFoisentitled to claim the deduction under section
80CCC.

Note 11

The HUF is not entitled to claim the deduction f. R2,500 under section 80C in respect of life
insurance premium paid. The HUF can claim the deoluaunder section 80C in respect of life
insurance premium paid on the life of any membetheffamily. Only an individual can make life

insurance premium payment for self.

Answer 21 P
Computation of business income of Mr. John \
Rs.
Capital as on 01.04.2010 6,00,000
Add: Gift from wife (10.4.2010) ® 200,000
8,00,000
Add: Profit for the year ended 31.3.2011 3,00,000
Capital as on 1.4.2011 ° 11,00,000
Profit for the year ended 31.3.2012 \(‘ 4,40,000
Income proportionately assessable in the handsroddh
Rs. 4,40,000 x 9,00,000/11,00,000 3,60,000

Amount of income taxable in the hands of Mrs. JOmuirt clubbing provisions 80,000
under section 64(1) - Rs.4,40,000 x2,00,000/11(% %

Total Income of Mr. John: (b
Income from Business & 3,60,000

Long term capital gain 5,00,000
Total Income 8,60,000
Tax liability on normal income S.)3,60,000 18,000
On LTCG @ 20% on Rs. 5,00,00 1,00,000
o 1,18,000
Add : Education cesg @ 2,360
Secondary and Highe ucation cess @ 1% 1,180
Tax Liability 1,21,540

Installments of Advance tax payable by Mr. John
onth Busi. Income LTCG EC @ 2% SHEC @ 1% Total
5 11 5,400 - 108 54 = 5,562
ec,11 5,400 - 108 54 = 5,562
15" Mar,12 7,200 1,00,000 2,144 1,072 = 1,10,416
18,000 1,00,000 2,360 1,180 = 1,21,540

Answer 22
Computation of depreciation and capital gains of Rtakash for the A.Y. 2012-13

Rs.
Sale proceeds of Plant Y’ 4,00,000

Less: Deduction under section 50(1) :
Cost of new Plant ‘Z’ acquired during the previgesir ending on 31.3.2012 2,00,000
W.D.V. of Plant ‘X’ & Plant 'Y’ as on 1.4.2011 (Sewte 2) 1,22,825
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Expenditure incurred in connection with transfer ,000 3,32,825
Short term Capital Gains 67,175
Note 1
No Depreciation is allowable for the assessment 3842-13
Note 2
W.D.V. of Plant ‘X’ & Plant ‘Y’ as on 1.4.2008 2,00,000
Less: Depreciation @ 15% for the assessment y&#-20 30,000
W.D.V. of Plant ‘X’ & Plant ‘Y’ as on 1.4.2009 1,70,000
Less: Depreciation @ 15% for the assessment ydd)-20 25,500
.D.V. of Plant ‘X’ & Plant 'Y’ as on 1.4.2010 Py
Less: Depreciation @ 15% for the assessment yedr-209 1,675
W.D.V. of Plant ‘X’ & Plant 'Y’ as on 1.4.2011 \, ,22,825
2. 2,00,000
3,22,825

Add: Cost of new Plant ‘Z" acquired during the pomis year ending on 31.f01

Less: Sale consideration of Plant 'Y’ Rs.4,00,0@3{ficted to) 3,22,825
W.D.V. of Plant ‘X’ & 'Y’ as on 1.4.2012 ‘ ) Nil

Answer 23 ¢ P

(i) As per section 194D, any person paying insuranoena %ayable in excess of Rs. 20,000
to any resident person is liable to deduct tax te 10% in case of all assesses.
Therefore, the insurance company must deduct t 10% in respect of the insurance

commission paid to Mr. Hari.

(i) Section 194C provides for deduction©Offtax at seufrom the payment made to resident
contractors and sub-contractors. There v@ aeductible at source under section 194C for
the contract payments made for th€,conStructiogoaiown building. The rate of TDS under
section 194C on payments m to tractors bea® 1%. Hence, X & Co. (firm) must
deduct tax at source on the t ayments nodde. Ravi.

(i) Discount allowed to a cus%for prompt paymenmntat covered by any of the tax deduction
at source provisions4f the_Income tax Act, 196ieréfore, AB Ltd. need not deduct any tax

at source since n erlf was involved in allowdisgount to its customer viz. XY & Co.

(iv) In respect ofduc conducted by Y & Co., threypsions of Section 194B would apply. As

per Secti 4B, winning from lottery or crosswqudzzle or card game of any sort
| #10,000 payable by any person to tey person, subject to tax deduction at the
Since the value of prize i.e. Marati would exceed Rs. 10,000 tax is deductible
atsoufce @ 30%. As the winning is in kind, thewanmust deposit 30% of the prize value to
for remitting the same as tax. Only aftacls deduction / recovery, the Maruti car is to
livered to the prize winner.

Answer 24
Computation of total income of Mr. Banerjee for th&sessment year 2012-13
Rs. Rs.
Income (loss) House property
House -l 36,000
House-2 —Self occupied (20,000)
House-3 60,000
Income from House Property 76,000
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Profits and gains of business and profession

Textile business 2,00,000
Automobile business (3,00,000)
Speculation business 2,00,000
Income from business or profession representingcudggon business 1,00,000

profit (after set off of loss of automobile busiggs

Capital Gains

Long term capital gain from sale of shares (STHpai

Rs. 1,50,000 — exempt u/s. 10(38) Nil
Long term capital gain from sale of vacant site 0200

Short term capital loss from sale of building (10mID)
Long term capital gain-after set off of short telwss against long term 1,00,00
capital gain

[ J
Income from Other Sources O

Gift from a friend (non-relative) on 05.06.2011 @00
Gift from maternal uncle (on 25.02.2012) Rs. 1,00,0not taxable Si

maternal uncle is covered by the definition of them’ relative’ given In

explanation to section 56(2)(vi) x. Nil

Gift from grandfather’s younger brother on 1.02.20 amount is

taxable as grandfather’s younger brother is noecsay by ition of

‘relative’. 1,00,000 1,60,000
Total income 4,36,000

Answer 25 ‘b
Manufacture [Section 2(29BA)] &d

i claugBA) to section 2 and defined the term

The Finance (No.2) Act, 2009 h S
‘manufacture’. ?b
I :

‘Manufacture’ with its grammati€al variations, shalean a change in a non-living physical object or
article or thing-
(a) resulting in tragsf matfon of the object or aeidr thing into a new and distinct object or
article or thi a different name, charaetad use; or
(b) bringing jgto tence of a new and distinct objec article or thing with a different
chemical composition or integral structure.
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