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Trend Analysis 

Paper 7: Direct Tax Law & International Taxation                                                                        Past Papers 

Sr 

No 

Chapter 

Name May-18 Nov-18 May-19 Nov-19 Nov-20 Jan-21 Jul-21 Dec-21 

Total 

Marks Average 

1 

Basic 

Concepts - - - - - - - - - - 

2 

Residence & 

Scope of Total 

Income - - - - 5 - - - 5 1 

3 

Incomes 

which do not 

form part of 

Total Income - - - - - - - - - - 

4 Salaries - - - 6 - - - - 6 1 

5 

Income from 

House 

Property - - - - - - - - - - 

6 

Profits & 

Gains from 

Business & 

Profession 15 5 - - 6 - - - 26 4 

7 Capital Gains 7 15 - - - - - 4 22 3 

8 

Income from 

Other Sources 6 - - - - - - - 6 1 

9 

Income of 

Other Persons 

included in 

Assessee's 

Total Income - - - - - - - - - - 

10 

Aggregation 

of Income, 

Set-off & 

carry forward 

of losses 4 - - - - - - 4 4 1 

11 

Deduction 

from Gross 

Total Income 11 - - 8 - - - 8 19 3 

12 

Assessment 

of Various 

Entities 14 28 22 22 20 34 28 14 168 24 

13 

Charitable & 

Relegious 

Trusts and 

Institutions, 

Political 

Parties and 

Electoral 

Trusts 4 8 8 8 16 8 8 - 60 9 

14 

Tax Planning, 

Tax 

Avoidance & 

Tax Evasion - - 4 - - - - - 4 1 
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15 

Deduction, 

Collection & 

Recovery of 

Tax 6 10 8 8 12 8 8 12 60 9 

16 

Income Tax 

Authorities 9 - 4 - - 4 - 4 17 2 

17 

Assessment 

Procedure - 10 8 - 2 12 12 - 44 6 

18 

Appeals & 

Revisions 7 5 - 4 4 - - 8 20 3 

19 

Settlement of 

Tax Cases - 5 - - - - - - 5 1 

20 Penalities 3 3 - - - 4 - - 10 1 

21 

Offences & 

Prosecutions 3 - - 4 - - - - 7 1 

22 

Liability in 

Special Cases - - - - - - 4 - 4 1 

23 

Miscellaneous 

Provisions - - - - 4 - - - 4 1 

24 

Transfer 

Pricing & 

Other 

Provisions to 

check 

Avoidance of 

Tax 6 6 12 10 6 12 6 10 58 8 

25 

Non Resident 

Taxation 9 12 6 12 7 6 12 10 64 9 

26 

Double 

Taxation 

Relief 6 12 - 4 6 - - 6 28 4 

27 

Advance 

Ruling 3 - 3 - - - - - 6 1 

28 

Equalisation 

Levy 6 - 3 - - - - 6 9 1 

29 

Application & 

Interpretation 

of Tax 

Treaties 3 - 6 2 - - 6 - 17 2 

30 

Fundamentals 

of Base 

Erosion and 

Profit Shifting - - - - - - 4 - 4 1 

31 

Overview of 

Model Tax 

Conventions 3 6 - - - - - - 9 1 
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Trend Analysis 

Paper 7: Direct Tax Law & International Taxation                                                                        Mock Test Papers 

Sr. 

No 

Chapter 

Name 

Mar-

2018 

Apr-

2018 

Aug-

2018 

Oct-

2018 

Mar-

2019 

Apr-

2019 

Oct-

2019 

May-

2020 

Oct-

2020 

Mar-

2021 

Apr-

2021 

Oct-

2021 

Nov-

2021 

Mar-

2022 

Total  

Marks Aver. 

1 

Basic 

Concepts - - - - - - - - - - 2 - - 12 2 1 

2 

Residence & 

Scope of Total 

Income - - - - - - - 2 - 3 - 6 - - 11 1 

3 

Incomes 

which do not 

form part of 

Total Income - - - - - 2 - - - - - - - - 2 0 

4 Salaries - - - 2 - - - - - - - - 2 - 4 1 

5 

Income from 

House 

Property - - - - - - - - - - - - - - - - 

6 

Profits & 

Gains from 

Business & 

Profession 14 14 - 4 12 10 8 4 - 2 8 12 16 8 104 14 

7 Capital Gains 4 - 4 6 3 3 2 8 3 10 8 6 - - 57 8 

8 

Income from 

Other Sources - 4 - - 2 6 3 - - - 4 6 - - 25 3 

9 

Income of 

Other Persons 

included in 

Assessee's 

Total Income - - - - - - - - - - - - - - - - 

10 

Aggregation 

of Income, 

Set-off & 

carry forward 

of losses 4 - 4 8 - - - 2 2 - - 2 4 - 26 3 

11 

Deduction 

from Gross 

Total Income - 4 - - - - - - - - - - - 8 4 1 

12 

Assessment 

of Various 

Entities 14 14 34 24 14 15 14 28 30 22 19 18 18 22 264 37 

13 

Charitable & 

Relegious 

Trusts and 

Institutions, 

Political 

Parties and 

Electoral 

Trusts 6 6 6 6 8 10 10 8 8 8 8 8 8 - 100 13 

14 

Tax Planning, 

Tax 

Avoidance & 

Tax Evasion 2 - 2 6 2 5 - - 4 - - - 4 - 25 3 

15 

Deduction, 

Collection & 

Recovery of 

Tax 14 14 19 12 10 18 17 10 8 4 10 14 14 10 164 23 

16 

Income Tax 

Authorities 5 4 4 8 5 4 5 8 - - - 8 4 4 55 8 
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17 

Assessment 

Procedure 4 4 9 8 8 2 7 10 2 10 14 6 2 10 86 12 

18 

Appeals & 

Revisions 6 10 6 4 6 10 5 6 4 8 4 - 4 2 73 10 

19 

Settlement of 

Tax Cases - - - - - - 1 - 4 - 3 - - - 8 1 

20 Penalities - 4 4 - 9 - 2 - 8 12 2 2 6 4 49 7 

21 

Offences & 

Prosecutions 7 5 - - - 4 - - 4 - 8 - - - 28 4 

22 

Liability in 

Special Cases - - - - - - - - - - - - - - - - 

23 

Miscellaneous 

Provisions - - - - 4 - 4 - 4 - - - - - 12 2 

24 

Transfer 

Pricing & 

Other 

Provisions to 

check 

Avoidance of 

Tax 10 11 9 6 - 8 9 4 6 4 4 12 - 12 83 12 

25 

Non Resident 

Taxation 6 6 6 9 13 - 5 10 22 14 5 6 8 2 110 15 

26 

Double 

Taxation 

Relief 6 6 - 6 6 8 9 6 1 12 - - 12 - 72 10 

27 

Advance 

Ruling 3 2 3 3 4 3 4 - 2 3 - - - 2 27 4 

28 

Equalisation 

Levy 3 4 3 - 3 - 3 6 - - 3 - 6 6 31 5 

29 

Application & 

Interpretation 

of Tax 

Treaties - 3 - 6 9 - 4 - 6 - 10 4 6 - 48 6 

30 

Fundamentals 

of Base 

Erosion and 

Profit Shifting 6 3 6 - - - 6 - - - - 6 - 6 27 4 

31 

Overview of 

Model Tax 

Conventions 6 6 6 6 - 6 - 6 - 6 - - - - 42 6 
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CA Final 
Paper 7-Direct Tax Laws & International Taxation 

How to study the Most Asked Chapters?  

    
 

In Paper 7 there are a few important tips and types of questions you must practice which will help you 

pass the exam with flying colors. The best practice material is RTP, MTP and Past Papers as the 

questions are drafted in the same way as your examinations.  

 

 

 

Here is a list of the Chapters in Paper 7- Direct Tax Laws & International Taxation- 

 

Assessment of Various Entities- 23 marks 

 

1. This chapter is a combination of entire Direct Tax Inter portion and the first 11 chapters of CA 

Final DT. Brush up on your Inter concepts and for easy reference if notes which you may have 

made in Inter can also be used while studying for CA Final. It can save you time by referring 

those for the starting few chapters. 

2. Keep in mind that one full length question with at least 10-15 adjustments is always asked in 

the paper.  Out of which 5 will be very easy to solve. Hence, do not panic solve the adjustments 

you know first and keep the tricky ones for later. 

3. In this chapter the difficult questions are the ones which are related to Assessment of entities 

other than companies, because even when you practice you tend to give Assessment of 

Companies more importance. Remember a 20-mark question of other than companies are 

very common so as not to lose those marks practicing such questions is equally important. 

4. While studying and practicing this chapter for the first time, mark adjustments in 3 different 

colors. The simple ones which you get in one reading, the medium ones which you practice in 

1st & 2nd revision and the difficult ones which you practice in all 3 revisions. 

https://thevivitsu.com/blogs
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Transfer Pricing- 9 marks 

1. This is a chapter whose concepts can be found in other CA Final subjects as well. Once all the 

methods are mastered it can be a very easy topic. 

2. While studying Transfer Pricing Methods making charts or diagrams to understand the 

concept will be faster for studying during revision as well. 

3. Always solve questions relating to the concept after studying the concept especially in this 

chapter as it can get confusing and having clarity of the concepts is very important. You can 

refer to Past Papers or RTPs so you understand what kind of questions can be asked in the 

exams. 

4. In this chapter theory is equally important. The definitions in this chapter are asked as part of 

questions too. Hence, they should be studied/understood properly. Example- Definition of 

Arm’s Length Price, Safe Harbor Rules, Associated Enterprises etc. are asked as part of 

questions. 

5. The Following types of questions are popular in 

• Identifying the Methods of Transfer Pricing 

• Calculation of Arm’s Length Price 

• Primary & Secondary Adjustments 

• Safe Harbor Rules 

 

 

Non Resident Taxation- 9 marks 

1. This chapter is conceptually very different from the other Chapters. There are separate rates 

for everything. Hence it can get very confusing. Example- the TDS rates. 

2. This chapter is very lengthy but there are only few concepts which are regularly asked in 

examinations. Identifying those so as not to waste time is very crucial. 

3. Concepts studied in this chapter help if you have taken International Taxation as an elective 

subject. 

4. The following types of questions are asked frequently in exams- 

• Interest under 94B 

• POEM  

• TDS cut on specified transactions for NRIs 

 

 

Deduction, Collection & Recovery of Tax- 9 marks  
1. This chapter is a principal concept chapter which every student should know in detail. Its 

concepts are asked in many different types of questions across several chapters, 

2. A table or reference chart for different TDS rates and its limits should be made while studying 

for this paper. This will help in quick reference and in revision. 

3. There are regular amendments in this chapter as this is a chapter in which rates and dates are 

very important. Hence see to it that you study and practice from the latest amended content. 

As even a small mistake in rates or dates can make you lose marks unnecessarily. 

4. Only one type of question is usually asked that is identify the type of TDS, the rate to be cut 

and due date for payment or return filing. 
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Charitable Trusts- 9 marks  
1. This chapter is usually not understood much by students as its accounting and computation is 

very different as compared to what we usually study in case of companies and individuals. 

2. This chapter can be very scoring as one question from here is ALWAYS asked in the paper. This 

chapter though a little difficult to understand must be studied in detail as to get marks here 

comparatively involves less effort than studying many other chapters combined. 

3. Understanding the exemptions provided is 60% of the chapter done. 

4. Important questions from this chapter- 

• Inclusion in exemption under sec 10(23C)  

• Inclusion in exemption under sec 12AA 

• Calculation of Anonymous Donation 

 
These Chapters mentioned here are a must do. Even during revision, ABC Analysis should be followed, 

and sufficient time should be allocated to these Chapters. 

Hope this blog helps you in studying for CA Final.  
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Chapter 11 Assessment of Various Entities 

11.1 

Chapter 11  
 

Assessment of Various Entities 

Question 1 

A REIT has distributed ` 2 crore to its unitholders, which comprises of - 

(i) Rental income from real estate property directly held by it ` 80 lakhs 

(ii) Interest income from special purpose vehicle ` 50 lakhs 

(iii) Dividend income from special purpose vehicle ` 40 lakhs 

(iv) Capital gains on disposal of assets ` 30 lakhs 

In this case, the special purpose vehicle is  an  Indian  company,  in  which  REIT  holds 100% of 

shares. Which of the following statements relating to taxability  of  the  above  income are correct? 

(1) All the above  income are taxable in the hands of REIT. The said income are exempt  in 

the hands of unit holders. 

(2) Only income referred to in (i) and (ii) are taxable in the hands of  REIT.  Income referred 

to in (iii) and (iv) are taxable in the hands of unit holders. 

(3) Only income referred to in (i) and (ii) are taxable in the hands  of  REIT.  Income referred 

to in (iv) is taxable in the hands of unit holders. Income referred to in (iii) is exempt both 

in the hands of REIT and unitholders. 

(4) Only income referred to in (iv) is taxable in the hands of REIT. Income referred to in 

(i) and (ii) is taxable in the hands of unit holders. Income referred to in (iii) is exempt 

both in the hands of REIT and unitholders. 

(5) Tax is deductible by REIT from income referred to in (i) and (ii). 

(6) Tax is deductible by REIT from income referred to in (iii) and (iv). 

(7) Tax is deductible by REIT only from income referred to in (iv) 

(8) No tax is deductible by REIT since the entire income is taxable in its hands. The 

correct option is – 

(a) (1) and  (8) above 

(b) (2) and  (6) above 

(c) (3) and  (7) above 

(d) (4) and  (5) above (Nov ’19) 
 

Answer 1 

The Answer is (d) 

 

Question 2 

Godavari Ltd., an Indian Company engaged in manufacture and sale  of  electrical appliances in India 

and abroad, started adoption  of  Ind  AS  with  effect  from  1st  April,  2017. The following particulars 

are furnished for the year ended 31st March, 2019:- (Nov ’19) 
(a) The book profit after adjustment of all  items specified  in  section  115JB(2) amounted 

to ` 87.34 lakhs (except the adjustment for brought forward losses/ unabsorbed 



 

 

Chapter 11 Assessment of Various Entities 

11.2 

depreciation), for the year ended 31.3.2019. 

(b) Brought forward losses as per books are as under : (` In lakhs) 

 

Financial Year Business loss Depreciatio

n 

2016-17 8.20 7.60 

2017-18 7.30 9.50 

(c) The particulars of “Other Comprehensive Income” for the year ended 31.03.2019: 

(` In lakhs) 

Other Comprehensive Income (OCI) that will not be re- 

classified to profit and loss: 
Debit Credit 

(i) Deferred costs of hedging 3.80  

(ii) Changes in fair values of equity instruments 8.00  

(iii) Revaluation surplus for assets  8.20 

(iv) Deferred gains on cash flow hedges  6.70 

(v) Re-measurement of post-employment

 benefit obligations 

 5.20 

(vi) Share of other comprehensive income of other 

associates 

 2.80 

Other Comprehensive Income (OCI) that may be re- 

classified to profit and loss: 

Debit Credit 

(i) Deferred gains on cash flow hedges  8.20 

(ii) Comprehensive income from discontinued 

operations 

 5.30 

(iii) 
Exchange Differences of foreign

 exchange operations 

1.80  

(iv) Deferred costs of hedging 0.80  

(d) The transition amount as on convergence date (01-04-2017) stood at `  48  lakhs (credit 

balance) including capital reserve of ` 6 lakhs and adjustment of ` 5 lakhs relating to 

translation difference in a foreign operation. 

(e) The National Company Law Tribunal (NCLT), Mumbai Bench has admitted an 

application under section 7  of  Insolvency and  Bankruptcy Code,  2016  (IBC)  made by 

financial creditor against the company for initiation of Corporate Insolvency Resolution 

Process on 30th March, 2019. 

You are required to compute  the  MAT  liability for the assessment year  2019-20, applying 

the provisions relating to Ind AS compliant companies. Assuming  that  the  income  tax 

under normal provisions of Income-tax  Act,  1961  for the assessment year 2019-20 works 

out to ` 13.20 lakhs, compute the tax credit, if any, to be carried forward by the company 

including the period up to which it will be available to be carried forward. 

 

Answer 2 

Computation of MAT liability of Godavari Ltd. under section 115JB for A.Y.2019-20 
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11.3 

Particulars ` ` 

Book profit after adjustment of items under section  115JB(2) 

[except brought forward business loss and unabsorbed  

depreciation] 

  87,34,000 

Less: Brought forward business loss [` 8,20,000 + ` 7,30,000] 15,50,000  

Unabsorbed depreciation [` 7,60,000 + ` 9,50,000] 17,10,000  

[Since Godavari Ltd. is a company against which an 

application for corporate insolvency resolution process has 

been admitted by NCLT under section 7 of the Insolvency  and 

Bankruptcy Code, 2016, the amount of total loss brought 

forward (including unabsorbed depreciation) is  allowed  to  

be  reduced from the book profit for the purposes  of  levy  of  

MAT  under  section 115JB]. 

  32,60,000 

Book profit computed in accordance with Explanation 1 to 

section 115JB(2) 

  54,74,000 

Add: Items credited to OCI that will not be reclassified to  

profit or loss: 

   

Deferred gains on cash flow hedges  6,70,000  

Share of Other Comprehensive Income of Other 

Associates 

 2,80,000  

Re-measurement of post-employment benefit 

obligations 

 5,20,000  

Revaluation surplus for assets `  8,20,000 [Book profit not 

to be increased by revaluation surplus for assets  as per 

proviso to section 115JB(2A)] 

 

  Nil 

 

 

 

14,70,000 

 

Less: Items debited to OCI that will not be reclassified  to 

profit or loss: 

  69,44,000 

Deferred costs of hedging  3,80,000  

Changes in fair values of equity  instruments  `  8,00,000  

[Book profit not to be decreased by changes in fair values 

of equity instruments as per proviso to section 115JB(2A)] 

 

 

______Nil 

 

 

  3,80,000 

  65,64,000 

Add: One-fifth of Transition amount [Credit Balance]   

 

 

 

 

 

 

  7,40,000 

Transition amount 48,00,000 

Less: Amounts to be excluded from above  

Capital Reserve 6,00,000 

Translation difference in foreign operations   5,00,000 

 37,00,000 

One-fifth of ` 37,00,000  

Book Profit for levy of MAT  73,04,000 

MAT on book profit under section 115JB = 18.5% of ` 73,04,000 13,51,240 

Add: Health and education cess@4%    54,050 
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11.4 

MAT liability for A.Y.2019-20   14,05,290 

 

Computation of tax credit to be carried forward 

Particulars ` 

MAT liability for A.Y.2019-20 (rounded off) 14,05,290 

Income-tax computed as per the normal provisions of the Act for A.Y.2019-

20 

13,20,000 

Since the income-tax liability computed as per the regular provisions of the 

Income-tax Act,1961 is less than the MAT payable, the book profit would be 

deemed to be the total income and tax is leviable @18.5%: The total tax 

liability (rounded off) is ` 14,05,290. 

 

Computation of taxcredit to be carried forward  

Tax payable for A.Y.2019-20 on deemed total income 14,05,290 

Less: Income-tax payable as per the normal provisions of the Act 13,20,000 

Tax credit in respect of tax paid on deemed income   85,290 

[Can be carried forward for 15 Assessment Years i.e., upto A.Y.2034-35] 

 

Question 3 

An investment fund’s income for A.Y.2020-21 comprised of the following components: business income ` 

5 crore and capital loss ` 3 crore. All the unit holders of the investment fund have held units in the 

investment fund for  more  than  12  months. What would be the tax treatment? (May ’20) 
(a) Business income of `  5  crore is  taxable in the hands of  the investment fund.  The 

capital loss of ` 3 crore has to be carried forward by the investment fund. 

(b) Business income of ` 5 crore is taxable in the hands of the unit-holders. Capital loss of ` 3 

crore can be carried forward only by the unit holders. 

(c) Business income of `  5  crore is  taxable in the hands of  the investment fund.  The 

capital loss of ` 3 crore  cannot be carried forward by  either the investment  or the unit 

holders. 

(d) Business income of ` 5 crore is taxable in the hands of the investment fund. Capital loss of 

` 3 crore can be carried forward only by the unit holders. 

 

Answer 3 

The Answer is (d) 

 

Question 4 

Lambda Ltd. is engaged in the manufacture of fabrics since 01 -04-2012. Its Statement of Profit and 

Loss for the previous year ended 31st March, 2020 shows a profit of `  750   lakhs after debiting or 

crediting the following items: (May 20)  

(a) Depreciation charged on the basis of useful life of assets as per Companies Act is 

` 52 Lakhs. 

(b) Industrial power tariff concession of ` 4.80 lakhs, received from Maharashtra State 
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11.5 

Government was credited to Statement of profit and loss. 

(c) The company had provided ` 18 lakhs being sum fairly estimated as payable with reasonable 

certainty, to workers on agreement to be entered with the workers union towards periodical 

wage revision once in every three years. 

(d) Dividend received from a US company ` 12 Lakhs. 

(e) Loss ` 17 lakhs, due to destruction of a machine worth `  24  lakhs by  fire due to short circuit 

and ` 3 lakh received as scrap value. The insurance company did not admit the claim of the 

company on charge of gross negligence. 

(f) Provision for gratuity based on actuarial valuation was ` 320 lakhs. Actual gratuity paid 

debited to gratuity provision account was ` 180 lakhs. 

(g) The company has purchased 1000 bales of raw cotton at a price of  `  20,000 per  bale from 

M/s. Omicron, a firm in which majority of the directors of Lambda Ltd. are partners. The firm's 

normal selling price of the same material in market is ` 18,000  per bale. 

(h) Advertisement charges ` 2.30 lakhs, paid by cheque for advertisement published in the 

souvenir of a political party registered with the Election Commission of India. 

(i) Long term capital gain ` 3 lakhs on sale of equity shares on which Securities Transaction Tax 

(STT) was paid at the time of acquisition and sale.  

Additional Information:  

(i) Normal depreciation computed as per Income-tax Rules is ` 71 lakhs. 

(ii) GST ` 8 lakhs collected from its customers was paid by the company on the due dates. 

On an appeal, the High Court directed the GST department to refund  `  3  lakhs to the 

company. The company in turn refunded `  2 lakhs to  the customers  from whom it 

was collected and the balance ` 1 lakh is still lying under the head "Current Liabilities". 

Compute the total income of Lambda Ltd. for the A.Y. 2020 -21 by analyzing and applying 

the relevant provisions of income-tax law. Briefly explain the reasons  for  treatment of 

each item. Ignore the provisions relating to Minimum Alternate Tax. Assume that the 

company has not opted for section 115BAA. 

Answer 4 

Computation of Total Income of Lambda Ltd. for the A.Y. 2020-21 

 

 Particulars Amount (`) 

I Profits and gains of business and profession   

7,50,00,000 Net profit as per the statement of profit and 

loss 

 

Add: Items debited but to be considered 

separately or items of expenditure to be 

disallowed 

 

(a) Depreciation as per Companies Act 52,00,000 

 (c) Provision for wages payable to workers -  

[Since the provision is based on a fair  



 

 

Chapter 11 Assessment of Various Entities 

11.6 

 

 

 

 

 

 

 

 

 

 

(h) Advertisement in souvenir of a 

political party 

2,30,000 

estimate of wages payable with 

reasonable certainty, the provision is 

allowable as deduction. ICDS X requires 

a reliable estimate of the amount of 

obligation and ‘reasonable certainty’ for 
recognition of a provision, which is 

present in this case. 

  

As the provision of ` 18 lakhs has been 

debited to statement of profit and loss, 

no adjustment is required while 

computing business income] 

  

(e) Loss due to destruction of  machinery  

by fire 

17,00,000  

[Loss of ` 17 lakhs due to destruction of 

machinery caused by fire is not 

deductible since it is capital in nature. 

Since the loss has been debited to 

statement of profit and loss, the same is 

required to added back while computing 

business income] 

  

(f) Provision for gratuity 1,40,00,000  

[Provision of ` 320 lakhs for gratuity 

based on actuarial valuation is not 

allowable as deduction. 

However, actual gratuity of ` 180  lakhs 

paid is allowable as deduction. 

Hence, the difference has to be  added  

back to income [` 320 lakhs (-) ` 180  

lakhs] 

  

(g) Purchase of raw cotton at a price 

higher than the fair market value 

20,00,000  

[Since the purchase is from a related 

party, a firm in which majority of the 

directors of the company are partners, 

at  a  price higher than the fair market 

value, the difference  between  the  

purchase   price  (` 20,000 per bale) and 

the fair market value (` 18,000 per bale) 

multiplied by the quantity   purchased   

(1000   bales,    i.e., [` 2,000 x 1,000) has 

to be added back] 
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[Advertisement charges paid in respect 

of souvenir published by a political  

party  is not allowable as deduction 

from business profits of the company. 

Since, the expenditure has been 

debited to statement of profit and loss, 

the same has to be  added back while 

computing business income] 

 

 

 

 

 

 

2,31,30,000 

 9,81,30,000 

Add: Income taxable but not credited to 

statement of profit and loss 

 

AI(ii) GST not refunded to customers out of 

GST refund received from State Govt. 

1,00,000 

[The amount of GST refunded to the 

company by the Government is a 

revenue receipt chargeable to tax. 

Out of the refunded amount of ̀  3  lakhs, 

the amount of ` 2 lakh stands refunded 

to customers would not be chargeable  

to tax.1. 

The balance amount of ` 1,00,000 lying 

with the company would be chargeable 

to tax] 

 

 9,82,30,000 

Less: Items credited to statement of profit 

and loss, but not includible in business 

income/ permissible expenditure and 

allowances 

 

(b) Industrial power tariff concession 

received from State Government 

- 

[Any assistance in the form of, inter alia, 

concession received from the Central or 

State   Government   would   be   treated 

as income. Since  the same has been  

credited 

 

 

 to statement of profit and loss, no 

adjustment is required] 

  

 (d) Dividend received from US company 12,00,000  

 [Dividend received from  foreign  

company is taxable under “Income from 

other sources”. Since the same has been 

credited to the statement of profit and 

loss, it has to be deducted while 

computing business income] 

  

 (e) Scrap value of machinery 3,00,000  
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 [Scrap value of machinery, being capital 

in nature, has to be reduced from WDV 

of machinery. Since the same has been 

credited to the statement of profit and 

loss, it has to be deducted while 

computing business income] 

  

 (i) Long term capital gains of sale of 

equity shares 

3,00,000  

 [The taxability or otherwise of long term 

capital gain on sale of equity shares has 

to be considered while computing 

income under the head “Capital Gains”. Since 
such capital gains has been credited to 

statement of profit and loss, the same 

has to be reduced to arrive at the 

business income.] 

  

 AI(i) Depreciation as per Income-tax Rules, 

1961 [See Note below] 

 

71,00,000 

 

   89,00,000 

 Profits and gains from business and 

profession 

 8,93,30,000 

II Income from Other Sources   

 Dividend received from foreign company  12,00,000 

 [Dividend received from a foreign company 

is chargeable to tax under the head” Income from 

other sources”] 

  

III Capital Gains   

 Long term capital gain on sale of equity 

shares 

 3,00,000 

 [Long term capital gains in excess of ` 1 lakh  

(i.e., ` 2 lakh, being ` 3 lakh – ` 1 lakh) on 

sale 

  

  

 of equity shares on which STT is paid at the 

time of acquisition and sale would be  

taxable@10% u/s 112A, without indexation 

benefit.] 

  

Gross Total Income 9,08,30,000 

Less: Deduction under Chapter VI-A  

Under section 80GGB [Contribution by a  

company to a registered political party  is 

allowable as deduction, since payment is 

made otherwise than by cash. Expenditure 

incurred by an Indian company on 

advertisement in souvenir published by such 

political party tantamounts to contribution to 

such political party.] 

 

 

 

 

 

 

    2,30,000 

Total Income 9,06,00,000 
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Note –  As per section 43(6)(c), for computation of  written down value (WDV) of  a block   

of asset at the end of the year, the amount of scrap value  received has to  be  reduced  

from the value of block of assets at the beginning of the previous year and cost of assets 

purchased during the year. Depreciation is calculated on the value so arrived of the block  

of asset as on 31.3.2020. In the question, adjustment (e) states that scrap value of  ` 3  lakh 

is received in respect of destroyed machinery and same is credited in the statement  of 

profit and loss. In the additional information, since, depreciation as per Income-tax Rules, 

1962 is given, no further adjustment for scrap value is done, presuming that the same has 

already been reduced to arrive at the value of the block as on 31.3 .2020 and depreciation 

has been calculated on the said value of the block. 

Alternatively, since scrap value has been credited to the statement of profit and loss, it is 

possible to take a view that the amount of scrap value is not reduced while computing t he 

value of the assets. In such a case, depreciation allowable would be ` 70,55,000 [i.e., 

` 71,00,000 – ` 45,000, being 15% of ` 3,00,000]. The business  income  and  total income 

would be ` 8,93,75,000 and ` 9,06,45,000, respectively. 

 

Question 5 

A Ltd., an Indian company, bought back its listed shares from its shareholders and B Ltd., an Indian 

company, bought back its unlisted shares from its shareholders in the month of March, 2020. 

What are the tax consequences of such buyback in the hands of A Ltd., B Ltd. and the 

shareholders? (Nov 20) 

(a) Additional income-tax @23.296% of the distributed income is leviable in the hands 

of A Ltd. and B Ltd.; income arising to shareholders is exempt. 

(b) Income arising to shareholders from buyback is taxable in their individual hands;  

No distribution tax is leviable in the hands of A Ltd. and B Ltd. 

(c) Additional income-tax @23.296% of the distributed income is leviable in the hands 

of A Ltd.; income arising to shareholders of B Ltd. is taxable in their individual hands 

(d) Additional income-tax @23.296% of the distributed income is leviable in the hands 

of B Ltd.; income arising to shareholders of A Ltd. is taxable in their individual hands 

(Nov 20) 

Answer 5 

The Answer is (a) 

 

Question 6 

PQR Ltd, a company manufacturing footwear and leather products for the past ten years, had a 

net profit of ` 544 lakhs as per the statement of profit and loss for the year ended  31st March, 

2020. The company was subject to tax audit under section 44AB. The net  profit is arrived at 

after debiting or crediting the following amounts: 

(i) Depreciation as per Companies Act, 2013 is ` 64 lakhs. 

(ii) A sundry creditor whose dues of ` 64 lakhs were outstanding since long time, has been 

settled for ` 52 lakhs on 31st March, 2020 based on compromise settlement. The amount 

waived has been credited to the statement of profit and loss. 

(iii) Employers' contribution of ` 6 lakhs to EPF for the month of March, 2020 was deposited 

on 30th June, 2020. 
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(iv) Interest payments debited ` 60 lakhs (Includes interest on term loan of ` 50 lakhs availed 

on 1-4-2019 at interest rate of 12% p.a. towards purchase of machinery during the year). 

(v) Payment of ` 20 lakhs without deduction of tax to XYZ & Co., a sub-contractor, for 

processing raw leather supplied by PQR Ltd. is debited to statement of profit & loss. 

Additional Information: 

(1) The company has not made provision for an amount of ` 24 lakhs being a fair estimate 

of the amount as payable to workers towards periodical wage revision once in 3 years 

in respect of existing employees. The provision is estimated on a reasonable certainty 

of the revision once in 3 years. 

(2) The written down values of assets before allowing depreciation as per Income-tax 

Rules are as under: 

Factory Buildings: ` 360 lakhs; 

Plant & Machinery: ` 340 lakhs (inclusive of machinery costing ` 60 lakhs 

acquired on 1.4.2019 and put to use on 1.11.2019) 

Computers: ` 30 lakhs 

It may be noted that the above values have been duly recognised while providing 

depreciation in the books of accounts. 

(3) During the year 2019-20, the company has employed 24 additional employees 

(qualified as "workman" under the Industrial Disputes Act, 1947). All these employees 

contribute to a recognized provident fund. 12 out of 24 employees joined on 1.6.2019 

on a salary of ` 23,000 per month, 4 joined on 1.7.2019 on a salary of ` 25,500 per 

month, and 8 joined on 1.11.2019 on a salary of    ` 20,000 per month. The salaries  of 

2 employees who joined on 1.6.2019 are being settled by bearer cheques every month. 

(4) Employees contribution to EPF of ` 3 lakhs recovered from their salaries for the month 

of March 2020 and shown in the Balance Sheet under the head Sundry Creditors was 

remitted on 31st July, 2020. 

Compute the total income and tax liability of PQR Ltd. for the Assessment Year 2020-21. 

The turnover of the company for the year ended 31.3.2018 was ` 251 crores. Ignore the 

provisions of MAT. Assume that the company does not opt for the special provisions 

inserted by the Taxation Laws (Amendment) Act, 2019. (Nov 20) 

Answer 6 

Computation of Total Income of PQR Ltd. for the A.Y. 2020-21 

 

Particulars Amount (`) 

Net profit as per the statement of profit and loss  5,44,00,000 

Add: Items debited but to be considered 

separately or to be disallowed 

  

(i) Depreciation charged as per Companies Act, 

2013 

64,00,000  

(iii) Employer’s contribution to EPF Nil  
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[As per section 43B, employers’ contribution to 

EPF is allowable as deduction, since the  same 

has been deposited on or before the ‘due date’ of 

filing of return under section 139(1) i.e.,  

30.9.2020. Since the same has been debited 

to statement of profit and loss, no further 

adjustment is necessary] 

  

(iv) Interest on term loan for purchase of plant and 
machinery [` 50 lakhs x 12% x 7/12] 

3,50,000  

[As per the proviso to section 36(1)(iii), 

interest paid in respect of capital borrowed for 

acquisition of an asset for the period from the 

date of borrowing till the date on which such 

asset is first put to use shall not be allowed as 

deduction. Since the same has been debited to 

statement of profit and loss, it has to be added 

back while computing business income] 

  

(v) Payment to XYZ & Co., a sub-contractor, 
without deduction of tax [30% of ` 20 lakh] 

6,00,000  

[Under section 40(a)(ia), 30% of any sum paid 

to any resident on which tax is deductible is 

disallowed if tax is not deducted at source. In 

this case, TDS provisions under section 194C 

are attracted on payment for processing of raw 

material. Since tax has not been deducted on 

such payment, 30% of the expenditure shall be 

disallowed] 

  

 

 

 

 

 

73,50,000 

 

Add: Amount taxable but not credited to 

statement of profit and loss 

 6,17,50,000 

AI(5) Employee’s contribution to EPF 3,00,000 

[Any sum received by the assessee from his 

employees as contribution to any provident 

fund is treated as income of the assessee. 

Since employees contribution to EPF has not 

been deposited on or before the due date 

under the PF Act, the same is not allowable as 

deduction as per section 36(1)(va)1.] 

  

 

Less: Items credited to statement of profit and 

loss, but not includible in business income / 

permissible expenditure and allowances 

 6,20,50,000 

(ii)   Waiver of sundry creditor’s outstanding 

amount 
Nil  
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[Waiver of ` 12,00,000 from the sundry 

creditors  is a benefit in respect of a trading-

liability by way of remission or cessation 

thereof and is, hence, taxable under section 

41(1). Since the amount is already credited to 

statement of profit & loss, no adjustment is 

necessary] 

  

AI (1) Provision for wages payable to workers   

[The provision based on fair estimate of 

wages and reasonable certainty of revision is 

allowable as deduction, since ICDS X requires 

‘reasonable certainty’ for recognition of a 

provision, which is present in this case. As the 

provision has  not been debited to statement 

to profit and loss, the same has to be reduced 

while computing business income] 

 

 

 

 

 

 

24,00,000 

 

 

 

 

 

 

   24,00,000 

 5,96,50,000 

Less: Depreciation as per Income-tax Rules, 1962   

 

 

 

 

 

 

 

 

 

 

 

 

 

1,01,11,250 

A(2) Depreciation under section 32  

Depreciation on factory building [10% of ` 

360 lakh] 

36,00,000 

Depreciation on plant and machinery  

- Depreciation@7.5% on ` 63.50 lakhs [` 60 

lakh, being machinery cost + ` 3.50 lakh, 

being interest from 1.4.2019 to 31.10.2019] 

since machinery is put to use for less than 

180 days]. 

4,76,250 

- Depreciation@15% on ` 280 lakh [` 340 lakh 

– 

` 60 lakh] 

42,00,000 

- Depreciation on computers [40% of ` 30 

lakh] 

12,00,000 

 

Add: Additional depreciation @10% on ` 63.50 lakh, 

since machinery is put to use for less than 180 days 

94,76,250 

6,35,000 

Gross Total Income 4,95,38,750 

Less: Deduction under Chapter VI-A  

Under section 80JJAA [See Working Note below] 9,30,000 

Total Income 4,86,08,750 

Computation of tax payable by PQR Ltd. for the A.Y. 2020-21 

 

Particulars ` 

Tax payable on ` 4,86,08,750@25%, since the turnover of the 
company for the P.Y. 2017-18 does not exceed ` 400 crores 

1,21,52,188 

Add: Surcharge@7% (since the total income of the company 
exceeds 

8,50,653 
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` 1 crore but does not exceed ` 10 crore) 

 1,30,02,841 

Add: Health and education cess@4% 5,20,114 

Tax liability 1,35,22,954 

Tax liability (Rounded off) 1,35,22,950 

Working Note: Computation of deduction under section 80JJAA 

PQR Ltd. is eligible for deduction u/s 80JJAA since the company is subject to tax 

audit under section 44AB for A.Y.2020-21 and has employed “additional employees” 
during the P.Y.2019-20. 

Number of additional employees  

Total number of employees employed during the year 24 

Less: Employees employed on 1.7.2019, since their total monthly 

emoluments > ` 25,000 

4 

Employees employed on 1.6.2019 whose emoluments are 

paid by bearer cheque 

    2 

Number of additional employees [10 employees employed on 

1.6.2019 and 8 employed on 1.11.2019] 

  18 

Additional employee cost 

` 23 lakh, being ` 23,000 × 10 ×10 + ` 8 lakh, being ` 20,000 x 5 x 8 

` 31,00,000 

Deduction under section 80JJAA [30% of ` 31 lakh] 9,30,000 

 

Question 7 

Ganga Ltd., an Indian company, earned a profit of ` 52 lakhs after debit/credit of the 

following items to its Statement of Profit and Loss for the year ended on 31.3.2021 - (May 

’21) 
(i) Items debited to Statement of Profit and Loss: 

No. Particulars ` 

1. Provision for the loss of subsidiary 84,000 

2. Provision for doubtful debts 93,000 

3. Provision for income-tax 1,46,000 

4. Provision for gratuity based on actuarial valuation 4,17,000 

5. Depreciation 3,08,000 

6. Interest to financial institution (unpaid before filing of 

return) 

72,000 

7. Penalty for infraction of law 14,000 

(ii) Items credited to Statement of Profit and Loss: 

No. Particulars ` 

1. Profit from unit established in special economic zone. 15,20,000 

2. Share in income of an AOP as a member 1,95,000 

3. Long term capital gains 3,20,000 
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Other Information: 

(i) Depreciation includes ` 80,000 on account of revaluation of fixed assets. 

(ii) Depreciation as per Income-tax Rules, 1962 is ` 4,12,000. 

(iii) Balance of Statement of Profit and Loss shown in Balance Sheet at the asset side 

as at 31.3.2020 was ` 32  lakhs  which  includes  unabsorbed depreciation of ` 18 

lakhs. 

(iv) The AOP, of which the company is a member, has paid tax at maximum  marginal 

rate. 

(v) Provision for income-tax includes ` 65,000 of interest payable on income-tax. 

Based on the above information, you are required to – 

(i) Compute minimum alternate tax under section 115JB of the Income-tax Act,  1961,  

for A.Y. 2021-22; 

(ii) What would be your answer to Q.(i), if Ganga Ltd. is a unit located in an IFSC and 

derives its income solely in convertible foreign exchange? 

(iii) If Ganga Ltd. is a unit of an IFSC and derives its income solely in convertible foreign 

exchange, what would be the tax consequence of dividend distributed by it in the 

hands of Ganga Ltd. and its shareholders? 

Answer 7 

Computation of “Book Profit” for levy of MAT under section 115JB for A.Y. 2021-22 

Particulars ` ` 

Net Profit as per Statement of Profit and Loss  52,00,000 

Add: Net profit to be  increased by  the following amounts 

as per Explanation 1 to section 115JB: 

  

- Provision for the loss of subsidiary 84,000  

-  Provision for doubtful  debts, being the  amount  set 

aside as provision for diminution in  the  value of 

any asset 

93,000  

- Provision for income-tax 

[As per Explanation 2 to section 115JB, income-

tax shall include, inter alia, any interest charged 

under the Act, therefore, whole of the amount of 

provision for income-tax including ` 65,000 

towards interest payable has to be added] 

1,46,000  

- Depreciation as per books of account 3,08,000   6,31,000 

 

Less: Net profit to be decreased by the following amounts 

as per Explanation 1 to section 115JB: 

 58,31,000 
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- Share in income of an AOP as a member 

[In a case where AOP has paid tax on its total 

income at maximum marginal rate, no income- tax 

is payable by the company, being a member of 

AOP, in accordance with the provisions of section 

86. Therefore, share in income of an AOP on which 

no income-tax is payable in accordance with the 

provisions of section 86, would be reduced while 

computing book profit, since the same has been 

credited to  statement of profit and loss] 

1,95,000  

- Depreciation other than depreciation on 

revaluation of assets (` 3,08,000 – ` 80,000) 

 

2,28,000 

 

 

 

 

 

 

 

 18,23,000 

- Unabsorbed depreciation or brought forward 

business loss, whichever is less, as per the books of 

account. 

[Lower of unabsorbed depreciation ` 18,00,000 

and brought forward business loss ` 14,00,000 as 

per books of accounts has to be reduced while 

computing the book profit] 

 

14,00,000 

Book Profit  40,08,000 

Computation of MAT liability under section 115JB 

Particulars ` 

15% of book profit of ` 40,08,000 6,01,200 

Add: Health & Education Cess@4%    24,048 

Minimum Alternate Tax liability  6,25,248 

MAT liability (rounded off) 6,25,250 

Notes: 

(1) It is only the specific items mentioned under Explanation 1 to section 115JB, which 

can be adjusted from the net profit as per the Statement of  Profit and  Loss 

prepared as per the Companies Act for computing book profit for levy of MAT. 

Since the following items are not specified thereunder, the same cannot  be 

adjusted for computing book profit: 

Interest to financial institution (unpaid before filing of return) and 

Penalty for infraction of law 

(2) Provision for gratuity based on actuarial valuation is  an  ascertained  liability [CIT 

v. Echjay Forgings (P) Ltd. (2001) 251 ITR 15 (Bom.)]. Hence, the same should not 

be added back to compute book profit. 

(3) As per proviso to section 115JB(6), the profits from unit established in special 

economic zone cannot be excluded while computing the book  profit,  and  hence, 

such income would be liable for MAT. 

(ii) Computation of MAT liability u/s 115JB where Ganga Ltd. is a unit located  in  an  IFSC 

and derives its income solely in convertible foreign exchange 

Particulars ` 
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9% of book profit of ` 40,08,000 3,60,720 

Add: Health & Education Cess@4%    14,429 

Minimum Alternate Tax liability 3,75,149 

MAT liability (rounded off) 3,75,150 

(ii) As per section 115-O(8), no tax on distributed profits is chargeable in respect of the 

total income of a company, being a unit of an IFSC deriving income solely in convertible 

foreign exchange, on any amount of declared, distributed or paid by the company by 

way of dividends, either in the hands of the company or the person receiving such 

dividend. 

Thus, neither the company nor the shareholders have to pay any tax on dividend 

distributed by Ganga Ltd. 

Question 8 

A real estate investment trust (REIT) receives dividend of ` 8 lakh in February, 2021  from A Ltd., 

a special purpose vehicle, in which the business trust holds 80% of 

shareholding. The REIT distributes the dividend to its unit holders in March, 2021. Mr. X is a 

resident Indian holding 5% units and Mr. Y is a non-resident holding 10% units. What would be 

the tax consequence in the hands of the REIT and its unit-holders Mr. X and Mr. Y? 

(i) REIT enjoys pass-through status in respect of dividend received from A Ltd., only if A Ltd. 

does not opt for section 115BAA 

(ii) REIT enjoys pass-through status in respect of dividend received from A Ltd., only if A 

Ltd. opts for section 115BAA 

(iii) REIT enjoys pass-through status in respect of dividend received from A Ltd.,  irrespective 

of whether A Ltd. opts for section 115BAA 

(iv) In cases where dividend is taxable in the hands of REIT, the same would be subject to tax 

at maximum marginal rate 

(v) Dividend is exempt in the hands of Mr. X and Mr. Y, only if A Ltd. opts for section 

115BAA 

(vi) Dividend is exempt in the hands of Mr. X and Mr. Y, only if A Ltd. does not opt for 

section 115BAA 

(vii) Dividend is exempt in the hands of Mr. X and Mr. Y, irrespective of whether A Ltd. opts 

for section 115BAA. 

(viii) Tax is deductible by REIT on dividend distributed to Mr. X and  Mr.Y@10%, only  in 

cases where dividend is taxable in their hands 

(ix) Tax is deductible by REIT on dividend distributed to Mr. X@7.5% and Mr.Y@10%, only in 

cases where dividend is taxable in their hands 

(x) Tax is deductible by REIT on dividend distributed to Mr. X and Mr.Y@7.5%, only in 

cases where dividend is taxable in their hands 

Which of the above statements are correct? 

(a) (i), (iv) and (vii) 

(b) (iii), (v) and (x) 

(c) (iii), (vi) and (ix) 

(d) (ii), (v) and (viii) (Nov ’21) 

Answer 8 
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The Answer is (c) 

 

Question 9 

X Ltd. is an Indian company engaged in the business of generation of electricity. The company was 

set up on 1.4.2018 and on that date, it had employed 500 new employees,  all of whom participate 

in recognized provident fund. The emoluments of these employees are paid by ECS through bank 

account @ ` 18,000 per month per employee for 150 employees, @` 22,000 per month per employee 

for 150 employees and @` 26,000 per month per employee for 200 employees. On 28.9.2019, it had 

exercised option for depreciation on written down value method on block of assets for A.Y.2019-20. 

Its turnover for P.Y.2018-19 and P.Y.2019-20 are ` 402 crores and ` 249 crores, respectively. On 

1.10.2020, the company installed new plant and machinery of ` 9 crore and put the same  to use 

immediately. The company has received dividend of ̀  60 lakhs from other domestic companies during 

the P.Y.2020-21. X Ltd. distributed dividend of ` 72 lakhs for the F.Y.2020-21 in July, 2021. 

Y Ltd. is an Indian company set up on 1.10.2020 for printing of books.  On the same date,   it installed 

new plant and machinery for ` 2 crore and put the same to use immediately. It employed 200 new 

employees on the said date@ ` 25,000 per month per employee. Their emoluments were paid by 

account payee cheque and all of them participate in recognized provident fund. 

The gross total income for A.Y.2021-22 computed under the special provisions of the Income- tax Act, 

1961 inserted by the Taxation Laws (Amendment) Act, 2019 is ` 6.60 crore for X  Ltd. and ` 1 crore for 

Y Ltd. Both X Ltd. and Y Ltd. are subject to tax audit for A.Y.2021-22. 

You are required to - 

(i) Compute the tax liability of X Ltd. and Y Ltd. for A.Y.2021-22, assuming that the companies 

desire to avail the beneficial tax rates under the special provisions  inserted by the Taxation 

Laws (Amendment) Act, 2019 in  the Income-tax Act,  1961 by fulfilling the conditions specified 

thereunder. 

(ii) Compute the total income of X Ltd. and Y Ltd. under the regular provisions of the Income-tax 

Act, 1961. 

(iii) Examine whether it would it be beneficial for X Ltd. to opt for the special provisions inserted 

by the Taxation Laws (Amendment) Act, 2019. For this purpose, you may assume that the book 

profit of X Ltd. computed under section 115JB for A.Y.2021-22 for levy of minimum alternate 

tax is ` 4.20 crore. (Nov ’21) 

Answer 9 

(i) Computation of tax liability of X Ltd. and Y Ltd. for A.Y.2021-22 u/s 115BAA 

 

Particulars X Ltd. 

` 

Y Ltd. 

` 

Gross Total Income computed u/s 115BAA 6,60,00,000 1,00,00,000 

Less: Permissible deductions under Chapter 

VI-A 

  

Under section 80JJAA 2,16,00,000 - 

X Ltd - [(` 18,000 x 12 x 150) + (` 22,000 x 12 x 

150)] x 30% 

  

Under section 80M 60,00,000 - 
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Dividend received (` 60 lakhs), to the extent of 

dividend distributed on or before the due date 

i.e., the date one month prior to the due date 

of filing of return u/s 139(1) (` 72 lakhs) 

  

Total Income 3,84,00,000 1,00,00,000 

Computation of tax liability   

Income-tax@22% [As per section 115BAA] 84,48,000 22,00,000 

Add: Surcharge@10% 8,44,800 2,20,000 

 92,92,800 24,20,000 

Add: Health and Education cess@4% 3,71,712 96,800 

Total tax liability 96,64,512 25,16,800 

Total tax liability (rounded off) 96,64,510 25,16,800 

 

Notes: 

(1) X Ltd. is eligible to opt for special provisions under section 115BAA, as 

per which the rate of tax would be 22% plus surcharge@10% plus 

HEC@4%.  It  is not eligible to opt for section 115BAB even though it is 

engaged in generation of electricity, since it was set up before 

1.10.2019. 

 Y Ltd. is a set up after 1.10.2019, but it is not eligible to opt for section 

115BAB, and avail benefit of concessional rate of tax@15% plus 

surcharge@10% and HEC@4%., since business of manufacture or 

production of any article or thing does not include business of printing 

of books. It is, however, eligible to opt  for section 115BAA and pay 

tax@22% plus surcharge@10% plus HEC@4%. 

(2) X Ltd. is eligible to claim deduction u/s 80JJAA, which is a permissible 

Chapter VI-A deduction while computing total income under section 

115BAA, subject  to fulfillment of conditions specified thereunder. 

 Since new employees are employed on 1.4.2018 in case of X Ltd., it can 

claim 30% of additional employee cost for three years, namely, 

P.Y.2018-19, P.Y.2019-20 and P.Y.2020-21. Accordingly, it would be 

entitled to deduction u/s 80JJAA for P.Y.2020-21. 150 employees 

whose emoluments are ` 18,000 

p.m. and 150 employees whose emoluments are ` 22,000 p.m. qualify 

as additional employees. Further, these employees also participate in 

recognized provident fund and their emoluments are paid by way of 

ECS through bank account. 200 employees whose emoluments exceed 

` 25,000 p.m. do not qualify as additional employees. 

 Y Ltd. is not entitled to claim deduction u/s 80JJAA for A.Y.2021-22, 

since its employees are not employed for a minimum period of 240 

days in the P.Y.2020-21. 
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(3) X Ltd. is eligible to claim deduction u/s 80M, which is also a permissible 

Chapter VI-A deduction while computing total income under section 

115BAA, subject to fulfillment of conditions specified thereunder. X Ltd. 

would be  eligible to claim deduction in respect of dividend of ` 60 lakhs 

received from other domestic companies in the P.Y.2020-21, to the 

extent of the amount distributed to its shareholders on or before the 

due date, i.e., the date one month prior to the date of furnishing return 

of income under section 139(1). In this case, since it has distributed ` 

72 lakhs in July, 2021, it is entitled to claim deduction of the entire 

amount of ` 60 lakhs received in the P.Y.2020-21 as dividend from other 

domestic companies. 

(ii) Computation of total income of X Ltd. and Y Ltd. for A.Y.2021-22 under the regular 

provisions of the Income-tax Act, 1961 

 

Particulars X Ltd. 

` 

Y Ltd. 

` 

Gross Total Income computed u/s 115BAA 6,60,00,000 1,00,00,000 

Less: Additional Depreciation [20% of ` 9 crore 

and ` 2 crore, respectively, since the plant and 

machinery has been put to use for 182 days 

(180 days or more) in the P.Y.2020-21] 

 

 

 

1,80,00,000 

 

 

 

40,00,000 

Gross Total Income (computed under the 

regular provisions of the Act) 

4,80,00,000 60,00,000 

Less: Deductions under Chapter VI-A   

Under section 80JJAA 2,16,00,000 - 

X Ltd - [(` 18,000 x 12 x 150) + (` 22,000 x 12 x 

150)] x 30% 

  

Under section 80M 60,00,000 - 

Dividend received (` 60 lakhs), to the extent 

of dividend distributed on or before the due  

date i.e., the date one month prior to the due 

date of filing of return u/s 139(1) (` 72 lakhs) 

  

Total Income 2,04,00,000 60,00,000 

Note – Both X Ltd. and Y Ltd. are entitled to additional depreciation@20% on new 

plant and machinery installed by them. X Ltd. is engaged in the business of generation 

of electricity, and hence qualifies for additional depreciation, since it has opted for 

depreciation as per written down value method. Once it has opted for WDV method 

for A.Y.2019-20, the same will apply for subsequent years also, as such option, once 

exercised shall be final and shall apply to all the subsequent assessment years. 

Further, the CBDT has, vide Circular No.15/2016 dated 19.5.2016 clarified that the 

business of printing amounts to manufacture or production of article or thing and is, 

therefore, eligible for additional depreciation. Hence, Y Ltd., engaged in the business 

of printing of books, is also eligible to claim additional depreciation. 

(iii) Computation of tax liability of X Ltd. for A.Y.2021-22 as per the other provisions  of 

the Act (other than section 115BAA) 
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Particulars ` 

Tax@30% on ` 2,04,00,000 [Since turnover of P.Y.2018-19 
exceeds ` 400 crore] 

61,20,000 

Add: Surcharge @7% (since total income exceeds ` 1 crore 

but does not exceed ` 10 crore) 

 

  4,28,400 

 65,48,400 

Add: Health and Education cess@4%   2,61,936 

Total tax liability 68,10,336 

Total tax liability (rounded off) 68,10,340 

Computation of MAT liability for A.Y.2021-22  

15% of book profit of ` 4.2 crore 63,00,000 

Add: Surcharge@7% since book profit exceeds ` 1 crore but 

does not exceed ` 10 crore 

 

  4,41,000 

 67,41,000 

Add: Heath and Education cess@4%   2,69,640 

 

MAT credit to be carried forward u/s 115JAA 
70,10,640 

MAT liability u/s 115JB 70,10,640 

Less: Tax computed under the regular provisions of the Act 68,10,340 

MAT credit to be carried forward   2,00,300 

Since the MAT liability u/s 115JB is higher than the income-tax payable under the 

regular provisions of the Act, the book profit of ` 4.20 crore of X Ltd. would be deemed 

to be its total income and tax would be payable@16.692% (15% plus surcharge@7% 

plus   HEC@4%).  Hence,  the   tax   liability  of   X   Ltd.  for   A.Y.2021-22  would   be 

`  70,10,640.  X  Ltd.  would,  however,  be  entitled  to  carry  forward  MAT  credit  of 

` 2,00,300 and set it off in future years, when the tax liability under the regular 

provisions of the Act is higher than the MAT liability. 

Accordingly, since the tax liability under the other provisions of the Act (i.e., MAT 

liability) for A.Y.2021-22 is ` 70,10,640 vis-à-vis tax liability of ` 96,64,510 computed 

under section 115BAA, it is not beneficial for X Ltd. to opt for the special provisions 

under section 115BAA for A.Y.2021-22. Moreover, X Ltd. would be eligible to carry 

forward MAT credit of ` 2,00,300, if it pays tax as per the other provisions of the Act (i.e., 

other than section 115BAA). Hence, X Ltd. should not opt for the special provisions 

under section 115BAA for A.Y.2021-22. 
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Chapter 10  

 

Assessment of Various Entities 

Question 1 

The statement of profit & loss of TrustMe Private Ltd., a resident company engaged in 

manufacturing, shows net profit of Rs. 77,00,000 for the financial year ended on 31st March, 

2019, after debit/credit of the following items. 

A. Credited to the Statement of Profit and Loss: 

(i) Rent received from vacant land Rs. 2,05,000 

(ii) Rent received (gross) from a commercial property owned by the company Rs. 

4,30,000 (Tax deducted by tenant @ 10%) 

(iii) Interest received on income tax refund Rs. 42,000 

(iv) Profit on sale of unused land Rs. 2,00,000. 

B. Debited to the Statement of Profit and Loss: 

(i) Depreciation Rs. 11,75,000. 

(ii) Donation of Rs. 70,000 paid to Swachh Bharat Kosh by account payee cheque. 

(iii) Contribution to Political Party amounting to Rs. 1,50,000 paid in cash. 

(iv) Payment made to transporter Rs. 60,000 by account payee cheque, but no tax has been 

deducted at source. (Transporter is having PAN and furnished declaration that he is 

covered under section 44AE and not having more than 10 goods carriages at any time 

during the previous year). 

(v) Bonus to employees Rs. 3,20,000 provided. However, payment was made on the 

occasion of Diwali festival on 2nd November, 2019. 

(vi) Provision made for income-tax Rs. 4,20,000 (including interest of Rs. 70,000 thereon) 

(vii) Contribution of Rs. 1,00,000 to a University approved and notified under section 

35(1)(ii) 

(viii) Loss of Rs. 1,80,000 incurred by way of trading in derivatives in shares in a recognized 

stock exchange. 

Additional information: 

(1) The company during the financial year 2017-18 made a provision for an outstanding 

bill of Rs. 90,000 for purchase of raw material. Out of such outstanding amount, the 

company has paid Rs. 45,000 in cash on 20th August, 2018. 

(2) During the year, the company has issued 1,00,000 equity shares of face value of Rs. 10 

each at premium of Rs. 90 each. The fair market value is Rs. 60 per share at the time 

of issue of shares. 

(3) Unused land which was sold in March, 2019 for Rs. 52,00,000 was acquired by the 

company in January, 2017 for Rs. 50,00,000. 
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(4) Depreciation as per Income-tax Act, 1961 Rs. 18,00,000. However, while calculating 

such depreciation, rate applicable to computers has been adopted for (i) accessories 

like printers and scanners, and (ii) EPABX. The written down value of these items as on 

01.04.2018 is given below: 

(a) Printers and Scanners Rs. 3,00,000 

(b) EPABX Rs. 5,00,000 

(5) Additional depreciation on plant and machinery purchased for Rs. 34,00,000 on  18th 

November, 2018 has not been considered while calculating depreciation as per 

Income- tax Act, 1961 as above. 

(6) Provision for audit fee Rs. 1,00,000 was made in the books for the year ended on 31st 

March, 2018 without deducting tax at source. 

Such fee was paid to auditors in September 2018 after deducting tax at source under 

section 194J and tax so deducted was deposited on 6th October, 2018. 

Cost Inflation Index – FY 2016-17: 264; FY 2018-19: 280 

Compute total income of the company for the Assessment Year 2019-20 stating reasons for 

treatment of each item. Ignore provisions relating to Minimum Alternate Tax. (14 Marks 

Oct 19) 

Answer 1 

Computation of Total Income of TrustMe Private Ltd. for the A.Y.2019 -20 

 Particulars Amount (Rs.) 

I Income from house property 

[Rental income from commercial property] 

Gross Annual Value1/Net Annual Value2 

Less: Deduction under section 24(a) 30% of  

Net Annual Value 

  

 

 

 

 

3,01,000 

 
4,30,000 

 
1,29,000 

  

II Profits and gains of business and profession   

 Profits from manufacturing business [See Working Note 

below] 

70,88,000  

 Less: Set-off of losses from trading in derivatives in shares in 
a recognized stock exchange [allowed to be set-off against 
profits from the business of manufacturing as per section 
70(1) since it is not speculative in nature [See Note below] 

  1,80,000  

   69,08,000 

III Capital Gains   

 Sale consideration 52,00,000  

 Less: Indexed Cost of Acquisition [Rs. 50,00,000 × 280/264] 53,03,030  

 Long-term capital loss to be carried forward to A.Y.2020-21 

for set-off against long-term capital gains, if any, in that year 

(1,03,030)  

IV Income from Other Sources   

 Rent received from vacant land 2,05,000  

 Interest received on income-tax refund 42,000  

 Excess of issue price of shares over the fair market value of 40,00,000  

 shares is taxable as per section 56(2)(viib) in the case of   
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 TrustMe Private Ltd., not being a company in which public 

are substantially interested [Rs. 40 (i.e., Rs. 100 – Rs. 60) × 

1,00,000 shares] 

________ 

_ 

42,47,000 

 Gross Total Income  1,14,56,000 

 Less: Deductions under Chapter VI-A   

 Deduction under section 80G   

 Donation to Swachh Bharat Kosh [qualifies for 100% 
deduction – 

70,000  

 assuming that the same has not been spent in pursuance of   

 corporate social responsibility under section 135(5) of the   

 Companies Act, 2013]   

 Deduction under section 80GGB   

 Contribution to Political Party [Not allowable as deduction 

since the contribution is made in cash] 

Nil  

70,000 

 Total Income  1,13,86,000 

1 Rent received has been taken as the Gross Annual Value (GAV) in the absence of information 

relating to Municipal Value, Fair Rent and Standard rent. 

2 Since the question does not contain information about municipal taxes paid, the net annual value 
is the same as the GAV. 

Working Note: 

Computation of profits and gains from the business of manufacturing 

Particulars Amount (Rs.) 

Net profit as per statement of profit and loss  77,00,000 

Add: Items debited but to  be considered separately or to be 

disallowed 

  

B(ii) Donation paid to Swachh Bharat Kosh, considered 

separately 

70,000  

[Not an expenditure incurred wholly and exclusively for the 

manufacturing business. Hence, not allowable under section 37] 

  

B(iii) Contribution to political party 1,50,000  

[Not an expenditure incurred wholly and exclusively for the 

manufacturing business. Hence, not allowable u/s 37] 

  

B(iv) Payment to transport contractor 

[As per section 194C(6), no tax is required to be deducted at 

source since the payment is to a transport contractor not 

having more than 10 goods carriages at any time during the 

previous year and he has given a declaration to that effect 

along with his PAN. Hence, disallowance under section 

40(a)(ia) for non-deduction of tax at source is not attracted. 

Also, since payment is made by account payee cheque, no 

disallowance under section 40A(3) is attracted]. 

B(v) Bonus to employees 

[Since the payment is made  after  the  due  date  of  filing 

return of income, disallowance under section 43B is 

- 

 

 

 

 

 

3,20,000 
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attracted] 

B(vi) Provision for income-tax (including interest of Rs. 

70,000 thereon) 

[Not   allowable   as   deduction.    Disallowance    under 

section 40(a)(ii) is attracted] 

 

 

4,20,000 

B(viii) Loss from trading in derivatives in shares in a 

recognized stock exchange [See Note below] 

[Since loss from trading in derivatives in shares is not related 

to the business of manufacturing, the same is not incurred 

wholly and exclusively for this business, and hence, is not 

allowable as deduction under section 37 while computing 

profits from the business of manufacturing] 

 

1,80,000  

 

 

 

 

 

11,40,000 

Add: Cash Payment for purchase of raw material deemed as 

income 

AI(1) [Since the provision for outstanding bill for purchase of 

raw material has been allowed as deduction during the 

P.Y.2017-18, cash payment in excess of Rs. 10,000 against 

such bill in the P.Y.2018-19 would be deemed as income of 

P.Y.2018-19 as per section 40A(3A)] 

 

 88,40,000 

     45,000 

Less: Expenditure to be allowed 

B(i) & AI(4) Depreciation 

[Difference between the normal depreciation of Rs. 16.75 

lakhs as per Income-tax Act, 1961 [See Note below] and 

depreciation charged to the statement of profit and loss of 

Rs. 11.75 lakhs]. 

Note – 3Printers and scanners form an integral part of the 

computer system and they cannot be used without the 

computer. Hence, they are part of the computer system, 

they would be eligible for depreciation at the higher rate of 

40% applicable to computers including computer software. 

However, EPABX is not a computer and is, hence, not 

entitled to higher depreciation@40%4 

Particulars Rs. 

Depreciation computed as per Income-tax Act, 

1961 

18,00,000 

Less: Depreciation@40% wrongly provided

 in respect of EPABX = 40% of Rs. 5,00,000 

 

2,00,000 

 16,00,000 

Add: Depreciation@15% on EPABX =

 15% of Rs. 5,00,000 

75,000 

Correct Depreciation as per Income-tax Act, 1961 16,75,000 
 

 

5,00,000 

88,85,000 

AI(5) Additional depreciation on new plant and machinery   

Since plant and machinery was purchased only on 18.11.2018, it 
was 
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put to use for less than 180 days during the year. Hence 
additional 

  

depreciation is to be restricted to 10% (i.e., 50% of 20%) of Rs. 

34 lakhs.5 
3,40,000 

 

AI(6) Audit Fees relating to P.Y.2017-18   

[Rs. 30,000, being 30% of audit fees of Rs. 1,00,000   

provided for in the books of account of F.Y.2017-18 would have 
been 

  

disallowed due to non-deduction of tax at source. Since tax has 
been 

  

deducted in September, 2018 and paid on 6.10.2018, the 
amount of 

  

Rs. 30,000 is deductible while computing business income of 

P.Y.2018-19]. 30,000 
 

B(vii) Contribution to University   

[Contribution to a University approved and notified under 
section 

  

35(1)(ii) would qualify  for  weighted deduction@150%. Since   
Rs. 1,00,000 has already been debited to the statement of profit 
and 

  

loss, the balance Rs. 50,000 has to be deducted while 

computing business income] 
50,000 

 

9,20,000 

  

 

 

2,05,000 

 

4,30,000 

 

42,000 

 

2,00,000 

79,65,000 

Less: Items credited to statement of profit and loss, but  

not includible in business income.  

A(i) Rent received from vacant land [Chargeable to tax under the  

head “Income from other sources”]   

A(ii) Rent received from commercial property owned by the 
company 

 

[Chargeable to tax under the head “Income from house 
property”] 

 

A(iii) Interest received on income tax refund [Chargeable to tax 
under 

 

the head “Income from other sources”]   

A(iv) Profit on sale of unused land [Chargeable to tax under the 
head 

 

“Capital Gains”]  

 8,77,000 

Profits and gains from the business of manufacturing 70,88,000 

Note: As per section 43(5), an eligible transaction of trading in derivatives in shares in a 

recognized stock exchange is not a speculative transaction. 

In this case, the company is engaged in the business of manufacturing and hence, the loss on 

account of trading in derivatives is not incurred wholly and exclusively in relation to such 

business and hence, has to be disallowed while computing profits from the business of 

manufacturing. Trading in derivatives in shares is also not incidental to the business of 

manufacturing. Therefore, it has to be assumed that the company is also carrying on the 

business of trading in derivatives in shares in addition to its manufacturing business.  

In this case, the loss has to be disallowed at the first instance while computing income from the 

business of manufacturing since it is not wholly and exclusively incurred for the said business 
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and thereafter, loss from trading in derivatives has to be set-off against the profits from 

manufacturing business applying the provisions of section 70(1) permitting inter-source set-off 

of losses. 

3 CIT v. BSES Yamuna Powers Ltd (2013) 358 ITR 47 (Delhi) 

4 Federal Bank Ltd. v. ACIT (2011) 332 ITR 319 (Kerala) 

5 Balance additional depreciation of Rs. 3. 40 lakhs can be claimed in the next year i.e., A.Y.2020 

-21 

 

Question 2 

An investment fund (Investment Fund I) incorporated in India in the form of a LLP has 35 unit 

holders each holding 2 units. 

The particulars of income of Investment Fund I for the P.Y.2019 -20 is as follows: 

(i) Business income - Rs.14 lakh; 

(ii) Long-term capital gains - Rs.21 lakhs; and 

(iii) Income from other sources - Rs.7 lakhs. 

Another investment fund (Investment Fund II) incorporated in India in the form of a company has 

50 unit holders each holding 4 units. All unit holders have held the units for a period of more than 

a year. 

The particulars of income of Investment Fund II for the P.Y.2019 -20is as follows: 

(i) Business loss – (Rs.10 lakh); 

(ii) Long-term capital losses - (Rs.20 lakhs); and 

(iii) Income from other sources - Rs.6 lakhs. 

From the information given above, choose the most appropriate answer to the following questions 

– (4 x 2 Marks = 8 Marks) 

(i) With respect to income of Investment Fund I for the P.Y.2019 -20 - 

(a) Rs.42 lakhs is taxable in the hands of the investment fund 

(b) Rs.1,20,000 is taxable in the hands of each unit holder 

(c) Rs.21 lakh is taxable in the hands of the investment fund; Rs.60,000 is taxable in 

the hands of each unit holder. 

(d) Rs.14 lakh is taxable in the hands of the investment fund; Rs.80,000 is taxable in 

the hands of each unit holder.(2 Marks May ’20) 
 

Answer (i) 

The Answer is (d) 

 

 

(ii) What is the applicable rate of tax on the component(s) of income of Investment Fund I for 

the P.Y.2019-20 in the hands of Investment Fund I? 

(a) The entire income of Rs.42 lakhs is taxable@30% (plus cess@4%). 
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(b) N.A., since Investment Fund I enjoys pass through status for all its income 

components. 

 (c) Long-term capital gains is taxable@20% (plus cess@4%) and other income@30% 

(plus cess@4%) 

(d) Business income of Rs.14 lakhs is taxable@30% (plus cess@4%).(2 Marks May ’20) 
 

Answer (ii) 

The Answer is (d) 

(iii) With respect to income of Investment Fund II for the P.Y.2019 -20 - 

(a) Income of Rs.6 lakhs from other sources is taxable in the hands of the 

investment fund  and losses of Rs.30 lakh can be carried forward by the 

investment fund. 

(b) Losses of Rs.24 lakh, arrived at after set-off of business loss against income from 

other sources, can be carried forward by the investment fund. 

(c) Business loss of Rs.4 lakh can be carried forward by the investment fund; capital 

loss of Rs.40,000 can be carried forward by each unit holder 

(d) Income of Rs.6 lakhs from other sources is taxable in the hands  of the investment 

fund  and business loss of Rs.10 lakh can be carried forward by the investment 

fund; long-term capital loss of Rs.40,000 can be carried forward by each unit 

holder. .(2 Marks May ’20) 
 

Answer (iii) 

The Answer is (c) 

(iv) If, in the P.Y.2020-21, Investment Fund II has business income of Rs.15 lakh and long term 

capital gains of Rs.25 lakhs, then, its total income for A.Y.2021-22 would be - 

(a) Rs.6 lakh 

(b) Rs.10 lakh 

(c) Rs.11 lakh 

(d) Rs.36 lakh.(2 Marks May ’20) 

Answer (iv) 

The Answer is (c) 

 

Question 3 

On 1.4.2019, B Ltd, an unlisted domestic company, engaged in the business of manufacturing of 

tyres, converted into an LLP by name M/s. S LLP fulfilling all the conditions specified in section 

47(xiiib) of the Income-tax Act, 1961. Some of the relevant information is given below in respect 

of B Ltd., as on 31.3.2019: 

(a) 150 equity shares in T Ltd., an Indian company listed in National Stock Exchange was 

acquired for Rs. 1,900 per share on 31.7.2017. On conversion, these share become the 

property of M/s. S  LLP. 

(b) Voluntary Retirement Scheme (VRS) expenditure incurred by the company during the P.Y.  
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2017-18 is Rs.20 lakhs. The company was allowed deduction of Rs. 4 lakhs each for the P.Y.s 

2017-18 &2018-19 under section 35DDA. 

(c) Besides other assets transferred to M/s. S LLP by M/s. B Ltd., it also transferred two factory  

buildings. On 1.4.2019, M/s. S LLP leased out one factory building along with plant and 

machineries and furniture etc. at a consolidated lease rent of Rs. 50,000 per month. 

During the previous year 2019-20, M/s. S LLP earned a profit of Rs. 25,40,000 after debit/credit of 

the following items to its Profit and loss account: 

(i) Mr. Bharat is the working partner of the LLP. He is also a working partner in another firm. He 

is actively engaged in the business of both the firms. Bharat gets, a salary of Rs. 55,000 p.m. 

from M/s. S LLP. He is the only working partner whose remuneration is authorised by the 

partnership deed. 

(ii) Mr. Aayush, an employee, was deputed to work in the client's office in Mumbai for three 

months. The LLP has paid his salary in cash for the months when he was in Mumbai, 

amounting to Rs.3,45,000 (net of TDS and other deductions), since he did not have a bank 

account in Mumbai. This  payment  was  included  in  amount   of   "salary"   debited   to   

profit   and   loss   account. Mr. Aayush is normally posted in Delhi being the headquarter of 

M/s. S LLP. 

(iii) Amount of Rs. 25,000 was paid towards penalty for non-fulfilment of delivery conditions of 

a contract for sale for the reasons beyond its control. 

(iv) The LLP had provided an amount of Rs. 18 lakhs being the sum estimated as payable to 

workers based on agreement to be entered with workers union towards periodical wage 

revision once in 3 years. The provision is based on a fair estimation of wage and reasonable 

certainty of revision  once in 3 years. 

(v) Depreciation debited to profit and loss account Rs. 5,40,000. 

(vi) Gratuity provisions based on actuarial valuations Rs. 6.5 lakhs. (Gratuity actually paid Rs. 4 

lakhs  to retired employees debited in Gratuity provision account). 

(vii) Profit on sale of shares of  M/s.  T  Ltd.  Rs.  1,27,500. These shares were sold on  31.5.2019 

for  Rs. 2,750 per share. The highest price of T Ltd. quoted on the stock exchange as on 

31.1.2018  was Rs. 2,500 per share. 

(viii) Repairs to plant and machinery include Rs. 59,000 in respect of plant and machinery given 

on lease. 

(ix) Factory licence fee paid Rs. 15,000 for each factory building. 

(x) Legal fee includes Rs. 26,000 paid to an advocate for drafting and registering the lease 

agreement. 

Additional Information: 

(1) Under an agreement of debt restructuring, the bank has converted unpaid interest 

amounting to Rs.9,00,000 up to 31.7.2019 into a new loan account repayable in 3 equal 

annual instalments. The first instalment was paid in March 2020 by debiting the new loan 

account. 

(2) Mr. Bharat, being a working partner, bought a car which is registered in his own name out 

of the funds of LLP. The car was used exclusively for the purposes of the business of the LLP 

only. The depreciation on the car amounts to Rs. 15,000 for the P.Y. 2019-20. 

(3) Depreciation as per Income-tax Rules Rs. 8,10,000 (including depreciation on the assets 

given on lease amounting to Rs. 90,000). It does not include depreciation on car. 
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(4) The LLP sold import entitlements on 1.5.2019 for Rs.1,50,000. This sum is not included in 

profit  and loss account by treating it as capital receipt. 

You are required to discuss the implication of such conversion and calculate the total income in the 

hands of M/s S LLP for the Assessment Year 2020-21. (14 Marks May ’20) 

Answer 3 

Implication on conversion of company into LLP 

Transfer of capital asset or intangible asset, inter alia, by an unlisted public company to a LLP or 

any transfer of share held by shareholder to LLP in a conversion of unlisted company into an LLP 

is not regarded as transfer under section 47 provided the conditions specified therein are 

satisfied. 

Accordingly, transfer of capital asset by B Ltd., to M/s S LLP is not regarded as transfer since the 

conditions specified in section 47(xiiib) as stated in the question stand satisfied and fulfilled. 

Computation of Total Income in the hands of M/s S LLP for the A.Y. 

2020-21 

 Partic

ulars 

Amount (Rs.) 

I Profits and gains of business and profession   

25,40,000 

 

Net profit as per the profit and loss account  

Add: Items debited but to be considered 

separately or to be disallowed 

 

(i) Salary to Bharat, a working partner (to 

be considered separately) [Rs. 55,000 x 

12] 

6,60,000 

(ii) Salary paid to Mr. Aayush, an employee - 

[Under section 40A(3), disallowance is 

attracted in respect of expenditure for 

which cash payment exceeding  Rs.  

10,000  is   made  in  a  day   to  a person. 

Payment of  Rs.  3,45,000 to  Mr. Aayush, 

an employee, is covered by exception 

under Rule 6DD since, TDS has been 

deducted, employee is temporarily 

posted in Mumbai and does not have a 

bank account in Mumbai. Since the same 

has been debited to profit and loss 

account, no adjustment is required] 

 

 (iii)   Penalty for non-fulfilment of 

delivery conditions of a contract for 

sale 

   

 [Penalty for non-fulfilment of delivery 

conditions of a contract for sale is not on 

account of infraction of law. Penalty for 

breach of contract is business or 

commercial loss and would be allowable 

expenditure under section 37. Since the 

same has been debited to profit and loss 
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account, no adjustment is required] 

 (iv) Provision for wages payable to workers    

 [The provision is based on fair estimate of 

wages and reasonable certainty of 

revision, and thus is allowable as 

deduction, as ICDS-X requires 

‘reasonable certainty for recognition of a 

provision, which is present in this case. As 

the provision has been debited to profit 

and loss account, no adjustment is 

required while computing business 

income] 

   

 (v) Depreciation as per books of account 5,40,000   

 (vi) Provision for gratuity 2,50,000   

 [Provision of Rs. 6,50,000 for gratuity 

based on actuarial valuation is not 

allowable as deduction as per section 

40A(7). However, actual gratuity of Rs. 

4,00,000 paid is allowable as deduction. 

Hence, the difference is to be added back 

being of Rs. 2,50,000 (Rs. 6,50,000 – Rs. 

4,00,000)] 

   

 (viii) Repair to plant and machinery given on 

lease 

59,000   

 [Lease rent from factory building along 

with plant and machinery and furniture is 

chargeable to tax under the head income 

from other sources, since the main 

business of the M/s S LLP is manufacturing 

of tyres and not letting out the properties. 

Therefore, repairs to such plant and 

machinery to be deducted from lease 

income taxable under the head “Income 
from Other Sources. Since the same has 

been debited to profit and loss account, it 

has to be added back] 

   

 (ix) Factory licence fee paid 15,000   

 [Factory licence fee in respect of leased 

out factory building is to be deducted 

from lease income taxable under the 

head “Income from Other Sources”. Since 
the same has been debited to profit and 

loss account, it has to be added back] 
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(x) Legal fee to advocate for drafting and 

registering lease agreement 

26,000  

 

 

 

15,50,000 

[Legal fee to advocate for drafting and 

registering lease agreement to be 

deducted from lease income taxable 

under the head “Income from Other 
Sources”. Since the same has been 
debited to profit and loss, it has to be 

added back] 

 

Add: Amount taxable but not credited to 

profit and loss account 

 40,90,000 

AI(4) Profit on sale of import entitlements 1,50,000 

[Profit on sale of import entitlements is 

chargeable to tax under the head 

“Profits and gains from business and 

profession” under section 28. Since the 

same has not been credited to profit and 

loss account, it has to be added] 

 

 

Less: Items credited to profit and loss 

account, but not includible in business 

income / permissible expenditure and 

allowances 

 42,40,000 

(i) Profit on sale of shares of M/s T Ltd. 1,27,500 

[Taxable under the head “Capital Gains”. 
Since the same has been credited to 

profit and loss account, it has to be 

reduced from business income] 

 

AI(b)Voluntary Retirement Scheme 

expenditure  [Rs. 20 lakh/5] 

4,00,000 

[One fifth deduction is available in respect 

of payment for voluntary retirement 

scheme for five years. Where anunlisted 

company is succeeded by a LLP fulfilling 

the conditions laid down in section 

47(xiiib), then, deduction in respect of 

voluntary retirement scheme is available 

to the LLP for the balance years from the 

year of succession. Hence, deduction of 

Rs. 4,00,000 is allowable in P.Y. 2019-20 to 

M/s S LLP being for 3rd year] 

 

AI(1) Interest paid during the year 3,00,000 

[Conversion of unpaid interest into loan 

shall not be construed as payment of 

interest for the purpose of section 43B. 

The amount of unpaid interest converted 

into a new loan will be allowable as 

deduction only in the year in which such 
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converted loan is actually paid. Since Rs. 

3 lakhs has been paid in the P.Y. 2019-20, 

the same is allowable as deduction] 

AI(2) Depreciation on motor car exclusively 

used for business purpose 

15,000 

 [Depreciation on motor car bought and 

used exclusively for the purposes of 

business is allowable though not 

registered in the name of the LLP.1] 

 

 

 

7,20,000 

 

 

 

 

 

 

 

15,62,500 

 

 AI(3) Depreciation  as  per   Income-tax   Rules   

[Rs. 8,10,000 – Rs. 90,000] 

[Depreciation on leased out asset to be 

deducted from lease income taxable 

under the head “Income from Other 
Sources. Since the same has been included 

in depreciation of Rs. 8,10,000, it has to be 

reduced from it] 

 Book Profit  26,77,500 

 Less: Remuneration to Mr. Bharat, a working 

partner [Subject to limit specified in 

section 40(b)] 

 

 [On first Rs. 3,00,000 of book profit, 90% 

of book profit or Rs. 1,50,000, whichever is 

higher and on the balance of book profit, 

60% of balance book profit] [Rs. 16,96,500 

(Rs.2,70,000, being 90% of Rs. 3,00,000 + 

Rs.14,26,500, being 60% of Rs. 

23,77,500) restricted to actual 

remuneration paid to Bharat. 

6,60,000 

 Profits and gains from business and 

profession 

 20,17,500 

II Capital Gains   

 Sale consideration [150 x Rs. 2,750 per share] 4,12,500  

 Less: Cost of acquisition [150 x Rs. 2,500 per 

share] [Indexation benefit would not be 

available] 

[Higher of 

(i) Rs. 1,900, actual cost, being the cost of 

acquisition to B Ltd. as per section 49 

(ii) Rs. 2,500, being the lower of 

- Fair market value as on

31.1.2018 [Rs. 2,500 per share 

- Full value of consideration [Rs. 2,750 

per share] 

3,75,000  
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 Long term capital gains since shares held for 

more than 12 months [Period of holding of B 

Ltd. is also  included] 

 37,500 

III Income from Other Sources   

 Lease rent [Rs. 50,000 x 12] 6,00,000  

 Less: Deduction under section 57   

 Repair of leased out plant and 

machinery 

59,000  

 Factory licence fee in respect of leased 

out factory building 

15,000  

 Legal fee for drafting and registering 

lease agreement 

 26,000  

 

 

4,10,000 

Depreciation of assets given on lease 90,000 

  

Gross Total Income/ Total Income 24,65,000 

1Mysore Minerals Ltd. v. CIT (1999) 239 ITR 775 (SC). 

 

Question 4 

M/s Sargam, a partnership firm, has earned a gross total income of Rs. 300 lacs for the year ended 

31-3-2020. The firm has not undertaken any international transaction or specified domestic 

transaction during the said year. 

The above includes a profit of Rs. 220 lacs from an undertaking having a turnover of Rs. 80 crores. 

This is the fifth year and deduction under section 80-IA of the Income-tax Act, 1961 is available to 

the extent of Rs. 200 lacs. 

There are some grey areas in the taxation workings and hence, the assessee is contemplating to 

file the return of income on 10-12-2020, after seeking clarifications from tax experts. 

Advise the assessee-firm by working out the total income and tax payable, where the return is 

filed on 30-09-2020 or when the same is filed on 10-12-2020. 

What is the practical solution as regards obtaining clarifications, which might or might not have 

an impact on the total income? You may ignore interest under section 234A, 234B, 234C and 

234F while making the computation in support of  your advice (8 Marks May ’20) 

Answer 4 

As per section 80AC, while computing the total income of an assessee of a  previous  year  

(P.Y.2019-20, in this case) relevant to any assessment year (A.Y.2020-21, in this case), any 

deduction is admissible, inter alia, under section 80-IA, such deduction shall not be allowed 

unless it furnishes a return of income for such assessment year on or before the ‘due date’ 
specified in section 139(1). 

Since the turnover of the partnership firm has exceeded Rs.200 lacs in the previous year 2019-

20, it would be subject to audit under section 44AB, in which case the ‘due date’ of filing its return 

of income for A.Y.2020-21 would be 30th September, 2020 as per section 139(1). 

Computation of total income and tax liability of M/s. Sargam for A.Y.2020-21 

Where the firm files its return of income on 30th September 2020: 
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Particulars Rs.in lacs 

Gross Total Income 300.00 

Less: Deduction under section 80-IA 200.00 

Total Income 100.00 

Tax liability @ 30% 30.00 

Add: Health and Education cess @ 4% 1.20 

Regular income-tax payable 31.20 

Computation of Alternate Minimum Tax payable [Section 115JC] 

Particulars Rs. in lacs 

Total Income 100.00 

Add: Deduction under section 80-IA 200.00 

Adjusted Total Income 300.00 

Alternate Minimum Tax (AMT) @ 18.5% on Rs. 300 lacs 55.50 

Add: Surcharge @ 12% (Since adjusted total income >Rs.1 crore) 6.66 

 62.16 

Add: Health and Education cess @ 4% 2.49 

Total tax payable (AMT) 64.65 

Since the regular income-tax payable by the firm is less than the alternate minimum tax 

payable, the adjusted total income shall be deemed to be the total income of the firm for 

P.Y.2019-20 and it shall be liable to pay income-tax on such total income @ 18.5% [Section 

115JC(1)]. Therefore, the tax payable for the A.Y.2020-21 would be Rs.64.65 lacs. 

Tax credit for Alternate Minimum Tax [Section 115JD] 

 Rs. in lacs 

Total tax payable for A.Y.2020-21 (Alternate Minimum Tax) 64.65 

Less: Regular income-tax payable 31.20 

To be carried forward for set-off against regular income-tax payable 

(upto a maximum of fifteen assessment years). 

33.45 

Where the firm files its return of income on 10th December 2020: 

Where the firm files its return on 10-12-2020, it would be a belated return under section 

139(4). Consequently, as per section 80AC, deduction under section 80-IA would not be 

available. In such circumstances, the gross total income of Rs. 300 lacs would be the total 

income of the firm. 

Particulars Rs. in lacs 

Income-tax @ 30% of Rs. 300 lacs 90.000 

Add: Surcharge @ 12% (since total income exceeds Rs.100 lacs) 10.800 

Income-tax (plus surcharge) 100.800 

Add: Health and Education cess @ 4% 4.032 

Total tax liability 104.832 
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Practical solution regarding obtaining clarifications 

The practical solution regarding obtaining clarifications would be to file the return of 

income under section 139(1) on or before the ‘due date’, i.e., 30.9.2020, and claim 
deduction under section 80-IA. In such a case, the firm can claim deduction of Rs.200 lacs 

under section 80- IA. Thereafter, consequent to the clarifications obtained, if any change 

is required, it can file   a revised return under section 139(5) within 31.3.2021 (i.e., within 

the end of A.Y.2020-21) which would replace the original return filed under section 139(1). 

A revised return filed under section 139(5) would replace the original return filed under 

section 139(1). 

If the firm files the return of income under section 139(1) on or before 30.9.2020, its tax 

liability would stand reduced to Rs. 64.65 lacs, as against Rs. 104.832 lacs to be paid if 

return is furnished after due date. Further, it would also be eligible for tax credit for 

alternate minimum tax under section 115JD to the extent of Rs. 33.45 lacs. Therefore, the 

firm is advised to file  its return of income on or before 30.9.2020. 

 

Question 5 

Mr. B has been holding 5% units in Investment Fund, 10% units in Real Estate Investment Trust, 

7.5% units in Securitisation Trust for more than 15 months. The following incomes were earned  

by  them during the P.Y. 2019-20 : 

 

Particulars Investment 

Fund (`) 

Real Estate 

Investment Trust (`) 

Securitisation 

Trust (`) 

Rental Income from owned asset - 10,00,000 - 

Interest income from

 Special Purpose 

Vehicle 

- 8,00,000 - 

Profit from Business 5,00,000 - 6,00,000 

Other Income 2,00,000 1,00,000 - 

Long-term capital loss (12,50,000) - - 

What would be the total income of Mr. B for P.Y. 2019-20 assuming apart from share of Mr. B 

in above income, Mr. B had only long-term capital gains of ` 2,70,000? 

(a) ` 4,42,500 

(b) ` 4,67,500 

(c)     ` 4,52,500 

(d)    ` 5,05,000 (2 Marks Oct ‘20) 

Answer 5 

The Answer is  (a) 

 

Question 6 

M/s TPS, a partnership firm, engaged in the trading business of electrical appliances.  Its  

turnover  for the previous year 2019-20 is ` 1,10,00,000. It has received the amount of its 

turnover in the following manner- 
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Amount of turnover (`) Mode of Receipt 

70,00,000 Account payee cheques (`5,00,000 received on 30.4.2020) 

10,00,000 Cash (whole amount received during the P.Y. 2019-20) 

15,00,000 Crossed cheques (whole amount received during the P.Y. 2019-

20) 

10,00,000 RTGS (` 2,00,000 received on 15.5.2020) 

` 5,00,000 is not received by the firm till the due date of filing return of income for the current 

previous year. What would be the total income of the firm, if it wishes to make maximum tax 

savings without getting its books of accounts audited? 

(a)    ` 7,34,000 

(b) ` 6,80,000 

(c) ` 7,20,000 

(d) ` 6,90,000 (2 Marks Oct ‘20) 

Answer 6 

The Answer is  (c) 

 

Question 7 

KMP Construction Ltd., an Indian company is engaged in the business of executing civil 

contracts awarded by various companies, Central Government and State Governments in  

relation  to infrastructure facility. 

Statement of Profit & Loss for the year ended 31st March, 2020 reveals a net profit (before  

tax) amounting to ` 85,00,000 after debiting/crediting the following items: 

(a) Interest of ̀  3,00,000 due to a public financial institution for the last quarter of the financial 

year 2019-20 paid on 20th December, 2020. 

(b) ` 6,00,000 to Mr. George, a non-resident, towards fee for technical services without 

deduction of tax at source. TDS was, however, deducted and paid on 30th December, 

2020. 

(c) Damages amounting to ` 15,00,000 paid to the Government of Gujarat as per  the  terms  

of contract for defects found in construction of a flyover after 5 years of its construction. 

(d) Depreciation charged ` 20,00,000. 

(e) Marked to market loss amounting to ` 6,00,000 in respect of an unsettled derivative 

contract. The contract was settled in May, 2020 with a gain of ` 1,00,000. 

(f) Profit of ` 10,00,000 on sale of land to N Inc., U.S.A. which is a  wholly  owned  subsidiary  

company. 

(g) Retention money amounting to ` 10,00,000 held by a public sector undertaking which can 

be released after expiry of two years on the satisfaction of certain performance criteria as 

per  the terms of contract. 

(h) ` 3,00,000 being interest on fixed deposit made with a bank as margin money for obtaining 

a guarantee required by a State Government for a particular contract. 
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(i) Income of ` 10,00,000 received from a Real Estate Investment  Trust (REIT), the  break-up 

of which is as follows 

- Component of short-term capital gain on sale of development properties by the REIT 

` 6,00,000. 

- Component of rental income from properties owned by the REIT ` 4,00,000. 

Other Information: 

(i) Depreciation as per Income-tax Rules, 1962 ` 25,00,000. 

(ii) Land sold to N Inc. was acquired at a cost of ` 30,00,000 on 25.05.2015. Value assessed by 

the Stamp Valuation Authority on the date of sale was ` 50,00,000 (Cost Inflation  Index- 

Financial  Year 2015-16 : 254; Financial Year 2019-20 : 289) 

(iii) 82 new employees employed during the P.Y. 2019-20, the details of whom are as follows – 

 

 No. of employees Date of employment Regular/Casual Total monthly 

emoluments 

per employee (`) 

(i) 15 1.4.2019 Regular 24,000 

(ii) 25 1.5.2019 Regular 26,000 

(iii) 32 1.8.2019 Casual 24,500 

(iv) 10 1.9.2019 Regular 24,000 

The regular employees participate in recognized provident fund while  the casual 

employees do  not. 

Compute the total income of KMP Construction Ltd. for the Assessment Year 2020-21 

indicating reasons for treatment of each item and ignoring the provisions relating to 

minimum alternate tax (MAT) assuming the company does not opt for  the provisions  of 

section 115BAA. The due  date  for filing of return of income for Assessment Year 2020-21 

be taken as 30-11-2020, since during  the previous year 2019-20, it entered into 

international transaction with its associates. (14 Marks Oct ‘20) 

Answer 7 

Computation of Total Income of KMP Construction Ltd. for the A.Y.2020-21 

 Particulars Amount (`) 

I Profits and gains of business and profession   

85,00,000 Net profit as per the statement of profit and loss  

Add: Items debited but to be considered separately or to be 

disallowed 

 

(a) Interest to public financial institution paid on 20.12.2020 3,00,000 

[Disallowance under section 43B would be attracted for 

A.Y.2020-21, since the interest is paid on or after 

30.11.2020, being the due date of filing of return] 

 

(b) Fees for technical services paid to non-resident 

without deduction of tax at source 

6,00,000 
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[Disallowance of 100% of the amount towards fees for 

technical services to a non-resident, would be attracted 

under section 40(a)(i) during the previous year 2019- 

20 since tax was deducted and paid during the subsequent 

previous year i.e., P.Y. 2020-21] 

 

(c) Damages paid to State Government for defects in 

construction of flyover 

- 

[Payment of damages as per the terms of the contract for 

defects in construction is compensatory in nature and 

incurred in the normal course of construction business, and 

hence, such expenditure is deductible under section 37. 

Since such payment is debited to the statement  of  profit 

and loss, no further adjustment is required] 

 

 

 

 

 

 

 

6,00,000 

 

 

 

 

 

 

 

15,00,000 
(e) Marked to market losses 

[As per ICDS I, marked to market losses cannot be 

recognized unless the recognition of such loss is in 

accordance with the provisions of any other  ICDS. Since 

such losses have been debited to  the statement of profit 

and loss, they have to be added back for computing 

business income] 

 

Less: Items credited to statement of profit and loss, but not 

includible in business income 

 1,00,00,000 

(f) Profit on sale of land to wholly owned subsidiary [Income is 

chargeable to tax under the head “Capital Gains”. Since the same has 
been credited to statement of profit and loss, it has to be 

reduced while computing business income] 

10,00,000  

(g) Retention money -  

[Section 43CB read with ICDS III requires  recognition  of 

contract revenue, including retention money, on 

percentage of completion method. 

Since such amount has been credited to the statement of 

profit and loss, no adjustment is required] 

  

(h) Interest on bank fixed deposit 

[Since the fixed deposit has been made with a bank as 

margin money for obtaining a guarantee required by a State 

Government for a particular contract, interest income of 

such deposit is inextricably linked to the business of the 

assessee and hence, has to be treated as business income 

and not as income from other sources [CIT v. K and Co. 

(2014) 364 ITR 93 (Del)] 

Since the same has been credited to the statement of profit 

and loss, no adjustment is required] 

-  

(i) Income received from REIT 

Short-term capital gain component of ` 6 lakhs is taxable in 

the hands of REIT  and hence, exempt  in  the hands of the 

unit holder under section 10(23FD). Since ̀ 6 lakhs has been 

credited to the statement of profit and loss, the same has 

6,00,000  
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to be deducted for computing business income 

Rental income component distributed by REIT 

As per section 115UA(3), such income would  be 

deemed as income in the hands of unit holder. By 

- 16,00,000 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

II 

virtue of section 115UA(1), income distributed by REIT  to a 

unit holder would be deemed to be of the same nature and 

same proportion in the hands of the unit holder as it had 

been received by or accrued to the REIT. 

Accordingly, rental income component would be taxable 

under the head “Profits and gains of business and profession” as 

per the Supreme Court decision in Chennai Properties and 

Investments Ltd. (2015) 373 ITR 673, since REIT is engaged 

in the business of letting out real estate properties1. 

Since ` 4 lakhs has been credited to the statement of profit 

and loss, no adjustment is required] 

  

 

Less: Permissible deduction 

 84,00,000 

Depreciation  5,00,000 

Depreciation of ` 25 lakh computed as per Income-tax 

Rules, 1962 is allowable as deduction u/s  32. However, 

depreciation of ` 20 lakh has only been charged in the 

statement of profit and loss. 

Therefore, the difference of ` 5 lakh has to be  deducted 

for computing business income] 

  

Profits and gains from business and profession  79,00,000 

Capital Gains   

Full value of consideration under section 50C 

[Stamp duty value of ` 50 lakh would be deemed as full  value of 

consideration since it is higher than 105% of actual 

consideration of ` 40 lakh (i.e., Cost of ` 30 lakh + Profit of 

` 10 lakh)] 

50,00,000  

Less: Indexed Cost of Acquisition [` 30,00,000 × 289/254] 34,13,386  

[Note - Even though KMP Construction Ltd. holds 100% of 

shareholding of N Inc., transfer of land by  KMP  Construction 

Ltd. to N Inc. would be regarded as a transfer for the purpose of 

levy of capital gains, since 

N Inc. is not an Indian company]. 

 

Long-term capital gain [Since held for a period of more than 

24 months] 

15,86,614 

Gross Total Income 94,86,614 

Less: Deduction under Chapter VI-A 

Deduction u/s 80JJAA [See Working Note below] 

 

12,96,000 

Total Income 81,90,614 

Total Income (rounded off) 81,90,610 
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Working Note: Computation of deduction u/s 80JJAA 

(i) Since casual employees do not participate in recognized provident fund, they do not qualify 

as additional employees. Further, 25 regular employees  employed on  1.5.2019 also do  not 

qualify  as additional employees since their monthly emoluments exceed ` 25,000. Also, 10 

regular employees employed on 1.9.2019 do not qualify as additional employees for the 

P.Y.2019 -20, since they are employed for less than 240 days in that year. 

Therefore, only 15 employees employed on 1.4.2019 qualify as additional employees, and 

the total emoluments paid or payable to them during the P.Y.2019-20 is deemed to be the  

additional  employee cost. Additional employee cost = ` 24,000 × 15 × 12 = ` 43,20,000 

Deduction under section 80JJAA = 30% of ` 43,20,000 = ` 12,96,000. 

(ii) As regards 10 regular employees employed on 1.9.2019, they would be treated as additional 

employees for previous year 2020-21, if they continue to be employees in  that  year  for  a  

minimum period of 240 days. Accordingly, 30% of additional employee cost in respect of 

such employees would be allowable as deduction under section 80JJAA during the A.Y. 

2021-22. 

 

Question 8 

XYZ LLP, a limited liability partnership in India is engaged in  development  of  software  and  

providing IT enabled services through two units, namely, Unit X and Unit Y. Unit X is setup in 

Special Economic Zone (SEZ) and Unit B is set up in a Domestic Tariff Area (DTA). The LLP furnishes 

the following information relating to its 4th year of operation ended on 31-3-2020: 

 

Items (Amount in ` Lacs) 

Unit 

X 

Unit Y 

Export Turnover 1200 920 

Domestic Turnover 200 460 

Duty Draw Back 38 38 

Profit on sale of Import Entitlement 24 Nil 

Salaries paid 540 192 

Other expenses 420 473 

Net Profit of the year 502 753 

Additional Information: 

(i) Unit X: Expenses of ` 24 lacs are disallowable under section 43B  and  export  sales 

proceeds received in India amounted to ` 1,040 lacs. Export sales of ` 1,200 lacs include 

freight and insurance of `200 lacs and realization of ` 1,040 lacs includes amount of  

insurance and freight charges of `140 lacs. 

(ii) Unit Y: Export sales received in India was ` 850 lacs. Expenses charged and are to be 

disallowed as per section 40A(3) are of ` 47 lacs. 

Compute tax payable by  XYZ LLP for the Assessment Year 2020-21. (8 Marks Oct ‘20) 

Answer 8 

Computation of total income of XYZ LLP for A.Y. 2020-21 
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Particulars ` (in lacs) 

Profit from Unit X [` 502 lakhs + ` 24 lakhs, being disallowance u/s 43B] 526 

Profit from Unit Y [` 753 lacs + ` 47 lacs, being disallowance u/s 40A(3)]   800 

 1326 

Less: Deduction under section 10AA [See Working Note below]   348 

Total Income   978 

Tax on total income@30% 293.40 

Add: Surcharge@12%, since total income > ` 1 crore   35.21 

 328.61 

Add: Health and Education cess @4%   13.14 

Tax liability (as per normal provisions) 341.75 

Computation of Adjusted total income and Alternate Minimum tax of XYZ LLP as 

per the provisions of section 115JC for A.Y. 2020-21 

Particulars ` (in lakh) 

Total income as per the normal provisions 978 

Add: Exemption under section 10AA    348 

Adjusted Total Income  1326 

Tax@18.5% of Adjusted Total Income 245.31 

Add: Surcharge @12% as the adjusted total income is > `1 crore   29.44 

 274.75 

Add: Health and Education cess @4%   10.99 

Alternate Minimum Tax as per section 115JC 285.74 

Since the tax payable as per the normal provisions of the Act is more than the 

alternate minimum tax payable, XYZ LLP is liable to pay tax as per normal provisions 

of the Income-  tax Act. Accordingly, the tax payable for A.Y. 2020-21 would be ` 

341.75 lakhs. 

Working Note: 

Computation of deduction under section 10AA in respect of Unit X located in a SEZ 

Particulars ` (in lacs) 

Total turnover of Unit X = 

(` 1200 lacs + ` 200 lacs) – ` 200 lacs, being freight and insurance 

included therein. Since freight and insurance has been excluded 

from 

export turnover, the same has to be excluded from total turnover also 
2 

1200 

Export Turnover of Unit X   

Export sale proceeds received in India  1040 

Less: Insurance and freight not includible in export turnover   140 

 

Profit “derived from” Unit X 

   900 

Net profit for the year  502 

Add: Disallowance under section 43B    24 
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Less: Items of business income which are in the nature of ancillary 

profits and hence, do not constitute profit ‘derived from’ business 
for the purpose of exemption under section 10AA3 

526 

Duty drawback 38  

Profit on sale of import entitlement 24  

  62 

 

Deduction under section 10AA 

Export turnover of Unit X 

Profit derived from Unit X x ----------------------------------------- x 100% 

Total turnover of Unit X 

464 

 

= 464 х 900/1200 x 100% = 

 348 

 

Question 9 

Comfort Ltd., an Indian company engaged in manufacturing footwear  and  leather  products,  

since 2015. As per the Statement of profit and loss,  the  net profit  for the year ended 31st  

March, 2021  is  Rs. 640 lakhs. The net profit is arrived at after debiting or crediting the 

following amounts: 

(i) Employers' contribution of Rs. 5.4 lakhs to EPF for the month of March, 2021 was  

deposited on 25th August, 2021. 

(ii) A sundry creditor whose dues of Rs. 85 lakhs were outstanding since long time, has been 

settled for Rs. 63 lakhs on 31st March, 2021 based on compromise settlement. The amount 

waived has been credited to the statement of profit and loss. 

(iii) Interest payments debited Rs. 85 lakhs (Includes interest on term loan of Rs. 50 lakhs 

availed on 1-4-2020 at interest rate of 12% p.a. towards purchase of machinery during the 

year). 

(iv) Payment of Rs. 12 lakhs without deduction of tax to ABC & Co., a sub-contractor, for 

processing raw leather supplied by Comfort Ltd. is debited to statement of profit & loss. 

(v) Depreciation as per Companies Act, 2013 is Rs. 78 lakhs. 

(vi) Industrial power tariff concession of Rs. 4.80 lakhs, received from State Government. 

Other Information: 

(1) The written down values of assets before allowing depreciation as per Income-tax Rules 

are as under: 

Factory Buildings: Rs. 320 lakhs; 

Plant & Machinery: Rs. 360 lakhs (inclusive of machinery costing Rs. 60 lakhs acquired 

on 1.4.2020 and put to use on 1.12.2020) 

Computers: Rs. 20 lakhs 

(2) The company has not made provision for an amount of Rs. 18 lakhs being a fair estimate of 

the amount as payable to workers towards periodical wage revision once in 2 years in 

respect of existing employees. The provision is estimated  on  a  reasonable certainty of  

the revision once  in 2 years. 
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(3) During the year 2020-21, the company has employed 32 additional employees. All  these 

employees contribute to a recognized provident fund. 18 out of 32 employees joined on 

1.6.2020 

on a salary of Rs. 23,000 per month, 8 joined on 1.7.2020 on a salary of  Rs. 25,500 per month,  

and 6 joined on 1.11.2020 on a salary of Rs. 20,000 per month. The salaries of 6 employees 

who joined on 1.6.2020 are being settled by bearer cheques every month. 

The total turnover of Comfort Ltd. for the P.Y.2018-19 was Rs. 360 crore. 

Compute the total income and tax liability of Comfort Ltd. for the Assessment Year 2021-22 

indicating reasons for treatment of each item and ignoring the provisions relating to  

minimum  alternate  tax (MAT). Assume that the company does not opt for the provisions of 

section 115BAA. (14 Marks March ‘21) 

Answer 9 

Computation of Total Income of Comfort Ltd. for the A.Y. 2021-22 

 

Particulars Amount (Rs.) 

Net profit as per the Statement of profit and loss  6,40,00,000 

Add: Items debited but to be considered separately or to be 

disallowed 

 

(i) Employer’s contribution to EPF Nil 

[As per section 43B, employers’ contribution to EPF is 

allowable as deduction, since the same has been deposited 

on or before the ‘due date’ of filing of return under section 139(1) i.e., 

31.10.2021. Since the same has been  debited  to statement 

of profit and loss, no further adjustment  is  necessary] 

 

(iii) Interest on term loan for purchase of plant and machinery 

[Rs. 50 lakhs x 12% x 8/12] 

4,00,000 

[As per the proviso to section 36(1)(iii), interest  paid  in  

respect of capital borrowed for acquisition of an asset for the 

period from the date of borrowing till the date on which such 

asset is first put to use shall not be allowed  as  deduction. 

Since the same has been debited to statement of profit  and 

loss, it has to be added back while  computing  business 

income] 

 

(iv) Payment to ABC & Co., a sub-contractor, without deduction of 

tax [30% of Rs. 12 lakh] 

3,60,000  

[Under section 40(a)(ia), 30% of any sum paid to any resident 

on which tax is deductible is disallowed if tax  is  not deducted  

at source. In this case, TDS provisions under section 194C are 

attracted on payment for processing of raw material. Since 

tax has not been deducted on such payment, 30% of the 

expenditure shall be disallowed] 

  

(v) Depreciation charged as per Companies Act, 2013 78,00,000 85,60,000 

  7,25,60,000 

Less: Items credited to statement of profit and loss, but not 

includible in business income / permissible expenditure and 

allowances 

  



 

 

Chapter 10 Assessment of Various Entities 

10.24 

(ii) Waiver of sundry creditor’s outstanding amount Nil  

[Waiver of Rs. 22,00,000 from the sundry creditors is a benefit  

in respect of a trading-liability by way  of  remission  or 

cessation thereof and is, hence, taxable under section 41(1). 

Since the amount is already credited to statement of profit & 

loss, no adjustment is necessary] 

  

(vi) Industrial power tariff concession received from State 

Government 
Nil  

[Any assistance in the form of, inter alia, concession received 

from the Central or State Government would be treated as 

income. Since the same has been credited to statement  of 

profit and loss, no adjustment is required] 

  

AI (2) Provision for wages payable to workers   

[The provision based on fair estimate of  wages  and  

reasonable certainty of revision is  allowable  as  deduction, 

since ICDS X requires ‘reasonable certainty’ for recognition of a 

provision, which is present in this case. As the provision has 

not been debited to statement to profit and loss, the same 

has to be reduced while computing business income] 

 

 

 

 

18,00,000 

 

 

 

 

   18,00,000 

  7,07,60,000 

Less: Depreciation as per Income-tax Rules, 1962   

A(1) Depreciation under section 32   

Depreciation on factory building [10% of Rs. 320 lakh] 32,00,000  

Depreciation on plant and machinery   

- Depreciation@7.5% on Rs. 64 lakhs [Rs. 60 lakh, being 

machinery cost + Rs. 4 lakh, being interest from 

1.4.2020 to 30.11.2020] since machinery is put to use 

for less than 180 days]. 

4,80,000  

- Depreciation@15% on Rs. 300 lakh [Rs. 360 lakh – Rs. 

60 lakh] 
45,00,000  

- Depreciation on computers [40% of Rs. 20 lakh]   8,00,000  

 89,80,000  

Add: Additional depreciation @10% on Rs. 64 lakh, since machinery 

is put to use for less than 180 days 

 

  6,40,000 

 

   96,20,000 

Gross Total Income 6,11,40,000 

Less: Deduction under Chapter VI-A  

Under section 80JJAA [See Working Note below] 10,08,000 

Total Income 6,01,32,000 

Computation of tax payable by Comfort Ltd. for the A.Y. 2021-22 

Particulars Rs. 

Tax payable on Rs. 6,01,32,000@25%, since the turnover of the company 

for  the P.Y. 2018-19 does not exceed Rs. 400 crores 

1,50,33,000 

Add:  Surcharge@7%  (since  the  total  income  of   the   company   

exceeds Rs. 1 crore but does not exceed Rs. 10 crore) 

 

10,52,310 

 1,60,85,310 
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Add: Health and education cess@4% 6,43,412 

Tax liability 1,67,28,722 

Tax liability (Rounded off) 1,67,28,720 

Working Note: Computation of deduction under section 80JJAA 

 

Comfort Ltd. is eligible for deduction u/s  80JJAA since the company is subject to tax  audit  

under section 44AB for A.Y.2021-22 and has employed “additional employees” during the 

P.Y.2020-21. 

Number of additional employees  

Total number of employees employed during the year 32 

Less: Employees employed on 1.7.2020, since their total monthly 

emoluments > Rs. 25,000 

8 

Employees employed on 1.6.2020 whose emoluments are 

paid by bearer cheque 

    6 

Number of additional employees [12 employees employed on 1.6.2020 

and  6 employed on 1.11.2020] 

  18 

Additional employee cost 

Rs. 27.6 lakh, being Rs. 23,000 × 12 ×10 + Rs. 6 lakh, being Rs. 20,000 x 

5 x 6 

Rs. 33,60,000 

Deduction under section 80JJAA [30% of Rs. 33.6 lakh] Rs. 10,08,000 

 

Question 10 

M/s Turnip LLP is engaged in export of computer software from a Special Economic Zone. It 

commenced its business on 1.4.2018. Compute tax payable of M/s Turnip LLP for the A.Y. 2021- 

22 from the following information: 

The net profit of the firm as  per its  Profit  &  Loss  Account for  the year ended  31 -3-2021 

was Rs. 330 lakhs after debit/credit of the following items: 

(1) Advertisement in a souvenir published by a political party Rs. 2.5 lakhs 

(2) Remuneration to its working partners Rs. 220 lakhs 

(3) Interest provided on the current account balance of the partners @ 15% p.a. Rs. 22.5 

lakhs 

(4) Depreciation Rs. 25 lakhs 

Additional Information: 

(1) Depreciation allowable as per Income-tax Rules is Rs. 30 lakhs. 

(2) Payment of remuneration to working partners and interest on current account  is 

authorized  by the Partnership Deed. 

(3) Brought forward business loss and depreciation from Assessment Year 2019-20 was 

Rs. 50 lakhs and Rs. 30 lakhs respectively. 

(4) The total turnover and export turnover of the firm was Rs. 25 crores and Rs. 20 crores, 

respectively. (8 Marks March ‘21) 

Answer 10 
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Computation of  total  income  and  tax  liability  of  M/s   Turnip   LLP   for   A.Y.2021-22  

(under the regular provisions of the Income-tax Act, 1961) 

 

Particulars (Rs. in 

lakhs) 

(Rs. in 

lakhs) 

Profits and gains of business or profession  330.00 

Add: Items debited but to be considered separately or to be 

disallowed 

 

- Depreciation 25.00 

- Remuneration to its working partners 220.00 

- Interest provided on the current account balance of the 

partners@15% p.a. (Interest on current account would be 

fully allowed to the extent of 12%, since the same is 

authorized by the partnership deed. Thus, interest of Rs.  

4.5,  being  in excess of 12% i.e., Rs. 22.5 x 3%/15% would 

be disallowed) 

4.50  

 

 

 

 

 

252.00 - Advertisement in a souvenir published by a political 

party [not allowed as deduction as per section 37(2B)] 

 

   2.50 

Less: Permissible expenditure and allowances  582.00 

- Depreciation allowable as per Income-tax Rules, 1962 30.00  

- Unabsorbed depreciation under section 32(2) [allowable as 

deduction while computing book profit as per Explanation 

3 to section 40(b)] 

 

30.00 

 

  60.00 

Book Profit  522.00 

On first Rs. 3 lakh of book profit [Rs. 3,00,000 × 90%] 2.70  

On balance Rs. 519 lakh of book profit [Rs. 519 × 60%] 311.40  

 

Remuneration actually paid of Rs. 220 lacs is fully allowable as 

deduction, since it is lower than the specified limit 

314.10  

 

220.00 

Business Income  302.00 

Less: Brought forward business loss for A.Y. 2019-20    50.00 

Gross Total Income  252.00 

Less: Deduction under section 10AA  241.60 

Profit from SEZ unit x Export Turnover/ Total Turnover x 100%   

= Rs. 302 lakhs x 20 / 25 x 100% (since it is the  third  year  of  

operation) = Rs. 241.60 lakhs 

  

Less: Deduction under section 80GGC 

[Expenditure on advertisement in a souvenir published by a 

political party not allowable as deduction since it is included within 

the meaning of the term “contribution” only for the purpose of deduction 

u/s 80GGB in case of a company.] 

 - 

 

 

 

_____ 

Total Income     10.4 

Tax liability   

Tax@30%  3.1200 

Add: Health and education cess@ 4%  0.1248 

Tax Liability  3.2448 
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Computation of adjusted total income of M/s Turnip LLP for levy of Alternate Minimum Tax 

 

Particulars (Rs. in lakhs) 

Total Income (as computed above) 10.40 

Add: Deduction under section 10AA    241.60 

Adjusted Total Income    252.00 

Alternate Minimum Tax@18.5% 46.6200 

Add: Surcharge@12% (since adjusted total income > Rs. 1 crore)    5.5944 

 52.2144 

Add: Health and Education cess@4%   2.0886 

Tax liability under section 115JC   54.3030 

Since the regular income-tax payable is less than the alternate minimum 

tax payable, the adjusted total income shall be deemed to be the total 

income and tax is leviable @18.5% thereof plus surcharge@12%  and  

cess@4%.  Therefore, the tax liability is Rs. 54.3030 lakhs. 

 

AMT Credit to be carried forward under section 115JEE  

Tax liability under section 115JC 54.3030 

Less: Tax liability under the regular provisions of the Income-tax Act, 1961   3.2448 

Amount of Credit 51.0582 

 

Question 11 

Compute the total income and tax liability of M/s. Astha Ltd. for the A.Y. 2021-22 by analyzing, 

integrating and applying the relevant provisions  of Income-tax Act, 1961. The turnover  of 

Astha  Ltd. for the P.Y. 2018-19 was Rs. 430 crores. Astha Ltd., engaged in manufacturing activity 

shows a  net profit of Rs.2,47,00,000 for the financial year ended on 31st March, 2021 after the 

debit/credit of following items: 

(a) Rs. 45 lakhs paid to ABC Ltd. towards feasibility study conducted for examining proposals 

for technological advancement relating to the existing business, where the project was 

abandoned without creating a new asset. 

(b) Depreciation charged during the year amounted to Rs. 72 lakhs. 

(c) It incurred Rs. 3 lakhs as expenditure for public issue of shares. The public issue could not 

materialize due to non-clearance by SEBI. 

(d) Profit of Rs. 10 lakhs on sale of plot of land to Ganga  Ltd., a  domestic  company, the  entire  

shares of which are held by the assessee company. The plot was acquired by Astha Ltd. on 

30.09.2019. 

(e) Loss of Rs. 3 lakhs incurred by way of trading in futures and options (derivatives) in stocks 

in a recognized stock exchange. 

(f) Provision for gratuity based on actuarial valuation was  Rs.  130  lakhs. Actual gratuity  paid  

was Rs. 80 lakhs. 

(g) Rs. 8.50 lakhs, being the additional compensation received from the  State Government 

pursuant  to an interim order of the Court in respect of land acquired by the State 

Government in  the  previous year 2015-16. 

(h) One time license fee of Rs. 80 lakhs paid to a foreign company for obtaining franchise on 
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01.10.2020. 

(i) Payment of Rs. 15 lakhs towards interest on loan taken from a non-resident for the purpose 

of business in India (no tax deducted at source). 

Additional Information: 

(1) As a corporate debt restructuring, the bank has converted unpaid interest of  Rs. 10  lakhs 

upto 31st March, 2020 into a new loan account repayable in five equal annual 

installments. 

The first installment of Rs. 2 lakhs was paid in March, 2021 by debiting new loan account. 

(2) Depreciation allowable as per Income-tax Act, 1961 is Rs. 75 lakhs. 

(3) The company has installed a new plant and machinery worth Rs. 300 lakhs on 01.11.2019 

in the notified backward area in the state of Telangana. Further, it invested Rs. 250 lakhs 

in  the plant  and machinery on 01.11.2020 out of which machinery worth Rs. 50 lakhs was 

second hand. Additional depreciation on these machineries were not considered while 

calculating the  above figure of depreciation as per Income-tax Act for A.Y. 2021-22. 

Note - Ignore MAT and the provisions of section 115BAA. Explain in brief, the reasons for 

the  treatment of each item. (14 Marks April ‘21) 

Answer 11 

Computation of Total Income of Astha Ltd. for the A.Y.2021-22 

 

 Particulars Amount (Rs.) 

I Profits and gains of business and profession 

Net profit as per the Statement of Profit and Loss 

Add: Items debited but to be considered separately or  to be 

disallowed 

(a) Payment towards feasibility study 

1Since the feasibility study was conducted by  ABC  Ltd. 

for the existing business and the study was abandoned 

without creating a new asset, the expenses were of 

revenue nature 

Since the expenditure of Rs. 45 lakhs is already debited  

to the statement of profit and loss, no  further  

adjustment is required] 

(b) Depreciation as per books of account 

(c) Expenditure on public issue of shares 

[Share    issue    expenses    incurred    by    the  company 

constitutes capital expenditure, even though it could not 

go in for  the public  issue on  account of non-clearance 

by 

  

  2,47,00,000 

 SEBI. Though the efforts were aborted, the fact remains   
that the expenditure incurred was only for the purpose of   
expansion of the capital base. The capital nature of the   

expenditure would not be lost on account of the abortive   

efforts2.   

Since the share issue expenses have been debited to   
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statement of profit and loss of this year, the same is   
required to added back while computing business   

income]   

(e) Loss incurred in trading in futures and options 3,00,000  

[Loss incurred by way of trading in futures and options   

cannot be allowed as deduction while computing profit   

from the manufacturing activity, since it is not a loss in   

relation to such business.   

Since the said amount has been debited to the statement   

of profit and loss, it has to be added back for computing   

profit from manufacturing activity]   

(f) Provision for gratuity 50,00,000  

[As per section 40A(7), any provision made for payment   

of gratuity to employees is disallowed. However, actual   

gratuity paid during the year is allowable as deduction.   
Hence, the balance provision of Rs. 50 lakhs (i.e.,   

Rs. 130 lakhs – Rs. 80 lakhs) is to be added back.]   

(h) One time licence fee paid for obtaining franchise 80,00,000  

[Franchise is an intangible asset and the licence fee paid   

to obtain franchise is a capital expenditure eligible for   

depreciation.   

Since the licence fee paid has been debited to the   

statement of profit and loss, the same has to be added   

back]   

(i) Payment for interest on loan without TDS 15,00,000  

[Since   the   interest  payment  made to non-resident   

without deduction of tax at source, 100% disallowance   
under section 40(a)(i), of the amount paid, is attracted for   

non-deduction of tax at source, since the payment is   

made to a non-resident]   

  2,23,00,000 

  4,70,00,000 

Less: Items credited to statement of profit and loss, but   

not includible in business income/ permissible   

expenditure and allowances   

(d) Profit on sale of plot of land 10,00,000  

[Short-term capital gains arise on sale of plot of land   

held for less than 24 months. However, in this case,   

since the transfer is to a 100% subsidiary company,   

 which is an Indian company, the same would not   
constitute a transfer for levy of capital gains tax by   

virtue of section 47(iv).   

Since the same has been credited to the statement of   

profit and loss, the same has to be reduced while   

computing business income]   

(g)    Additional compensation received from State 

Government in respect of land 

8,50,000  
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[Since the additional compensation has been received   

pursuant to an interim order of the Court, the same would   

be deemed as income chargeable to tax under the head   
“Capital Gains” in the year of final order by virtue of   

section 45(5).   

Since the compensation has been credited to the   

statement of profit and loss, the same has to be   

deducted while computing business income”]   

AI(1) Conversion of unpaid interest into new loan 2,00,000  

[Conversion of unpaid interest into loan shall not be   
construed as payment of interest for the purpose of   

section 43B. The amount of unpaid interest converted   
into a new loan will be allowable as deduction only in   

the year in which such converted loan is actually paid.   

Since Rs. 2 lakhs has been paid in the P.Y.2020-21, the   

same is allowable as deduction]   

AI(2) Depreciation as per Income-tax Act, 1961   

[Rs. 75,00,000, being normal depreciation allowable under 

the Income-tax Act, 1961 

1,67,50,000  

(+) Rs. 20,00,000, depreciation @25% on franchise,   

being an intangible asset put to use for more   

than 180 days in the year   

(+) Rs. 72,50,000, being additional depreciation   

[@17.5% on Rs. 300 lakhs = Rs. 52.50 lakhs, being the   

balance higher additional depreciation on plant and   
machinery installed in a notified backward area in the   
state of Telangana till 31.3.2020] + Rs. 20 lakhs, being   
10% on Rs. 200 lakhs (i.e., Rs. 250 lakhs – Rs. 50 lakhs,   

being cost of second hand plant and machinery not   

eligible for additional depreciation)]   

  1,88,00,000 

Income from manufacturing business  2,82,00,000 

Less: Set-off of loss from trading in futures and options   

(derivatives) in stocks in recognized stock exchange against   
income from manufacturing business is allowable as per   

section 70(1), since the same is not speculative in nature    3,00,000 

Profits and gains of business or profession  2,79,00,000 

Capital Gains  - 

(d) Profit on sale of plot of land -  

 [Short-term capital gains arise on sale of plot of land held   

for less than 24 months. However, in this case, since the  
transfer is to a 100% subsidiary company, which is an  

Indian company, the same would not constitute a transfer  

for levy of capital gains tax by virtue of section 47(iv)].  

(g)    Additional compensation received from State 

Government in respect of land 

- 

[Since the additional compensation has been received  

pursuant to an interim order of the Court, the same would  
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be deemed as income chargeable to tax under the head  
“Capital Gains” only in the year of final order as per  

section 45(5)].  

Total Income  2,79,00,000 

Tax payable Rs. 2,79,00,000 @30%, since the turnover of the 

company for the P.Y. 2018-19 exceeds Rs. 400 crores 

 83,70,000 

Add: Surcharge @7% since the total income exceeds Rs. 1 

crore but does not exceed Rs. 10 crores 

 5,85,900 

  89,55,900 

Add: Health and education cess @4%  3,58,236 

Total Tax payable  93,14,136 

Total tax payable (Rounded off)  93,14,140 

 

Question 12 

Compute  the  total  income  of  Kashish  Limited  for  Assessment  Year  2021-22  from  the 

following information and indicate the losses/ other allowances to be carried forward by it. 

Khushboo Limited has the following carried forward losses as assessed till the 

Assessment Year 2020-21: 

 

 

 Particulars Rs. (in lacs) 

(i) Speculative Loss 4 

(ii) Unabsorbed Depreciation 18 

(iii) Unabsorbed expenditure of capital nature on scientific 

research 

2 

(iv) Business Loss 120 

Khushboo Limited was amalgamated with Kashish Limited on 01.04.2020. All the conditions  

of section 2(1B) were satisfied. 

Kashish Limited has computed a profit of Rs.130 lacs for the financial year 2020-21 before 

setting off the eligible losses of Khushboo  Limited but after  providing depreciation at 15%  

per annum on Rs.150 lacs, being the consideration at which plant and machinery were 

transferred to Kashish Limited. The written down value as per Income-tax record of 

Khushboo Limited as on 1st April, 2020 was Rs.100 lacs. 

Kashish Limited also has speculative profit of Rs.10 lacs during the F.Y. 2020-21. (5 Marks April 

‘21) 

Answer 12 

Computation of total income of Kashish Limited for the A.Y. 2021 -22 

Particulars Rs.(in lacs) 

Business income before setting-off brought  forward  losses  of 

Khushboo Ltd. 

130.00  

Speculative profit before setting-off brought forward losses  of  

Khushboo Ltd. 

10.00 140.00 
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Add: Excess depreciation claimed in the scheme of 

amalgamation of Khushboo Limited with Kashish Limited. 

  

Value at which assets are transferred by Khushboo Ltd. 150  

WDV in the books of Khushboo Ltd. 100  

Excess accounted 50  

Excess depreciation claimed in computing taxable income 

of Kashish Ltd. [Rs.50 lacs × 15 %] [Explanation 2 to section 

43(6)] 

  

7.50 

 147.50 

Set-off of brought forward business loss of Khushboo Ltd. 

(See Notes 2 & 4) 

(120.00) 

Set-off of unabsorbed depreciation under section 32(2) 

read with section 72A (See Notes 2 & 4) 

(18.00) 

Set-off of unabsorbed capital expenditure under section 

35(1)(iv) read with section 35(4) (See Note 5) 

 

(2.00) 

Business income 7.50 

Notes: 

1. It is presumed that the amalgamation is within the meaning of section 72A of the 

Income-tax Act, 1961. 

2. In the case of amalgamation of companies, the unabsorbed losses and 

unabsorbed depreciation of the amalgamating company shall be deemed to be 

the loss or unabsorbed depreciation of the amalgamated company for the 

previous year in  which the amalgamation was effected and such business loss and 

unabsorbed depreciation shall be carried forward and set-off by the amalgamated 

company for a period of  8  years and indefinitely, respectively. 

3. As per section 72A(7), the accumulated loss to be carried forward specifically 

excludes loss sustained in a speculative business. Therefore, speculative loss of 

Rs.4 lacs of Khushboo Ltd. cannot be carried forward by Kashish Ltd. 

4. Section 72(2) provides that where any allowance or part thereof unabsorbed 

under section 32(2) (i.e., unabsorbed depreciation) or section 35(4)  (i.e.,  

unabsorbed  scientific research capital expenditure) is to be carried forward, 

effect has to be first given to brought forward business losses under section 72. 

5. Section 35(4) provides that the provisions of section 32(2) relating to unabsorbed 

depreciation shall apply in relation to deduction allowable under section 35(1)(iv) 

in respect of capital expenditure on scientific research related to the business 

carried on  by the assessee. Therefore, unabsorbed capital expenditure on 

scientific research can be set-off and carried forward in the same manner as 

unabsorbed depreciation. 

6. The restriction contained in section 73 is only regarding set-off of loss computed 

in respect of speculative business. Such a loss can be set-off only against profits 

of another speculation business and not non-speculation business. However, 

there is no restriction under the Income-tax Act, 1961 regarding set-off of normal 

business losses against speculative income. Therefore, normal business losses can 

be set-off against profits of a speculative business. 

Consequently, there is no loss or allowance to be carried forward by Kashish Ltd. 
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to the F.Y. 2021-22. 

Question 13 

Worldclass Ltd. was incorporated on 1.7.2020. It is engaged in innovation, development or 

improvement of new products and it holds a certificate of eligible business from the notified 

Inter-Ministerial Board of Certification. 

The quantum of turnover and profits and gains from such business for different years 

are as follows: 

Previous 

Year 

Turnover (Rs. in 

crore) 

Business income (Rs. in 

lakh) 

2020-21 13.89 (1.29) 

2021-22 19.72 (4.32) 

2022-23 21.21 8.00 

2023-24 26.32 9.45 

2024-25 27.98 9.98 

2025-26 28.32 10.32 

2026-27 28.01 9.34 

2027-28 29.15 9.12 

2028-29 30.12 9.24 

2029-30 30.65 9.35 

Is Worldclass Ltd. eligible for any tax benefit under the provisions of the Income-tax 

Act,  1961 for  A.Y. 2021-22? If yes, what is the benefit available? (3 Marks April ‘21) 

Answer 13 

World-class Ltd. is an eligible start-up, since – 

(1) it is a company engaged in eligible business of innovation, development or improvement 

of new products. 

(2) it is incorporated during the period 1.4.2016 to 31.3.2021. 

(3) its total turnover does not exceed Rs.100 crores. 

(4) it holds a certificate of eligible business from the notified IMBC 

Therefore, World-class Ltd., being an eligible start-up, is eligible for deduction under section 80-

IAC of 100% of the profits and gains derived by it from an eligible business for any three 

consecutive assessment years out of ten years beginning from the year in which the eligible start 

up is incorporated i.e., P.Y.2020-21. 

In the first two years  i.e., P.Y.2020-21  and  P.Y. 2021-22, Worldclass Ltd. has incurred a  loss. In 

the P.Y. 2022-23, Worldclass Ltd. has earned profits from eligible business and can hence, claim 

100% of its profits as deduction for any three consecutive assessment  years  under section 80-

IAC from the P.Y.2022-23 to P.Y.2029-30. However, for P.Y.2022-23, the profits eligible for 

deduction would be the profits after set-off of brought forward losses of P.Y.2020-21 and P.Y. 

2021-22. 

It would be beneficial for Worldclass Ltd. to claim deduction under section 80-IAC for the three 

consecutive assessment years from A.Y.2024-25 to A.Y.2026-27  (P.Y.  2023-24  to P.Y.2025-26) 
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Question 14 

Mr. Anish, a resident individual aged 45 years, sold a house property on 16.01.2021. On the said 

transaction, he earned a long-term capital gain of ` 1,25,50,000. He invested a sum of ` 50,00,000 

in capital gains bonds specified in section 54EC on 15.03.2021. He further invested a sum of ` 

50,00,000  in the same bonds on 14.06.2021. His total income (excluding LTCG on such house 

property) comprising of income from other sources only for the financial year 2020-21 was  ̀

1,50,00,000. He does not opt for section 115BAC. Compute the tax payable by him for the A.Y. 

2021-22. 

(a) ` 75,69,250 

(b) ` 69,63,710 

(c) ` 74,12,210 

(d) ` 57,67,710 (2 Marks Oct 21) 

Answer 14 

(a) 

 

Question 15 

XYZ Ltd., a domestic company not opting for the provisions of section 115BAA, has a total income 

of ` 10,01,00,000 for A.Y.2021-22. The gross receipts of XYZ Ltd. for P.Y.2018-19 is ` 260 crore. 

The tax liability of X Ltd. for A.Y.2021-22 is - 

(a) ` 2,76,55,500 

(b) ` 2,79,24,000 

(c) ` 3,46,42,610 

(d) ` 3,49,78,940 (2 Marks Oct 21) 

Answer 15 

(b) 

 

Question 16 

Pure Ltd., engaged in the business of manufacturing, shows a net profit of ` 450 lakhs in its profit 

and loss account for the year ended 31-03-2021 after debiting and crediting the following items: 

(i) Depreciation provided in accounts as per straight line basis ` 30 lakhs. 

(ii) The company has made cash payments for purchases and expenditures as 

below: On 01-04-2020 ` 12 lakhs (a bank holiday) 

On 20-07-2020 ` 5.5 lakhs (for purchase of agricultural produce) On 

17-01-2021 ` 6 lakhs (Due to cash demanded by the supplier) 

Cash payments made to transport operator for hiring of lorry are as follows: 

10-06-2020 ` 25,000; 25-08-2020 ` 70,000; 10-02-2021 ` 40,000. 

(iii) It incurred revenue expenditure of ` 7.5 lakhs towards scientific research on in-house 

approved research and development facility under section 35(2AB). 
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(iv) Dividend received from a foreign company ` 6 lakhs, in which Pure Ltd. holds 30% in nominal 

value of equity share capital of the company. ` 50,000 spent on earning this income. 

(v) Professional charges to a consultant including GST shown separately was  ` 2,95,000. Tax 

was  not deducted on the GST portion on the payment. 

(vi) The company has also purchased goods of ` 55 lakhs from M/s. ABC Ltd. in which Directors 

have substantial interest. The market value of the goods is ` 50 lakhs. 

(vii) Employer’s contribution of ` 3.5 lakhs to the Provident Fund for the month of March, 2021 

were remitted on 14th August, 2021. Employee’s contribution for the whole year was 

deposited on or before the due date as per the specified Act. 

(viii) It paid ` 75,000 to an electoral trust by cash and ` 1,25,000 by cheque to a registered political 

party. 

Additional information 

(1) Depreciation allowable as per the Income-tax Rules, 1962 is ` 48 lakhs. 

(2) There was a purchase of second hand machinery of ` 50 lakhs on 23.10.2020 by a bearer 

cheque in single payment. Depreciation on such plant and machinery has not been included 

in amount of depreciation provided in point no. (1) above. 

(3) Out of an amount of ` 3 lakhs written off in the F.Y. 2013-14 as irrevocable from a debtor; 

` 1.5 lakhs was recovered on 19-9-2020 and credited to a reserve account. 

(4) The turnover of Pure Ltd. for the P.Y. 2018-19 was ` 250 crores. 

Analyse, integrate and apply the relevant provisions of the Income-tax Act, 1961 to compute the 

total income and tax liability of Pure Ltd. for the Assessment Year 2021-22 indicating in brief, the 

reason for treatment of each item. Ignore the provisions relating to minimum alternate tax and 

section 115BAA. (14 Marks Oct 21) 

Answer 16 

1. Computation of Total Income of Pure Ltd. for the A.Y. 2021-22 
 

Particulars Amount (`) 

Profits and Gains from Business and Profession   
4,50,00,000 Net profit as per profit and loss account  

Add: Items debited but to be considered separately or to be 

disallowed/ 

 

- Depreciation provided on straight line basis (Note 1) 30,00,000 

- Disallowance  under  section  40A(3)  for  payment  

exceeding 
`   10,000   made   in   cash   for   purchases   and expenditure 

(Note 2) 

 

 

18,00,000 

- Disallowance under section 40A(3) for cash  payment  

exceeding ` 35,000 in a day to transport operators for hiring 

of lorry (Note 3) 

 

 

1,10,000 

- Expenditure on scientific research on in-house approved 

research and development facility (considered separately for 

weighted deduction) (Note 4) 

 

 

- 

- Expenditure on earning dividend from foreign company not 

deductible (Note 5) 

50,000 
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- GST component of professional charges paid to  consultant 

on which tax has not been deducted (Note 6) 

- 

- Disallowance under section 40A(2) for excess payment to 

related person (Note 7) 

 

5,00,000 

- Employer’s contribution to EPF (Note 8) -  

 
    56,60,000 

- Donations to electoral trust and registered political party 

(Note 10) 

 

 2,00,000 

 
Less: Items credited but to be considered separately or to be 

allowed/ permissible expenditure and allowances 

 5,06,60,000 

- Depreciation allowable under the Income-tax Act, 1961 

(Note 1) 

 

48,00,000 

 

- Dividend received from foreign company to be considered 

under the head “Income from other sources” (Note 5) 

 

6,00,000 

 

  54,00,000 

 
Add: Recovery of bad debts credited in reserve but chargeable 

under section 41(4) (Note 9) 

 4,52,60,000 

 
  1,50,000 

Profits and gains from business and profession  4,54,10,000 

Income from Other Sources   

Dividend from foreign company (Note 5) 6,00,000   6,00,000 

Gross Total Income 4,60,10,000 

Less: Deduction under Chapter VI-A  

Under section 80GGB [Donation to registered political party] 

(Note 10) 

  1,25,000 

Total Income 4,58,85,000 

2. Computation of tax liability of Pure Ltd. for the A.Y. 2021-22 
 

Particulars Amount (`) 

Tax on dividend income received from foreign company 

@15% [Rs. 6,00,000 x 15%] 

90,000 

Tax on total income other than dividend [` 4,52,85,000 @ 25%, since 

turnover for the P.Y. 2018-19 does not exceed ` 400 crores] 

 

1,13,21,250 

 
Add: Surcharge @7%, since total income exceed ` 1 crore but does not 

exceed 

` 10 crore 

1,14,11,250 

  7,98,788 

 1,22,10,038 

Add: Health and education cess @4%   4,88,401 

Tax liability 1,26,98,439 

Tax liability (rounded off) 1,26,98,440 

Notes: 

(1) Depreciation provided in the accounts on straight line basis (i.e., ` 30 lakhs) has to be 

added back and depreciation calculated as per Income-tax Rules, 1962 (i.e. ` 48 lakhs) 

is allowable as deduction under section 32. 

As per second proviso to section 43(1), the expenditure for acquisition of asset, in 
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respect of which payment to a person in a day exceeds ` 10,000 has to be ignored for 

computing actual cost, if such payment is made otherwise than by way of A/c payee 

cheque/ bank draft/ECS or any other prescribed mode. Accordingly, depreciation on 

second hand machinery purchased on 23.10.2020 is not allowable since the payment is 

made by bearer cheque to a person in a day. No adjustment is required to be made since 

depreciation in respect of such plant and machinery is not included in the depreciation 

given. 

(2) Cash payments exceeding ` 10,000 in a day attracts disallowance under section 40A(3). 

However, Rule 6DD provides for certain exceptions, which includes, inter alia,  

payments made for the purchase of agricultural produce. Therefore, cash payment of 

` 5.5 lakhs for the purchase of agricultural produce would not attract disallowance 

under section 40A(3). Cash payment of Rs. 12 lakhs on 1.4.2020 on account of bank 

holiday and ` 6 lakhs made on 17- 01-2021 due to demand of supplier would attract  

disallowance under section 40A(3), since  the same is not covered under any of the 

exceptions laid out in Rule 6DD. 

(3) In respect of cash payments to transport operators, a higher limit of ` 35,000 per day 

is permissible. Therefore, cash payment of ` 25,000 on 10-6-2020 would not attract 

disallowance under section 40A(3). However, cash payments of ` 70,000 and ` 40,000 

on 25.8.2020 and 10.02.2021, respectively, would attract disallowance under section 

40A(3) since the same exceeds ` 35,000 per day. 

(4) 100% of expenditure incurred on scientific research on in-house research and 

development facility approved under section 35(2AB) by a company engaged in the 

business of manufacturing qualifies deduction. Since such amount is debited to profit 

and loss A/c, no adjustment is required. 

(5) Under section 115BBD, dividend received by an Indian company from a foreign company 

in which it holds 26% or more in nominal value of the equity share capital of the 

company, would be subject to a concessional tax rate of 15%. This rate of 15% would 

be applied on gross dividend, in the sense, that no expenditure would be allowable in 

respect of such dividend. 

Therefore, dividend of ` 6 lakhs received by Pure Ltd. from a foreign company, in which 

it holds 30% in nominal value of equity share capital of the company, would be subject 

to tax@15% under section 115BBD. Such dividend would be taxable under the head “Income from 

other sources”. No deduction is allowable in respect of ̀  50,000 expended on earning this 

income. 

Since such dividend has been credited to the profit and loss account, the same has to 

be reduced for computing income under the head “Profits and gains of business or profession. 

Likewise, ` 50,000, representing expenditure for earning dividend income, which has 

been debited to profit and loss account, should be added back for computing business 

income. 

(6) Professional charges have been debited to profit and loss account. It is stated that tax 

has not been deducted on the GST component of professional charges. 

In respect of professional charges,  CBDT Circular No.23/2017 dated 19.7.2017 clarifies 

that  if in terms of the agreement/contract between the payer and the payee, the GST 

component comprised in the amount payable to a resident is indicated separately, tax 

shall be deducted  at source on the amount paid/payable without including such GST 

component. 

In this case, the GST component is indicated separately in the agreement/contract 
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between the company and the consultant, tax is required to be deducted at source on the 

professional charges without including such GST component. Therefore, no 

disallowance is attracted for non- deduction of tax at source on the GST component. 

(7) ABC Ltd. is a related person under section 40A(2), since the directors of the Pure Ltd. 

have substantial interest in ABC Ltd. Therefore, excess payment of ` 5 lakh to ABC Ltd. 

for purchase of goods would attract disallowance under section 40A(2). 

(8) As per section 43B, employers’ contribution to EPF is allowable as deduction since the same has been 

deposited on or before the ‘due date’ of filing of return under section 139(1). Since the same has 

been debited to profit and loss account, no further adjustment is necessary. 

(9) Recovery of a debt which was earlier written off under section 36(1)(vii) and was 

allowed as deduction is chargeable to tax under section 41(4) in the year of such 

recovery. Accordingly, 

the amount of ` 1.5 lakhs has to be added to income despite the fact that the same was 

credited by the company in a reserve account. 

(10) Donation to an electoral trust and a registered political party is not an allowable 

expenditure under section 37 since it is not laid out wholly or exclusively for the 

purposes of business or profession. Hence, the same has to be added back while 

computing business income. 

However, donation made by a company to an electoral trust or registered political 

party is allowable deduction under section 80GGB from gross total income, subject to 

the condition that payment is made otherwise than by way of cash. Since the donation 

to electoral trust is made in cash, the same does not qualify for deduction under section 

80GGB. However,  donation of ` 1.25 lakh by cheque to a registered political party 

would be eligible for deduction under section 80GGB. 

Question 17 

STP Pvt. Ltd was converted into limited liability partnership (LLP) as STP LLP on  1-11-2020. You   

are provided with the following particulars of STP Pvt. Ltd. as on 31-03-2020: 

(i) Unabsorbed depreciation ` 30 Lakhs 

(ii) Business loss ` 25 Lakhs (relating to P.Y.2012-13) 

(iii) Unadjusted MAT credit u/s 115JAA ` 6.5 lakhs 

(iv) Written down value of the assets as per section 43(6) of the Income-tax Act: 

Plant and Machinery (15%) ` 12 Lakhs (Market Value ` 18 Lakhs), Plant and 

Machinery 

` 60 Lakhs (cost) – deduction claimed u/s 35AD, Building (10%) ` 30 Lakhs (Market 

Value 

` 120 Lakhs) 

(v) Cost of land (acquired in year 2001) ` 60 lakhs (Market value ` 110 Lakhs) 

(vi) Expenditure on voluntary retirement incurred by the company during the P.Y. 2018-

19 is 

` 27 Lakhs. The company has  been  allowed deduction of  ` 5.4 Lakhs for each  

year  for the P.Y. 2018-19 and P.Y. 2019-20 u/s 35DDA. 

Explain the tax treatment of each item stated above in the hands of LLP, assuming that the 

conversion satisfies all the conditions laid down in section 47(xiiib). (8 Marks Nov 21) 
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Answer 17 

(a) Tax treatment in the hands of STP LLP on conversion of STP Pvt. Ltd. into STP LLP 
 

(i) Unabsorbed depreciation of ` 30 lakhs 

As per section 72A(6A), STP LLP would be able to carry forward and  set-off  the  

unabsorbed depreciation of ` 30 lakhs of STP Pvt. Ltd. as on 31.3.2020. 

 However, if subsequent to the conversion, STP LLP fails to fulfill any of the conditions 

mentioned in section 47(xiiib), the set-off of depreciation so made in any previous  

year  would be deemed to be the income chargeable to  tax in the year  in which such 

conditions are not complied with. 

(ii) Business loss of ` 25 lakhs (relating to P.Y. 2012-13) 

As per section 72A(6A), the business loss of ` 25 lakhs of STP Pvt. Ltd. would be deemed 
 to be the loss of STP LLP for P.Y. 2020-21 and it would be able to set off and carry 

forward such loss. 

 The carry forward is for 8 assessment years subsequent to the assessment year 2021-

22. 
 However, if subsequent to the conversion, STP LLP fails to fulfill any of the conditions 

mentioned in section 47(xiiib), the set-off of business loss so made in any previous 

year would be deemed to be the income chargeable to  tax in the year  in which such 

conditions are not complied with. 

(iii) Unadjusted MAT credit u/s 115JJAA of ` 6.5 lakhs 

As per section 115JAA(7), in case of conversion of STP Pvt. Ltd. into STP LLP, the 

credit for MAT paid by STP Pvt. Ltd. cannot be availed by the successor LLP i.e., STP 

LLP. 

(iv) Depreciation and written down value of assets 

In case of conversion of STP Pvt. Ltd. into STP LLP, depreciation on assets shall be 

apportioned between the company and LLP in the ratio of the number of days for which 

the assets were used by them. 
 Total Depreciation 

Plant and machinery (15%) = ` 12 lakhs x 15% = ` 1,80,000 

 Building (10%) = ` 30 lakhs x 10% = ` 3,00,000 

 In the hands of STP LLP (for 151 days) 

Plant and machinery (15%) = ` 1,80,000 x 151/365 = ` 74,466 

 Building (10%) = ` 3,00,000 x 151/365 = ` 1,24,110 

 WDV in the hands of STP LLP 

As per section 43(6), the actual cost of the block of assets in the hands of STP LLP 

shall be  the WDV of the block of assets as in the case of STP Pvt. Ltd. on the date of 

conversion. 

 WDV of P & M (15%) = ` 12 lakhs – ` 1,05,534 (1,80,000 x 214/365) = ` 10,94,466 

 WDV of Building (10%) = ` 30 lakhs – ` 1,75,890(3,00,000 x 214/365) = ` 28,24,110 

 Actual cost of Plant and machinery on which deduction has been allowed or is 

allowable to the assessee under section 35AD would be ‘NIL’ in the hands of STP Pvt. 
Ltd. and STP LLP. 

(v) Cost of land acquired in 2001 at ` 60 lakhs (Market value ` 110 lakhs) 

The cost of acquisition of land in the hands of STP LLP would be the cost for which 

STP Pvt. Ltd. acquired it, i.e., ` 60 lakh. 
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(vi) Expenditure on voluntary retirement benefit of ` 25 lakhs 

As per section 35DDA, in case of conversion of STP Pvt. Ltd. into STP LLP, deduction 

would be available to STP LLP for the remaining periods from the previous year in which 

conversion took place. Since deduction of ` 5.4 lakh each has been claimed by STP Pvt 

Ltd. in P.Y. 2018-19 and P.Y. 2019-20, STP LLP would be eligible for deduction of ` 5.4 

lakh each for the remaining three previous years, namely P.Y.2020-21, P.Y.2021-22 and 

P.Y.2022-23 under section 

35DDA. 

 

Question 18 

You are required to compute the total income and tax liability of Mr. Yatin, a non-resident, aged 

68 years for the A.Y.2021-22. The following are the details of the income for the F.Y.2020-21.  

- Income from a business in Pune (50% received in India) 3,80,000  

- Dividend from a Canadian company received in Dubai 1,91,200  

- Income from profession in Singapore, which was set up in   

India, received in Dubai but spent in India 1,80,000  

- Interest on Savings bank deposit in Sate Bank of India 10,500  

- Income from a business in Singapore which is controlled   

from Pune (50% received in India) 1,20,000  

- Income from agricultural land in Singapore, received   

there and then brought to India 41,300  

- Interest from an Indian company on Rupee Denominated   

Bonds which were issued in Singapore on 01.03.2019 15,000  

- Long-term capital gain on sale of shares purchased and   

sold through recognized stock exchange (STT paid both   

at the time of purchase and sale) 1,35,000  

He does not want to pay tax as per section 115BAC.  (6 Marks 
Nov 21) 

Answer 18 

As per section 5(2), Mr. Yatin, a non-resident, is chargeable to tax in respect of income which 

accrues or arises or which is deemed to accrue or arise to him in India or which is received or 

deemed to be received in India in the previous year 2020-21. 

Computation of total income and tax liability of Mr. Yatin for A.Y. 2021-22 
 

Particulars Amount (`) 

(i) Income from a business in Pune 3,80,000 

(ii) Dividend from a Canadian company received in Dubai [Not taxable 

as the same accrues or arises outside India and is also received 

outside India] 

Nil 

(iii) Income from profession in Singapore, which was set up in India, 

received in Dubai but spent in India [Not taxable, as it accrues 

or arises outside 

India and is also received outside India] 

Nil 
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(iv) Interest on saving bank deposit in SBI 10,500 

(v) Income from a business in Singapore which is controlled from Pune 

(50% received in India) (50% of ` 1,20,000 is taxable in India) 

60,000 

(vi) Income from agricultural land in Singapore, received there and 

then brought to India [Not taxable as such income accrues or 

arises outside 

India and is also received outside India] 

Nil 

(vii) Interest from an Indian company on rupee denominated bonds 

issued in Singapore on 1.3.2019 [Exempt u/s 10(4C)] 

Exempt 

(viii) Long term capital gain on sale of shares purchased and sold 

through recognized stock exchange [The gain

 in excess of 

` 1,00,000 is taxable @10% u/s 112A] 

 

 
1,35,000 

 Gross Total Income 5,85,500 

 Less: Deduction u/s 80TTA [Interest on savings bank account 

allowable as deduction upto ` 10,000] 

 

 
   10,000 

 Total Income 5,75,500 

 Tax liability  

 Tax on ` 35,000, being in excess of ` 1 lakh @10% [u/s 112A] 3,500 

 Tax on balance income of ` 4,40,500    9,525 

  13,025 

 Add: Health & education cess@4%    521 

 Tax liability 13,546 

 Tax liability (rounded off) 13,550 
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Chapter 8  

Assessment of Various Entities 

Question 1 

Sankar Ltd, engaged in the manufacture of footwear and leather products,  for  the  past  8 

years, reported a net profit of ` 272 lakhs as per the statement of profit and loss for the year 

ended 31st March, 2019. The company was subject to tax audit under section 44AB of the 

Income-tax Act, 1961. The net profit is arrived at after debiting or crediting the following 

amounts: 

(i) Depreciation charged on the basis of useful life of assets as per Companies Act is ` 32 lakhs. 

(ii) A sundry creditor whose amount of ` 32 lakhs was outstanding since long time, has been 

settled for ` 26 lakhs on 31st March, 2019 based on compromise settlement. The amount 

waived has been credited to the statement of profit and loss. 

(iii) Employers' contribution to EPF of ` 3 lakhs for the month of March, 2019 was deposited on 

29th July, 2019. 

(iv) Interest payments debited ` 30 lakhs (Includes interest on term loan  of  `  25  lakhs availed 

on 1-4-2018 at interest rate of 12% p.a towards purchase of machinery during the year). 

(v) Payment of ` 30 lakhs to A & Co., a subcontractor, for processing raw leather without 

deduction of tax is debited to statement of profit & loss. This amount includes ` 20 lakhs   

for purchase of chemicals and ` 10 lakhs towards labour charges which is separately  shown 

in bills submitted. 

Additional Information: 

(1) The company has not made provision for an amount of ` 12 lakhs being a fair estimate of 

the amount as payable to workers towards periodical wage revision once in 3 years in 

respect of existing employees. The provision is  estimated on  a  reasonable certainty  of 

the revision once in 3 years. 

(2) The written down values of assets before allowing depreciation as per Income-tax Rules 

are as under: 

Factory Buildings: ` 180 lakhs; 

Plant & Machinery ` 170 lakhs (inclusive of ` 30 lakhs of machinery acquired on 

1.11.2018 and put to use) 

Computers: ` 15 lakhs 

It may be noted that the above values have been duly recognised while providing 

depreciation in the books of accounts. 

(3) During the year 2018-19, the company has  employed 24 additional employees (qualified  as  

"workman" under the Industrial Disputes Act, 1947). All these employees contribute to  a 

recognized provident fund. 12 out of 24 employees joined on 1.6.2018 on a salary of 

` 23,000 per month, 4 joined on 1.7.2018 on a salary of  ` 26,000  per month, and  8  joined on 

1.11.2018 on a salary of ` 20,000 per month. The salaries of 2 employees who joined on 

1.6.2018 are being settled by bearer cheques every month. 

(4) Sales includes 5000 leather bags sold to M/s Sankar (firm), a related party, at a price of 

` 1,000 each. The selling price to others in the market is at ` 1,300 each. 

(5) Employees contribution to EPF of ` 3 lakhs recovered from their salaries for the month of 

March 2019 and shown in the Balance Sheet under the head Sundry Creditors was remitted 
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on 31st May, 2019. 

Compute the total income and tax payable of Sankar Ltd. for the Assessment Year  2019-20. The 

turnover of the company for the year ended 31.3.2017 was ` 52 crores. Ignore the provisions of 

MAT. (14 Marks May ‘19) 

Answer 1 

 

Computation of Total Income of Sankar Ltd. for the A.Y. 2019-20 

 

 Particulars Amount (`) 

 Net profit as per the statement of profit and loss  2,72,00,000 

Add: Items debited but to be considered separately 

or to be disallowed 

 

(i) Depreciation charged as per Companies Act, 

2013 

32,00,000 

(iii) Employer’s contribution to EPF Nil 

[As per section 43B, employers’ contribution to 
EPF is allowable as deduction, since the same has 

been deposited on or before the ‘due date’ of 
filing of return under section 139(1) i.e., 

30.9.2019. Since the same has been debited to 

statement of profit and loss, no further 

adjustment is necessary] 

 

 (iv) Interest on term loan for purchase of plant and 

machinery [` 25 lakhs x 12% x 7/12] 

1,75,000  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

36,75,000 

[As per the proviso to section 36(1)(iii), interest 

paid in respect of capital borrowed for 

acquisition of an asset for the period from the 

date of borrowing till the date on which such 

asset is first put to use shall not be allowed as 

deduction. Since the same has been 

debited to statement of profit and loss, it has to 

be added back while computing business 

income] 

 

(v) Payment of labour charges to A & Co., a sub- 

contractor, without deduction of tax [30% of ` 

10 lakh] 

3,00,000 

[Under section 40(a)(ia), 30% of any sum paid to 

any resident on which tax is deductible is 

disallowed if tax is not deducted at source. In this 

case, TDS provisions under section 194C are 

attracted on labour charges which are shown 

separately in the bills. Since tax has not been 

deducted on labour charges, 30% of the 

expenditure shall be disallowed] 

 

 

Add: Amount taxable but not credited to profit and 

loss account 

 3,08,75,000 
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AI(4) Sale of leather bag at a price lower than the 
fair 

15,00,000  

market       value       [`       300       x       5,000]  

[The difference between the  sale  price  (`  1,000 

per   leather   bag)   and   the    fair    market   value 

(` 1,300 per leather bag) multiplied by the 

quantity sold (5000 leather bags) has to be 

added since the sale is to a related party at a 

price lower than the 

fair market value] 

  

AI(5) Employee’s contribution to EPF 3,00,000  

[Any sum received by the assessee from his 

employees as contribution to any provident fund 

is treated as income of the assessee. Since 

employees contribution to EPF has not been 

deposited on or before the due date under the 

PF Act, the same is not allowable as deduction as 

per section 36(1)(va)1.] 

  

 

 

 

   18,00,000 

 

Less: Items credited to statement of profit and loss, 

but not includible in business income / 

permissible expenditure and allowances 

 3,26,75,000 

(ii) Waiver of sundry creditor’s outstanding 

amount 

Nil  

[Waiver of ` 6,00,000 from the sundry creditors 

is a benefit in respect of a trading-liability by way 

of remission or cessation thereof and is, hence, 

taxable under section 41(1). Since the amount is 

already credited to statement of profit & loss, no 

adjustment is necessary 

  

AI (1)Provision for wages payable to workers   

[The provision based on fair estimate of wages 

and reasonable certainty of revision is allowable 

as deduction, since ICDS X requires ‘reasonable 
certainty’ for recognition of a provision, which is 
present in this case. As the provision has not 

been debited to statement to profit and loss, the 

same has to be reduced while computing 

business income] 

 

 

 

 

 

12,00,000 

 

 

 

 

 

   12,00,000 

 

Less: Depreciation as per Income-tax Rules, 1962 

 3,14,75,000 

A(2) Depreciation under section 32   

Depreciation on factory building [10% of `180 

lakh] 

18,00,000  

Depreciation on plant and machinery   

-  Depreciation@7.5% on ` 31.75 lakhs [` 30 

lakh, 

being machinery cost + ` 1.75 lakh, being 

interest from 1.4.2018 to 31.10.2018] since  

2,38,125  
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machinery  is 

put to use for less than 180 days]. 

- Depreciation@15% on ` 140 lakh [` 170 lakh – 

` 30 lakh] 

 

21,00,000 

 

- Depreciation on computers [40% of ` 15 lakh]   6,00,000  

 

Add: Additional depreciation @10% on ` 31.75 

lakh, since machinery is put to use for less than 

180 days 

47,38,125  

3,17,500 
 

50,55,625 

 Gross Total Income  2,64,19,375 

Less: Deduction under Chapter VI-A  

Under section 80JJAA [See Working Note below] 9,30,000 

Total Income 2,54,89,375 

Total Income (Rounded off) 2,54,89,380 

Computation of tax payable by Sankar Ltd. for the A.Y. 2019-20 

 

 ` 

Tax payable on ` 2,54,89,380@25%, since the turnover of the company 

for the 

P.Y. 2016-17 does not exceed ` 250 crores 

63,72,345 

Add: Surcharge@7% (since the total income of the company exceeds ` 1 

crore but does not exceed ` 10 crore) 

4,46,064 

 68,18,409 

Add: Health and education cess@4% 2,72,736 

Tax liability 70,91,145 

Tax liability (Rounded off) 70,91,150 

Working Note: 

Computation of deduction under section 80JJAA 

Sankar Ltd. is eligible for deduction under section 80JJAA since the company is subject 

to tax audit under section 44AB for A.Y.2019-20 and has employed “additional 
employees” during the P.Y.2018-19. 

Number of additional employees  

Total number of employees employed during the year 24 

Less: Employees employed on 1.7.2018, since their total monthly 

emoluments exceed ` 25,000 

4 

Employees employed on 1.6.2018 whose emoluments are paid 

by bearer cheque 

 

    2 

Number of additional employees [10 employees employed on 1.6.2018 

and 8 employed on 1.11.2018] 
  18 

Additional employee cost 

` 23 lakh, being ` 23,000 × 10 ×10 + ` 8 lakh, being ` 20,000 x 5 x 8 

` 31,00,000 

Deduction under section 80JJAA [30% of ` 31 lakh] 9,30,000 
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1 Employee contribution to PF deposited after the due date under PF Act is not allowable as 

deduction as per section 36(1)(va). This view has been affirmed by the Gujarat High Court in CIT v. 

Gujarat State Road Transport Corporation (2014) 366 ITR 170. Alternate view that the same is 

allowable as deduction if deposited on or before the due date of filing of return is possible as per 

the Delhi High Court ruling in CIT v. AIMIL (2010) 321 ITR 508 and the Uttrakhand High Court ruling 

in the case of CIT v. Kichha Sugar Co. Ltd. (2013) 356 ITR 151. 

 

Question 2 

Alpha and Beta Tyres Limited, an Indian  Company  engaged in the manufacture of Tyres  in Andhra 

Pradesh, has adopted IndAS from 1-4-2016. The following particulars are provided for the year 

ended 31.3.2019 : 

1. Net profit as per statement of profit and loss is  ` 20 crores after debit and credit of  

the following items: 

Items Debited: 

(i) Depreciation ` 18 crores. Included in depreciation is ` 3 crores, being amount 

provided on revalued assets. 

(ii) Interest charged for delay in remittance of tax deducted at source ` 20 lakhs. 

Items Credited: 

(i) Share Income from Association of Persons in which the company is a member 

` 50 lakhs. (The AOP is charged to tax at Maximum Marginal Rate) 

(ii) Amount of ` 6 crores withdrawn from revaluation reserves on account of 

revaluation of assets. 

Other Information: 

1. The application of a financial creditor for corporate  insolvency  resolution process  

has been admitted by the Hyderabad Bench of the National Company Law Tribunal 

under section 7 of the Insolvency and Bankruptcy Code, 2016. 

2. Brought forward business loss and depreciation. 

 

Assessment Year Business Loss Depreciation 

2015-16 ` 3 crores ` 1 crore 

2016-17 ` 5 crores ` 2 crores 

3. Items credited to other comprehensive income which will not be reclassified to  

profit or loss: 

(i) Re-measurement of defined employee retirement benefits plan ` 50 lakhs. 

(ii) Revaluation surplus of property, plant and equipment ` 1 crore. 

4. The transition amount as on convergence date 1-4-2016 stood at `  5  crores 

including capital reserve of ` 50 lakhs (credit balance). 

5. Tax payable under the regular provisions of the Income-tax Act, 1961 is `  0.73 crores. 

(i) Compute Minimum Alternate Tax payable by the company for the Assessment Year 

2019-20. 

(ii) Compute the amount of MAT credit eligible for carried forward. (8 Marks May ‘19) 
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Answer 2 

(i) Computation of MAT payable by Alpha and Beta Tyres Limited under section 

115JB for A.Y.2019-20 

 

Particulars ` ` 

Net profit as per statement of profit and loss  20,00,00,000 

Add: Net profit to be increased by the following 

amounts as per Explanation 1 to section 115JB(2): 

  

- Depreciation 18,00,00,000  

- Interest charged for delay in remittance of TDS 20,00,000  

[As per Explanation 2 to section 115JB, income- 

tax shall include, inter alia, any interest 

charged under the Act. Therefore, interest on 

delay in remittance of TDS has to be added 

back] 

  

 

 

18,20,00,000 

 

Less: Net profit to be decreased by the following 

amounts as per Explanation 1 to section 115JB(2): 

 

 

 

15,00,00,00

0 

38,20,00,000 

- Depreciation other than depreciation on 

revaluation of assets [` 18 crore – ` 3 crore] 

- Share income from Association of Persons 50,00,000  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

29,50,00,000 

[Share income of company in AOP has to be 

reduced while computing the book profit, since 

no income-tax is payable by the company on 

share income in AOP, as the AOP is chargeable 

to tax at Maximum Marginal Rate] 

 

- Amount withdrawn from revaluation reserve [` 6 

crore] to the extent it does not does not exceed 

depreciation on revaluation of assets [` 3 crore] 

3,00,00,000 

- Brought forward business loss of ̀  8 crore [` 3  crore 

+ ` 5 crore] and unabsorbed depreciation of ` 3 

crore [` 1 crore + ` 2 crore] 

 

11,00,00,000 

[Since Alpha and Beta Tyres Limited is a 

company against which an application for 

corporate insolvency resolution process has 

been admitted by NCLT under section 7 of the 

Insolvency and Bankruptcy Code, 2016, the 

amount of total loss brought forward 

(including unabsorbed depreciation) is 

allowed to be reduced from the book profit for 

the purposes of levy of MAT under section 

115JB]. 

 

Book profit computed in accordance with 

Explanation 1 to section 115JB(2) 

 8,70,00,000 

Add: Items credited to OCI that will not be 

reclassified to profit or loss: 

  

Re-measurement of defined employee benefit plan 50,00,000  
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Revaluation surplus of property, plant and 

equipment ` 1 crore [Book profit not to be 

increased by revaluation surplus for assets] 

 

  Nil 

 

 

50,00,000 

 

Add: One-fifth of Transition amount [Credit Balance] 

 9,20,00,000 

Transition amount 5,00,00,000  

Less: Amounts to be excluded from transition amount   

Capital Reserve 50,00,000  

 4,50,00,000  

One-fifth of ` 4,50,00,000  90,00,000 

Book Profit for levy of MAT  10,10,00,000 

 

Computation of 

MAT 

` 

MAT on book profit under section 115JB = 18.5% of ` 

10,10,00,000 

1,86,85,000 

Add: Surcharge@12% (since book profit exceeds `10 crore) 22,42,200 

 2,09,27,200 

Less: Marginal relief (See Working Note below) 1,32,200 

 2,07,95,000 

Add: Health and education cess@4% 8,31,800 

MAT liability for A.Y.2019-20 2,16,26,800 

Working Note: Computation of marginal relief 

Particulars ` 

MAT on book profit (including surcharge) computed  on  

total income of ` 10.10 crore 

2,09,27,200 

Less: Maximum tax (including surcharge) which can be levied 

on total income of ` 10.10 crore: 

2,07,95,000 

Tax (including surcharge@7%) on ` 10 

crore 

1,97,95,000  

Add: Income exceeding ` 10 crore    10,00,000  

 2,07,95,000  

Marginal relief  1,32,200 

 

(ii) Computation of MAT credit to be carried forward 

Particulars ` 

MAT liability for A.Y.2019-20 (rounded off) 2,16,26,800 

Income-tax computed as per the normal provisions of the Act 

for A.Y.2019-20 

73,00,000 

Since the income-tax liability computed as per the regular 

provisions of the Income-tax Act,1961 is less than the MAT 

payable, the book profit of ` 10,10,00,000 would be deemed to 

be the total income and tax is leviable@18.5%: The total tax 

liability (rounded off) is 

 



 

 

Chapter 8 Assessment of Various Entities 

8.8 

` 2,16,26,800. 

Computation of tax credit to be carried forward:  

Tax payable for A.Y.2019-20 on deemed total income 2,16,26,800 

Less: Income-tax payable as per the normal provisions of the 

Act 

73,00,000 

Tax credit in respect of tax paid on deemed income 1,43,26,800 

 

Question 3 

Anamika Builders and Constructions Ltd., a company resident in India is engaged in the business 

of construction and real estate. Net profit as per profit and loss account is ` 54,80,000 (prepared 

in accordance with ICDS) after debiting/crediting the following items: 

(i) Depreciation debited to books ` 8,47,000. 

(ii) Gross revenue includes ` 5,00,000 in respect of  a  service contract for maintenance  of  the 

office building for Nitup Ltd. for the period from 1st March, 2019 to 30th April, 2019.  The 

expenses incurred on the project till 31-3-2019 amounts to ` 1,27,000 which is included in 

other expenses. 

(iii) The amount of employee benefits include a sum of ` 4,41,000 in respect  of  bonus  payable 

to employees. In the previous year 2018-19, the company and its employee's  union had a 

dispute over payment of bonus. In order to avoid late payment of bonus, the company 

formed a trust  and transferred the amount of  bonus payable to  employees to  the said 

trust. The dispute was settled in the month of November, 2019 and the trust paid the 

amount of bonus to the employees on 30th December, 2019; 

(iv) Capital gains on sale of shares in Yara Ltd.` 3,77,500. 

(v)  In respect of one of its on-going projects, the assessee had made some structural  changes 

contrary to what was earlier approved by the municipal authorities. Assessee hence paid a 

sum of ` 98,000 as regularization fee in respect of such changes made  in  the construction 

plan. 

(vi) Other expenses include ` 1,45,000 as expenditure incurred on CSR. 

(vii) During the previous year 2018-19, the assessee company decided to expand its business 

and open a retail petrol out let. Accordingly, a sum of ` 1,75,000 was deposited with the 

concerned authority. However, the assessee could not start this  operation  and  the  

deposit with the authority was forfeited. Amount paid for advertisement in political parties' 

brochure ` 48,000. 

(viii) During the previous year 2018-19, the assessee entered into an agreement with Bat Ltd.  

As per the agreement, Bat Ltd. has agreed to not to engage in the business of real estate 

trading. The assessee paid ` 11 lakhs without deduction of tax at source on 1-6-2018 as non-

compete fee. 

Additional Information: 

(i) Depreciation as per Income-tax Act, 1961 ` 5,14,000. This includes an amount of ` 78,000 in 

respect of fire fighting equipments installed in various business premises/  offices of the 

assessee. During the year, as there were no incidence of fire, these equipments were not used. 

(ii) On 26th October, out of 5  unsold office spaces in a  mall, the assessee converted one such 

space into its own office. The fair market value of that space as on that date was 

` 15,00,000. The cost incurred originally to construct such space was ` 10,00,000. 
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(iii) In respect of ongoing construction contracts, there was a claim for escalation of prices, to 

the tune of ` 8,50,000. The company had filed a lawsuit in the year 2017. In the previous 

year 2018-19, the court gave its judgement in favour of the company. The company has 

received ` 2,00,000 till 31-03-2019. Gross receipt in the profit and loss account includes 

` 2,00,000 in respect of such claims. 

(iv) The assessee held 250 shares in Yara Ltd. On 1-4-2017, Y Ltd. allotted bonus shares in  the 

ratio of 1 : 1.  The company sold  all  the shares in Yara Ltd. on 24th  September 2018  for ` 

2,050 per share. The company had acquired the original shares for ` 540 on 23-06- 2015. 

The fair market value of the shares as at 31st January 2018 was ` 1,980 per share. 

You are required to compute the total income chargeable to tax in the hands of Anamika 

Builders and Constructions Ltd., for the Assessment Year 2019-20 giving a brief explanation 

to each item of additions or deletions. Ignore provisions of MAT. (14 Marks Nov ‘19) 

Answer 3 

Computation of Total Income of M/s Anamika Builders and Construction Ltd. 

for the A.Y. 2019-20 

 Particulars Amount in  ̀

I Profits and gains of business and profession   

54,80,000 Net profit as per profit and loss account  

Add: Items debited but to be considered separately or to 

be disallowed 

 

(i) Depreciation as per books of account 8,47,000 

(iii) Bonus transferred to the trust for making payment to 

the employees after settlement of the dispute 

4,41,000 

[The bonus would be allowable as deduction u/s 

36(1)(ii), even though the amount of bonus payable was 

initially remitted to the trust created for the purpose of 

avoiding late payment of bonus, provided actual 

payment of bonus is made to the employees on or 

before the due date1. However, since in the present 

case, actual payment of bonus to employees is made on 

30th December 2019, after due date of filing return of 

income i.e., after 31st October 2019, deduction u/s 

36(1)(ii) would not be allowable merely because the 

amount was remitted to the trust before the stipulated 

due date. Since the same has been debited to the profit 

and loss account, it has to be added back] 

 

(v) Regularization fee paid to Municipal Authorities 98,000 

[Regularization fee paid to Municipal authorities to 

regularize the deviation from the earlier approved 

construction plan in its on-going projects is in the nature 

of penalty as it is paid to compound an offence2. Hence, 

it does not qualify for deduction u/s 

37. As the same has been debited to the profit and loss 

account, it has to be added back] 

 

(vi) Expenditure incurred on CSR 1,45,000 



 

 

Chapter 8 Assessment of Various Entities 

8.10 

[Under section 37(1), only expenditure not covered 

under sections 30 to 36, and incurred wholly and 

exclusively for the purposes of the business is allowed as 

a deduction while computing taxable business income. 

Any expenditure incurred by an assessee on the 

activities relating to corporate social responsibility 

referred to in section 135 of the Companies Act, 2013 

shall not be deemed to have been incurred for the 

purpose of business and hence, shall not be allowed as 

deduction under section 37. As the same has been 

debited to the profit and loss account, it has to be added 

back] 

 

(vii) Expenditure on expansion of new business of retail 
petrol out let [Where expenditure is incurred on project 

not related to the existing business and the project was 

abandoned without creating a new asset, 

1,75,000 

 the expenses are capital in nature3. Retail petrol outlet is not 

related to the existing business of construction and real estate, 

the expenditure incurred on setting up such business would 

not be allowed as deduction. As the same has been debited to 

the statement of profit and loss, it has to be added back] 

 

(vii) Amount paid for advertisement in political parties 

brochure [Section 37(2B) prohibits allowance of 

any expenditure incurred by an assessee on 

advertisement in any souvenir, brochure, 

pamphlet or the like published by a political party. 

Since the same has been debited to the profit and 

loss account, it has to be added back] 

48,000 

(viii) Non-compete fees to Bat Ltd. 3,30,000 
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[On account of the payment of non-compete fee, the company 

does not acquire any business, the profit- making apparatus 

remains the same and there is no new business or new source 

of income and therefore, the expenditure has to be treated as 

revenue in nature. Since company has not deducted tax at 

source u/s 194J on such non-compete fees during the previous 

year 2018-19, 30% of expenditure i.e., ` 3,30,000 would be 

disallowed] 

Note - The above treatment is based on the Madras High Court 

ruling in M/s. Asianet Communications Ltd vs CIT, 174/2005 on 

26.6.2018 

Alternate treatment is possible based on the Gujarat High 

Court ruling in PCIT vs Ferromatic Milacron India Pvt, Ltd 

1233/2018 on 9.10.2018, as briefed hereunder: 

Rights acquired under a non-compete agreement gives 

enduring benefit and protects the assessee's business against 

competition. The expression "or any other business or 

commercial rights of similar nature" used in Explanation 3 to 

sub-section 32(1)(ii) is wide enough to include non-compete 

rights. Hence, such expenditure would be capital expenditure 

and it would be treated as intangible asset and be eligible for 

depreciation @25%. In such case, the expenditure which is 

debited to the profit and loss account, i.e., 

 

` 11,00,000, has to be added back and depreciation of ` 

2,75,000 i.e., 25% would be allowed as deduction. Further, 

disallowance of 30% of expenditure on account of non-

deduction of tax at source would also not be attracted. 

  

 

 

 

 

20,84,000 

 

Add: Amount taxable but not credited to profit and loss 

account 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

75,64,000 

AI(ii) Business income on conversion of stock-in trade into 

capital asset 

15,00,000 

[Fair market value of inventory on the date of its 

conversion or treatment as capital asset, would be 

chargeable to tax as business income. Since cost of 

construction of one unsold office space in a mall i.e., 

` 10,00,000 has already been debited to profit and loss 

account, the FMV of ` 15,00,000 would be chargeable to 

tax. Hence, such amount has to be included in business 

income] 

 

AI(iii)Claim for Escalation price in respect of ongoing 

construction contracts 

6,50,000 
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[As per section 145B, claim for escalation of a price of  

`  8,50,000  would  be  deemed  to  be  income of 

P.Y. 2018-19 i.e., the previous year in which reasonable 

certainty of its realization is received, being the year in 

which the judgment in the  favour of the company was 

given. Since only the sum of 

` 2,00,000 received by the company till  31.3.2019 is 

included in  the profit and  loss  account,  balance 

` 6,50,000 has to be included in business income] 

 

 

 

 

 

 

 

 

 

 

 

 

 

3,73,000 

 

 

Less: Items credited to profit and loss account, but not 

includible in business income/permissible 

expenditure and allowances 

97,14,000 

(ii) Revenue from service contract for maintenance of 

the office building of Nitup Ltd. 

[Since the service contract for maintenance of office 

building is for a period of 61 days i.e., from 1st March 

2019 to 30th April 2019 (less than 90 days), the revenue 

from such contract would be determined on 

the basis of project completion method. 

Consequently, the income from contract and the 

expenditure would also be chargeable/ allowable in 

the P.Y. 2019-20. Since the revenue of ` 5,00,000 is 

credited and expenditure of ` 1,27,000 has been 

debited to statement of profit and loss, the net 

amount of ` 3,73,000 (` 5,00,000 – ` 1,27,000) has to 

be deducted while computing business income of the 

P.Y. 2018-19] 

  

(iv) Capital gains on sale of shares in Yara Ltd. 3,77,500 

[Capital gains on sale of shares in Yara Ltd. is 

chargeable to tax under the head “Capital Gains”. As 
the same has been credited to the profit and loss 

account, it has to be reduced] 

 

AI(i) Depreciation as per Income-tax Rules, 1962 

[One of the conditions for claim of depreciation is that 

the asset must be “used for the purpose of business or 

profession”. Courts have held that, in certain 

circumstances, such as in the case of stand-by 

equipments, an asset can be said to be in use even 

when it is “kept ready for use”. Since fire-fighting 

equipments, being stand by equipments, are kept 

ready for use, the depreciation on these equipments 

would be allowable, even though they are not actually 

used. Since the said amount is already included in the 

figure of depreciation allowable under the Income-

tax Act, 1961, no separate adjustment is required] 

5,14,0004 

 Business Income    

 

 

84,49,500 

II Capital Gain   

 In respect of Original Shares   
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 Sale Consideration [250 shares x ` 2,050] 5,12,500  

 

 

  
17,500 

 Less: Cost of acquisition, being higher of 4,95,000 

  

- Actual cost [250 x ` 540] 

 

1,35,000 

 - Lower of 4,95,000 

  ` 4,95,000 (` 1,980 x 250), 

being fair market value as on 31.1.2018; 

and 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  
17,500 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

35,000 

 ` 5,12,500, being full value of 

consideration on transfer 

Long-term capital gain under section 112A [Since shares 

held for more than 12 months, the gain is  a  LTCG. Benefit 

of  indexation is, however,  not available  on LTCG taxable 

u/s 112A]. 

In respect of Bonus Shares  

Sale Consideration [250 shares x ` 2,050] 5,12,500 

Less: Cost of acquisition, being higher of 4,95,000 

 

- Actual cost 

 

Nil 

 

- Lower of 4,95,00

0 

 

 ` 4,95,000 (` 1,980 x 250), 

being fair market value as on 31.1.2018; 

and 

 ` 5,12,500, being full value of 

consideration on transfer 

Long-term capital gain u/s 112A [Since shares held for more 

than 12 months, the gain is LTCG. Benefit of indexation is, 

however, not available on LTCG taxable u/s 112A]. 

Gross Total Income   84,84,500 

Less: Deduction under Chapter VI-A Under 

section 80GGB 

Advertisement in souvenir published by a political  party is 

deemed to be a contribution of such amount to the political 

party and is, therefore,  allowable as  deduction  in the hands 

of the company assuming that payment is made otherwise 

than by way of cash 

 

48,000 

Total Income   84,36,500 

 

1 Shasun Chemicals & Drugs Ltd v. CIT (2016) 388 ITR 1 (SC) 

2 It was so held in Millennia Developers (P) Ltd. v. DCIT (2010) 322 ITR 401 (Kar.) 

3 as per McGaw-Ravindra Laboratories (India) Ltd. v. CIT (1994) 210 ITR 1002 (Guj.) 

4 Since this is stated to be the amount of depreciation as per Income-tax Act, it is presumed 

that the same also includes the depreciation on converted office space. 
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Question 4 

Ram Manufactures LLP., engaged in manufacturing activity which is liable for GST@18%. The firm 

consists of 4 equal partners who contributed ` 15 lakhs each as capital. The partnership deed 

authorises interest on capital@9% per annum besides working partner salary of ` 25,000 per month 

to each partner, as all of them are working partners. 

A survey under section 133A was conducted in the premises of the firm on  23-01-2019  and during 

the course of survey (a) bills and vouchers (each  below  `  10,000)  aggregating to ` 2,50,000 were 

found in the premises which were not recorded in the books of account; and (b) unaccounted stock 

of  ` 10,50,000 was  found in the premises  on 23-01-2019. 

Note: No effect was given in the books of account of  the  firm for the above said items  

even after the conclusion of survey. 

The following issues are presented to you: 

(i) Depreciation debited in the profit and loss account includes ` 3,00,000 representing 

depreciation on non-compete fee of ` 30,00,000 being the amount paid to a retired 

partner on 30-4-2016. 

(ii) The firm allowed ` 4,00,000 as discount on goods sold to A & Co, a proprietary concern 

owned by one of the partners. 

(iii) Depreciation debited to profit and loss account does not include depreciation on the 

following: 

(a) Plant & Machinery (new) acquired in November, 2018 and used  during  the  year 

cost ` 23,60,000 (including GST@18%). 

(b) Construction of one factory building was completed on 31st  December, 2018  and 

it was put to use w.e.f. 1-1-2019. The cost of construction admitted in the books 

was ` 40,90,000. 

The firm availed loan from a bank for construction of the above said factory building 

on 20th October, 2017. Interest payable details are as under: 

 

 

Period ` 

From 20-10-2017 to 31-03-2018 2,00,000 

From 01-04-2018 to 31-12-2018 7,00,000 

From 01-01-2019 to 31-03-2019 4,20,000 

No amount by way of loan interest was paid till 'due date' of filing  the return of  

income prescribed under section 139(1). The loan interest is not  debited to  profit  and 

loss account and also not included in the cost of construction of the factory building. 

(iv) The net profit of the firm for the year ended 31-03-2019 was ` 17,21,375 after 

deducting interest on capital and working partner salary. 

You are requested to compute the total  income of  the firm by  giving brief reasons for  

each of the item given above. (8 Marks Nov ‘19) 

 

 

Answer 4 
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Computation of total income of Ram Manufacturers LLP for A.Y.2019-20 

Particulars ` ` 

Profits and gains of business or profession   

17,21,375 Net profit of the firm after deducting interest on  

capital and salary 

 

Add: Items debited but to be considered separately 

or to be disallowed 

 

- Interest on capital Nil 

[no adjustment is required since interest@9% 

p.a. is authorized by the partnership deed and 

the rate does not exceed 12%] 

 

- Salary to working partners [to be 

considered separately] [` 25,000 x 12 x 4] 

12,00,000 

- Depreciation on non-compete fee 3,00,000 

[Since no new asset is created by payment of 

` 30,00,000 as non-compete fee to a retired 

partner and the expenditure does not result in 

enduring benefit in the capital field, it is not 

capital in nature. Hence, depreciation is not 

allowable on such expenditure in P.Y. 2018-19] 

Note - The above treatment is based on the 

Madras High Court ruling in M/s. Asianet 

Communications Ltd vs CIT, 174/2005 on 

26.6.2018. 

Alternate answer based on the Gujarat High 

Court ruling in PCIT vs Ferromatic Milacron 

India Pvt. 

 

Ltd. 1233/2018 on 9.10.2018 is given 

hereunder: Rights acquired under a non-

compete agreement gives enduring  benefit  

and protects the assessee's 

business  against  competition.  The  expression  
"or 

any other business or commercial rights of 

similar nature" used in Explanation 3 to section 

32(1)(ii) is wide enough to include non-

compete rights. Hence, it would be treated as 

intangible asset and is eligible for depreciation 

of ` 4,21,875 i.e., 25% on WDV as on 1.4.2018. 

Cost [2016-17] ` 30,00,000 

Less: Depreciation @25% [2016-17] ` 

7,50,000 WDV as on 1.4.2017 ` 

22,50,000 

Less: Depreciation @25% [2017-18] ` 

5,62,500 WDV as on 1.4.2018 ` 16,87,500 

Decpreciation@25% [2018-19] ` 4,21,875 

Since depreciation of ` 3,00,000 is already 

debited to profit and loss account, the 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Nil 
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difference of 

` 1,21,875 is to be deducted from business 
income. 

 

15,00,000 

- Discount to A & Co., a related party - 

disallowance u/s 40A(2) is not attracted in this 

case, since the transaction is a sale transaction 

with a related party. Also, the question does 

not mention that the discount given to A & Co. 

is excessive. 

 

Add: Amount taxable but not credited to profit and 

loss account 

 32,21,375 

- Unexplained expenditure 2,50,000  

[Expenditure not recorded in the books of 

account to be treated as unexplained 

expenditure and would be deemed to be the 

income of Ram Manufactures LLP as per 

section 69C. It would be taxable @60% plus 

surcharge @25% plus health and education 

cess@4%] 

  

- Unaccounted stock detected on survey 

under section 133A on 23.01.2019 

chargeable as income 

 

10,50,000 

 

13,00,000 

 45,21,375 

Less: Permissible expenditure and allowances   

- Unexplained expenditure of ` 2,50,000 Nil  

[As per section 69C, unexplained expenditure 

would not be allowed as deduction under any 

head of income] 

  

- Depreciation allowable as per Income-tax 

Rules, 1962 

  

(a) Plant & Machinery acquired in November, 

2018 
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50% of 15% of ` 20,00,000 since it is put 

to use for less than 180 days. [As per 

Explanation 9 to section 43(1), GST paid 

on acquisition of P & M would not form 

part of actual cost where GST input credit 

has been availed by the firm. Therefore, 

the actual  cost of the  P  &  M  would  be  

`  20  lakhs  [` 23,60,000 x100/118] 

Note - Alternatively, if it is assumed that 

input credit on machinery has not been 

availed under GST law, then, 

depreciation has to be calculated 

treating actual cost as 

` 23,60,000. In such case, permissible 

normal depreciation will be ` 23,60,000 x 

15% x 50% i.e., ` 1,77,000. 

1,50,000  

(b) Factory building@50% of 10% on 

` 49,90,000 [` 40,90,000 being, 

construction cost + ` 9,00,000 being 

interest from 20.10.2017 to 31.12.2018 

i.e., the date of borrowing upto the date 

of put to use] since it is put to use for less 

than 180 days 

2,49,500  

- Additional depreciation@50%  of  20%  on  plant  

and machinery used, since it was put to use for 

less than 180 days=10% x ` 20 lakhs 

Note - Alternatively, if it is assumed that input 

credit on machinery has not been availed 

under GST law, then, permissible additional 

depreciation will be ` 23,60,000 x 20% x 50% 

i.e., ` 2,36,000. 

 

2,00,000 

 

5,99,500 

- Interest on loan borrowed for 

construction of building 

 Nil 

[As per section 36(1)(iii), interest for the 

period after the asset is put to use is 

allowable as 

  

  

deduction, provided such interest is actually 

paid on or before due date of filing  of  return  

of income  as  required  u/s  43B.  Since  

interest  of 

` 4,20,000 for the period after the asset is put 

to use is not paid till the due date of filing of  

return of income, it would not be allowed as 

deduction]. 

  

Book Profit  39,21,875 

Less: Remuneration to working partners 

Maximum permissible amount u/s 40(b): 

On first ` 3 lakh of book profit at 90% [` 3,00,000 × 

90%] 

 

 

2,70,000 

 

On balance of book profit at 60% [` 36,21,875 × 60%] 21,73,125  
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Remuneration actually paid fully allowable as 

deduction, since it is lower than the specified limit 

24,43,125  

 

12,00,000 

Total Income 

Total income (rounded off) 

 27,21,875 

27,21,880 

 

Question 5 

MP Ltd. is engaged in the manufacture of textile since 01.05.2010. Its Statement of Profit and 

Loss for the financial year ended  31st March, 2020 shows a profit of Rs. 560 lakhs after debiting  

or crediting the followings items: 

(a) Depreciation charged on the basis of useful life of assets as per Companies Act is Rs. 52 

lakhs. 

(b) Industrial power tariff concession of Rs. 5.40 lakhs, received from Madhya Pradesh 

Government was credited to Statement of Profit and Loss. 

(c) Contribution of Rs. 2.50 lakhs to a scientific laboratory functioning at the national level  with    

a specific direction for use of the amount for scientific research programme approved by  

the prescribed authority. 

(d) Profit of Rs. 8 lakhs on sale of a plot of land  to AVM  Limited, a  domestic  company,  the 

entire shares of which are held by the assessee company. The plot was acquired by MP Ltd. 

on 30th June, 2018. 

(e) Payment  of Rs. 3.50 lakhs towards transportation  of various materials procured  by one of  

its units to M/s Bansal Transport, a partnership firm, without deduction of tax at source.   

The firm opts for presumptive taxation under section 4AE and has furnished a declaration  

to this effect. It also furnished its Permanent Account Number in the tender document. 

(f) Bonus paid to staff includes an amount of Rs. 1.50 lakhs which was provided for in  the 

books on 31.03.2019 but has been paid in August 2019. 

(g) Interest of 15 lakhs paid on loans taken specifically for purchase of plant and machinery. 

Out of this Rs. 5 lakhs is for upto the period till such machinery was commissioned. 

(h) A debtor who owed the company an amount of Rs. 20 lakhs was declared insolvent and 

hence, was written off by debiting the Statement of Profit and Loss. 

(i) Rs. 5 lakhs, being the additional compensation received from the State Government  

pursuant to an interim order of Court in respect of land acquired by the State Government  

in the previous year 2014-15. 

(j) In order to expand its overseas business, the company planned online advertisement 

campaign for which it engaged Fastex Inc., a London based company  not having any PE  in 

India, and paid Rs. 5 lakhs for services availed. No tax/TDS was deducted by  the company. 

(k) Rs. 2 lakhs paid to consultant for expert opinion on new business set-up. 

Additional Information: 

(i) Normal depreciation computed as per Income-tax Rules on the book assets is Rs. 71 lakhs. 

(ii) Debenture of face value of 1500 lakhs having 5 years tenure were issued at a discount of 

3% and were subscribed in full. 

(iii) The company received a bill for Rs. 3 lakhs on 31st March,  2020  from a supplier of cotton  

for supply made in March, 2020. The bill was omitted to be recorded in  the books in  March, 
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2020. Payment against the bill was made in April, 2020 and necessary entry was made in 

the books then. The same has been considered in closing inventory valuation during 

physical verification conducted on 31.03.2020. 

(iv) The company has purchased 1000 bales of cotton at Rs. 5,000 per bale from Enpee LLP, a 

firm in which majority of the directors are partners. The normal selling price in the market 

for the same material is Rs. 4,600 per bale. 

Compute total business income of the company for A.Y. 2020-21 giving  a  brief  explanation 

to each item of addition or deletion. Ignore  MAT  provisions  and  the  provisions of section 

115BAA. (14 Marks Nov ‘20) 

 

Answer 5 

Computation of Business Income of MP Ltd. for the A.Y.2020-21 

 Particulars Amount (Rs.) 

I Profits and gains of business and profession   

5,60,00,000 Net profit as per the statement of profit and loss  

Add:  Items debited but to be

 considered separately or to be disallowed 

 

(a) Depreciation as per Companies Act 52,00,000 

(e) Payment to transporter - 

[No tax is required to be deducted at source 

u/s 194C on payment to a transporter 

declaring income under section 44AE, who 

has furnished a declaration to that effect 

along with PAN. Therefore, 

disallowance@30% of payment for non-

deduction at source u/s 40(a)(ia) would not 

be attracted in respect of payment of Rs.  3.50  

lakhs to M/s. Bansal Transport] 

 

(f) Bonus paid to staff in respect of P.Y.2018-19 1,50,000 

[Bonus for P.Y.2018-19 is stated to have been 

provided in the books of account of that year.  

It  is also allowable as deduction under the 

Income- tax Act, 1961 in that year since the 

same has been paid in August, 2019 i.e., on or 

before the due date u/s 139(1). 

Since the bonus for the earlier previous year 

has once again been debited to statement of  

profit and loss of this year, the same is 

required to added back while computing  

business  income, as it is not allowable as 

deduction again in the P.Y.2019-20] 

 

(g) Interest on loan for purchase of plant and 

machinery 

5,00,000 
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[Interest on loan taken for purchase of plant 

and machinery for use in business is 

allowable as deduction u/s 36(1)(iii) for the 

period after the date the asset is first put to 

use. Hence, such interest for the period upto 

the date the asset is first put to use is not 

allowable as deduction. 

Accordingly, out of Rs. 15 lakhs paid towards 

such interest, only Rs. 10 lakhs is allowable as 

deduction. 

Rs. 5 lakhs, being interest paid upto the the 

date till such machinery was commissioned 

has to be added back while computing 

business income] 

 

(h) Bad debts written off - 

[No adjustment is required in respect of debt of 

Rs. 20 lakhs written off owing to insolvency of 

the debtor, since bad debts written off in the 

books of account is fully allowable as 

deduction u/s 36(1)(vii). 

Since the said amount has already been 

debited to the statement of profit and loss, no 

further adjustment is required] 

 

(j) Payment for online advertisement services 5,00,000 

[Since the payment for online advertisement 

services is made to a  non-resident  not  

having PE in India, equalization levy@6% has 

to be deducted. Since the same has not been  

deducted, disallowance@100% of the 

payment 

would be attracted u/s 40(a)(ib)] 

 

(k) Payment to Consultant for opinion on new 

business 

2,00,000  

 

 

 

 

 

 

 

 

 

 

 

 

69,50,000 

[Payment to consultant for expert opinion on 

new business  is  capital in nature.  Hence, the 

same  is not allowable as deduction u/s 37. 

Since the amount has been debited to the 

statement of profit and loss, the same has to 

be 

added back] 

 

(iv) Purchase of cotton at a price higher than the 

FMV 
4,00,000 

[Since the purchase is from a related party, a 

firm  in which majority of the directors of the 

company are partners, at a price higher than 

the fair market value, the difference between 

the purchase price  (Rs.  5,000  per  bale)  and  

the  fair  market  value  (Rs. 4,600 per bale) 

multiplied by the quantity 

purchased (1000 bales) has to be added back] 
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Less: Items credited to statement of profit and  

loss, but not includible in business 

income/ 

permissible expenditure and allowances 

 6,29,50,000 

(b) Industrial power tariff concession 

received from State Government 

- 

[Any assistance in the form of, inter alia, 

concession received from the Central or 

State Government would be treated as 

income. Since the same has been credited to 

statement of profit and loss, no adjustment 

is required] 

 

(c) Contribution to National Laboratory 1,25,000 

[Contribution to National laboratory for 

scientific research qualifies for weighted 

deduction@ 150% u/s 35(2AA) [i.e., Rs. 

3,75,000,  being  150% of Rs. 2.50 lakhs]. 

Since only 100% has been debited to the 

statement of profit and loss, the balance 50% 

(i.e., Rs. 1,25,000) has to be deducted while 

computing business income] 

 

(d) Profit on sale of plot of land 8,00,000 

[Short-term capital gains arise on sale  of 

plot  of 

land held for less than 24 months. However, 

in this   case,   since   the   transfer   is   to   a 

100% 

 

 subsidiary company, which is an Indian 

company, the same would not constitute a 

transfer for levy of capital gains tax as per 

section 47(iv). 

Since the same has been credited to the 

statement of profit and loss, the same has to 

be 

reduced while computing business income] 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(i) Additional compensation received

 from State Government in 

respect of land 

5,00,000 

[Since the additional compensation has been 

received pursuant to an interim order of the 

Court, the same would be deemed as income 

chargeable to tax under the head “Capital 
Gains” in the year of final order as per section 

45(5). 

Since the compensation has been credited to 

the statement of profit and loss, the same 

has to be deducted while computing business 

income] 

 

AI(i) Depreciation as per Income-tax Rules, 19611 71,75,000 
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[Rs. 71,00,000, being normal depreciation on 

book assets + Rs. 75,000, i.e., 15% of Rs. 

5,00,000, being the interest on loan taken for 

acquiring plant and machinery upto the date 

of commissioning, 

assuming that the same has been put to use 

for more than 180 days in the P.Y.2019-20] 

  

 

 

 

 

 

 

 

 

 

 

98,00,000 

AI(ii) Discount on issue of debentures 

[Allowable as deduction over the tenure of 

debentures i.e., 5 years Hence, 1/5th 

allowable as deduction in P.Y.2019-20 (1/5th 

of Rs.  45 lakhs, being 3% of Rs. 1500 lakhs)] 

9,00,000 

AI(iii) Purchases omitted to be recorded in the 

books of account 
3,00,000 

Since the purchase is made in March, 2020 

(i.e., 

P.Y.  2019-20), in respect of which bill of  Rs. 3  

lakhs received in March, 2020, which has 

been omitted to be recorded in the books in 

this year, it has to be deducted to compute 

the business income2 It is logical to assume 

that the company is following mercantile 

system of accounting 

 

Profits and gains from business and profession  5,31,50,000 

 

 

Question 6 

The net result of the business carried on by  a branch of a foreign company in India for the financial 

year ended 31.03.2020 was a profit of Rs. 20 lakhs after  charge  of  the  following expenses: 

i. Depreciation for the current financial year of Rs. 15 lakhs. 

ii. Unabsorbed depreciation for previous financial year of Rs. 17 lakhs. 

iii. Capital Expenditure incurred for  promoting  family  planning  amongst its employees 

of Rs. 7 lakhs. Rs. 7 Lakhs is one fifth of the total expenditure incurred on promoting 

family planning. 

iv. Expenditure incurred for Scientific research Rs. 11 lakhs. 

v. Business loss brought forward for A.Y. 2019-20 of Rs. 25 lakhs. 

vi. Deductions under Chapter VI-A of Rs. 20 lakhs. 

vi. Head Office expenses of Rs. 125 lakhs allocated to the branch. 

Compute income to be declared by the branch in its return for the Assessment Year 2020-

21. (6 Marks Nov ‘20) 

 

Answer 6 

Computation of income to be declared by the branch in its return of income 

Computation of Head Office expenses allowable u/s 

44C: 

Particulars Rs. Rs. 
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Net profit of the branch  20,00,000 

Add: Head office expenditure debited to profit 

and loss 

1,25,00,000  

 

 

 

 

 

 

1,94,00,000 

 Unabsorbed depreciation 17,00,000 

 Capital expenditure on family planning 7,00,000 

 Brought forward business loss 25,00,000 

 Deductions under Chapter VI-A   20,00,000 

Adjusted total income 2,14,00,000 

Note – Depreciation for the current financial year and capital expenditure on 

family planning are not required to be added back for computing adjusted total 

income. 

Head office expenses allowable u/s 44C = Rs. 10,70,000 

Being the lower of - 

(i) 5% of Rs. 2,14,00,000 = Rs. 10,70,000 

(ii) Actual Head Office expenses allocated to the branch = Rs. 1,25,00,000 

Income to be declared by the branch for 

A.Y.2020-21 

Particulars Rs. 

Net profit of the branch  20,00,000 

Add: Head office expenditure debited to profit and loss 1,25,00,000 

   1,45,00,000 

Less: Head office expenses allowable u/s 44C    10,70,000 

Income to be declared by the branch  1,34,30,000 

 

Question 7 

Dinkar Synthetics Ltd. engaged in the business of manufacturing of  textile  goods  of  suiting  

and shirting and operating since 2010 shows Net Profit of Rs. 75 lacs as per Profit and Loss 

Account for the year ended 31-03-2020. 

Net profit has been calculated after debiting/crediting the following items: 

(1) The company used to include interest cost while valuing its stock of finished 

goods up to the financial year 2018-19. During the financial year 2019-20, the 

company changed its accounting policy to adopt AS-2 (Accounting standard on 

valuation of Inventories) as issued by the Institute of Chartered Accountants of 

India and thereby excluded interest costing while valuation of finished goods. 

This has resulted in a decrease in the  year's profit by Rs. 13.50 Lacs. This policy 

will continue in future also. 

(2) The company has made provision for Gratuity based on actuarial valuation of Rs. 

5 lacs. Actual gratuity paid amounting to Rs. 1,20,000 during financial year 2019-

20 was debited to provision of Gratuity Account. 

(3) The company has debited to Profit and Loss account one time  Franchise fees  of  

Rs. 20  lakh paid to M/s. Robert Inc., a foreign company, for obtaining franchise 

on 16th August, 2019. The relevant amount of TDS has been deducted and 

deposited by the company in time. 



 

 

Chapter 8 Assessment of Various Entities 

8.24 

(4) The company lost cash of Rs. 12,00,000 due to theft when it was withdrawn from 

the bank and taken to administrative office. It is not insured and hence, fully 

charged as revenue expenditure. 

(5) On December 1, 2019, the company paid Royalty of Rs. 3,00,000 to Mr. Rozer (a 

non- resident individual) after deducting tax@10% under section 195 read with 

section 115A. The tax so deducted by the company is not deposited till November 

30, 2020. However,  Mr. Rozer submits his return of income on July 31, 2020 after 

including Rs. 3,00,000 in his income and claiming of refund of Rs. 20,000. 

On scrutiny of records, the following further information and details were extracted: 

(i) The Company has sold a plot of land to Libra Ltd., a domestic  company,  for 

Rs. 35  lacs on 15-04-2019. The same plot was purchased on 01-05-2017 for 

Rs. 26 lacs by Dinkar Synthetics Ltd. Dinkar Synthetics Ltd. held all the shares 

of Libra Ltd. 

(ii) The company has obtained a loan of Rs. 5 lakhs from Manu Textiles Private 

Limited in which it holds 16% voting rights. The accumulated profits of Manu 

Textiles Private Limited on the date of receipt of loan was Rs. 2 lacs. 

(iii) The company has purchased a new motor car during the year for the 

purpose of business, on 23-08-20] 9 [to mark the date of  incorporation of  

the company i.e.   being 23rd August] for Rs. 12,80,000 (including GST of Rs. 

2,80,000). The depreciation on the above car has not been debited to the 

Profit and Loss Account. 

(iv) The company has the following number of workers employed in the factory 

(all are covered in Provident Fund) 

 

Particulars of Employees Number 

No. of Employees as at 3]-03-2019 480 

Add: Additional Employees employed during the year 120 

Less: Retrenchment of Employees in 2019-20 70 

No. of employees as on 31-03-2020 530 

The new employees have been recruited on mass recruitment basis  on 01-

07-2019 at a pay scale of Rs. 15,000 per month per person. Payment of  

salary  is  made  through Account Payee Cheques only. 

(v) The Gross Turnover of the Company during the financial year 2017-18  is  Rs. 

450 crores and the company has not opted for Section 115BAA. 

Compute the total income and tax payable of the company for Assessment Year 

2020-21 as per the provisions of the Income-tax Act, 1961. 

Ignore the provisions of MAT. (14 Marks Jan ‘21) 

Answer 7 

Computation of total Income and tax payable of Dinkar Synthetics Ltd. 

for the 

A.Y. 2020-21 

 Particulars Amount in Rs. 
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I Profits and gains of business and profession   

75,00,000 Net profit as per profit and loss account 

Add: Items debited but to be considered separately or to 

be disallowed 

(i) Decrease in profit due to non-inclusion of 

interest while valuing finished goods 

- 

[As per ICDS 2, interest shall not be included in the cost 

of inventories, unless they meet the criteria for 

recognition of interest as a component of the cost as 

specified in ICDS 9 on borrowing costs. ICDS 9 requires 

capitalization of borrowing costs attributable to 

qualifying assets, which include only those inventories 

that require a period of twelve months or more to bring 

them to a saleable condition, which is not the case in 

textile industry. Hence, interest would not form part of 

cost for inventory valuation as per ICDS 2. Accordingly, 

no adjustment is required, since interest cost has 

already excluded while valuing finished goods] 

 (ii) Provision for gratuity  3,80,000  

[Provision of Rs. 5 lakhs for gratuity based on the 

actuarial valuation is not allowed as deduction as 

per section 40A(7). However, actual gratuity of 

Rs. 1,20,000 paid is allowable as deduction. Hence, 

the difference has  to  be  added  back  to  income  

(Rs. 5,00,000 – Rs. 1,20,000)] 

 

(iii) One time Franchise Fees  15,00,000 

[Franchise is an intangible asset eligible 

for depreciation as per section 32. Since    

one    time    franchise    fees of 

Rs. 20 lakhs paid for obtaining 

franchise has been debited to profit 

and loss account, the same has to be 

added back while computing business 

income] 

20,00,000  

Less: Franchise [Depreciation @ 25% 

on Rs. 20 lakhs, since it has been used 

for more than 180 days during the 

year] [20 lakhs – 5 lakhs] 

 

5,00,000 

 

(iv)   Loss of cash in transit from bank to 

administrative office on account of theft 

- 

[Any loss from theft, dacoity, embezzlement, etc., is  

deductible if it is incidental to the carrying on of the 

business.1 Since the loss is due to theft which took 

place when cash was withdrawn from bank and 

taken to administrative office, it is incidental to 

business and thus, allowable as revenue 

expenditure. Since the same has already been 

charged as revenue 

expenditure, no further adjustment is required] 

 

 

 

 

 

 

3,00,000 

 

 

 

 

 

 

 

 



 

 

Chapter 8 Assessment of Various Entities 

8.26 

(v) Royalty on which tax is deducted but not 

deposited till 30.11.2020 

 

 

 

 

21,80,000 

[100% of Rs. 3 lakhs, being royalty paid  after 

deducting tax would be disallowed under section 

40(a)(i) while computing the business income of 

A.Y.2020-21, since tax is not paid before due date of 

filing return of income.] 

 

Less: Depreciation as per Income-tax Rules, 1962 

 96,80,000 

Motor car [Rs. 12.8 lakh x 30%, since car is 

purchased between 23.8.2019 and 31.3.2020 and 

put to use for 

more than 180 days in the P.Y. 2019-20] 

3,84,000 

 92,96,000 

Capital Gain 

Capital gain on transfer of plot to Libra Ltd., a 100% 

subsidiary Indian company [Any transfer of capital asset 

by a holding company to its 100% subsidiary Indian 

company would not be regarded as transfer u/s 47(iv)] 

Nil 

Income from Other Sources  

Deemed dividend u/s 2(22)(e) [Loan of Rs. 5 lakhs by 

Manu Textiles Pvt. Ltd., a company in which the public 

are not substantially interested, to Dinkar Synthetics Ltd. 

who is holding 16% i.e., 10% or more of the voting power 

of the company would be deemed to be dividend to the  

extent of 

Rs. 2 lakhs being the accumulated profits. However, since 

Manu Textiles Pvt. Ltd. is liable to pay DDT, such  dividend 

is exempt u/s 10(34) in the hands of the company.] 

Nil 

Gross Total Income  92,96,000 

Less: Deduction under Chapter VI-A  

Deduction under section 80JJAA [Since Dinkar Synthetics 

Ltd. is subject to tax audit for A.Y.2020-21 and has 
48,60,000 

 employed additional employees during the P.Y. 2019-

20 [30% of Rs. 1,62,00,000 (Rs. 15,000 x 9 months x 

120)] [Note– As per clause (ii) of Explanation to section 

80JJAA, “additional employee” means an employee 
who has been 

employed during the previous year and whose 

employment has the effect of increasing the total 

number of employees employed by the employer as on 

the last day of the preceding year. As per this definition, 

all 120 employees employed during the year would 

qualify as “additional employees”, and hence 
remuneration paid to them would be eligible for 

deduction u/s 80JJAA. 

Alternatively, it is possible to take a view that 70 

employees retrenched by the company during the year 

have to be deducted from the figure of 120 to arrive at 

the actual number of additional employees. If this view 
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is taken, deduction u/s 80JJAA would be Rs. 20,25,000 

[30% of Rs. 67,50,000 (Rs. 15,000 x 9 months x 50)] and 

total income would be Rs. 72,71,000. Tax payable would 

be 

Rs. 22,68,550 (rounded off). 

Total Income 44,36,000 

Tax payable on Rs. 44,36,000@30% [Since the turnover 

of the company for the previous year 2017-18 exceeds 

Rs. 400 crore] 

13,30,800 

Add: Health and education cess@4% 53,232 

Tax liability 13,84,032 

Tax liability (rounded off) 13,84,030 

 

 

Question 8 

RST LLP, a limited liability partnership set up a unit in a Special Economic Zone (SEZ) 

in the financial year 2015-16 for production of refrigerators. The unit fulfills all the 

conditions of section 10AA of the Income tax Act, 1961. During the financial  year 

2018-19, it  has  also set up a warehousing facility in a district of Tamil Nadu for 

storage of agricultural produce. It fulfills all the conditions of section 35AD. Capital 

expenditure in respect of warehouse amounted to Rs. 75 lakhs (including cost of 

land Rs. 10 lakhs). The warehouse become operational with effect from 1st April, 

2019 and the expenditure of Rs. 75 lakhs was capitalized in the book on that date. 

Relevant details for the financial year 2019-20 are as follows: 

Particulars Rs. 

Profit of unit located in SEZ 50,00,000 

Export sales of above unit 80,00,000 

Domestic sales of above unit 20,00,000 

Profit from operation of warehouse facility (before 

considering deduction under section 35AD) 

1,05,00,000 

Compute income tax (including AMT under section 115JC) payable by RST LLP for 

Assessment Year 2020-21. (8 Marks Jan ‘21) 

Answer 8 

Computation of total income and tax liability of RST LLP for A.Y. 2020-21 

(under the regular provisions of the Act) 
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Particulars Rs. Rs. 

Profits and gains of business or profession   

Profit from unit in SEZ 50,00,000 

Less: Deduction under section 10AA 40,00,000 

[50,00,000 x 80,00,000/1,00,00,000 x 100%, since it is 

the 5th year of manufacturing] 

 

Business income of SEZ unit chargeable to tax  10,00,000 

Profit from operation of warehousing facility for storage 

of agricultural produce 

1,05,00,000  

Less: Deduction u/s 35AD [Deduction@100% in respect 

of the expenditure incurred prior to  the 

commencement of its operations and capitalized 

in the books of  account on 1.4.2019. Deduction is 

not available on expenditure incurred on 

acquisition of land]  [Rs.  75 lakhs – Rs. 10 lakhs] 

 

 

 

 

65,00,000 

 

Business income of warehousing facility chargeable to 

tax 

 40,00,000 

Total Income 50,00,000 

Computation of tax liability  

Tax on Rs. 50,00,000@30% 15,00,000 

Add: Health and Education cess@4% 60,000 

Total tax liability 15,60,000 

Computation of adjusted total income and AMT of RST LLP for A.Y. 2020-21 

 

Particulars Rs. Rs. 

Total Income (as computed above)  50,00,000 

Add: Deduction under section 10AA  40,00,000 

 

Add: Deduction under section 35AD 

 

65,00,000 
90,00,000 

Less: Depreciation u/s 32[On building@10% of Rs. 65 

lakhs2] 

6,50,000 58,50,000 

Adjusted Total Income  1,48,50,000 

Alternate Minimum Tax@18.5% 27,47,250 

Add:Surcharge@12% (since adjusted total income > Rs. 

1 crore) 

3,29,670 

 30,76,920 

Add: Health and Education cess@4% 1,23,077 

Total tax liability 31,99,997 

Tax Liability (Rounded off) 32,00,000 

Since the regular income-tax payable is less than the alternate minimum tax 

payable, the adjusted total income shall be deemed to be the total income and 

tax is leviable @18.5% hereof plus surcharge@12% and cess@4%. Therefore, 

the tax liability is Rs. 32,00,000. 
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AMT Credit to be carried forward  u/s 115JEE 

  

Question 9 

Mr. Ramanuj Tiwari, aged 65 years resident of India derived the following income 

for the financial year 2019-20: 

(1) Income from business and profession  in India 6,00,000 

(2) Dividend (gross) from a company  in Nigeria 1,50,000 (Tax paid in 

Nigeria Rs. 30,000) 

(3) Royalty on books from Spain 8,00,000 (Rs. 7,60,000 has been received in 

India on 

30-06-2019. Further Rs. 40,000 as TDS has 

been deducted in Spain on royalty) 

(4) Income from Other Sources as follows: 

 Saving Interest from Punjab and Sind Bank 15,000 

 Interest Income on FDR's 2,15,000 

Further, Mr. Ramanuj Tiwari incurred expenses to the tune of Rs. 1,20,000 on 

earning the royalty of Rs. 8,00,000. He has also deposited Rs. 1,50,000 in  Public  

Provident  Fund  Account of his wife during the year. 

Compute the Total Income and Tax Payable by Mr. Ramanuj Tiwari for the 

Assessment  Year 2020-21, assuming India does not have Double Taxation 

Avoidance Agreement with Nigeria and Spain. (6 Marks Jan ‘21))  

 

Answer 9 

Computation of total income of Mr. Ramanuj Tiwari for A.Y.2020-21 

Since Mr. Ramanuj Tiwari is resident in India for the P.Y.2019-20, his global income 

would be subject to tax in India. Therefore, income earned by him in Nigeria and Spain 

would be taxable in India. He would, however, be entitled to deduction under section 

91, since India does not have a DTAA with Nigeria and Spain, and all conditions under 

section 91 are satisfied. 

Particulars Rs. Rs. 

Profits and Gains of Business or Profession   

Income from business and profession in India  6,00,000 

Royalty on books from Spain 8,00,000  

Less: Expenses incurred 1,20,000 6,80,000 

Income from Other Sources   

Dividend from a company in Nigeria  1,50,000 

Interest on saving account with Punjab and Sind Bank  15,000 

Interest on fixed deposits   2,15,000 

Particulars Rs. 

Tax liability under section 115JC 32,00,000 

Less: Tax liability under the regular provisions of the Income-tax Act, 1961 15,60,000 

 16,40,000 
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Gross Total Income  16,60,000 

Less: Deduction under Chapter VI-A 

Under section 80C – Deposits in PPF 

 

1,50,000 

 

Under section 80QQB – Royalty income on books5 

allowable to the extent of Rs. 3,00,000. 

3,00,000  

Under section 80TTB – Deduction allowable in respect of 

interest on fixed deposits, since Mr. Ramanuj Tiwari is a 

senior citizen resident in India 

 

 

   50,000 

 

 

  5,00,000 

Total Income 11,60,000 

Computation of tax liability of Mr. Ramanuj Tiwari for A.Y.2020-21 

 

Particulars Rs. 

Tax on total income [30% of Rs. 1,60,000 + Rs. 1,10,000, eligible for higher 

exemption limit of Rs. 3,00,000, since he is a senior citizen] 

1,58,000 

Add: Health and education cess @4%     6,320 

 1,64,320 

Less: Rebate under section 91 (See Working Note below)    40,248 

Tax Payable    1,24,072 

Tax Payable (rounded off) 1,24,070 

 

Calculation of Rebate under section 91:  Rs. 

Average rate of tax in India [i.e., Rs. 1,64,320 / Rs. 11,60,000 x 

100] 

14.1655%  

Average rate of tax in Nigeria [i.e., Rs. 30,000 / Rs. 1,50,000 x 

100] 

20%  

Doubly taxed income pertaining to Nigeria   

Dividend from a company in Nigeria Rs. 1,50,000  

Rebate u/s 91 on Rs. 1,50,000 @ 14.1655% [being the lower of 

average Indian tax rate (14.1655%) and Nigeria tax rate (20%)] 

 21,248 

Average rate of tax in Spain [i.e., Rs. 40,000 / Rs. 8,00,000 x 

100] 

5%  

Doubly taxed income pertaining to Spain   

Royalty (Rs. 8,00,000 – Rs. 1,20,000 – Rs. 3,00,000) Rs. 3,80,000  

Rebate u/s 91 on Rs. 3,80,000 @5% [being the lower of average 

Indian tax rate (14.1655%) and Spain tax rate (5%)] 

  

19,000 

Total rebate under section 91  40,248 

 

Question 10 

Meenakshi Urban, is a cooperative society engaged in providing credit facilities 

to its members for the previous year 2019-20, it provides you the following 

information: 

Particulars Rs. 

Interest received from deposit with other cooperative societies 5,47,000 
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Interest received from members (including Rs. 2,63,000 for 

personal purposes of a member) 

11,85,000 

Rent Received (per month) 36,000 

Income from Agency business 2,87,500 

Interest received from deposit of idle funds of members 2,04,000 

Expenses incurred on agency business 1,24,000 

Brought forward loss from earlier years (Financial Year 2018-19) 98,000 

Compute the total income of the co-operative society after allowing eligible 

deduction  under section 80-P, if any, and also the tax payable thereon. (6 

Marks Jan 21) 

Answer 10 

Computation of total income and tax payable by Meenakshi Urban, a 

Cooperative Society for the A.Y. 2020-21 

 

Particulars Rs. Rs. 

Income from house property 

Rental income (Rs. 36,000 x 12) 

 

4,32,000 

 

Less: Deduction under section 24(a) @30% 1,29,600 3,02,400 

Profits and gains from business or profession   

Credit facility business   

Interest received from deposits with other cooperative 

society 

5,47,000  

Interest received from members 11,85,000  

Interest received from deposit of idle funds of members 

[Since Meenakshi cooperative society is engaged in the 

business of providing credit facility to its members, the 

interest on un- utilised fund would be taxable under the 

head “Profits and gains from business or profession”9] 

 

 

 

2,04,000 

 

 

 

19,36,000 

Agency business   

Income from agency business 2,87,500  

Less: Expenses incurred 1,24,000  

 1,63,500  

Less: Brought forward loss from F.Y. 2018-19    98,000   65,500 

Gross Total Income  23,03,900 

Less: Deduction under Chapter VI-A: Section 80P   

- Deduction in respect of profits and gains from 

credit facility business 

19,36,000  

- Deduction in respect of agency business 

allowable to the extent of 

 

    50,000 

 

19,86,000 

Total Income   3,17,900 

Computation of tax liability  

Tax@30% on Rs. 2,97,900 plus Rs. 3,000 on income upto 

Rs. 20,000 

92,370 

Add: Health and education cess@4%   3,695 
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Tax liability 96,065 

Tax liability (rounded off) 96,070 

 

 

Question 11 

The net profit of M/s Dilip Industries Ltd engaged in the manufacturing of Iron and Steel in 

Belampalli, a notified backward area in Andhra Pradesh, after debit/credit of the following 

amounts to its Statement of Profit and Loss for the year ended 31-03-2021 was ` 1000 lakhs. 

Amounts Debited 

1. Depreciation calculated as per useful life of its assets ` 350 lakhs. 

2. The company has paid ` 50 lakhs on 01-08-2020 to a research institution recognized and 

notified by the Central Government which has its object of undertaking scientific research. 

3. The company has provided interest at 8% p.a. on ` 350 lakhs  being  amount  borrowed from 

a non-banking financial company on 01-05-2020 for purchase of machinery. The interest 

outstanding as on 31-03-2021 was paid on 01-11-2021. 

4. Salary of ` 100 lakhs to foreign technicians for installation of machinery at the factory 

premises was paid without deduction of tax. 

5. General Expenses include ` 35 lakhs, incurred towards bringing drinking water to  the village 

in which the factory is situated. 

6. Donation includes ` 10 lakhs given to a political party. 

7. The company has incurred expenditure of ` 25 lakhs, towards purchase of coal for its 

smelting furnace for which invoice is not available. However, indirect evidence such as 

Goods Inward report, online payment made towards the purchases are available. The 

auditors have made an adverse remark in their Report in this regard. 

Amounts credited 

1. The company had made a sale of for ` 20 Lakhs to  M/s  A.  Co  Engineers  a  sole proprietary 

concern, on 10-10-2019. On 01-02-20001 ` 10 lakhs was written off  in  the books as bad 

debts. Due to the demise· of the sole proprietor, the company could collect only ` 7 Lakhs 

towards the final settlement on 01-03-2021. The amount recovered was shown as Bad debts 

recovered and credited to Statement of Profit and Loss. 

The Suggested Answers for Paper 7: Direct Tax Laws and International Taxation are based on 

the provisions of direct tax laws as amended by the Finance Act, 2020, which are relevant for 

July, 2021 examination. The relevant assessment year is A.Y.2021-22. 

 

1 To be read as 01-02-2020 

Additional Information 

1. Written down value of its assets as on 01-04-2020 was as follows: 

a. Factory Building ` 1200 Lakhs, 

b. Computers and accessories ` 50 Lakhs, · 

c. Office appliances ` 30 Lakhs, 

d. Tractors used for movement of raw materials, Semi finished goods and  Finished 

goods within the factory premises 20 lakhs, 

e. Plant and Machinery ` 800 Lakhs. 

Additions made to the assets were as follows: 



 

 

Chapter 8 Assessment of Various Entities 

8.33 

i. Factory Buildings ` 300 Lakhs - Put to use from 01-11-2020. 

ii. Computers ` 25 Lakhs - Put to use on 01-05-2020. 

iii. Tractors ` 15 Lakhs - on 01-08-2020 and ` 10 Lakhs - Put to use on 01-02- 2021. 

iv. Plant and machinery ` 500 Lakhs - Installed and put to use on 01-02-2021. 

v. Expenditure incurred towards the grant of ISO 9001  certificate  ` 10  Lakhs. This 

amount is included in the Property, Plant and Asset  Schedule  as  Intangible 

asset. 

f. The recognition granted to the research association which was engaged in scientific 

research was subsequently withdrawn by the Government on 28-02-2021. 

You are required to compute the Total Income of the company for the Assessment Year 

2021-22. Ignore MAT and the provisions of  section 115BAA. (14 Marks July 21) 

 

Answer 11 

Computation of Total Income of M/s Dilip Industries Ltd. for the A.Y. 2021-22 

 

 Particulars Amount (in Lakhs) 

I Profits and gains of business and profession   

1,000.00 
Net profit as per Statement of Profit and Loss  

Add: Items debited but to be  considered separately or to  

be disallowed 

 

(1) Depreciation as per useful life of assets 350.00 

(2) Contribution to research institution approved  and  notified 

by the Central Government for scientific research 

[As per section 35(1)(ii), 100% deduction is allowed for 

amount paid to a research institution undertaking 

- 

scientific research, if such institution is approved for this 

purpose and notified by the Central Government. As per 

Explanation below section 35(1)(iii), deduction would not 

be denied merely on the ground that subsequent to 

payment of such sum by Dilip  Industries Ltd., the approval 

granted to research institution is withdrawn. Since the 

amount of contribution is already debited to statement of 

profit and loss, no further adjustment is required] 

 

(3) Interest on borrowing paid to NBFC after due date of 

filing return of income [8% x 350 lakhs x 11/12]   

[Interest  on  borrowing  from  NBFC  upto  1.2.2021,  

being 

the  date  when  machinery is  installed  and  put  to  use, is 

not allowable as deduction since it has to  be  capitalized as 

part of the cost of the asset. Interest for February and 

March 2021 is disallowed as per  section 43B since  it  is not 

paid on or before the due date of filing return  of  income 

i.e., 31.10.2021. Since the entire  interest  has  been 

debited to the statement of profit and loss, it  has to be 

added back while computing business income] 

25.67 
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(4) Salary for installation of machinery 

[As per ICDS V, expenses which are specifically  attributable 

for bringing the fixed asset to its working condition would 

form part of actual cost. Therefore, salary to foreign 

technicians for installation of machinery is a capital 

expenditure and not allowable as deduction. Since  it has 

been debited to the statement of profit and loss, it has to 

be added back while computing business income] 

100.00 

(5) Expense towards bringing drinking water to the village 

[Expenditure towards bringing drinking  water  to  the 

village in which the factory is situated will benefit the 

employees working in the factory and also facilitate the 

manufacturing activity carried on. Also, being known as a 

good corporate citizen brings goodwill of the local 

community, as also with the regulatory agencies and the 

society at large, thereby creating an atmosphere in which 

the business can succeed in a greater measure with the  aid 

of such goodwill. It was so held in CIT vs. Madras Refineries 

Ltd. (2004) 266 ITR 170 (Mad.). Hence, the  same is 

allowable as deduction u/s 37(1). Since it has already been 

debited to statement of profit and loss, no further 

adjustment is necessary]. 

- 

(6) Donation to political party 

[Since the donation to political party is not wholly and 

exclusively for the purpose of business or profession, it is 

not allowable as deduction u/s 37. Since the amount of 

contribution is debited to statement of profit and loss, the 

same has to be added back] 

10.00 

(7) Expenditure towards purchase of coal 

[Even though payments made online need not be treated as 

genuine automatically on their face value, the assessee had 

produced Goods Inward Report, based on which genuine- 

ness of the transaction and the related payment can be 

established [CIT v. SVE Engineers P Ltd. 388 ITR 11 (Mad.)] 

Therefore, the said expenditure is allowable as deduction. 

Since the same has already been debited to the statement 

of profit and loss, no further adjustment is required. 

Note – Alternatively, since the question is silent regarding 

the satisfaction of the tax authorities about the 

genuineness of the transaction based on the  Goods Inward 

Report, the said expenditure can be added back,  on the 

ground that payments made online need not be 

treated as genuine automatically on their face value] 

- 

 485.67 

 
 

1,485.67 

Less: Items credited but not chargeable to tax/ expenses 

allowed but not debited 
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1. Bad debt recovered 

[Since the deduction of bad debt allowed u/s 36 was ` 10 

lakhs out of the total debt of ` 20 lakhs; and the amount 

recovered in respect of such debt is only ` 7 lakhs which  is 

not more than the amount of `  10 lakhs not written off, no 

amount is chargeable to tax  as  business  income. Since the 

amount of ` 7 lakhs recovered has  been credited to the 

statement of profit and loss, it has to be reduced while 

computing business income. 

7.00 

1. Bad debts 

[The company had written off ` 10 lakh earlier, and out of 

the balance ` 10 lakhs, only ` 7 lakhs could be collected 

towards final settlement. Therefore, the balance ` 3 lakhs 

will be allowable as deduction, provided it is written off in 

the books of account] 

3.00 

AI1.e.v. Expenditure towards grant of ISO 9001 certificate 10.00 

[Expenditure towards grant of ISO 9001 certificate is not a 

capital expenditure since it does not create an asset of 

enduring nature. Accordingly, expenditure towards granting 

of ISO 9001 is revenue in nature [CIT vs. Infosys Technologies 

Ltd. (2012) 349 ITR 606 (Kar.)]. Since the same is not debited 

in statement is profit and loss, it has to be reduced while 

computing business income]. 

  20.00 

  1,465.67 

Less: Depreciation as per Income-tax Rules, 1962   

- Factory building   

On Opening WDV = ` 1200 lakhs x 10% 120  

On  factory  building   purchased   on   1.11.2020  [` 

300 lakhs x 10% x  50%,  since it has been put to use 

for less than 180 days during the year] 

 

15 

   

 

135.00 

- Computer and accessories   

On opening WDV = ` 50 lakhs x 40% 20  

On computer purchased on 1.5.2020 [` 25 lakhs x 

40%, since it has been put to use for more than  180 

days during the year] 

 
10 

 

 30.00 

- Plant and machinery   

Office appliances on opening WDV [` 30 lakhs x 15%] 4.50  

Tractors   

On opening WDV = ` 20 lakhs x 15% 3.00  

On tractor purchased on 1.8.2020 [` 15 lakhs x 

15%, since it has been put to use for more than 

180 days during the year] 

2.25  

On tractor purchased on 1.2.2021 [` 10 lakhs x 

15% x 50%, since it has been put to use for less 

than 180 days during the year] 

0.75  

Plant and machinery   
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On opening WDV = ` 800 lakhs x 15% 120.00  

On P & M installed on 1.2.2021 [` 621 lakhs (` 500 

lakhs + ` 100 lakhs of salary for installation + ` 21 

lakhs, being interest from 1.5.2020 to 31.1.2021) x 

15% x 50%, since it has been put to use for less 

than 180 days during the year] 

 

 

46.58 

 

  

Additional depreciation 

177.08  

 

 

 

 

 

 

 

 

243.18 

 

 

 

 

 

 

 

 

 

408.18 

On tractors installed and put to use on 1.8.2020 = 

20% x ` 15 lakhs, since it is used within factory 

premises 

3.00 

On tractors installed and put to use on 1.2.2021 = 

20% x 50% x ̀  10 lakhs, since it is used within factory 

premises 

1.00 

On new plant and machinery installed and put to 

use on 1.2.2021 = 50% x 20% x ` 621 lakhs 
62.10 

Gross Total Income   1057.49 

Less: Deduction under Chapter VI-A   

Deduction under section 80GGB [Donation to political party is 

allowed as deduction to Dilip Industries Ltd., assuming that the 

payment is made otherwise than by way of cash] 

10.00 

Total Income  1047.49 

 

 

Question 12 

An Investment Fund incorporated in India in the form of a company has 20 resident unit- holders, 

each holding 5 units. Out of these, 16 unit holders are holding units for more than 12 months and 

4 unit-holders are holding units for less than 12 months as on 31.03.2021. 

The particulars of income of the Investment fund for the previous year 2020-21 are as follows: 

(i) Business income - ` 20 lakhs. 

(ii) Long-term capital losses - ` 30 lakhs. 

(iii) Income from other sources - ` 40 lakhs. 

Discuss the tax treatment with respect to the above income in the hands of investment 

fund as well as in the hands of unit-holders for the A.Y. 2021-22. 

What would be the implication in the hands of unit-holders, if the Investment  fund 

distributes only 80% of its income to the unit-holders during the year? (8 Marks July 21) 

 

Answer 12 

As per section 115UB(1), any income accruing or arising to, or received by, a  person,  being 

a unit holder of an  investment fund, out of  investments made in  the investment fund 

shall be chargeable to income-tax in the same manner as if it were the income accruing or 

arising to, or received by, such person had the investments made by the investment fund, 

been made directly by him. 

Section 10(23FBA) exempts any income, other than income chargeable under the head 
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“Profits and gains of business or profession”, in the hands of investment fund. 

Consequently, income of the same nature as income chargeable under the head “Profits 
and gains of business or profession” at investment fund level, shall be  exempt in the  hands 

of unit holders as per section 10(23FBB). This implies that all income from investment fund 

is taxable in the hands of unit holders except income under the head “Profits and gains of 

business or profession”. 

(i) Business income - ` 20 lakhs 

Business income would be taxable in the hands of Investment Fund. Consequently, such 

income would not be includible in the hands of unit holders. 

(ii) Long-term capital loss - ` 30 lakhs 

Loss other than loss under the head “Profits and gains from business or profession” 
would not be allowed to be  passed through to  the investors if such  loss has arisen  in 

respect of a unit which has not been held by the unit holder for a period of at least 12 

months. However, such loss can be passed through to the investors if such loss has 

arisen in respect of a unit which has been held by the unit holder  for a period of  at 

least 12 months 

Accordingly, long-term capital loss of ` 1.5 lakhs (` 30  lakhs/20  unitholders) each can 

be carried forward and set-off by 16 unitholders, holding 5 units each  for more than 

12 months, against income from long-term capital gains arising in the subsequent 

years, since there is no long-term capital gain in the current year. It can be carried 

forward for a maximum of 8 assessment years. 

However, such loss of ` 1.50 lakhs each cannot be carried forward by the 4 

unitholders, holding 5 units each for less than 12 months. 

Income from Other Sources - ` 40  lakhs 

“Income from Other Sources” would be exempt in the hands of Investment fund. 

` 2 lakhs (` 40 lakhs/ 20 unitholders) would be taxable as income from other sources in 

the hands of each unitholder. 

If the income is not paid or credited to the unitholders during a previous year, it shall 

be deemed to have been credited to the account of the unitholder on the last day of 

the previous year in the same proportion in which such person would have been 

entitled to receive the income had it been paid in the previous year. 

Thus, even if investment fund distributed only 80% of its income to the unit holders 

during the year, the remaining 20% of income  would be  deemed to be  credited to  

the account of each unitholder on the last day of the previous year i.e., 31.03.2021. 

However, income which has been included in the total income of  the unitholders in  

the previous year on accrual basis shall not once again be included in the previous year 

in which such income is actually paid to him by the investment fund. 

 

Question 13 

Mr. Naveen, an individual resident in India, aged 52 years, earned royalty income of ` 15 

lakhs from XY Inc. of Canada, for writing articles in journals and newspapers for the year 

ended 31.03.2021. However, he received only ` 12.50 lakhs during the previous year 2020-

21 and the balance is outstanding as on 31.03.2021. He maintains cash system of 

accounting for royalty income. 
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He also earned a rental income of ` 2.40 lakhs (gross) from a house situated in Canada. 

Municipal taxes paid in respect of the house amounted  to ` 10,000 which is  not allowed  

as deduction in Canada. DTAA between India and Canada provides for tax@15% in Canada 

without prejudice to taxation of the same income in India. 

He further received ` 3.50 lakhs during the year, as dividend from X Ltd., an Indian company. 

On 1.04.2020, he took an educational loan from bank for his son who was pursuing MBA. 

Annual repayment of loan and interest amounted to ` 1.20 lakhs and ` 0.24 lakhs, 

respectively. Compute the total income and tax payable by Mr. Naveen in India for the 

Assessment Year 2021-22, assuming that he does not opt for section 115BAC. (6 Marks July 

21) 

 

 

Answer 13 

Computation of total income of Mr. Naveen for A.Y.2021-22 

Particulars ` ` 

Income from House Property   

 

 

 

 

 

1,61,000 

Rental income from property in Canada7 2,40,000 

Less: Municipal taxes paid   10,000 

 2,30,000 

Less: Deduction u/s 24(a) @30%    69,000 

Profits and gains from business or profession 
  

Royalty8 from Canada for writing article in  journals  

[only the amount which is received during the 

previous year is includible, since he maintains cash 

system of accounting] 

 12,50,000 

Income from Other Sources   

Dividend received from X Ltd. an Indian company 

[since TDS would have been deducted @ 10%, the 

amount includible  in  the  total  income  need  to  be  

grossed  up  (` 3,50,000 x 100/90)] 

  

 

 3,88,889 

Gross Total Income  17,99,889 

Less: Deduction under Chapter VI-A 

U/s 80E – deduction in respect of interest on 

educational loan for his son 

 

24,000 

 

U/s 80QQB – No deduction is allowable since 

royalty income is for writing articles in journals 

and newspapers and not for writing books 

 

  - 

 

 

  24,000 

Total Income 17,75,889 

Total Income (rounded off) 17,75,890 

 

 

7 In the absence of any information relating to fair rent, municipal value and standard rent, rental 

income assumed to be gross annual value. 

Computation of tax liability of Mr. Naveen for A.Y.2021-22 

Particulars ` 



 

 

Chapter 8 Assessment of Various Entities 

8.39 

Tax on total income [30% of ` 7,75,890 + ` 1,12,500,]  3,45,267 

Add: Health and education cess @4%      13,811 

 

Less: Deduction in respect of Foreign Tax Credit u/s 91 lower of - 
3,59,078 

- Tax payable in Canada@15%  on  doubly  taxed  

income of ` 14,11,000, being income from 

house property of ` 1,61,000 plus royalty of ` 

12,50,000 

` 2,11,650  

- Tax payable in India@20.220% 

[i.e., ` 3,59,078/17,75,890 x 100] on ` 14,11,000 

` 2,85,304  

Lower of the two above  2,11,650 

Tax Payable  1,47,428 

Tax Payable (rounded off)  1,47,430 

 

 

 

8 Royalty can also be shown under the head “Income from other sources” instead of “Profits and 
gains from business or profession. 
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Chapter 12  

 

Charitable & Religious Trusts and Institutions, Political Parties and Electoral 

Trusts 
 

Question 1 

During the P.Y.2018-19, HelpAid  Charitable  Trust registered  under  section  12AA  received 

donations of ` 80 lakhs, out of which ` 10 lakhs were corpus donations and ` 20 lakhs were 

anonymous donations. The trust applied ` 40 lakhs towards its objects during the P.Y.2018-19. The 

tax liability of the  trust  for A.Y.2019-20  is –  

(a) ` 6,24,000 

(b) ` 5,92,800 

(c) ` 5,30,920 

(d) ` 5,97,220(Nov ’19) 
 

Answer 1 

The Answer is (c) 

 

Question 2 

(a) HelpAll charitable trust, having its main object as relief of poor, earned  agricultural income of ` 

2.80 lakh, dividend income of ` 1.10 lakh  and  income of `  1.30 lakh from mutual funds specified 

under section 10(23D) during the P.Y.2018-19. 

The trust claims exemption under section 10(1), 10(34) and 10(35) in respect of its agricultural 

income, dividend income and income from mutual funds, respectively, without complying with 

the conditions laid down under section 11. Examine the correctness or otherwise of the claim of 

the trust. 

(b) HistoSpace charitable trust, having its main object as preservation of monuments of historic  

interest, purchased computers for  ` 12 lakh in March, 2018 for the purposes  of the trust and 

claimed the same as  application  of income in  the  P.Y.2017-18. It also claims depreciation @ 

40% on such computers  for  P.Y.2018-19,  while computing income for the purpose of 

application for that year. Examine the correctness or otherwise of the claim of the trust. (Nov 

’19) 
 

Answer 2 

(a) Section 11(7) provides  that  where  a  trust  has  been  granted  registration  under section 

12AA and the registration is in force for a previous year,  then,  such  trust cannot claim any 

exemption under any  provision  of  section  10  [other  than exemption of agricultural income 

under section 10(1), exemption available under section 10(23C) and as per amendment 

under section 10(46)].]. 

Therefore, a charitable trust cannot claim exemption  under  section 10(35) in respect of 

income from mutual funds and exemption under section 10(34) in respect of dividends, since 

it has voluntarily opted for the  special  dispensation  under  sections 11 to 13, and 

consequently has to be governed by the provisions of these sections. Accordingly, it has to 
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apply 85% of such income for charitable purposes to claim exemption under section 11. 

However, it can claim exemption under section 10(1) in respect  of  agricultural  income, since 

section 11(7) provides an exception in respect  of such income. 

Therefore, the claim of HelpAll charitable trust, as regards exemption under section 10(34) and 

section 10(35), is not correct. 

As per amendment With effect from the assessment year 2021-22, dividend received by a 

shareholder from a domestic company is taxable in the hands of the shareholder. To avoid 

cascading affect, sec 80M has been inserted with effect from the assessment year 2021-22. 

(b) Section 11(6) provides that income for  the  purposes  of  application  shall  be determined 

without  allowing  any deduction  for depreciation  or otherwise  in  respect of any asset, the 

cost of acquisition of which has been claimed as an application of income under section 11 

in the same or any other previous year. 

Accordingly, in this case, since the cost of computers (i.e., ` 12 lakh) has  been claimed and 

allowed as application of income under section 11 while computing the income of the trust 

for the P.Y.2017-18, depreciation on computers will not be allowed for the purpose of 

determining income for the purposes of application in the P.Y.2018- 19. Therefore, the 

depreciation claim made  by  HistoSpace  charitable  trust  is  not correct. 

 

Question 3 

Helpage is a charitable trust set up on 1.4.2010 with the object of providing relief of the poor. 

Later on, in April, 2012, it changed its object to medical relief. It applied for registration on the 

basis of its new object, i.e., medical relief, on 1.9.2012  and  was granted registration on 

1.2.2013. 

On 1.4.2019, Helpage got merged with M/s. Medicare (P) Ltd, a pharmaceutical company not 

entitled for registration under section 12AA. All the assets and liabilities of  the  erstwhile trust 

became the assets and liabilities of M/s. Medicare (P) Ltd. The trust appointed a registered 

valuer for the valuation of its assets and liabilities. From the following particulars (including the 

valuation report), calculate the tax liability in the hands  of the trust arising as a result of such 

merger: (May ’20) 
(i) Land 

 

Location Date of 

purchase 

Stamp duty 

value on 

1.4.2019 

Value which the 

land would fetch, if 

sold in the open 

market on 1.4.2019 

Book Value 

on 1.4.2019 

  ` ` ` 

Noida 1.9.2010 55 lakhs 58 lakhs 50 lakhs 

Gurgaon 1.9.2013 100 lakhs 120 lakhs 110 lakhs 

(ii) Shares 

 

Type of shares Date of 

purchase 

Face 

value of 

each 

Purch

as e 

price 

Price at which each 

share is quoted on 

BSE as on 1.4.2019 

Open 

market 

value as on 
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share of 

each 

share 

Highest 

price 

Lowest 

price 

1.4.2019 # 

  ` ` ` ` ` 

5000 Quoted 

equity  shares 

of A Ltd. 

1.5.2014 100 110 320 300  

2000 

Preference 

shares of B Ltd. 

1.9.2015 100 100 - - 180 

# on the basis of report of Merchant Banker 

(iii) Liabilities 

Book value of liabilities on 1.4.2019 = ` 120 lakhs. This includes – 

(a) Corpus fund ` 12 Lakhs. 

(b) Provision for taxation ` 8 lakhs; and 

(c) Reserves and Surplus ` 18 lakhs 

 

Answer 3 

As per section 115TD, the accreted income of “Helpage”, a charitable trust, registered under 

section 12AA which is merged with M/s Medicare (P) Ltd., an entity not entitled for registration 

under section 12AA, would be chargeable to tax at the rate of 34.944% [30% plus surcharge @12% 

plus cess@4%]. Computation of accreted income and tax liability in the hands of the Helpage trust 

arising as a result of merger with M/s. Medicare (P) Ltd. 

 

Particulars Amount (`) 

Aggregate FMV of total assets as on 1.4.2019, being  the  

specified date (date of merger) 

[See Working Note 1] 

1,39,10,000 

Less: Total liability computed in accordance with the  

prescribed method of valuation 

[See Working Note 2] 

 

 

  82,00,000 

Accreted Income   57,10,000 

Tax Liability @ 34.944% of ` 57,10,000 (rounded off) 19,95,300 

Working Notes:  

(1) Aggregate fair market value of total assets on the date of 

merger 

 

- Land at Noida, being immovable property, purchased 

on 1.9.2010 

- 

Since the trust was registered only on 1.2.2013 and benefit of  



 

 

Chapter 12 Charitable & Religious Trusts and Institutions, Political Parties and Electoral Trusts 

12.4 

section 11 and 12 was available to the trust only from 

A.Y.2013 - 14, relevant to P.Y.2012-13, being the previous 

year in which the application for registration is made, the 

value of land  purchased  in P.Y.2010-11, in respect of which 

benefit  under  sections  11 and 12 was not availed, has to be  

ignored  for  computing accreted income. 

 

-    Land at Gurgaon, being an immovable property, purchased  

on 1.9.2013 

[The fair market value of land  would be  higher of  ̀  120  lakhs 

i.e., price that the land would ordinarily fetch if sold in the 

open market and ` 100 lakhs, being stamp duty value as on 

the specified date, i.e., 1.4.2019] 

1,20,00,000 

- Quoted equity shares of A Ltd. [5,000 x ` 310 per share] 

[` 310 per share, being the average of the lowest (` 300) and  

highest price (` 320) of such shares on the specified date] 

15,50,000 

- Preference shares of B Ltd. [2,000 x ` 180 per share] 

[The fair market value which it would fetch if sold in the 

open market on the specified date i.e. FMV on 1.4.2019] 

 

 

  3,60,000 

 

(2) Total liability 
1,39,10,000 

- Reserves and Surplus ` 18 lakhs [not includible] - 

- Corpus Fund of ` 12 lakhs [not includible] - 

- Provision for taxation ` 8 lakhs [not includible] - 

- Other Liabilities 

[` 120 lakhs - ` 18 lakhs - ` 12 lakhs - ` 8 lakhs] 

 

  82,00,000 

 82,00,000 

 

Question 4 

Sowbaghya, a charitable trust, is registered under section 12AA of the Act. On 1.4.2019, it got 

merged with M/s. LMN (P) Ltd., which is a company engaged in manufacturing of furniture. 

All the assets and liabilities of the erstwhile trust became the assets and liabilities of M/s. 

LMN (P) Ltd. which is not entitled for registration under section 12AA. The trust appointed a 

registered valuer for the valuation of its assets and liabilities. From the following particulars 

(including the valuation report), calculate the tax liability in the hands  of the trust arising as 

a result of such merger, giving reasons for treatment of each item: 

(i) Stamp duty value of land held ` 30 lakhs. However; if this land is sold in the open 

market, it would ordinarily fetch ` 34 lakhs. The book value of the land is ` 40 lakhs. 

(ii) 75,000 equity shares in XYZ Ltd. traded in National Stock Exchange. The  lowest  price 

per share on 1.4.2019 was ` 150 and the highest price on that day was ` 170. The book 

value was ` 134 lakhs. 

(iii) 55,000 preference shares held in ABC Ltd. The shares will fetch ` 88 lakhs, if they  are 

sold in the open market on 1.4.2019. Book value was ` 50 Lakhs. 

(iv) Corpus fund as on 1.4.2019 ` 30 Lakhs. 

(v) Outside liabilities ` 180 lakhs 

(vi) Provision for taxation ` 10 lakhs. 
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(vii) Liabilities in respect of payment of various utility bills ` 12 lakhs. (Nov 20) 

Answer 4 

As per section 115TD, the accreted income of “Sowbaghya”, a charitable trust, registered under 
section 12AA which is merged with M/s LMN (P) Ltd., an entity not entitled for registration under 

section 12AA, would be chargeable to tax at maximum marginal rate@34.944% [30% plus 

surcharge @12% plus cess@4%]. 

Computation of accreted income and tax liability in the hands of the trust arising as a 

result of merger with LMN (P) Ltd. for A.Y. 2020-21 

Particulars Amount (`) 

Aggregate FMV of total assets as on 1.4.2019, being the specified 

date (date of merger) 

[See Working Note 1] 

2,42,00,000 

Less: Total liability computed in accordance with the prescribed 

method of valuation 

[See Working Note 2] 

 

  1,92,00,000 

Accreted Income   50,00,000 

Tax Liability @ 34.944% of ` 50,00,000 17,47,200 

Working Notes:  

(1) Aggregate fair market value of total assets on the date of 

merger 

 

- Land, being an immovable property 

[The fair market value of land would be higher of ` 34 lakhs 

i.e., price that the land would ordinarily fetch if sold in the 

open market and ` 30 lakhs, being stamp duty value as on 

the specified date] 

34,00,000 

- Quoted equity shares in XYZ Ltd. [75,000 x ` 160  per share] 
[` 160 per share, being the average of  the  lowest   (` 150) 

and highest price (` 170) of such shares on the date of 

merger] 

1,20,00,000 

- 55,000 preference shares of ABC Ltd. 

[The fair market value which it would fetch if sold in the open 

market on the date of merger i.e. FMV on 1.4.2019] 

 

 

   88,00,000 

 

(2) Total liability 

2,42,00,000 

- Outside liabilities 1,80,00,000 

- Corpus Fund of ` 30 lakhs [not includible] - 

- Provision for taxation ` 10 lakhs [not includible] - 
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- Liabilities in respect of payment of various utility bills [since 

this liability is an ascertained liability] 

 

  12,00,000 

 1,92,00,000 

 

Question 5 

EduAid is a charitable trust set up on 1.4.2011 with the object of providing relief of  the poor. 

Later on, in April, 2013, it changed its object to “providing education to the under privileged”. 
It applied for registration for the first time on the basis of its new object, i.e., “education to 

the under privileged”, on 12.8.2013 and was granted registration on 15.3.2014. 

On 1.4.2020, EduAid got merged with M/s. Educare (P) Ltd, a company not entitled for 

registration under section 12AA. All the assets and liabilities of  the  erstwhile  trust  became 

the assets and liabilities of M/s. Educare (P) Ltd. The trust  appointed  a  registered valuer for 

the valuation of its assets and liabilities. From the  following  particulars (including the 

valuation report), calculate the tax liability in the hands of the   trust arising as a result of such 

merger: (May ’21) 
(i) Land 

Location Date of 

purchase 

Stamp duty 

value on 

1.4.2020 

Value which the land 

would fetch, if sold in 

the open market on 

1.4.2020 

Book 

Value on 

1.4.2020 

  ` ` ` 

Surat 1.10.2011  42 lakhs 46 lakhs 40 lakhs 

Baroda 21.11.2014   90 lakhs                 105 lakhs 100 lakhs 

(ii) Shares 

Type of 

shares 

Date of 

purchase 

Face 

valu

e of 

each 

shar

e 

Purchas

e price 

of each 

share 

Price at which each 

share is quoted on 

NSE as on 1.4.2020 

Open market 

value as on  

1.4.2020# 

Highest 

price 

Lowest 

price 

  ` ` ` ` ` 

3000 Quoted 

equity shares 

of PQR Ltd. 

4.4.2015 100 130 280 250  

1800 

Preference 

shares of 

LMN Ltd. 

21.8.2016 100 100 - - 210 

# on the basis of report of Merchant Banker 

(iii) Liabilities 

Book value of liabilities on 1.4.2020 = ` 112 lakhs. This includes – 

(a) Corpus fund ` 14 lakhs. 

(b) Provision for taxation ` 10 lakhs; and 
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(c) Reserves and Surplus ` 21 lakhs 

Answer 5 

As per section 115TD, the accreted income of “EduAid”, a charitable trust,  registered  under 

section 12AA which is merged with M/s Educare (P) Ltd., an entity not entitled for registration 

under section 12AA, would be chargeable to tax at the rate of 34.944% [30% plus surcharge @12% 

plus cess@4%]. 

Computation of accreted income and tax liability in the hands of the EduAid trust arising 

as a result of merger with M/s. Educare (P) Ltd. 

Particulars Amount (`) 

Aggregate FMV of total assets as on 1.4.2020, being the 

specified date (date of merger) 

[See Working Note 1] 

1,16,73,000 

Less: Total liability computed in accordance with the 

prescribed method of valuation 

[See Working Note 2] 

 

 

  67,00,000 

Accreted Income   49,73,000 

Tax Liability @ 34.944% of ` 49,73,000 (rounded off) 17,37,765 

Working Notes:  

(1) Aggregate fair market value of total assets on the date 

of merger 

 

- Land at Surat, being immovable 

property, purchased on 1.10.2011 

- 

Since the trust was registered only on 15.3.2014 and 

benefit of section 11 and 12 was available to  the 

trust  only from A.Y.2014-15, relevant to P.Y.2013-

14,  being the previous year in which the application 

for registration is made, the value of land purchased 

in P.Y.2011-12, in respect of which benefit under 

sections 11 and 12  was  not availed, has to be ignored 

for computing accreted income. 

 

- Land at Baroda, being an immovable 

property, purchased on 21.11.2014 

[The fair market value of land would be higher of ` 105 

lakhs i.e., price that the land would ordinarily fetch if 

sold  in the open market and ` 90 lakhs, being  stamp  

duty value as on the specified date, i.e., 1.4.2020] 

1,05,00,000 

- Quoted equity shares of PQR Ltd. [3,000 x ` 265 per  

share] 

[` 265 per share, being the average of the lowest (` 250) 

and highest price (` 280) of such shares on the 

specified date] 

7,95,000 

- Preference shares of LMN Ltd. [1,800 x ` 210 per 

share] 

[The fair market value which it would fetch if sold in 

the open market on the specified date i.e. FMV on 

1.4.2020] 

 

 

  3,78,000 
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(2) Total liability 
1,16,73,000 

- Reserves and Surplus ` 21 lakhs [not includible] - 

- Corpus Fund of ` 14 lakhs [not includible] - 

- Provision for taxation ` 10 lakhs [not includible] - 

- Other Liabilities 

 [` 112 lakhs - ` 21 lakhs - ` 14 lakhs - ` 10 lakhs] 

 

  67,00,000 

 67,00,000 

 

Question 6 

During the P.Y.2020-21, Helpage, a charitable trust, made voluntary contributions, not  

being corpus donations, to – 

(i) another charitable trust registered u/s 12AA out of its current year income derived 

from property held under trust 

(ii) an educational institution referred to in section 10(23C)(vi) out of its current year 

income derived from property held under trust 

(iii) another charitable trust registered u/s 12AA out of the accumulated income of the  

trust 

Which of the above voluntary contributions are permitted as application of income for 

charitable purposes for A.Y.2021-22 under the provisions of the Income-tax Act, 1961? 

(Nov ’21) 
 

(a) None of the above 

(b) Only (i) above 

(c) (i) and (ii) above 

(d) (i) and (iii) above 

Answer 6 

The Answer is  (c) 

 

Question 7 

What would be your answer to Q.12 above, had the voluntary contributions to the said 

trust/institution been in the form of corpus donations? (Nov ’21) 
 

(a) None of the above 

(b) Only (i) above 

(c) (i) and (ii) above 

(d) (i) and (iii) above 

Answer 7 

The Answer is (a) 

Question 8 

Examine the tax consequences for A.Y.2021-22 in the case of the following charitable  

institution/trust, considering each case independently – (Nov ’21) 
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(i) A charitable institution, having its main object as “any other object of general public 

utility”, carries on business in the course of actual carrying out of such 

advancement of any other object of general public utility and maintains 

separate books of account in respect of business. The gross receipts during 

the P.Y.2020 - 21 is ` 2 crore, which comprises of receipts of ` 44 lakh from 

such business and 

` 1.56 crore by way of voluntary contributions (not being corpus donations). 

It has 

applied 85% of its gross receipts for charitable purposes. 

(ii) A charitable trust paid annual rent of ` 12 lakh in the P.Y.2019-20 and ` 15 lakh 

in the P.Y.2020-21 in respect of a building used for charitable purposes, after 

deducting tax at source. However, tax deducted on such rent in the P.Y.2019-

20 was remitted only in January, 2021; and tax deducted in the P.Y.2020-21 

was remitted only in July, 2021. 

(iii) A charitable trust registered under section 12AA with the object of “Relief of poor” 
changed its object on 1.4.2020 to “any other object of general public utility”. The 

application of income in the year P.Y.2020-21 was towards general public 

utility  and not relief of poor. It has, however, not applied for fresh 

registration under section 12AA (based on the modified object) upto 

31.3.2021. 

Answer 8 

Tax consequences in the hands of the charitable trust/institution for A.Y.2021-22 

(i) 
In this case, the main object of the charitable institution is “any other object of 

general public utility” and therefore, its aggregate receipts from business 
undertaken in the course of actual carrying out of such advancement of any 

other object of general public utility should not exceed 20% of total receipts, 

if it wants  to retain its “charitable status”. However, the aggregate receipts 

from business for P.Y.2020-21, in this case, is 22% of total receipts. Hence, 

the institution would lose its “charitable status” for the P.Y.2020-21. 

Application of 85% of receipts for its main object during the year would not 

help in retaining its “charitable” status for that year. 

(ii) Rent paid in respect of a building used for charitable purposes can be claimed 

as application of income for charitable purposes. However, since tax 

deducted on such rent paid for P.Y.2019-20 was remitted after the due  date 

of filing of  return  of income u/s 139(1) for A.Y.2020-21, ` 3,60,000, being 

30% of annual rent of 

` 12 lakh, would not have been allowed as application in the P.Y.2019-20, by 

virtue of Explanation 3 to section 11(1) read with section 40(a)(ia). However, 

since the tax so deducted was remitted in January, 2021, the said amount of 

` 3,60,000 (i.e., 30% of rent not allowed as application in the P.Y.2019-20) 

would be allowed as application in the P.Y.2020-21 (A.Y.2021-22). Further, 

the rent of ` 15 lakh paid in the P.Y.2020-21 would also be allowed as 

application in A.Y.2021-22, since the tax deducted in respect of such rent 

was remitted in July, 2021 i.e., before the due date of filing of return u/s 

139(1) for A.Y.2021-22. Therefore, an amount of ` 18,60,000 towards rent 
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paid would be allowed as application of income in the P.Y.2020-21 

(A.Y.2021-22). 

 

(iii) As per section 115TD(3)(ii)(a), a trust would be deemed to have been 

converted into any form not eligible for registration under section 12AA 

in the P.Y.2020 -21,  if it has adopted or undertaken modification of its 

objects which do not confirm to the conditions of registration and it has 

not applied for fresh registration under  section 12AA in that previous 

year. Accordingly, it would tantamount to deemed conversion of the trust 

into a form not eligible for registration under section 12AA and the 

accreted income of the trust shall be taxable at maximum marginal rate 

(@34.944%) as per section 115TD(1). 
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Charitable & Religious Trusts and Institutions, Political Parties and Electoral 

Trusts 

Question 1 

A charitable trust was created on 1.4.2016 with the objective of relief of poor. It applied for 

registration in 1st November, 2017. The application was not disposed of by the 

Commissioner even after the expiry of period of 6 months stipulated under section 12AA(2). 

Which of the following statements are correct - 

(a) Since the application has not been disposed of by the Commissioner, the trust is 

not deemed to be registered and hence, is not entitled to benefit of exemption 

under section 11 and 12 for any of the assessment years 

(b) Since the application has not been disposed of by the Commissioner within the 

stipulated period, the trust is deemed to be registered with effect from 1.4.2016, 

being the date of creation of trust, and is entitled to benefit of exemption under 

sections 11 and 12 w.e.f. A.Y.2017-18. 

(c) Since the application has not been disposed of by the Commissioner within the 

stipulated period, the trust is deemed to be registered with effect from 1.11.2017, 

being the date of application for registration, and is entitled to benefit of 

exemption under sections 11 and 12 

w.e.f. A.Y.2018-19. 

(d) Since the application has not been disposed of by the Commissioner within the 

stipulated period, the trust is deemed to be registered with effect from 1.6.2018, 

being the date immediately following the expiry of the six month period, but is 

entitled to benefit of exemption under sections 11 and 12 w.e.f. A.Y.2018-19. (2 

Marks Oct 19) 

Answer 1 

The Answer is (d) 

 

Question 2 

Seva charitable trust registered under section 12AA of the Income-tax Act, 1961 has, out of 

its income of Rs. 4,90,000 for the year ending 31.3.2019 and sale proceeds of a capital asset, 

held by it for less than 24 months, amounting to Rs. 10,60,000, purchased a building during 

the year ending 31.3.2019 for Rs. 15,50,000. The capital asset was sold during the year 

ending 31.3.2019. The building is held only for charitable purposes. 

The trust claims that the purchase of the building amounts to application of its income for 

charitable purposes and that the capital gain arising on the sale of the capital asset is 

deemed to have been applied to charitable purposes. Is the claim made by the charitable 

trust valid in law? (4 Marks Oct 19) 

Answer 2 

Section 11(1)(a) stipulates that in order to avail exemption of income derived from property 

held under trust wholly for charitable or religious purposes, the trust is required to apply for 

charitable or religious purposes, 85% of its income from such property. In this case, the trust 

has earned income of Rs. 4,90,000 for the year ended 31.3.2019. It has also earned short 

term capital gain from sale of capital asset for Rs. 10,60,000. The trust had utilized the entire 

amount of Rs. 15,50,000 for the purchase of a building meant for charitable purposes. 
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The Supreme Court, in S.RM. M. CT. M. Tiruppani Trust v. CIT (1998) 230 ITR 636, ruled that 

the assessee-trust, which applied its income for charitable purposes by purchasing a building 

for use as a hospital, was entitled to exemption under section 11(1) in respect of such 

income. The ratio of the decision squarely applies to the case of the charitable trust in 

question. Therefore, the charitable trust is justified in claiming that the purchase of the 

building amounted to application of its income for charitable purposes. 

Under section 11(1A), where the whole of the sale proceeds of a capital asset held by a 

charitable trust is utilised by it for acquiring another capital asset, the capital gain arising 

therefrom is deemed to have been applied to charitable purposes and would be exempt. 

Section 11(1A) does not make any distinction between a long-term capital asset and a short-

term capital asset. The claim of the charitable trust to the effect that the capital gain is 

deemed to have been applied to charitable purposes is tenable in law. 

 

Question 3 

A Mannat charitable trust registered under Section 12AA, for the previous year ending  

31.3.2019, derived gross income of Rs. 21 Lacs, which consists of the following: 

 (Rs. in Lacs) 

(a) Income from properties held by trust (net) 10 

(b) Income (net) from business (incidental to main objects) 4 

(c) Voluntary contributions from public 7 

The trust applied a sum of Rs. 11.60 lacs towards charitable purposes during the 

year which includes repayment of loan taken for construction of orphanage Rs. 3.60 

lacs. Determine the taxable income of the trust for the assessment year 2019-20. 

(4 Marks Oct 19) 

Answer 3 

Computation of taxable income of Mannat charitable trust 

 Particulars Rs. 

(i) Income from property held under trust (net) 10,00,000 

(ii) Income (net) from business (incidental to main objects) 4,00,000 

(iii) Voluntary contributions from public  

 Voluntary contribution made with a specific direction towards  

 corpus are alone to be excluded under section 11(1)(d). In 

this case, there is no such direction and hence, included. 
  7,00,000 

  21,00,000 

 Less: 15% of the income eligible for retention / accumulation 

without any conditions 

Less: Amount applied for the objects of the trust 

(i) Amount spent for charitable purposes 

(Rs. 11,60,000 - Rs. 3,60,000) 

(ii) Repayment of loan for construction of orphan home 

  3,15,000 
17,85,000 

 

 

8,00,000 

3,60,000 

 Taxable Income 6,25,000 

 

Question 4 

“Serving the  poor”, a charitable trust, is registered under section 12AA of the Act. On 

1.4.2019, it  got merged with M/s. AP Ltd., which is a company engaged in manufacturing 

of steel utensils. 
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All the assets and liabilities of the erstwhile trust became the assets and liabilities of M/s. AP 

Ltd who is not entitled for registration under section 12AA of the Act. 

The trust appointed a registered valuer for the valuation of its assets and liabilities. From the 

following particulars (including the valuation report), calculate the tax liability in the hands of 

the trust arising as a result of such merger: 

(i) Stamp duty value of land held Rs.15 lakhs. However; if this land is sold in the open 

market, it would ordinarily fetch Rs.17 lakhs. The book value of the land is Rs.20 

lakhs. 

(ii) 75,000 equity shares in Ink Ltd. traded in Delhi Stock Exchange. The lowest price 

per share  on 1.4.2019 was Rs.75 and the highest price on that day was Rs.85. The 

book value was Rs.67 lakhs. 

(iii) 55,000 preference shares held in N Ltd. The shares will fetch Rs.44 lakhs, if they are 

sold in the open market on 1.4.2019. Book value was Rs.25 Lakhs. 

(iv) Corpus fund as on 1.4.2019Rs.15 Lakhs. 

(v) Outside liabilities Rs.90 lakhs 

(vi) Provision for taxation Rs.5 lakhs. 

(vii) Liabilities in respect of payment of various utility bills Rs.6 lakhs. 

Note:  Give reasons for treatment of  each item. (8 Marks May ’20) 

Answer 4 

As per section 115TD, the accreted income of  “Serving the poor”, a  charitable trust, 

registered  under section 12AA which is merged with M/s AP Ltd., an entity not entitled for 

registration under section 12AA, would be chargeable to tax at maximum marginal rate @ 

34.944% [30% plus surcharge @12% plus cess@4%]. 

Computation of accreted income and tax liability in the hands of the trust 

arising as  a result of merger with AP. Ltd. for A.Y. 2020-21 

Particulars Amount 

(Rs.) 

Aggregate FMV of total assets as on 1.4.19, being the specified date (date 

of merger) [See Working Note 1] 

1,21,00,000 

Less: Total liability computed in accordance with the prescribed method 

of valuation[See Working Note 2] 

 

  96,00,000 

Accreted Income   25,00,000 

Tax Liability @ 34.944% of Rs. 25,00,000 8,73,600 

Working Notes:  

(1) Aggregate fair market value of total assets on the date of 

merger 

 

- Land, being an immovable property 

[The fair market value of land would be higher of Rs. 17 lakhs 

i.e., price that the land would ordinarily fetch if sold in the open  

market and Rs. 15 lakhs, being stamp duty value as on the 

specified date] 

17,00,000 

- Quoted  equity  shares  in  Ink  Ltd.  [75,000  x  Rs.  80  per  

share] 

[Rs. 80 per share, being the average of the lowest (Rs. 75) and 

highest price (Rs. 85) of such shares on the date of merger] 

60,00,000 
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- 55,000 preference shares of N Ltd. 

[The fair market value which it would fetch if sold in the open 

market on the date of merger i.e. FMV on 1.4.2019] 

 

 

44,00,000 

 1,21,00,000 

(2) Total liability  

- Outside liabilities 90,00,000 

- Corpus Fund of Rs. 15 lakhs [not includible] - 

- Provision for taxation Rs. 5 lakhs [not includible] - 

- Liabilities in respect of payment of various utility bills [since this 

liability is an ascertained liability] 
 

6,00,000 

 96,00,000 

 

Question 5 

You are required to compute the total income of Sarv Mangal Charitable Trust 

registered under section 12AA from the following information pertaining to P.Y. 2019-

20. Also, compute its income-tax liability in such a manner that it can avail the optimal 

benefit within the four corners of  the Income-tax Act, 1961. 

(i) Gross receipts from hospital ` 200 lakhs. 

(ii) Corpus donations by way of cheque ` 42 lakhs and by way of cash ` 6 lakhs not 

included in above receipts. 

(iii) Anonymous donations by cash ` 12 lakhs not included in above receipts. 

(iv) Administrative expenses for hospital ` 77 lakhs. It includes repair and maintenance 

expenditure of ` 2 lakhs for which payment was made in cash. 

(v) The trust gave corpus donation of ` 19 lakhs to “Serve the Poor” Trust having 

objects of charitable nature registered under section 12AA but not similar to the 

objects of the donor trust. 

(vi) Fees not realized from patients ` 18,00,000 as on 31st March, 2020. 

(vii) Depreciation on assets of the trust ` 37,50,000. The entire cost of assets `  250  

lakhs claimed as application in the earlier years. 

(viii) Acquired a building for ` 80 lakhs on 01.06.2019 for expansion of hospital (cost of 

land included therein ` 50 lakhs). Stamp duty value of the land and building on the 

date of registration of sale deed ` 210 lakhs. 

Note: Trust follows the cash system of accounting. It does not want to seek 

accumulation  of income by virtue of section 11(2) of  the Act. (8 Marks Oct ‘20) 

Answer 5 

Computation of total income of Sarv Mangal Charitable Trust for the A.Y.2020-21 

Particulars ` ` 

Gross receipts from Hospital  2,00,00,000 

Add: Anonymous donations [to the extent not chargeable 

to tax@30% under section 115BBC(1)(i)] [See Note 1 & 2] 

  

  3,00,000 

 

Less: 15% of income eligible for being set apart without 

any condition4 

 2,03,00,000 

 
   30,45,000 

 

Less: Amount applied for charitable purposes 

 1,72,55,000 
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- On revenue account – Administrative expenses 

[Expenditure on Repair and maintenance for which 

payment was made in cash would be disallowed by 

virtue Explanation 3 to section 11(1) read with 

section 40A(3). 

Therefore,   `   2,00,000   would   be   disallowed   out   
of ` 77,00,000] 

75,00,000  

-  On capital account – Land & Building [Section 56(2)(x) 

is not attracted in respect of value of property 

received by a trust or institution registered u/s 12AA 

for inadequate consideration] 

80,00,000  

- Corpus donation to “Serve the Poor” Trust 
registered 

  

u/s 12AA – not allowable even if it is out of current 

year income of the trust 

 

  - 

 

1,55,00,000 

Total income [other than anonymous

 donation taxable@30% under section 

115BBC(1)(i)] 

17,55,000 

Add: Anonymous donation taxable @30% u/s 115BBC(1)(i) 

[See Note 1] 

 

 9,00,000 

Total Income of the trust (including  anonymous  

donation taxable@30%) 

26,55,000 

4 As per the Supreme Court ruling in CIT v. Programme for Community Organisation (2001) 

116  

Taxman 608, 15% of gross receipts would be eligible for accumulation under section 

11(1)(a).  

However, as per the plain reading of section 11(1)(a), only 15% of income would be 

eligible for  accumulation under section 11(1)(a). 

 

Computation of tax liability of the trust for the A.Y. 2020-21 

Particulars ` ` 

Tax on total income of ` 17,55,000 [Excluding anonymous 

donations] 

  

Upto ` 2,50,000 Nil  

` 2,50,001 – ` 5,00,000 [` 2,50,000 x 5%] 12,500  

` 5,00,001 – ` 10,00,000 [` 5,00,000 x 20%] 1,00,000  

> ` 10,00,000 [` 7,55,000 x 30%] 2,26,500  

 3,39,000  

Tax on anonymous donations taxable@30% [` 9,00,000 x 30%] 2,70,000 6,09,000 

Add: Health and education cess @4%  24,360 

Total tax liability 6,33,360 

Notes: 

(1) Anonymous donations taxable @30% ` ` 

Anonymous Donations received (lakhs)  12.00 

5% of total donations received, i.e. 5% of 60 lakhs 3.00  

Monetary limit 1.00  

Higher of the above  3.00 

Anonymous donations taxable@30%  9.00 
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(2) The provisions of section 13(7) have been interpreted in a manner that it excludes 

only  anonymous donations subject to tax@30% under section 115BBC(1)(i).  All  

taxable income  of the trust [excluding anonymous donations taxable@30% u/s 

115BBC(1)(i)] falls under section 115BBC(1)(ii), and are subject to tax at normal 

rates and eligible for benefit of unconditional accumulation u/s 11(1). Anonymous 

donation of ̀  3,00,000 taxable at normal rates also falls under section 115BBC(1)(ii) 

and hence, like other taxable income of the trust falling within the scope of this 

clause, the same would also be eligible for the benefit of unconditional 

accumulation under section 11(1). The above solution  has  been  worked  out on 

the basis of this interpretation of section 13(7). Accordingly, in the above solution, 

the benefit of unconditional accumulation upto 15% under section 11(1) has been 

given  in  respect of anonymous donation of ` 3,00,000 subject to tax at normal 

rates. 

However, an alternative view is also possible on the basis of the plain reading of 

section  13(7), as per which anonymous donation referred to in section 115BBC 

has to be excluded from the purview of exemption under sections 11 and 12. As 

per this view, even the anonymous donations of ` 3,00,000 subject to tax at normal 

rates would not be eligible for unconditional accumulation of upto 15%. 

(3) Corpus donations, whether received by way of cheque or cash, are not includible in 

the total income of the trust by virtue of section 11(1)(d). 

(4) Since the trust follows cash system of accounting, fees not realized from patients 

would not form part of gross receipts. Therefore, there is no need of applying the 

provisions of Explanation 1 to section 11(1) to exclude such income. 

(5) Where the cost of assets is claimed as application, no deduction for depreciation 

on such assets would be allowed in determining income for the purposes of 

application. Therefore, since cost of assets of the trust has been claimed as 

application of income  in earlier years,  no depreciation would be allowed on these 

assets while determining income  for  the  purposes of application. 

 

Question 6 

The Balance Sheet of M/s Sheetal Charitable Trust as on 31.1.2021, and its other 

information is given hereunder: (All amounts are in lakhs of Rupees) 

 

Particulars Rs. 

Liabilities  

Capital fund 800.00 

Sundry creditors   335.00 

Total 1135.00 

Assets  

Land purchased in the year 2012 100.00 

Land and buildings purchased in the year 2015 800.00 

2000 equity shares of Rs. 1000 each in M/s X Ltd. shares are  listed  in  

Bombay Stock Exchange (at face value) 

20.00 

Balance in current account of a nationalized bank 10.00 

Balanced in fixed deposits with scheduled banks 200.00 

Cash in hand 3.50 

Tax Deducted at Source   1.50 

Total 1135.00 
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The registration granted under section 12AA of the Income-tax Act, 1961 on 1-4-

2009 to M/s Sheetal Charitable Trust. It was merged with another entity neither 

having similar objects nor registered under section 12AA on 31.1.2021. M/s 

Sheetal Charitable Trust also furnished the following additional information: 

Additional Information: 

(1) Stamp  duty  value  of  the  land  (purchased  in  the  year  2012),  as  on   31-1-2021   

was  Rs. 120.00 lakhs but if sold in  the open market, the property would fetch  Rs. 

250 lakhs as  per a registered valuer's certificate. 

(2) Land and building (purchased in 2015), if sold in the open market will fetch  Rs.  

1000 lakhs  as per a registered valuer's certificate. Stamp duty value as on 31 -1-

2021 was Rs. 1050  lakhs. 

(3) The  highest  and  lowest  value  per  share  of  M/s  X   Ltd.   traded  on   31 -1-2021   

was  Rs. 1098 and Rs. 1051 respectively. 

(4) Included in Sundry Creditors is Rs. 30 lakhs provided on estimated basis to 

contractors for which no bills are received. 

Based on the above information, calculate the exit tax payable by the Charitable 

Trust and state the latest day on which the said tax has to be paid. (8 Marks March 

‘21) 

Answer 6 

As per section 115TD, the accreted income of “M/s Sheetal Charitable Trust”, registered under 
section 12AA would be chargeable to tax at maximum marginal rate @ 34.944% [30% plus 

surcharge @12% plus cess@4%] as the trust is merged with an entity not having similar objects 

and registered under section 12AA on 31.1.2021 

Computation of exit tax payable by M/s Sheetal Charitable 

Trust 

Particulars Amount (Rs.) 

Aggregate FMV of total assets as on 31.1.2021, being the specified 

date (date of merger) [See Working Note 1] 

15,34,99,000 

Less: Total liability computed in accordance with the prescribed 

method of valuation [See Working Note 2] 

 

3,05,00,000 

Accreted Income 12,29,99,000 

Tax Liability @ 34.944% of Rs. 12,29,99,000 4,29,80,771 

Tax Liability (rounded off) 4,29,80,770 

Working Note 1:  

Aggregate fair market value of total assets on the date of merger  

Valuation of Land, being an immovable property purchased  in  the 

year 2012 

[The fair market value of land would be higher of Rs. 250 lakhs i.e., 

price that the land would ordinarily fetch if sold in the open market as 

per registered valuer’s certificate and Rs. 120 lakhs, being stamp duty 

value as on the specified date i.e., 31.1.2021] 

2,50,00,000 

Valuation of Land and building, being an immovable property, 

purchased in 2015 

[The fair market value of land and building would be higher of Rs. 

1,000 lakhs i.e., price that the land and building  would  ordinarily fetch 

if sold  in the open market as per registered valuer’s certificate and Rs. 

1,050 lakhs, being stamp duty value as on the specified date i.e., 

31.1.2021] 

10,50,00,000 
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Valuation  of   Quoted   equity   shares   in   M/s   X   Ltd.   [2,000   x   Rs. 

1,074.50 per share] 

[The fair market value of quoted shares would be Rs. 1,074.50 per 

share, being the average of the lowest (Rs. 1,051) and  highest price  

(Rs. 1,098) of such shares on the specified date i.e., 31.1.2021] 

21,49,000 

Balance in current account of a nationalized bank 10,00,000 

Balance in fixed deposits with scheduled banks 2,00,00,000 

Cash in hand 3,50,000 

 15,34,99,000 

Working Note 2 - Total liability  

Book value of liabilities in the balance sheet on specified date 11,35,00,000 

Less: Capital fund 8,00,00,000 

Less: Contingent liability on estimated basis to  contractor  for  which  

no bills are received 

30,00,000 

Total liability of M/s Sheetal Charitable Trust 3,05,00,000 

The latest day on which such tax has to be paid is 14th February, 2021, being 14 days 

from 31.1.2021, the date of merger. 

 

Question 7 

“Needy”, a charitable trust, is registered under section 12AA of  the  Act.  On  1.4.2020, it  

got merged with M/s. XY Ltd., which is a company engaged in manufacturing of steel 

utensils. 

All the assets and liabilities of the erstwhile trust became the assets and liabilities of M/s. XY 

Ltd who is not entitled for registration under section 12AA of the Act. 

The trust appointed a registered valuer for the valuation of its assets and liabilities. 

From the following particulars (including the valuation report), calculate the tax liability 

in the hands of the trust arising as a result of such merger: 

(i) Stamp duty value of land held Rs.14 lakhs. However; if this land is sold in the open 

market,    it would ordinarily fetch Rs.18 lakhs. The book value of the land is Rs.20 

lakhs. 

(ii) 50,000 equity shares in Pen Ltd. traded in National Stock Exchange. The lowest 

price per share on 1.4.2020 was Rs.80 and the highest price on that day was Rs.90. 

The book value was Rs.70 lakhs. 

(iii) 30,000 preference shares held in Z Ltd. The shares will fetch Rs.35 lakhs, if they 

are sold in the open market on 1.4.2020. Book value was Rs.28 Lakhs. 

(iv) Corpus fund as on 1.4.2020 Rs.25 Lakhs. 

(v) Outside liabilities Rs.60 lakhs 

(vi) Provision for taxation Rs.10 lakhs. 

(vii) Liabilities in respect of payment of various utility bills Rs.8 lakhs. 

Note:  Give reasons for treatment of  each item. (8 Marks April ‘21) 

Answer 7 

As per section 115TD, the accreted income of “Needy”, a charitable trust, registered under 
section 12AA which is merged with M/s XY Ltd., an entity not entitled  for  registration under  

section 12AA, would be chargeable to tax at maximum marginal rate @ 34.944% [30% plus 

surcharge @12% plus cess@4%]. 
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Computation of accreted income and tax liability in the hands of the trust 

arising as  a result of merger with XY Ltd. for A.Y. 2021-22 

Particulars Amount 

(Rs.) 

Aggregate FMV of total assets as on 1.4.2020, being  the  specified  

date (date of merger) [See Working Note 1] 

Less: Total liability computed in accordance with the prescribed method 

of valuation [See Working Note 2] 

Accreted Income 

Tax Liability @ 34.944% of Rs. 27,50,000 

Working Notes: 

(1) Aggregate fair market value of total assets on the date of 

merger 

- Land, being an immovable property 

[The fair market value of land would be higher of Rs. 18 lakhs 

i.e., price that the land would ordinarily fetch if sold in the open 

market  and Rs. 14 lakhs, being stamp duty value as on the 

specified date] 

- Quoted equity  shares  in  Pen  Ltd.  [50,000  x  Rs.  85  per 

share] 

[Rs. 85 per share, being the average of the lowest (Rs. 80) and 

highest price (Rs. 90) of such shares on the date of merger] 

- 30,000 preference shares of Z Ltd. 

[The fair market value which it would fetch if sold in the open 

market on the date of merger i.e. FMV on 1.4.2020] 

 

(2) Total liability 

- Outside liabilities 

- Corpus Fund of Rs. 25 lakhs [not includible] 

- Provision for taxation Rs. 10 lakhs [not includible] 

- Liabilities in respect of payment of various utility bills [since 

this liability is an ascertained liability] 

95,50,000 

 

  68,00,000 

  27,50,000 

9,60,960 

 

18,00,000 

 

42,50,000 

 

 

35,00,000 

95,50,000 

 

60,00,000 

- 

- 

8,00,000 

68,00,000 

 

Question 8 

Satya is a charitable trust set  up  on  1.4.2011 with the object of  providing relief of  the 

poor. Later on, in April, 2013, it changed its object to “providing education to the  under 

privileged”. It  applied for registration for the first time on the basis of its new object, i.e., 

“education to the under privileged”, on 12.8.2013 and was granted registration on 

15.3.2014. 

On 1.4.2020, Satya got merged with M/s. Aadhaar (P) Ltd, a company not entitled for 

registration under section 12AA. All the assets and liabilities of the erstwhile trust became the 

assets and liabilities of M/s. Aadhaar (P) Ltd. The trust appointed a registered valuer for the 

valuation of its assets and liabilities. 

(i) Land 
 



 

 

Chapter 11 Charitable & Religious Trusts and Institutions, Political Parties and Electoral Trusts  

11.10 

Location Date of purchase Stamp duty 

value on 

1.4.2020 

Value which the land 

would fetch, if sold in the 

open market on 1.4.2020 

Book Value 

on 1.4.2020 

  ` ` ` 

Gwalior 1.10.2011 42 lakhs 46 lakhs 40 lakhs 

Indore 21.11.2014 90 lakhs 105 lakhs 100 lakhs 

(i) Shares 
 

Type of shares Date of 

purchase 

Face 

value 

of each 

share 

Purchase 

price of 

each share 

Price at which each 

share is quoted on 

NSE as on 1.4.2020 

Open 

market 

value as 

on  

1.4.2020

# 

Highest 

price 

Lowest 

price 

  ` ` ` ` ` 

3000 Quoted equity 

shares of XYZ Ltd. 

4.4.2015 100 130 280 250  

1800 Preference 

shares of TLP Ltd. 

21.8.2016 100 100 - - 210 

# on the basis of report of Merchant Banker 

(ii) Liabilities 

Book value of liabilities on 1.4.2020 = ` 112 lakhs. This includes – 

(a) Corpus fund ` 14 lakhs. 

(b) Provision for taxation ` 10 lakhs; and 

(c) Reserves and Surplus ` 21 lakhs 

From the above information (including the valuation report), calculate the tax 

liability in the hands  of the trust arising as a  result of such merger: (8 Marks Oct 

21) 

Answer 8 

As per section 115TD, the accreted income of “Satya”, a charitable trust, registered under 
section 12AA which is merged with M/s Aadhaar (P) Ltd., an entity not entitled for registration 

under section 12AA, would be chargeable to tax at the rate of 34.944% [30% plus surcharge 

@12% plus cess@4%]. 

Computation of accreted income and tax liability in the hands of the Satya trust arising as a 

result of merger with M/s. Aadhaar (P) Ltd. 

 

Particulars Amount (`) 

Aggregate FMV of total assets as on 1.4.2020, being the specified date  

(date  of merger) 

[See Working Note 1] 

1,16,73,000 

Less: Total liability computed in accordance with the prescribed method 

of valuation 

[See Working Note 2] 

 

 
  67,00,000 

Accreted Income   49,73,000 

Tax Liability @ 34.944% of ` 49,73,000 (rounded off) 17,37,765 

Working Notes:  

(1) Aggregate fair market value of total assets on the date of merger  
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- Land at Gwalior, being immovable property, 

purchased on 1.10.2011 

- 

Since the trust was registered only on 15.3.2014 and benefit of 

section 11 and 12 was available to the trust only from A.Y.2014 

-15, relevant to P.Y.2013-14, being the previous year in which 

the application for registration is made, the value of land 

purchased in P.Y.2011-12, in respect of which benefit under 

sections 11 and 12 was not availed, has to be ignored for 

computing accreted income. 

 

- Land  at  Indore,  being  an  immovable  property, 

purchased on 21.11.2014 

[The  fair  market  value  of  land  would  be   higher   of   `   105 

lakhs i.e., price that the land would ordinarily fetch if sold in 

the open market and ` 90 lakhs, being stamp duty value as on 

the specified date, i.e., 1.4.2020] 

1,05,00,000 

- Quoted equity shares of XYZ Ltd. [3,000 x ` 265 per share] 

[` 265 per share, being the average of the lowest (` 250) and 

highest price (` 280) of such shares on the specified date i.e., on 

1.4.2020] 

7,95,000 

- Preference shares of TLP Ltd. [1,800 x ` 210 per share]  

[The fair market value which it would fetch if sold in the open 

market on the specified date i.e. FMV on 1.4.2020] 

 

  3,78,000 

 
(2) Total liability 

1,16,73,000 

- Reserves and Surplus ` 21 lakhs [not includible] - 

- Corpus Fund of ` 14 lakhs [not includible] - 

- Provision for taxation ` 10 lakhs [not includible] - 

- Other Liabilities 

[` 112 lakhs - ` 21 lakhs - ` 14 lakhs - ` 10 lakhs] 

 
  67,00,000 

 67,00,000 

 

Question 9 

Rahi charitable trust registered under section 12AA of the Income-tax Act, 1961 has, out of 

its  income of ` 4,90,000 for the year ending 31.3.2021 and sale proceeds of a capital asset 

sold on 11.11.2020, held by it for less than 24 months, amounting  to  ` 10,60,000, 

purchased a  building on 28.03.2021 for ` 15,50,000. The building is held only for charitable 

purposes. 

The trust claims that the purchase of the building amounts to application of its income  for  

charitable purposes and that the capital gain arising on the sale of the capital asset is 

deemed to have been applied to charitable purposes. Is the claim made by the charitable 

trust valid in law? (4 Marks Nov 21) 

Answer 9 

Section 11(1)(a) stipulates that in order to avail exemption of income derived from property 

held under trust wholly for charitable or religious purposes, the trust is required to apply for 

charitable   or religious purposes, 85% of its income from such property. In this case, the 

trust has earned income of Rs. 4,90,000 for the year ended 31.3.2021. It has also earned 

short term capital gain from sale of capital asset for Rs. 10,60,000. The trust had utilized the 

entire amount of Rs. 15,50,000 for the purchase of a building meant for charitable purposes. 
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The Supreme Court, in S.RM. M. CT. M. Tiruppani Trust v. CIT (1998) 230 ITR 636, ruled that the 

assessee-trust, which applied its income for charitable purposes by purchasing a building for 

use as a hospital, was entitled to exemption under section 11(1) in respect of such income. 

The ratio of the decision squarely applies to the case of the charitable trust  in  question.  

Therefore, the charitable trust is justified in claiming that the purchase of  the build ing 

amounted  to application of its income for charitable purposes. 

Under section 11(1A), where the whole of the sale proceeds of a capital asset held  by  a  

charitable trust is utilised by it for acquiring another capital asset, the capital gain  arising  

therefrom is deemed to have been applied to charitable purposes and would be exempt. 

Section 11(1A) does not make any distinction between a long-term capital asset and a short-

term capital asset. The claim of the charitable trust to the effect that the capital gain is 

deemed to have been applied to charitable purposes is tenable in law. 

 

Question 10 

A Pavitra charitable trust registered under Section 12AA, for the previous year ending 

31.3.2021, derived gross income of ` 25 Lacs, which consists of the following: 
 

 (` in Lacs) 

(a) Income from properties held by trust (net) 12 

(b) Income (net) from business (incidental to main objects) 5 

(c) Voluntary contributions from public 8 

The trust applied a sum of ` 11.60 lacs towards charitable purposes during the year 

which includes repayment of loan taken for construction of orphanage ` 3.60 lacs. 

Determine the taxable income of the trust for the assessment year 2021-22. (4 

Marks Nov 21) 

Answer 10 

Computation of taxable income of Pavitra charitable trust 
 

 Particulars Rs. 

(i) Income from property held under trust (net) 12,00,000 

(ii) Income (net) from business (incidental to main objects) 5,00,000 

(iii) Voluntary contributions from public  

 

 
  8,00,000 

Voluntary contribution made with a specific  direction  towards  

corpus are alone to be excluded under section 11(1)(d).  In  this 

case, there is no such direction and hence, included. 

 25,00,000 

Less: 15% of the income eligible for retention / accumulation 

without any conditions 

  3,75,000 

21,25,000 

Less: Amount applied for the objects of the trust 

(i) Amount spent for charitable 

purposes (Rs. 11,60,000 - Rs. 

3,60,000) 

(ii) Repayment of loan for construction of orphan home 

 

 
8,00,000 

3,60,000 

Taxable Income 9,65,000 
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Chapter 9 
 

 Charitable & Religious Trusts and Institutions, Political Parties and Electoral 

Trusts 

Question 1 

M/s Mahan Charitable Trust is  running an  Educational Institution with  hostel facility for  the 

orphan children. It is registered under section 12AA. 

The details of income and expenditure of the Trust are as given below: 

(a) Voluntary contributions received during the year ` 150 lakhs. 

This includes: 

(i) Corpus donation ` 20 lakhs 

(ii) Donation of ` 20 lakhs from Mr. Michael, a foreign donor, which was  received  on 

31-3-2019. 

(b) Salary paid to teachers and administrative staff ` 40 lakhs. 

(c) Other general expenses ` 10  lakhs include payment to grocery stores of  ` 30,000  by 

crossed cheque. 

(d) A land belonging to the Trust in a nearby village which was purchased in the year 2013-

14 for ` 5 lakhs was sold for ` 10.50 lakhs and another land adjacent to the  Trust 

premises was purchased for ` 12 lakhs to be used as playground for the children. 

(e) Five laptops costing ` 50,000 each were purchased during the year for teaching 

purposes. 

(f) The Trust had accumulated ` 30 lakhs under section 11(2) in the financial year 2014-15 

for constructing a school building. Amount spent for the said purpose till 31-3-2019 

was ` 27 lakhs. The project is completed with a saving in project cost. 

(g) Two additional rooms measuring 1500 sq. ft each was constructed in the existing 

hostel for the children. Cost of construction is ` 1200 per sq. ft. 

(h) It made a corpus donation of ` 20 lakhs to a charitable trust registered u/s 12AA having 

similar objects. 

Compute taxable income of Mahan Charitable Trust for the assessment year 2019-20. 

Support your answer with necessary working notes. (8 Marks May ‘19) 

Answer 1 

Computation of total income of M/s. Mahan Charitable Trust for the A.Y.2019-20 

 

Particulars ` ` 

Voluntary contributions received during the year  1,50,00,000 

Less: Corpus Donation   20,00,000 

 

Income from property held under trust [Capital 

Gains from sale of land (` 10.50 lakhs – ` 5 lakhs)3] 

1,30,00,000 

  5,50,000 

 

Less: 15% of income eligible for being set apart 

without any condition4 

1,35,50,000 

   20,32,500 
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Less: Amount applied for charitable purposes 

 1,15,17,500 

Salary paid to teachers and administrative 

staff 

40,00,000  

General expenses [` 10,00,000 – ` 30,000, 

payment by crossed cheque disallowed due 

to application of section 40A(3)] 

9,70,000  

Capital gains re-invested in purchase of 

land for the purpose of the trust deemed to 

be applied for charitable purposes [` 10.50 

lakhs – ` 5 lakhs] 

5,50,000  

Excess of purchase price of new land over 

sale consideration of old land treated as 

application of income, since the new land is 

used for the purpose of the trust [` 12 lakhs 

– ` 10.50 lakhs] 

1,50,000  

- Cost of laptops purchased for teaching 

purposes [` 50,000 x 5] 

2,50,000  

- Cost of construction of hostel rooms [2 x ` 

1200 x 1500 sq. ft] 

36,00,000  

- Corpus donations of ` 20 lakhs to a trust 

registered u/s 12AA not permissible as 

deduction 

 

  Nil 

 

 

 95,20,000 

 

Amount accumulated for constructing a school 

building (` 30 lakhs) less amount actually spent (` 27 

lakhs) taxable in the P.Y.2019-20 (A.Y.2020-21), 

being  the  year immediately succeeding the 

P.Y.2018-19 (A.Y.2019-20), the year in which project 

is completed 

19,97,500 

 

 

  Nil 

Total income [See Note below] 19,97,500 

Note – If the trust exercises the option to apply the donations received (to the 

extent  of ` 17.475 lakhs, being taxable portion of income of the trust i.e., 

` 19,97,500 – 

` 2,50,000, the basic exemption limit) from Mr. Michael on  31.3.2019 on  or  

before  the due date of filing of return u/s 139(1) in the prescribed form, the 

income would be deemed to  have been applied  for  charitable  purposes in  

the A.Y.2019-20. However, 

` 17.475 lakhs should be applied before the end of the previous year 2019-20. 

3Since the question does not specify the CIIs, indexation has been ignored 

4As per the Supreme Court ruling in CIT v. Programme for Community Organisation (2001) 116 

Taxman 608, 15% of gross receipts would be eligible for accumulation under section 11(1)(a). 

Alternatively, on the basis of the plain reading of section 11(1)(a), 15% of income [i.e., 15% of ` 

85,80,000 (` 1,35,50,000 - ` 40,00,000 – ` 9,70,000)] would be eligible to be set apart. 

 

Question 2 

GVB Charitable Trust engaged in the activities of running a charitable hospital  and  medical 
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college since 8 years, has been merged with a Corporate hospital on 31st March, 2019. The said 

Corporate  Hospital is  not eligible for registration under section 12AA of  the Act. The position of 

assets and liabilities of the Charitable trust as on the date of  merger are furnished as under: 

A:     Properties and Assets : ` 

(a) Shares and securities held by Trust acquired out of agricultural 

income exempt u/s 10(1) of the Act: 25 lakhs 

(b) Book value of Quoted shares and securities: 35 lakhs Market 

value (Average of lowest and highest price of such 

shares as on date of merger quoted on recognised stock exchange) 40 lakhs 

(c) Book value of Land and Buildings held  by Trust: 60 lakhs Value 

of Immovable Properties (Land & Buildings) as per valuation 

report from Registered Valuer: 40 lakhs 

Stamp Duty value: 38 lakhs 

The Trust was created on 1st January, 2013 and obtained 

registration under section 12AA on 31st March, 2013. 

(d) The Trust holds 40% of equity shares in an unlisted company and the financial 

position of said unlisted company as on date of merger is as under : ` 

Book value of assets (other than  immovable property) 25 lakhs 

Fair Market value of Immovable Property 45 lakhs 

Reserves and Surplus 15 lakhs 

Provision for taxation 5 lakhs 

Total amount of Paid-up Equity  Share Capital 25 lakhs 

 

B:  Liabilities: 

(a) Liability in respect of shares and  securities (unlisted) 8 lakhs 

(b) Bank Liability in respect of quoted shares and securities 15 lakhs 

(c) Advance Tax paid5 12 lakhs 

Compute the tax liability, if any, of Charitable Trust, arising out of above merger, giving 

explanation for treatment of each item in the context of relevant  provisions  contained in 

the Act. Assume that the trust has no tax liability in respect of other activities undertaken 

during previous year 2018-19. (8 Marks Nov ‘19) 

5 Should have been shown under A: Properties and assets 

Answer 2 

Computation of exit tax payable by GVB Charitable Trust 

As per section 115TD, the accreted income of “GVB Charitable Trust”, registered u/s 12AA, would be 

chargeable to tax at maximum marginal rate@34.944% [30% plus surcharge@12% plus cess@4%] on 

its merger with another entity not registered u/s 12AA. 

Particulars Amount (`) 

Aggregate FMV of total assets as on 31.3.2019, being the specified 

date (date of merger) [See Working Note 1] 

1,08,00,000 
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Less: Total liability computed in accordance with the  prescribed 

method of valuation [See Working Note 2] 

 

 23,00,000 

Accreted Income  85,00,000 

Tax Liability@34.944% of ` 85,00,000  29,70,240 

Working Note 1   

Aggregate fair market value of total assets on the specified date  

Share and securities held by the trust, which are acquired out of 

agricultural income exempt u/s 10(1) shall be ignored by virtue of 

proviso to section 115TD(2). 

Nil 

Quoted shares and securities 

[The fair market value of quoted shares would be average of  the  

lowest and highest price of such shares quoted on the  recognized 

stock exchange on the specified date i.e., 31.3.2019] 

40,00,000 

Land and building, being immovable property 

[The fair market value of land and building would be higher of 

` 40,00,000 i.e., price that it would ordinarily fetch if sold in the open 

market as per registered valuer’s certificate and ` 38,00,000, being 
stamp duty value as on the specified date i.e., 31.3.2019] 

40,00,000 

Equity shares in an unlisted company:   

Book value of assets (other than immovable property) 25,00,000  

Fair market value of immovable property 45,00,000  

 70,00,000  

Less: Book value of liabilities in the balance sheet: 

[Provision for taxation not to be included in the 

liabilities; total amount of paid up share capital and 

reserves and 

surplus would also not be included in liabilities] 

 

 

 
  Nil 

 

 70,00,000  

Value of unlisted shares held by GVB Charitable trust 

[70,00,000 x 40%] 

  

  28,00,000 

  1,08,00,000 

Working Note 2 

Particulars Amount 

(in `) 

Total liability  

8,00,000 Liability in respect of unlisted shares and securities 

Bank liability in respect of quoted shares and securities 15,00,000 

Total liability of Charitable Trust 23,00,000 

 

Question 3 

Asma Rani Public Charitable Trust runs a hospital cum Rehabilitation Centre to treat patients 

suffering from leprosy. The trust is registered u/s 12AA and  following  cash  system of 

accounting, furnishes the following information: 

 Gross Receipts from Hospital ` 220 Lakhs 

 Gross Receipts from Rehabilitation ` 36 lakhs 
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 Fees not realized from patients as  at 31/3/2020 ` 335 Lakhs 

 Administration Expenses paid  for hospital ` 560 Lakhs 

 Administration Expenses paid for Rehab. Centre ` 138 Lakhs 

 Acquired a building for ` 150 lakhs on 1/5/2019 for expansion of  Rehab.  centre  (Cost 

of land included therein ` 85 lakhs). Stamp duty  value of Land & Building on  the date 

of registration was ` 185 lakhs. 

 Grant received from State Govt. ` 7.50 lakhs 

 Administration expense includes payments of ` 12 lakhs to resident doctors & 

contractors on which TDS is required to be deducted u/s 192 & 194C but such TDS has 

not been deducted. 

 Voluntary contributions (including Corpus Donations for ` 10 lakhs) is ` 20 Lakhs. These 

contributions are included in Gross Receipts of hospital. 

 Anonymous donations received ` 8 Lakhs. 

 Amount donated to Jan Kalyan Trust registered u/s 12AA running similar hospital in 

Bihar (includes Corpus donation of ` 5 Lakhs from hospital receipts) - ` 11 Lakhs. 

 Repayment of loan taken earlier for construction of Rehab. Centre - ` 6.65 Lakhs. 

 The trust set apart ` 25 lakhs  for acquiring another table &  equipment for OT  but  the 

amount was spent in October 2020. Form 10 was filed and A.O.  was  duly informed as 

required u/s 11(2). Investment made in the units of UTI  (mode  prescribed u/s 11(5)) 

of ` 15 lakhs upto 31 /03/2020. 

Compute the Total Income of the trust and its I.T. Liability for the A.Y. 2020-21. (10 Marks Nov 

‘20) 

 

Answer 3 

Computation of total income of Asma Rani Public Charitable Trust for the A.Y.2020-21 

 

Particulars ` in lakhs ` in lakhs 

Gross receipts from Hospital (other than voluntary 

contribution of ` 20 lakhs) 

 540.000 

Gross receipts from Rehabilitation Centre 220.000 

Grant received from State Govt. [See Note 3 below] 7.500 

Fees not realized from patients as at 31.3.2020 (not 

includible, since trust follows cash system of 

accounting) 

 

  - 

 

Add: Voluntary contributions other than

 corpus donations of ` 10 lakhs 

767.500 

  10.000 

 

Add: Anonymous donations [to the extent not 

chargeable to tax@30% u/s 115BBC(1)(i)] [See 

Notes 1 & 2 below] 

777.500 

   1.400 

 778.900 
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Less: 15% of income eligible for being set apart 
without any condition4 116.835 

 662.065 

Less: Amount applied for charitable purposes   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

632.050 

- On revenue account – Administrative 

expenses: For Hospital (Out of ` 335 lakhs,  `  

3.6  lakhs, being 30% of  12  lakhs, would  be  

disallowed, since tax  is  not  deducted  u/s  

192  &  194C  on  such amount paid to 

resident doctors & contractors) 

 

 

 

331.40 

For Rehabilitation Centre 138.00 

- On capital account – Land & Building 

[Section 56(2)(x) is not attracted in  respect  of  

value of property received by a trust or 

institution registered u/s 12AA] 

150.00 

- Donation to Jan Kalyan Trust registered u/s 12AA 

[allowable since the same is out of current year 

income of the trust, even though the objects 

of the trust  are  different.  Only  corpus  

donations  are  not permissible to other trusts 

registered u/s 12AA. Thus, out of ` 11 lakhs, ` 5 

lakhs towards corpus are not allowable as 

deduction.] 

 

 

6.00 

- Repayment of loan taken earlier for 

construction of Rehab. Centre 

 

  6.65 

 30.015 

Less: Amount set apart for acquiring another table 

& equipment for OT ` 25 lakhs would be treated as 

application for the previous year 2019-20 to the  

extent  of ̀  15 lakhs, being the amount of investment 

made in units of UTI, a mode prescribed u/s 11(5) 

15.000 

 

 

 

_____ 

Total income [other than anonymous donation 

taxable@30% under section 115BBC(1)(i)] 

15.015 

Add: Anonymous donation taxable @30%

 u/s 115BBC(1)(i) [See Note 2 below] 

 

   6.600 

Total Income of the trust (including anonymous 

donation taxable@30%) 

 

21.615 

Computation of tax liability of the trust for the A.Y. 2020-21 

 

Particulars ` 

Tax on total income [Excluding anonymous donations] 2,62,950 

[` 5,01,500 x 30% + ` 1,12,500] 

Tax on anonymous donations taxable@30% [` 6,60,000 x 30%] 1,98,000 

 4,60,950 

Add: Health and education cess @4%    18,438 
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Total tax liability 4,79,388 

Total tax liability (rounded off) 4,79,390 

Notes: 

(1) As per section 115BBC(1)(i), the anonymous donations in excess  of  the higher of  the 

following would be subject to tax@30%; 

- ` 1.40 lakh, being 5% of the total donations received i.e., 5% of ` 28 lakh [Voluntary 

contributions including Corpus donations ` 20 lakhs (+) Anonymous donations ` 8 

lakhs]; or 

- ` 1 lakh 

Therefore, anonymous donations of ` 6.60 lakh (` 8 lakh – ` 1.4 lakh) would be subject to 

tax@30% under section 115BBC(1)(i). 

Such anonymous donations which are subject to tax@30 % are not eligible for the 

benefit of exclusion from total income under sections 11 and 12 

(2) As per the plain reading of section 13(7), it appears that the entire anonymous 

donations may not be eligible for benefit of exclusion from total income under sections 

11 and 12. If this view is taken, then ` 1.40 lakhs should not be added to ` 777.50  lakhs 

for 15% unconditional exemption. Accordingly, ` 116.625 lakhs, being 15% of 

` 777.50 lakhs would be the income eligible for accumulation without any condition. 

Computation of total income and tax liability would, accordingly, change. 

(3) Grants of ` 7.50 lakhs received from State Govt. are not included in the  total  donations, 

in the above solution, while computing the limit of 5% of total donations u/s 115BBC(1). 

This view is taken since Govt. grants are generally given subject to stipulated conditions. 

However, in Income-tax Form ITR-7, Government grants are included in the total 

donations for the purpose of computing limit of 5% of total  donations u/s 115BBC(1). 

Hence, the solution can also be worked out by including government grants in total 

donations for computing the limit of 5% of total donations. 

(4) As per amendment: From FY 2020-21, Any amount credited or paid, out of income to 

any university or other educational institution or any hospital or other medical 

institution referred to in sec 10(23C)(iv)(v)(vi)(via) being contribution with a specific 

direction that it shall form part of the corpus, shall not be treated as application of 

income for charitable or religious purposes. Therefore, now NO deduction if Corpus 

donation is given to both, trust u/s 12AA and Institutions etc u/s 10(23C). 

Question 4 

Mr. Lal Singh created Lal Singh Welfare Trust in June 2019 by duly executing in writing a trust 

deed. He appointed Ms. Vinita  as the trustee. The trust was created to take care  of his old 

parents and his 2 uncles (both being older brothers of his father) where all are dependent on 

Mr. Lal Singh and continue to live together in their native village in  Rajasthan. The income 

arising out of assets of the trust is to be allocated amongst the beneficiaries each year as per 

the sole discretion of Ms. Vinita. The beneficiaries to the trust have no other source of income. 

The income of the trust during P.Y. 2019-20 was ` 10 lakhs. Calculate the tax liability of the trust 

for A.Y.  2020-21.  Would  your  answer differ if father of Mr.  Lal  Singh was  receiving a monthly 

pension  of ` 25,000 apart from  the trust? (6 Marks Nov ‘20) 

Answer 4 

(i) Lal Singh Welfare Trust is created by Mr. Lal Singh to take care his old parents and his  two 
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uncles, being relatives dependent on him for support and maintenance. It is created by duly 

executing in writing a trust deed and Ms. Vinita, being a trustee, is given the discretionary 

power to decide the allocation of the income each year. Lal Singh Welfare trust can, therefore, 

be regarded as a discretionary trust. 

A discretionary trust will be liable to tax at the  maximum marginal rate of income-tax   on its 

entire income. However, where none of the beneficiaries have any other income chargeable 

to tax exceeding the basic exemption limit in the case of an AOP and none of the beneficiaries 

is a beneficiary under any other trust, the income would be chargeable to tax at the rate 

applicable to the income of an association of persons. 

Since the beneficiaries of the trust have no other source of income, the income of ` 10 lakh of 

the trust is taxable applying the normal slab rates. Thus, the tax liability would be ` 1,17,000 

(` 1,12,500 plus health and education cess@4%) 

(ii) Tax liability would remain same i.e., ` 1,17,000 even if father of  Mr.  Lal  Singh  is receiving 

monthly pension of ` 25,000 apart from  the  trust,  since  his  total  income i.e.,  ` 2,50,000  [` 

3,00,000  (`  25,000  x  12)  less  standard  deduction  u/s  16(ia)  of ` 50,000] would not exceed 

the maximum amount not chargeable to tax i.e., ` 2,50,000. 

 

Question 5 

GNK Trust, a charitable trust following accrual system of accounting registered under Section 

12AA of the Income-tax Act, provides services in the field of education.  It  furnishes the 

following particulars to you with respect to previous year 2019-20: 

 

Particulars ` 

Gross Receipts received from students 24,41,000 

Voluntary Contribution (including anonymous donation ` 

1,85,000) 

5,20,000 

Dividend from Indian Companies 5,40,000 

Income from mutual funds registered under section 10(23D) 2,85,000 

Agricultural income 4,79,000 

The following amounts are spent for the purposes of the trust: 

 

Particulars 

  

` 

Amount set aside during the year to be applied in  the next 4 years for  

the purposes of the trust. 

2,54,000 

Payment to Mr. Lohia, one of the trustees, as rent  for  the  building 

where the trust carry on its activities. The rent for similar property is 

` 2,50,000. 

1,47,000 

During the year, the trust invited foreign teachers but  made  the  

payment in the next Financial Year 

1,96,000 

Other expenses for the purposes of the trust 16,79,000 

Compute the total income of the trust and also the tax liability in order to avail  the 

maximum benefits under the provisions of Income-tax  Act, 1961. (8 Marks Jan ‘21)) 
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Answer 5 

Computation of total income of GNK Trust for the A.Y.2020-21 

Particulars ` ` 

Gross receipts from students  24,41,000 

Add: Voluntary contributions other than anonymous 

donation of ` 1,85,000 

   3,35,000 

 

Add: Dividend from Indian Companies [Exemption u/s 

10(34) would not be available, since trust is 

registered u/s 12AA As per amendment Dividend 

is now taxable in the hands of the recipient] 

 

5,40,000 
27,76,000 

Income from mutual funds registered u/s 10(23D) 

[Exemption u/s 10(35) would not be available, 

since trust is registered u/s 12AA] 

2,85,000  

Agricultural income [Exemption u/s 10(1) would 

be available, even though the trust is registered 

u/s 12AA]] 

 

_____Nil 

 

   8,25,000 

 36,01,000 

Add: Anonymous donations [to the extent not 

chargeable to tax@30% under section 

115BBC(1)(i)] [` 26,000, being 5% of total 

donations of ` 5,20,000 or 

` 1,00,000, whichever is higher] 3 

  

 

  1,00,000 

  37,01,000 

Less: 15% of income eligible for being set apart 

without any condition4 

    5,55,150 

 

Less: Amount applied for charitable purposes 

 31,45,850 

- Payment of rent for the building to Mr. Lohia 1,47,000  

- Amount payable to foreign teachers for services 

rendered and utilised in India [though 

payment made to the teachers next year, the 

same is deductible during the current 

previous year, since the trust follows accrual 

system of accounting] 

1,96,000  

- Other expenses 16,79,000 20,22,000 

 11,23,850 

Less: Amount set aside during the year to be  

applied in the next 4 years 

  2,54,000 

Total income [other than anonymous

 donation taxable@30% u/s 115BBC(1)(i)] 

8,69,850 

Add: Anonymous donation taxable @30%

 u/s 115BBC(1)(i) [See Note below] 

 

  85,000 

Total Income of the trust (including anonymous 

donation taxable@30%) 

  9,54,850 
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Computation of tax liability of the trust for the A.Y. 2020-21 

Particulars ` 

Tax on total income of ` 8,69,850 i.e., total  income  (excluding 

anonymous donations chargeable to tax@30% u/s 115BBC)  [` 

3,69,850 x 20% plus `12,500] 

86,470 

Tax on anonymous donations taxable@30% [` 85,000 x 30%]    25,500 

 1,11,970 

Add: Health and education cess@4%   4,479 

Total tax liability 1,16,449 

Total tax liability (rounded off) 1,16,450 

Note - To avail the maximum benefit, the amount set aside should be invested in modes 

specified under section 11(5) and intimated to  the Assessing  Officer  before the due date 

of filing of return. 

 

Question 6 

Tutsi Foundations, a public charitable and religious trust registered under section 12AA, 

runs a hospital and also owns a temple. It furnishes you the following information for the 

year ended 31st March, 2021: 

(i) Gross receipts from hospital ` 200 Lakhs. 

(ii) Voluntary contributions (not included in gross receipts) received from  public  

amounted to ` 35 lakhs. It includes corpus donation of ` 5 lakhs and anonymous 

donation ` 10 lakhs. Out of the anonymous donations of ` 10 lakhs, ` 8 lakhs are made 

to the donation box of temple. 

 

3 TDS on dividend has to be deducted to arrive at the net tax payable. The question, however, asks only 

for tax liability 

(i) Operational expenses incurred for the hospital amounted to ` 94 lakhs and for the 

temple amounted to ` 15·lakhs. 

(ii) On 1st January 2021, ` 6 lakhs was paid to a contractor in cash for the overall 

maintenance of the hospital. This amount is included in the operational expenses of 

the hospital. 

(iii) On 1st May, 2020, the trust purchased and installed new computer software for ` 25 

lakhs for the hospital: The rate of depreciation is 40% as per the Income-tax Act, 1961. 

(iv) The trust gave donation of ` 12 lakhs to Balaji trust (having objects of charitable nature), 

registered under section 12AA, but not similar to the objects of the donor trust. 

Compute the total income and income tax liability of the trust for the A.Y. 2021-22 in such a 

manner that it can avail the optimal benefit within the four corners of law. (8 Marks July 21) 

 

Answer 6 

Computation of total income of Tulsi Foundations for the A.Y.2021-22 

Particulars ` ` 

Gross receipts from hospitals  2,00,00,000 
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Add: Voluntary contributions other than

 corpus donation and anonymous donation 

20,00,000 

Corpus donation [does not form part of total 

income] 

Nil 

Anonymous donations for temple [not subject to tax 

u/s 115BBC] 

 

8,00,000 

 2,28,00,000 

Add: Anonymous donations other than for temple 

[to the extent not chargeable to tax@30% u/s  

115BBC(1)(i)] [`1,75,000, being 5% of total 

donations of `35,00,000 or `1,00,000, 

whichever is higher] [See Note 1 at the end of 

the solution] 

  

 

 

 

    1,75,000 

 

Less: 15% of income eligible for being set apart 

without any condition [See Note 2 at the 

end] 

 2,29,75,000 

 
 34,46,250 

 

Less: Amount applied for charitable purposes 

 1,95,28,750 

- Operational expenses incurred for 

hospital and temple [` 94 lakhs + ` 15 

lakhs – 

` 6,00,000 not treated as application as 

payment to contractor made in cash4] 

1,03,00,000  

- Purchase of computer [it is beneficial  for the  

trust to claim cost of computer itself as 

application of income in the year asset is 

acquired. If the cost of asset is claimed as 

application, then, depreciation will not be 

allowed as deduction as per section 11(6)] 

25,00,000  

- Donation to  charitable  trust  registered  u/s  

12AA allowable as application, since it is 

not given with a specific direction that it 

shall  form part of corpus of the trust nor 

is it given out of accumulated income 

12,00,000  

 

 

 

1,40,00,000 

Total income [other than anonymous

 donation taxable@30% under section 

115BBC(1)(i)] 

 55,28,750 

Add: Anonymous donation taxable @30%

 u/s 115BBC(1)(i) [See Note at the end of 

the solution] 

  

  25,000 

Total Income of the trust  55,53,750 

 

 Computation of tax liability of the trust for the A.Y. 2021-22 

 

Particulars ` 
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Tax on total income of ` 55,28,750 i.e., total income [excluding 

anonymous donations of ` 25,000 chargeable to tax @30% u/s 

115BBC(1)(i)] [` 45,28,750 x 30% plus ` 1,12,500] 

14,71,125 

Tax on anonymous donations taxable@30% [` 25,000 x 30%]   7,500 

 14,78,625 

Add: Surcharge@10%, since total income exceeds ` 50 lakhs 

but does not exceed ` 1 crore. 

  1,47,863 

 16,26,488 

Add: Health and Education cess @4%     65,060 

Total tax liability 16,91,548 

Total tax liability (rounded off) 16,91,550 

Note - To avail the maximum benefit, the amount of ` 52,78,750 (i.e., Total 

income excluding anonymous donation taxable@30% u/s 115BBC i.e., ` 

55,28,750 – 

` 2,50,000, being the basic exemption limit) can be accumulated or set apart for 

such period not exceeding 5 years by exercising an option on or before the due 

date for filing return of income and such amount should be invested in modes 

specified u/s 11(5). 

4 Explanation 3 below section 11(1) read with section 40A(3) 

Notes: 

(1) As per section 13(7), anonymous donations subject to tax@30% under section 115BBC 

are not eligible for 15% unconditional exemption. However,  the  plain  reading of 

section 13(7) may give rise to an alternate view that the anonymous donations  

referred to in section 115BBC(1)(i) and (ii) may not be eligible for benefit   of exclusion 

from total income under sections 11 and 12. If this view is taken, then 

` 1,75,000 should not be added to ` 228,00,000 for 15% unconditional exemption. 

(2) As per the Supreme Court ruling in CIT v. Programme for Community Organisation 

(2001) 116 Taxman 608, 15% of gross receipts would be eligible for accumulation under 

section 11(1)(a). Accordingly,  in  the above solution, 15% of  gross  receipts has been 

considered. However, as per the plain reading of  section 11(1),  only  15% of income 

can be set apart without any conditions. 

On the basis of alternate views arising due to reasons stated in notes (1) &  (2) above, three 

alternative solutions have been worked out below - 

Alternative Answer 1 [Based on alternate view in Note 2] 

Computation of total income of Tulsi Foundations, a public charitable and 

religious trust, for the A.Y.2021-22 

Particulars ` ` 

Gross receipts from hospitals  2,00,00,000 

Add: Voluntary contributions other than  corpus  

donation and anonymous donation 

20,00,000 

Corpus donation [does not form part of total income] Nil 

Anonymous donations for temple [not subject to tax 

u/s 115BBC] 

  

    8,00,000 
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Less: Operational Expenses [` 94 lakhs + ` 15 lakhs – ` 6 

lakhs not treated as application as payment to 

contractor made in cash] 

 2,28,00,000 

  

1,03,00,000 

 

Add: Anonymous donations other than for temple [to 

the extent not chargeable to tax@30% under 

section 115BBC(1)(i)] [` 1,75,000, being 5% of total 

donations of ` 35,00,000 or ` 1,00,000, whichever is 

higher] 

 1,25,00.000 

  

    1,75,000 

 

Less: 15% of income eligible for being set apart without 

any condition 

 1,26,75,000 

 
   19,01,250 

 

Less: Amount applied for charitable purposes 

 1,07,73,750 

-     Purchase of computer [it is beneficial for the 

trust  to claim cost of computer itself as 

application of income in the year asset is 

acquired.  If  the cost  of asset is claimed as 

application, then, depreciation will not be 

allowed as deduction as per section 11(6)] 

 

 

25,00,00

0 

 

- Donation to charitable trust registered u/s 12AA 

allowable as application, since it is not given 

with a specific direction that it shall form part  

of  corpus of the trust nor is it given out of 

accumulated income 

 

 

 

12,00,00

0 

 

 

 

 

37,00,000 

Total income [other than anonymous

 donation taxable@30% under section 

115BBC(1)(i)] 

70,73,750 

Add: Anonymous donation taxable @30% u/s 

115BBC(1)(i) 
  25,000 

Total Income of the trust  70,98,750 

Computation of tax liability of the trust for the A.Y. 2021-22 

 

Particulars ` 

Tax on total income of ` 70,73,750 i.e., total income [excluding 

anonymous donations of ` 25,000 chargeable to tax @30% u/s 

115BBC(1)(i)] [` 60,73,750 x 30% plus ` 1,12,500] 

19,34,625 

Tax on anonymous donations taxable@30% [` 25,000 x 30%]   7,500 

 19,42,125 

Add: Surcharge@10%, since total income exceeds ` 50 lakhs but 
does 

not exceed ` 1 crore. 

    1,94,213 

 21,36,338 

Add: Health and Education cess @4% 85,454 

Total tax liability 22,21,792 
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Total tax liability (rounded off) 22,21,790 

Note - To avail the maximum benefit, the amount of ` 68,23,750 (i.e., Total income 

excluding anonymous donation taxable@30% u/s 115BBC i.e., ` 70,73,750 –  ̀

2,50,000, being the basic exemption limit) can be accumulated or set apart for 

such period not exceeding 5 years by exercising an option on or before the due 

date for filing return of income and such amount should be invested in modes 

specified u/s 11(5). 

Alternative Answer 2 [Based on alternative view in Note 1] 

Computation of total income of Tulsi Foundations for the A.Y.2021-22 

 

Particulars ` ` 

Gross receipts from hospitals  2,00,00,000 

Add: Voluntary contributions other than

 corpus donation and anonymous donation 

 20,00,000 

Add: Corpus donation [does not form part of total 

income] 

 Nil 

Add: Anonymous donations for temple [not 

subject to  tax u/s 115BBC] 

  

8,00,000 

 

Less: 15% of income eligible for being set apart 

without any condition5 

 2,28,00,000 

 
  34,20,000 

 

Less: Amount applied for charitable purposes 

 1,93,80,000 

- Operational expenses incurred for 

hospital and temple [` 94 lakhs + ` 15 

lakhs – 

` 6,00,000 not treated as application as 

payment to contractor made in cash6] 

1,03,00,000  

- Purchase of computer [it is beneficial for 

the 

25,00,000  

trust to claim cost of computer itself as 

application of income in the year asset is 

acquired. If the cost of asset is claimed as 

application, then, depreciation will not be 

allowed as deduction as per section 11(6)] 

 

 

 

 

 

 

 

 

  12,00,000 

 

 

 

 

 

 

 

 

1,40,00,000 

- Donation to  charitable  trust  registered  u/s  

12AA allowable as application, since it is 

not given with a specific direction that it 

shall  form part of corpus of the trust nor 

is it given out of accumulated income 

Total income [other than anonymous donation 

taxable u/s 115BBC(1)(i) and (ii)] 

53,80,000 
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Add: Anonymous donations other than for  temple  

[to the extent not chargeable to tax@30% 

under section 115BBC(1)(i)] [` 1,75,000, being 

5% of total donations of ` 35,00,000 or ` 

1,00,000, whichever is higher] 

 

 

 

 

1,75,000 

Add: Anonymous donation taxable @30%

 u/s 115BBC(1)(i) 

 

  25,000 

Total Income of the trust 
 55,80,000 

5As per the Supreme Court ruling in CIT v. Programme for Community Organisation (2001) 116 Taxman 

608, 15% of gross receipts would be eligible for accumulation under section 11(1)(a). 

6 Explanation 3 below section 11(1) read with section 40A(3) 

 

Computation of tax liability of the trust for the A.Y. 2021-22 

 

Particulars ` 

Tax on total income of ` 55,55,000 i.e., total  income  [excluding 

anonymous donations of ` 25,000 chargeable to tax @30% u/s 

115BBC(1)(i)] [` 45,55,000 x 30% plus ` 1,12,500] 

14,79,000 

Tax on anonymous donations taxable@30% [` 25,000 x 30%]   7,500 

 14,86,500 

Add: Surcharge@10%, since total income exceeds ` 50 lakhs but does 

not exceed ` 1 crore. 
1,48,650 

 16,35,150 

Add: Health and education cess @4%     65,406 

Total tax liability 17,00,556 

Total tax liability (rounded off) 17,00,560 

 

 

Alternative Answer 3 [Based on alternative views given in Notes 1 and 2] Computation 

of total income of Tulsi Foundations for the A.Y.2021-22 

Particulars ` ` 

Gross receipts from hospitals  2,00,00,000 

Add: Voluntary contributions other than corpus donation and 

anonymous donation 

 20,00,000 

Corpus donation [Does not form part of total income]  Nil 

Anonymous donations for temple [not subject to tax u/s 

115BBC] 

  

  8,00,000 

  2,28,00,000 

Note - To avail the maximum benefit, the amount of ` 51,30,000 (i.e., Total income 

excluding anonymous donation taxable u/s 115BBC(1) i.e., ` 53,80,000 – ` 2,50,000, 

being the basic exemption limit) can be accumulated or set apart for such period not 

exceeding 5 years by exercising an option on or before the due date for filing return 

of income and such amount should be invested in modes specified u/s 11(5). 
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Note - To avail the maximum benefit, the amount of ` 66,75,000 (i.e., Total income 

excluding anonymous donation taxable u/s 115BBC(1) i.e., ` 69,25,000 – ` 2,50,000, 

being the basic exemption limit) can be accumulated or set apart for such period not 

exceeding 5 years by exercising an option on or before the due date for filing return of 

income and such amount should be invested in modes specified u/s 11(5). 

Less: Operational Expenses: [` 94 lakhs + ` 15 lakhs – 

` 6 lakhs not treated as application as payment to contractor 

made in cash] 

 
1,03,00,000 

 

Less: 15% of income eligible for being set apart without 

any condition 

 1,25,00,000 

 
  18,75,000 

 

Less: Amount applied for charitable purposes 

 1,06,25,000 

- Purchase of  computer  [it  is  beneficial  for  the trust 

to claim cost of computer itself as application of 

income in the year asset is acquired. If the cost of 

asset is claimed as application, then, depreciation 

will not be allowed as deduction as per section 

11(6)] 

25,00,000  

- Donation to charitable trust registered u/s 12AA 

allowable as application, since it is not  given with 

a specific direction that it shall form part of corpus 

of the trust nor is it given out of accumulated 

income 

 

 

 

12,00,000 

 

 

 

   37,00,000 

Total income [other than anonymous donation taxable u/s 

115BBC(1)(i) and (ii)] 

69,25,000 

Add: Anonymous donations other than for temple [to the 

extent not chargeable to tax@30% under section 

 

1,75,000 

115BBC(1)(i)] [` 1,75,000, being 5% of total donations 

of ` 35,00,000 or ` 1,00,000, whichever is higher] 

  

 

 

  25,000 
Add: Anonymous donation taxable @30% u/s 

115BBC(1)(i) 

Total Income of the trust  71,25,000 

Computation of tax liability of the trust for the A.Y. 2021-22 

 

Particulars ` 

Tax on total income of ` 71,00,000 i.e., total income [excluding 

anonymous donations of ` 25,000 chargeable to tax @30% u/s 

115BBC(1)(i)] [` 61,00,000 x 30% plus ` 1,12,500] 

19,42,500 

Tax on anonymous donations taxable@30% [` 25,000 x 30%]   7,500 

 

Add: Surcharge @10%, since total income exceeds ` 50 lakhs 

but does not exceed ` 1 crore. 

19,50,000 

  1,95,000 

 21,45,000 

Add: Health and Education cess @4%   85,800 

Total tax liability 22,30,800 

Total tax liability (rounded off) 22,30,800 
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Chapter 14  

Deduction, Collection & Recovery of Tax 

Question 1 

Mr. Sanjay, a salaried individual,  pays brokerage of ` 40 lakhs on 5.1.2020 to buy a residential 

house. His father, Mr. Hari, a retired pensioner, makes contract payments of ` 15 lakhs, ` 25 lakhs 

and ` 12 lakhs on 28.9.2019, 3.11.2019 and 15.2.2020 for reconstruction of residential house. With 

respect to the above payments made by Mr. Sanjay and Mr. Hari, which of the following statements 

is correct?  (May ’20) 
 

(a) Neither Mr. Sanjay nor Mr. Hari is required to  deduct tax  at  source, since they  are 

not subject to tax audit, on account of being a salaried individual and pensioner, 

respectively. 

(b) Both Mr. Sanjay and Mr. Hari are required to deduct tax at source under the 

provisions of the Income-tax Act, even though they are not subject to tax audit. 

(c) Mr. Sanjay is required to deduct tax at source but Mr. Hari is not required to  

deduct tax at source. 

(d) Mr. Hari is required to deduct tax at source but Mr. Sanjay is not required to  

deduct tax at source. 

Answer 1 

The Answer is  (d) 

 

Question 2 

Mr. Rajesh and Mr. Brijesh, resident individuals, received ` 12 lakhs  each  on  31.3.2020 on 

maturity of life insurance policy taken on  31.3.2012 and 1.4.2012, respectively, the  sum assured 

of which is ` 10 lakhs. They had paid an annual premium of ` 1.10 lakhs each. Are provisions of  tax 

deduction at  source attracted on maturity proceeds received  by Mr. Rajesh and Mr. Brijesh?  

(May ’20) 
 

(a) Yes;  Tax  is  deductible  at  source  on  maturity  proceeds  received  by   

both   Mr. Rajesh and Mr. Brijesh, since the annual premium is more than ` 

1,00,000, being 10% of ` 10 lakhs. 

(b) No; Tax is not deductible  at  source  on  maturity  proceeds  received  by  

either Mr. Rajesh or Mr. Brijesh, since the annual premium is less than `  

1,20,000,  being 10% of ` 12 lakhs. 

(c) No  tax is deductible at source on maturity proceeds received by Mr. Rajesh. 

Tax  is deductible at source on maturity proceeds received by Mr. Brijesh 

and the tax deductible at source is ` 12,000 

(d) No tax is deductible at source on maturity proceeds received by Mr. Rajesh. 

Tax is deductible at source on maturity proceeds received by Mr. Brijesh and 

the tax deductible at source is ` 16,000. 

(As per amendment -For AY 2020-21 the TDS rates have been reduced from 5% to 

3.75%) (As per amendment 12,000) 

Answer 2 
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The Answer is  (d). Hence the answer as per amendment will change to (c). 

Question 3 

Gamma (P) Ltd., an Indian company established in the year 2007, reports total income of ` 22 lakh 

for the previous year ended 31st March, 2020. Tax deducted at source  by different payers 

amounted to ` 1,68,000 and tax paid in Country A on a doubly taxed income amounted to ` 30,000 

for which the company is entitled to relief under section 90 as per the double taxation avoidance 

agreement. 

During the year, the company paid advance tax as under: (May ’20) 
 

Date of 

payment 

Advance tax paid 

(`) 

13-06-2019 45,000 

14-09-2019 90,000 

13-12-2019 1,00,000 

14-03-2020 1,05,000 

The company filed its return of income for the A.Y. 2020-21 on 3rd November, 2020. 

Compute interest, if any, payable by the company under sections 234A, 234B and 234C and 

fee payable under section 234F. Assume that transfer pricing provisions are not applicable 

and that the company has not opted for the provisions of section 115BAA. 

Note – Turnover of Gamma (P) Ltd. for P.Y. 2017-18 is  ̀251 crore. 

Answer 3 

Interest under section 234A: Since the return of income has been furnished  by  Gamma 

(P) Ltd. on 3rd November, 2020 i.e., after the due date  for  filing  return  of income 

(30.9.2020), interest under section 234A will be payable for 2 months @ 1% 

p.m. on the amount of tax payable on the total income, as reduced by tax reliefs and 

prepaid taxes. 

 

Particulars ` 

Tax on total income (` 22,00,000 x 26%) [Since turnover of P.Y. 

2017- 18 does not exceed ` 400 crore, the rate of tax would be 

26%  (i.e.,  25% + HEC@4%)] 

5,72,000 

Less: Advance tax paid 3,40,000 

Less: Tax deducted at source 1,68,000 

Less: Relief of tax allowed under section 90    30,000 

Tax payable on self-assessment    34,000 

Interest under section 234A = ` 34,000 x 1% x 2 months= ` 680 

Interest under section 234B: Where the advance tax paid by the  assessee is  less  than 

90% of the assessed tax, the assessee would be liable to pay  interest  under section 234B. 

 

Computation of assessed tax ` 

Tax on total income (` 22,00,000 x 26%) 5,72,000 

Less: Tax deducted at source 1,68,000 

Less: Relief of tax allowed under section 90    30,000 
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Assessed tax 3,74,000 

90% of assessed tax = ` 3,74,000 x 90% = ` 3,36,600 

Since the advance tax paid by Gamma (P) Ltd. (` 3,40,000) is more than `  3,36,600,  being 

90% of the assessed tax (` 3,74,000), it is not liable to pay interest under section 234B. 

Interest under section 234C 

 

Particulars ` 

Tax on total income (` 22,00,000 x 26%) 5,72,000 

Less: Tax deducted at source 1,68,000 

Less: Relief of tax allowed under section 90    30,000 

Tax due on returned income/Total advance tax payable 3,74,000 

Calculation of interest payable under section 234C: 

 

Due Date 

for   

payment 

of 

advance 

tax 

Advance 

tax paid 

till date 

 

(`) 

Advance 

tax  

payable 

till date 

% 

Minimum % of 

tax due on 

returned 

income to be 

paid till date to 

avoid interest 

u/s 234C 

(c) 

Shortfall Interest 

% Amt (`) (`) (`) 

15.6.2019 45,000 15% 12% 44,880 - Nil (See Note 

below) 

15.9.2019 1,35,000 45% 36% 1,34,640 - Nil (See Note 

below) 

15.12.201

9 

2,35,000 75% 75% 2,80,500 45,500 45,500 x 1% 

x 

3 months 

= 1,365 

15.3.2020 3,40,000 100% 100

% 

3,74,000 34,000 34,000 x 1% 

= 340 

Interest payable under section 234C (Nil + Nil + ` 1,365 + ` 340) ` 1,705 

Note: Since the advance tax paid by Gamma (P) Ltd. on 13 th June, 2019 is more than 12% 

of the tax due on returned income (i.e., ` 3,74,000) and the advance tax  paid on 14th 

September, 2019 is more than 36% of the tax due on returned income, it  is  not liable to 

pay any interest under section 234C in respect of these two quarters. 

Fee under section 234F 

` 5,000 is payable under section 234F by way of  fee, since the return was  filed aft er the 

due date but before 31.12.2020. 

 

Question 4 

M Ltd. and N Ltd. are Indian companies which have to pay interest of ` 2 lakhs and ` 1 lakh outside 

India to Mr. P, a non-resident, during the P.Y.2019-20 on rupee denominated bonds issued in 

January, 2019 and April, 2019, respectively. Which of the following statements are correct relating 
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to liability of M Ltd. and N Ltd. to deduct tax at source on such interest payable to Mr. P? (Nov 20) 

(a) Both M Ltd. and N Ltd. do not have to deduct tax at source on such interest 

(b) Both M Ltd. and N Ltd. have to deduct tax at source@5.2% 

(c) M Ltd. does not have to deduct tax at source but N Ltd. has to deduct tax at 

source@5.2% 

(d) N Ltd. does not have to deduct tax at source but M Ltd. has to deduct tax at 

source@5.2% 

Answer 4 

The Answer is (c)  

 

Question 5 

Mr. Harsh has to pay ` 3 lakhs on 3.3.2021 to “Plan your trip”, a travel agency, for a  holiday 

package in Singapore and Malaysia for himself and his wife.  He  obtained a loan   of ` 10 lakhs 

for higher education of his  son studying in  Columbia University,  New York, on 20.3.2021 from 

SBI, and remitted the said sum through the same bank, which is  also  an authorised dealer. Is 

tax required to be collected at source from Mr. Harsh by travel agency and the bank? If so, how 

much? (May ’21) 
 

(a) No tax is required to be collected by the travel agency since the payment for 

overseas tour programme package is less than ` 7 lakhs; tax has to  be  

collected  by SBI@5% of ` 3 lakhs, being the amount in excess of ` 7 lakhs. 

(b) No tax is required to be collected by the travel agency since the payment for 

overseas tour programme package is less than ` 7 lakhs; tax has to  be  

collected  by SBI@0.5% of ` 3 lakhs, being the amount in excess of ` 7 lakhs. 

(c) Tax has to be collected by  the travel agency@5% on  `  3  lakhs; and by  

SBI@5% of ` 3 lakhs, being the amount in excess of ` 7 lakhs. 

(d) Tax has to be collected by the travel agency@5% on ` 3 lakhs; and by 

SBI@0.5%  of ` 3 lakhs, being the amount in excess of ` 7 lakhs. 

Answer 5 

The Answer is (d) 

 

Question 6 

Mr. Akash made the following cash withdrawals during the P.Y.2019-20 - (Nov 20) 

 

Date Amount From 

1.6.2019 ` 70 lakhs Bank of India 

1.7.2019 ` 45 lakhs Standard Chartered Bank (SCB) 

1.8.2019 ` 50 lakhs Bank of India 

1.9.2019 ` 15 lakhs SCB 

1.10.2019 ` 60 lakhs Repco Bank (Co-operative Bank) 

1.11.2019 ` 10 lakhs SBI 

1.12.2019 ` 10 lakhs Repco Bank 

2.1.2020 ` 15 lakhs SCB 

10.1.2020 ` 15 lakhs SCB 
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20.1.2020 ` 20 lakhs Repco Bank 

1.2.2020 ` 15 lakhs Repco Bank 

10.2.2020 ` 75 lakhs SBI 

20.2.2020 ` 15 lakhs SCB 

1.3.2020 ` 15 lakhs SBI 

Which of the above payers are required to deduct tax at source on cash withdrawals made 

by Mr. Akash in the P.Y.2019-20? 

(a) Bank of India & SCB 

(b) SCB, SBI & Repco 

(c) SCB, Repco & Bank of India 

(d) SCB & Repco 

Answer 6 

The Answer is (d) 
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Chapter 13  

Deduction, Collection & Recovery of Tax 

Question 1 

Mr. A, aged 59 years, won Rs. 60 lakh and Mr. B, aged 50 years, won Rs. 8 lakh from lotteries. 

Tax deductible at source under section 194B was duly deducted. Assuming that this is the 

only source of income of Mr. A and Mr. B for A.Y.2019-20, are Mr. A and Mr. B liable to pay 

advance tax for that year? 

(a) No, Mr. A and Mr. B are not liable to pay advance tax as tax deductible at source 

under section 194B has been fully deducted. 

(b) Yes, Mr. A and Mr. B are liable to pay advance tax on the balance tax liability arising 

out of levy of higher education cess. 

(c) Mr. A is liable to pay advance tax but Mr. B is not liable to pay advance tax 

(d) Mr. B is liable to pay advance tax but Mr. A is not liable to pay advance tax (2 Marks Oct 

19) 

Answer 1 

The Answer is (c) 

 

Question 2 

Mr. Vallish, employed as Manager with ABC Ltd. pays rent of Rs. 50,000 per month to his 

landlord. Which of the following statements are correct? 

(a) Mr. Vallish is liable to deduct tax@10% under section 194-I, since his annual rent 

exceeds Rs. 1,80,000. 

(b) Mr. Vallish is liable to deduct tax@5% under section 194-IB every month, since he 

pays rent of Rs. 50,000 per month. 

(c) Mr. Vallish is liable to deduct tax@5% under section 194-IB on the annual rent in the 

month of March, since he pays rent of Rs. 50,000 per month. 

(d) Mr. Vallish is not liable to deduct tax at source (1 Mark Oct 19) 

Answer 2 

The Answer is (d) 

 

Question 3 

Mr. Sanjay, a resident, and Mr. Andrew, a British citizen and a non-resident in India, are 

both sports commentators deriving income of Rs. 5 lakh from sports commentaries in 

India for A.Y. 2019-20. 

(i) Tax is deductible u/s 194J from remuneration payable to Mr. Sanjay 

(ii) Tax is deductible u/s 194E from remuneration payable to Mr. Andrew 

(iii) Tax is deductible u/s 195 from remuneration payable to Mr. Andrew 

(iv) Mr. Andrew is not required to file his return of income u/s 139, if tax deductible at 

source is fully deducted. 

(v) Mr. Sanjay is not required to file his return of income u/s 139, if tax deductible at source 
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is fully deducted. 

Which of the above statements are correct, assuming that this is the only source of income for 

Mr. Sanjay and Mr. Andrew? 

(a) (i), (ii) and (iv) 

(b) (i), (ii), (iv) and (v) 

(c) (i) and (iii) 

(d) (i), (iii) and (iv) (2 Marks Oct 19) 

Answer 3 

The Answer is (c) 

Question 4 

Mr. Hari has income of Rs. 52 lakhs under the head “Profits and gains of business or profession”.  

One of his businesses is eligible for deduction@100% of profits under section 80 -IA for A.Y.2019- 

20. The profit from such business included in the business income is Rs. 35 lakhs. Compute the 

tax payable (rounded off) by Mr. Hari for A.Y.2019-20, assuming that he has no other income 

during the P.Y.2019-20 and credit for alternate minimum tax, if any, to be carried forward - 

(a) Rs. 3,35,400; AMT credit to be carried forward is Nil.  

(b) Rs. 10,00,480; AMT credit to be carried forward is Rs. 6,65,080 

(c) Rs. 11,00,530; AMT credit to be carried forward is Rs. 7,65,130 

(d) Rs. 11,50,550; AMT credit to be carried forward is Rs. 8,15,150 

(2 Marks Oct 19) 

Answer 4 

 The Answer is (c) 

 

Question 5 

Mr. Rajesh is engaged in the profession of technical consultancy and his gross receipts for 

the P.Y.2018-19 is Rs. 45 lakhs. He does not maintain books of account. He is also a partner 

of a LLP, Rajesh LLP, which carries on the profession of technical consultancy. The gross 

receipts of Rajesh LLP during the P.Y.2018-19 is Rs. 48 lakhs. Which of the following 

statements are correct? 

(a) Mr. Rajesh and Rajesh LLP have to pay entire advance tax on or before 15th March, 

2019 

(b) Mr. Rajesh does not have to pay advance tax. However, Rajesh LLP has to pay 

the entire advance tax on or before 15th March. 

(c) Mr. Rajesh does not have to pay advance tax. However, Rajesh LLP has to pay 

advance tax in four instalments. 

(d) Mr. Rajesh has to pay entire advance tax on or before 15th March and Rajesh 

LLP has to pay advance tax in four instalments. (2 Marks Oct 19) 

Answer 5 

The Answer is (d) 
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Question 6 

T Ltd., a manufacturer of automobiles, sells premium model cars, the value of which ranges from 

above Rs. 10 lakh to Rs. 50 lakh and small cars, value of which ranges from Rs. 5 lakh upto Rs. 

10 lakh to its dealers across the country. Examine whether T Ltd. is liable to collect tax at source 

under section 206C on sale of these cars to the different dealers across the country.  

Also, examine the liability, if any, of dealers to collect tax at source on sale of these cars to the 

retail customers, if no part of the consideration is received in cash. (4 Marks Oct 19) 

Answer 6 

Section 206C(1F) provides for collection of tax at source@1% by the seller from the buyer, at the 

time of receipt of consideration for sale of motor vehicle, the value of which exceeds Rs. 10 lakhs. 

CBDT Circular No.22/2016 dated 8.6.2016 clarifies that this section has been inserted to cover all 

transactions of retail sales and accordingly, it will not apply to sale of motor vehicles by 

manufacturers to dealers. Hence, car manufacturers are not liable to collect tax at source under 

section 206C(1F). 

In respect of sale of premium model cars (of value ranging above Rs. 10 lakhs and upto Rs. 50 

lakhs) by dealers to retail customers, tax has to be collected at source@1% under section 

206C(1F), even if no part of the consideration is received in cash. 

As regards small cars of value ranging from Rs. 5 lakhs upto Rs. 10 lakhs, there is no requirement 

to collect tax at source. 

 

Question 7 

M/s Fitband Limited entered into an agreement for the warehousing of its products with Star 

Warehousing and deducted tax at source as per provisions of section 194C out of warehousing 

charges paid during the year ended on 31.03.2019. The Assessing Officer, while completing the 

assessment for A.Y. 2019-20 of Fitband Limited in April 2020, treated the warehousing charges 

as rent as defined in section 194-I and asked the company to make payment of difference 

amount of TDS with interest. It was submitted by the company that the recipient had already 

paid tax on the entire amount of warehousing charges and therefore, now the difference 

amount of TDS cannot be recovered. However, it will make the payment of due interest on the 

difference amount of TDS. Examine critically in the context of provisions contained in Income-

tax Act, 1961 as to the correctness of the submission of M/s. Fitband Ltd. (4 Marks Oct 19) 

Answer 7 

The first proviso to section 201 provides that the payer (including the principal officer of the 

company) who fails to deduct the whole or any part of the tax on the amount credited or 

payment made to a resident payee shall not be deemed to be an assessee-in-default in respect 

of such tax if such resident payee – 

(1) has furnished his return of income under section 139; 

(2) has taken into account such sum for computing income in such return of income; 

and 

(3) has paid the tax due on the income declared by him in such return of income, and 

the payer furnishes a certificate to this effect from an accountant in such form as 

may be prescribed. 

The date of deduction and payment of taxes by the payer shall be deemed to be the date on 
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which return of income has been furnished by the resident payee. 

However, where the payer fails to deduct the whole or any part of the tax on the am ount 

credited or payment made to a resident and is not deemed to be an assessee-in-default under 

section 201(1) as mentioned above, interest under section 201(1A)(i) i.e., @1% p.m. or part of 

month, shall be payable by the payer from the date on which such tax was deductible to the 

date of furnishing of return of income by such resident payee. 

Therefore, M/s Fitband Limited shall not be required to pay the difference tax in case the above 

mentioned conditions are fulfilled. However, the company shall be li able to make payment of 

interest from the date on which such tax was deductible to the date of furnishing of return of 

income by Star Warehousing. 

Therefore, the submission of the assessee company, in this case, is correct.  

 

Question 8 

 Mr. Hari is an interior decorator declaring profits under 44ADA in the P.Y.2019 -20 and the 

earlier previous years. Mr. Hari has to pay brokerage of Rs.10 lakhs to Mr. Lal, a broker to buy 

a residential house, and Rs.50 lakhs to Mr. Shyam, a contractor for reconstruction of the 

residential house. Are TDS provisions attracted in the hands of Mr. Hari in respect of the 

above transactions, and if  so,  what  is the amount of tax to  be deducted? (2 Marks May ’20) 

(a) No; TDS provisions are not attracted in the hands of Mr. Hari in respect of payments 

to  Mr. Lal and Mr. Shyam 

(b) Yes; Mr. Hari has to deduct tax of Rs.50,000 from payment to Mr. Lal and Rs.2,50,000 

from payment to Mr. Shyam 

(c) Mr. Hari does not have to deduct tax on payment to Mr. Lal but has to deduct tax of 

Rs.2,50,000 from payment to Mr. Shyam 

(d) Mr. Hari does not have to deduct tax on payment to Mr. Lal but has to deduct tax of 

Rs.50,000 from payment to Mr. Shyam 

Answer 8 

The Answer is (a) 

 

Question 9 

Examine the liability for tax deduction at source in the following cases for the assessment year 

2020-21: 

(i) Mr. X, an employee of M/s. JK Ltd. since 10-04-2016. He resigned on 31-03-2020 and 

withdrew Rs. 80,000 being the balance in his EPF account. His PAN is available with M/s JK 

Ltd. 

(ii) MNO Ltd. is a producer of natural gas. During the year, it sold natural  gas  worth  

Rs.20,50,000 to M/s HP, a partnership firm. It also incurred Rs.2,00,000 as freight for the 

transportation of gas. It raised the invoice and clearly bifurcated the value of gas as well 

as  the transportation charges. 

(iii) M/s. Sahil & Co. is engaged in the business of stock broking, depositories, mobilisation of 

deposits and marketing of public issues. It is a registered member of National Stock 

Exchange. Every year it makes payment amounting to Rs.10 lakhs, to the Stock Exchange 

by way of transaction charges in  respect of  fully automated online trading facility.  This  

service is available to all members of the stock exchange in respect of every transaction 

that is entered into. 



 

 

Chapter 13 Deduction, Collection & Recovery of Tax 

13.5 

(iv) FlySKy Ltd. has paid amount of Rs. 5 lacs during the year ended 31 -3-2020 to Airports 

Authority of India towards landing and  parking charges. (8 Marks May ’20) 

Answer 9 

(i) As per section 192A, in a case where the accumulated balance due to an  employee  participating 

in a recognized provident fund is includible in his total income owing to the provisions of Rule 8 

of Part A of the Fourth Schedule not being applicable, the trustees of the Employees Provident 

Fund Scheme, 1952 or any person authorised under the scheme to make payment of 

accumulated balance due to employees are required to deduct income-  tax@10% at the time 

of payment of accumulated balance due to the employee. Tax deduction at source has to be 

made only if the amount of such payment or aggregate amount of such payment of the payee 

is Rs. 50,000 or more. 

Rule 8 of Part A of the Fourth Schedule, inter alia, provides that only if an employee has rendered 

continuous service of five years or more with the employer, then accumulated balance in a 

recognized provident fund payable to an employee would be excluded from the total income of 

that employee. 

In the present case, Mr. X has withdrawn an amount exceeding Rs. 50,000 on his resignation after 

rendering a continuous service of four years with M/s. JK Ltd. Therefore, tax has to be deducted 

at source@10% under section 192A on Rs. 80,000, being the amount withdrawn on his resignation 

without rendering continuous service of a period of five years with M/s. JK Ltd. 

The net amount receivable by Mr. X is Rs. 72,000 [i.e., Rs. 80,000 – Rs. 8,000, being tax deducted 

at source]. 

(ii) TDS u/s 194C is attracted on any sum payable to a resident contractor for carrying out any work. 

Since MNO Ltd., the producer of natural gas sells as well as transports the gas to the purchaser, 

M/s. HP, a partnership firm, till the point of  delivery, where the ownership of  gas  is 

simultaneously transferred, the manner of raising the sale bill (whether the transportation 

charges are embedded in the cost of gas or shown separately) does not alter the basic nature 

of such contract which remains essentially a ‘contract for sale’ and not a ‘works contract’ as 

envisaged in section 194C. 

Therefore, in such circumstances, TDS provisions under section 194C are not applicable on the 

component of Gas Transportation Charges payable by M/s. HP to MNO Ltd.5 Consequently, 

there is no liability to deduct tax at source under section 194C in this case. 

(iii) Under section 194J, TDS is attracted in respect of, inter alia, fees for technical services. Technical 

services like managerial and consultancy services are in the nature of specialised services made 

available by the service provider to cater to the special needs of the customer- user as may be 

felt necessary. It is the above feature that distinguishes or identifies a service provider from a 

facility offered 

However, the service provided by the NSE for which transaction charges are paid, does not 

satisfy the test of specialized, exclusive and individual requirement of the user or the consumer 

who may approach the service provider for such assistance or service. Therefore, the 

transaction charges paid to NSE by its members are not for technical services but are in the 

nature of payments made for facilities provided by the stock exchange. Such payments would, 

therefore, not attract the provisions of tax deduction at source under section 194J.6 
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Accordingly, payment of transaction charges of Rs. 10 lakhs by M/s. Sahil & Co., to NSE in respect of 

fully automated online trading facility would not be liable for tax deduction at source under 

section 194J. 

(iv) The landing and parking charges which are fixed by the Airports Authority of India are not merely 

for the "use of the land". These charges are also for services and facilities offered in connection 

with the aircraft operation at the airport which include providing of air traffic services, ground 

safety services, aeronautical communication facilities, installation and maintenance of 

navigational aids and meteorological services at the airport[Japan Airlines  Co. Ltd. v. CIT / CIT 

v. Singapore Airlines Ltd. (2015) 377 ITR 372 (SC)]. Thus, tax is not deductible under section 

194I which provides deduction of tax for payment in the nature of rent. 

Hence, tax is deductible @2% under section 194C by the airline company, FlySky Ltd., on payment 

of Rs. 5 lacs made towards landing and parking charges to the Airports Authority of India for the 

previous year 2019-20. 

5CBDT Circular No. 9/2012 dated  17.10.2012 

6It was so held by the Supreme Court in CIT v. Kotak Securities Ltd (2016) 383 ITR 1 

 

Question 10 

Discuss the liability for tax deduction at source in the following cases for the Assessment year 

2020-21: 

(i) Mr. Raghav  gave  a  building on  sub-lease to  MT Ltd. with  effect from 1-6-2019 on  a 

rent of `20,000 per month. The company also took a machinery on hire from Raghav  

with  effect  from 1-10-2019 on hire charges of 15,000 per  month. The rent for building 

and hire charges  of machinery for the year 2019-20 were credited by  the  company to  

the account of Raghav  in its books of account on 31-3-2020. 

(ii) Mr. Sarthak, an individual, whose turnover from the business carried on by him during 

the financial year immediately preceding the financial year exceed ` 100 lakh, on 15th 

October 2019, paid fee to an architect of ` 54,00,000 for furnishing his residential 

house. (4 Marks Oct ‘20) 

Answer 10 

(i) Tax is deductible under section 194-I on rent, if the aggregate amount of rental income 

paid or credited to a person exceeds ` 2,40,000. Tax is  deductible at the time of  payment 

or  credit, whichever is earlier. Rent includes payment under any lease or sub-lease for 

use of, inter alia, building and machinery. 

The aggregate amount credited by MT Ltd. to the account of Raghav in its books of account  

on 31.3.2020 towards rent for the P.Y.2019-20 is ` 2,90,000 [i.e., ` 2,00,000 (` 20,000 

× 10) for building and  ` 90,000 (` 15,000 × 6) for machinery].  Hence, MT Ltd. has to deduct  

tax @10%(as per amendment 7.5% ) on rent credited for building and tax @ 2% (as per 

amendment 1.5% ) on rent credited for machinery. 

(ii) In the present case, TDS under section 194J would not be attracted in respect of fees for 

professional services even though the turnover from the business exceeds `  100  lakhs 

during the preceding financial year or aggregate amount of  fees  for professional services  

paid to a resident during the financial year exceed ` 30,000, since such sum is paid 

exclusively for personal purposes. TDS provisions u/s 194M would, however, be attracted, 

since TDS is not required to be deducted under section 194J on account of being paid for 
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personal services and the amount of fees of professional services exceed the threshold 

limit  of ` 50,00,000. 

Accordingly, Mr. Sarthak is required to  deduct  tax @5% (as per amendment 3.75% ) under 

section 194M on the amount  of ` 54,00,000, being the fees for professional services paid 

to  the architect  for furnishing  his residential house. 

 

Question 11 

A Limited entered into an agreement for the warehousing of its products with MNO 

Warehousing and deducted tax at source as  per  the provisions of section 194C out of 

warehousing charges   paid during the year ended on 31.03.2020. The A.O. while 

completing the assessment for Assessment Year 2020-21 of A Limited, asked the company 

by  treating the warehousing charges as rent, as defined in section 194-I, to make payment 

of difference amount of TDS with interest. It was submitted by the company that the 

recipient had already paid tax on the entire amount of warehousing charges and 

therefore, now the difference amount of TDS be not recovered. However, it was prepared 

to make the payment of due interest of the difference amount TDS. Examine critically the 

correctness of the action or  the treatment given. (4 Marks Oct ‘20) 

Answer 11 

As per the first proviso to section 201(1), any person (including the principal officer of  the  

company) who fails to deduct the whole or any part of the tax on the amount credited or 

payment made to a payee shall not be deemed to be an assessee-in-default in respect of 

such tax if such payee has included the warehouse charges for computing its income,  paid 

tax thereon  and  filed its return of income under section 139. 

Thus, the difference amount of TDS cannot be recovered from A Ltd., since  MNO  

Warehousing has paid tax on the entire amount of warehousing charges. 

However, A Ltd. has to pay interest under section 201(1A)(i) i.e., @1% p.m. or part  of  

month,  from the date on which such tax was deductible to the date of furnishing of return 

of income by  such payee i.e., MNO Warehousing. 

 

Question 12 

The  following  are  details  of  cash  withdrawals  from   Canara   Bank   by   Mr.  Ravish   during  

the P.Y. 2020-21: 

- Rs. 15 lakhs on  27.05.2020 

- Rs. 55 lakhs on  07.06.2020 

- Rs. 25 Lakhs on 12.07.2020 and 

- Rs. 45 Lakhs on 31.08.2020. 

Mr. Ravish has failed to file return of Income for A.Y. 2018-19, A.Y. 2019-20 and A.Y. 2020-21 

on or before the due date specified u/s 139(1). What is the amount of tax required to be 

deducted  at source  by Canara Bank on such withdrawals during the P.Y. 2020-21? 

(a) Rs. 80,000 

(b)    Rs. 3,50,000 

(c)    Rs. 2,60,000 
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(d)  Rs. 2,00,000 (2 Marks March ‘21) 

Answer 12 

   The Answer is (c) 

Question 13 

Mr. Mahesh engaged in the business of trading of car accessories. His turnover for F.Y. 2019-

20 and F.Y. 2020-21 was Rs. 11.5 crore and Rs. 9.75 crore, respectively. During the previous 

year, XYZ Ltd. placed order for purchase of car accessories for Rs. 55 lakhs  on  01.08.2020.  He  

again placed order for Rs. 35 lakhs on 01.11.2020. Mr. Mahesh delivered both the orders within 

15 days of  receipt of  orders and received the payment within 7 days from the date of delivery. 

What is the amount of tax  which Mr. Mahesh is required to collect tax at source, on the 

consideration received from XYZ  Ltd  during the F.Y. 2020-21? 

(a) Nil, since his turnover does not exceed Rs. 10 crores in the F.Y. 2020-21  

 (b) Rs. 2,625 

(c)    Rs. 3,000 

(d)   Rs. 3,500 (2 Marks March ‘21) 

Answer 13 

   The Answer is (b) 

 

Question 14 

Examine in the context of provisions contained in Chapter XVII of the Act and also work out the 

amount of tax to be deducted by the payer of income in the following cases: 

(I) "Profit Commission" of Rs.1.20 lakhs paid on 18.7.2020 by a re-insurance company to the 

insurer company after the expiry of the term of insurance and where there was no claim 

during the treaty. 

(II) Usha, a part time director of Karishma Pvt. Ltd. was paid an amount of Rs.3,10,000 as 

fees which was actually in the nature of commission on  sales  for  the period 1.7.2020  

to 30.9.2020. (4 Marks April ‘21) 

Answer 14 

(I) Section 194D requires deduction of tax  at source@3.75% from insurance commission,  where 

the commission exceeds Rs.15,000. 

Reinsurance is different from insurance since there is no direct contractual relationship 

between the person insured and the re-insurer. 

In order to attract section 194D, the commission or any other  payment covered under  the 

section should be a remuneration or reward for soliciting or procuring the insurance 

business. The insurance companies do not procure business for the reinsurance company nor 

does the reinsurer pay commission or other payment for soliciting the business from the 

insurance companies. Therefore, section 194D has no application. 

Hence, when profit commission is paid by a reinsurance company to an insurance company, 

after  the expiry of the term of insurance, in respect of cases where  there is  no claim during 

the operation of the reinsurance treaty, tax deduction  under section 194D is not attracted. 
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(II) Section 194J provides for  deduction of tax at source @7.5% on  any remuneration or  fees or 

commission, by whatever name called, paid to a director, which is not in the nature of salary 

in respect of which tax is deductible at source under section 192. 

Hence, tax is to be deducted at source under section 194J @7.5% by Karishma  Pvt.  Ltd. on 

the commission of Rs.3,10,000 paid to Usha, a part-time director. The tax deductible under 

section 194J would be Rs.23,250, being 7.5% of Rs.3,10,000. 

 

Question 15 

Kunal & Co LLP engaged in manufacturing business withdrew from its bank account ` 70 lakhs by 

cash up to 31.08.2020 and ` 55 lakhs from 01-09-2020 to 31-03-2021. The purpose of withdrawal 

from bank was for buying agricultural produce, being raw material required for manufacture for 

finished products   by it. Kunal & Co LLP always files its return of income before the due date. 

Are TDS provisions applicable on such withdrawals? If yes, determine the amount of TDS. 

(a) No; TDS provisions are not attracted 

(b) Yes; TDS of ` 50,000 is required to be deducted 

(c) Yes; TDS of ` 1,25,000 is required to be deducted 

(d) Yes; TDS of ` 2,10,000 is required to be deducted (1 Mark Oct 21) 

Answer 15 

(b) 

 

Question 16 

The tax assessment of Mr. Bimal was completed on 20-12-2020 and the tax due was determined 

as ` 125 lakhs. The assessee has the following (i) Bank fixed deposit with Canara Bank ` 25 lakhs; 

(ii) Receivable from Shridhar & Co Ltd ` 25 lakhs. He gifted a land to his son (aged 38 years) 3 years 

ago whose present market value is ` 22 lakhs. He gifted a diamond necklace to his son’s wife 
evidenced by   a gift deed dated 05.10.2016. He owns a residential apartment in London acquired 

13 years ago. Which of the movable/immovable property can be attached by the Tax Recovery 

Officer for recovery of tax? 

(i) bank fixed deposits, 

(ii) receivables from Shridhar & Co. Ltd; 

(iii) residential apartment in London. 

(iv) diamond necklace gifted to his son’s wife 

(v) land transferred to his son 

Choose the correct option 

(a) (i), (ii), (iii), (iv) and (v) 

(b) (i), (ii), (iii) and (iv) 

(c) (i), (ii) and (iii) 

(d) (i), (iii) and (iv) (2 Marks Oct 21) 

 

Answer 16 

(b) 
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Question 17 

XYZ  Airways Ltd. sold tickets to  the travel agents in  India  at a minimum fixed commercial price.  

The agents were permitted to sell the tickets at a higher price but not exceeding the maximum 

published price.  Tax was deducted at source under section 194H from  commission 

paid/payable  at the rate of 9% of minimum fixed commercial price by the company. The 

Assessing Officer  contended that the liability for tax deduction at source is attracted on the 

difference between the minimum fixed commercial price and the maximum published price by 

treating it as "additional  special commission" in the hands of the agents. 

Is the contention of Assessing Officer tenable  in law? (4 Marks Oct 21) 

Answer 17 

As per the provisions of section 194H, a person is liable to deduct tax at source at the time of 

credit or payment of commission to any resident, whichever is earlier. 

In the present case, XYZ Airways Ltd. correctly deducted tax at source under section 194H from  

the commission@9% of the minimum fixed commercial price paid to the travel agents, who were 

allowed to sell the air tickets at any price higher than the minimum fixed commercial price subject  

to a maximum published price. However, the Assessing Officer contended that the airline 

company was required to deduct tax at source on the difference between the minimum fixed 

commercial  price and the maximum published price by treating it as “additional special commission”  

in the hands of the agents. 

The facts of the case are similar to the case of CIT v.  Qatar Airways  (2011) 332 ITR 253, where 

the Bombay High Court held that the difference between the maximum published price and 

the minimum fixed commercial price cannot be taken as “additional special commission” in the hands of the 

agents. This is because the maximum published price is the maximum price and the airline 

company has granted permission to the agents to sell the tickets at a price lower than the 

maximum published price. Further, the airline company would have no information about the 

exact rate at which the tickets were ultimately sold by its agents. In order to deduct tax at source 

on the difference between actual sale price and minimum fixed commercial price, the exact 

income in the hands of the agents must be ascertainable by the airline company. However, it is 

not so ascertainable in this case, since the agents are given discretion to sell the tickets at any rate 

between the minimum fixed commercial price and the maximum published price. It would be 

impracticable and unreasonable to expect the airline company to get a feedback from its 

numerous agents in respect of the price at which the tickets were sold by them. 

Applying the rationale of the above case to the case on hand, XYZ Airways Ltd. is not liable to deduct 

tax at source under section 194H on the difference between the maximum published price and the 

minimum fixed commercial price, even though the amount earned by the agent over and above the 

minimum fixed commercial price is taxable as income in their hands. 

Therefore, the contention of the Assessing Officer is not tenable in law. 

 

Question 18 

Examine the applicability of the provisions relating to deduction of tax at source in the following 

transactions: 

I. On 15.5.2020, a commission of ` 65,000 was retained by the consignee ‘Shine 
Packaging Ltd.’ and not remitted to the consignor ‘ABC Developers’, while remitting 

the sale consideration. 

II. X Ltd. credited ` 1,17,000 to the account of Y Ltd. being a resident contractor, in its 
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books of accounts on 31.10.2020 under the contract dated 25th September, 2020, 

towards manufacturing a product according to specification of X Ltd. by using materials 

purchased  from X Ltd.. (4 Marks Oct 21) 

Answer 18 

I. Section 194H requires deduction of tax at source @5%  (3.75% from 14.5.2020 to 31.3.2021  

from commission and brokerage payments to a resident. However, no  tax is to  be deducted  

at source where the amount of such payment does not exceed ` 15,000. 

In the given case, ‘Shine Packaging Ltd.’, the consignee, has not remitted the commission of 

` 65,000 to the consignor ‘ABC Developers’ while remitting the sale consideration.  

Since, the retention of commission by the consignee/ agent amounts to constructive payment of 

the same to him by the consignor/ principal, deduction of tax at source is required to be made from 

the amount of commission [CBDT Circular No. 619 dated 4/12/1991]. 

Therefore, ABC Developers has to deduct tax  at source at the rate of  3.75% on the amount  of 

commission. 

II. The definition of “work” under section 194C includes manufacturing or supplying a product according 

to the requirement or specification of a customer by using material purchased from such 

customer. 

In the instant case, Y Ltd. manufactures the product as per the specification given by X  Ltd . by 

using the raw materials purchased from X Ltd. Therefore, it falls within the definition of “work” 
under section 194C. 

Consequently, tax is to be deducted @ 1.5% by X Ltd., on the invoice value excluding the value of 

material purchased from such customer if such value is mentioned separately in the invoice. If 

the material component is not mentioned separately in the invoice, tax is to be deducted on the 

whole of the invoice value. 

 

Question 19 

Pursuant to the agreement to operate E-commerce platform between  "PQ"  (E-commerce  

Operator) and "ST" (E-commerce Participant), the buyer purchased goods worth ` 10 lakhs on 

28.02.2021 on e- commerce website of "PQ" and he makes such payment through the digital 

platform of "MNO". Who is the person responsible to deduct/collect the tax on this transaction 

and specify the amount of liability? 

(a) PQ required to deduct tax at source of ` 10,000 

(b) PQ required to deduct tax at source of ` 7,500 

(c) PQ required to deduct tax at source of ` 37,500 

(d) ST required to collect tax at source of ` 1,000 (2 Marks Nov 21) 

 

Answer 19 

(b) 

 

Question 20 

M/s XYZ (P) Ltd., an Indian company in the business of event management throughout  India, 

withdraws ` 12 lakhs in cash on 7th day of each month during the financial year 2020-21 from its 

current account with Canara Bank, for local payments and for payment of wages and incentives to 
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temporary employees engaged by it for different events. lt did not made any single payment of ` 

10,000 or more to any person in a day. M/s XYZ (P) Ltd. always files its return of income  before  

the due date specified u/s 139(1). Examine the liability for tax deduction at source in the present  

case. (4 Marks Nov 21) 

Answer 20 

Section 194N provides that every person, including, inter alia, a banking company, who is 

responsible for paying, in cash, any sum or aggregate of sums exceeding ̀  1 crore during the previous 

year to any person from one or more accounts maintained by such recipient-person with it, shall 

deduct tax at source @2% of such sum. 

In the present case, M/s XYZ (P) Ltd., an Indian company, has withdrawn ` 12,00,000 in cash on  7th 

of each month from the current account with Canara  Bank, which  is  totalling to  ` 1.44 crores  in 

aggregate during the previous year 2020-21. Thus, Canara Bank is required deducted tax at source 

of ` 88,000 @ 2% on the amount exceeding ` 1 crore i.e., ` 44 lakhs. 

 

Question 21 

M/s  Swiss   Inc.,   a   foreign   company,   seconded   some   employees   to   its   collaborator   

M/s Twinkle Ltd., an Indian company, for working on a turnkey project for setting up a 

pharmaceutical factory. These employees worked with M/s Twinkle Ltd., throughout the P.Y. 

2020-21. The employees were in receipt of salary from M/s Twinkle Ltd.  They  were  also  in 

receipt of special allowance directly from M/s Swiss lnc. in foreign currency outside India. M/s 

Twinkle Ltd. deducted tax under section 192, on the component of salary paid  by it,  without  

taking into account the special allowance paid abroad by M/s Swiss lnc. in foreign currency to  

these employees. 

For this reason, the Revenue authorities treated M/s Twinkle Ltd. as an 'assessee-in-default' under 

Section 201 for non-deduction of tax at source on the "special allowance" component of salary 

paid by M/s Swiss Inc. under section 192. Is such treatment by the Revenue Authorities and the 

consequent levy of interest and penalty justified? (4 Marks Nov 21) 

Answer 21 

Section 9(1)(ii) provides that any income which falls under the head  “salaries”  is  deemed  to accrue 

or arise in India, if it is earned in India. The Explanation thereto further clarifies that income payable 

for services rendered in India shall be regarded as income earned in India. 

Section 192(1) requires the person responsible for paying any income chargeable under the head 

“Salaries” to deduct income-tax, at the time of payment, at the average rate of income-tax  

computed on the basis of the rates in force for the financial year on the amount payable. 

Since the TDS provisions relating to  payment of income chargeable under the  head “Salaries”  form 
an integrated code along with the charging and computation provisions under  the  Act,  section 

192(1) has to be read with section 9(1)(ii) and the Explanation thereto. Therefore, if any payment 

under the head “Salaries” falls within section 9(1)(ii), then TDS provisions under section 192 gets 

attracted. Consequently, the Indian tax deductor assessee is duty bound to deduct, from the portion 

of salary paid by it, tax at source under section 192(1) on the entire salary paid to the employee, 

including special allowance paid abroad to the employee by the foreign company. 6 

In this case, all the employees are resident in India, since they have worked with M/s Twinkle Ltd. 

throughout the previous year 2020-21. If the tax due on special allowance received from the M/s 

Swiss Inc. is paid by the recipient-employees, then, M/s Twinkle Ltd. would not be treated as an 

assessee-in-default under section 201(1), if these resident-employees have furnished a return of 
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income under section 139 on or before the due date of filing return of income, disclosing such 

income, and have also furnished a certificate to this effect from an accountant in the prescribed 

form. However, interest under section 201(1A)@1% per month or part of month shall be payable   

by M/s Twinkle Ltd. from the date on which such tax was deductible to the date of furnishing of 

return by such resident employee. 

In cases where the tax has not been paid by the recipient employee, the Assessing Officer can 

proceed under section 201(1) to recover the shortfall in payment  of  tax  and  interest  thereon 

under section 201(1A) from M/s Twinkle Ltd. 

However, no penalty under section 271C would be attracted, if M/s Twinkle Ltd. was under  the 

genuine and bona fide belief that it was not under any obligation to deduct tax at source from the 

special allowance paid by M/s Swiss Inc.. This is provided for under section 273B. 
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Chapter 11 

 Deduction, Collection & Recovery of Tax 
Question 1 

Deer Co Ltd engaged in the business of manufacture of furniture items on contract basis.   It sub-

contracted the production of cushion for the chairs to M/s Lion & Co, a sole proprietary concern. 

The sub-contractor M/s. Lion & Co procured the raw materials for production of cushions, 

performed further labour  works and  supplied the  same to  Deer Co Ltd. It raised its bill on Deer 

Co Ltd, showing the cost of raw materials ` 4,00,000 and labour charges ` 1,50,000, separately. 

Explain briefly  the  tax  deduction requirement in  the hands of Deer Co Ltd. (2 Marks May ‘19)  

  

Answer 1 

TDS under section 194C is attracted on any sum payable to a resident contractor/sub- contractor 

for carrying out any work. However, “work” shall not include manufacturing or supplying a 

product according to the requirement or specification of a customer by using raw material 

purchased from a person, other than such customer, as such a contract is a ‘contract for sale’. 

In this case, M/s Lion & Co. has to supply cushion for the chairs to Deer  Co  Ltd.,  according to the 

specifications of the customer by using materials purchased  from  a person other than the 

customer, Deer Co Ltd. Thus, the sub-contract for production of cushions is a ‘contract for sale’ 
and not a ‘works contract’. 

Consequently, there is no liability to deduct tax at source under section 194C in this case. 

 

Question 2 

M/s PMPC, a partnership firm, is engaged in the manufacture of cardboard carton boxes used in 

packaging industry. During the year, it has sold  cutting  waste  generated amounting to ` 30 lakhs 

to M/s PAPC Ltd, a paper manufacturing company. It uses such cutting waste purchased as raw 

material for its production. 

Discuss the implication of this transaction with respect to tax collected at source.(2 Marks May ‘19) 
Answer 2 

As  per section 206C(1), a seller of, inter alia, scrap is  required to collect tax@1% from   the buyer. 

Scrap means waste and scrap from the manufacture or mechanical working of materials which is 

definitely not usable as such because of  breakage,  cutting up,  wear and other reasons. 

However, tax is not required to  be  collected at  source if the resident buyer furnishes to  the 

person responsible for collecting tax, a declaration in the prescribed form that such scrap is to be 

utilised for the purposes of, inter alia, manufacturing. 

Thus, no tax is required to be collected at source by M/s.PMPC, the seller, on  sale  of  scrap to 

M/s PAPC, if M/s. PAPC furnishes to M/s. PMPC, a declaration in the prescribed form that such 

scrap is to be utilised as raw material for production of paper. 

 

Question 3 

Maha Bank  Ltd accepted fixed deposits of  ` 20 crores in the name of  Registrar General of the 

High Court and issued a fixed deposit receipt in compliance  with  a  direction  passed by the 

court in relation to certain proceedings. The Bank did not deduct tax on the interest accrued. 

The Assessing Officer issued a notice to the bank to show cause as to why it should not be 

treated as  an  assessee in default under sections 201(1) and 201 (1A) for not deducting tax at 
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source on interest accrued. Examine whether the bank is correct in not deducting tax on  the 

interest accrued. (4 Marks May ‘19) 
Answer 3 

The issue under consideration is whether the bank is required to deduct tax at source on the 

amount of interest paid or payable on fixed deposits in the name of Registrar General  of High 

Court. 

Under section 194A, the bank is  obliged to deduct tax at source in  respect of  any credit  or 

payment of interest (exceeding ` 10,000) on deposits made with it. The expression “payee” under 

section 194A would mean the recipient of income whose account is maintained by the person 

paying interest. 

However, in this case, the actual payee is not ascertainable and the person in whose   name the 

interest is credited is not a person liable to pay tax under the Act. The Registrar 

General is recipient of neither the amount credited to his account nor to interest accruing 

thereon. Therefore, he cannot be considered as a ‘payee’ for the purposes  of  section 194A. In 

the absence of a payee, the machinery provisions for deduction of tax from interest credited 

become ineffective. 

The credit by the bank in the name of the Registrar General would, thus, not attract the provisions 

of section 194A. Therefore, the bank is correct in not deducting tax on the interest accrued. 

Note – This issue came up before the Delhi High Court in UCO Bank v.  Dy.  CIT  (2014) 369 ITR 335. 

The above answer is based on the Delhi High Court ruling in the said case. The CBDT has, vide 

Circular No. 23/2015 dated 28.12.2015 accepted the aforesaid judgment and clarified that 

interest on fixed deposits made in the name of the Registrar General of the Court or the depositor 

of the fund on the directions of the Court, will not be subject to TDS till the matter is decided by 

the Court. 

 

Question 4 

"Blue Moon", a popular television channel, incurred the following expenses: 

(a) It paid ` 50 lakhs as prize money to the winner of  a  famous quiz programme "Who will 

be a Millionaire?” 

(b) It paid ` 6 lakhs to a cameraman for shooting multi-episodes of a long documentary 

serial. 

Examine TDS obligations in the hands of television channel for the above said payments. 

(4 Marks May ‘19) 

 

Answer 4 

(a) Under section 194B, the person responsible for paying by way of winnings from any card 

game and other game in an amount exceeding ` 10,000 shall, at the time of payment, deduct 

income-tax at 30%. 

Therefore, Blue Moon, a popular television channel, is required deducted tax at source 

@30% from the prize money of ` 50 lakh at the time of  payment to  the  winner of a famous 

quiz programme. 

(b) Section 194J requires deduction of tax at source @10% (as per amendment 7.5%)  from the 

amount credited or paid by way of fees for professional services, where such amount or 

aggregate of such amounts credited or paid to a person exceeds ` 30,000 in a financial year. 
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“Blue Moon’, a television channel is required to deduct tax at source @10% under section 

194J at the time of credit or payment, whichever is earlier, on  the  professional fees payable 

to the cameraman for shooting multi-episodes of a long documentary serial, since such 

amount exceeds ` 30,000 during the financial year. 

As per amendment-In order to provide more funds at the disposal of the taxpayers for 

dealing with the economic situation arising out of COVID-19 pandemic, the rates of Tax 

Deduction at Source (TDS) for the following non-salaried specified payments made to 

residents has been reduced by 25% for the period from 14th May, 2020 to 31st March, 2021: 

Hence tax rate of 194J has been reduced to 7.5%. 

Note - Alternatively, if the cameraman is an employee of the T.V. Channel, the provisions of 

section 192 will apply at the time of payment and tax would have to be deducted at the average 

rate of tax. 

 

Question 5 

(i) Nath  Ltd.,  an  Indian  company,  pays  `  8,40,000  to   its   Chief   Financial  Officer Mr. Raman 

as gross salary including taxable allowances and bonus. Besides that, it also provides non-

monetary perquisites which cost the company ` 1,50,000. 

Discuss the TDS implication in the hands of Nath Ltd. as well as in the hands of Raman as 

regards non-monetary perquisite. 

(ii) KLS Ltd. gives a multilevel parking building in front of a shopping mall in Delhi  to  PQR Ltd. on 

a lease of 90 years. PQR Ltd. is liable to pay ` 3 crores as one time lease premium in addition to 

an annual lease rent of ` 26 lakhs. What will be the TDS/TCS liability in the hands of KLS Ltd. as 

well as in the hand of PQR Ltd.? What will be your answer if PQR Ltd. does not have PAN? 

(iii) Ranu Ltd., engaged in ·manufacturing of paper, pays ` 4,00,000 to the  head  of labour union 

to be distributed to various workmen as per  the  work done by  them. The AO wants the 

·assessee to deduct tax on such payment under section 194C. Is the action of AO tenable  in 

law? (8 Marks Nov ‘19) 

 

 

Answer 5 

(i) Tax/TDS implication of non-monetary perquisites 

Particulars ` 

Gross salary 8,40,000 

Non-monetary perquisites  1,50,000 

 9,90,000 

Less: Standard deduction u/s 16    40,000 

Net Salary 9,50,000 

Tax liability 1,06,600 

Average rate of tax (` 1,06,600 x 100 / ` 9,50,000) 11.221% 

Nath Ltd. can deduct tax of ` 1,06,600 at  source under section 192 from  the salary  

of Mr. Raman. 

Alternatively, the company can pay tax on non-monetary perquisites as under: Tax on 

non-monetary perquisites = 11.221% of ` 1,50,000 = ` 16,832 

Balance tax to be deducted at source from salary = ` 1,06,600 – ` 16,832 = 
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` 89,768 

If the company pays tax of ` 16,832 on non-monetary perquisites, the same is not a 

deductible expenditure as per section 40(a)(v) 

The amount of tax paid towards non-monetary perquisite by the employer is not 

chargeable to tax in the hands of the employee due to exemption available under 

section 10(10CC). 

(ii) KLS Ltd., the company granting lease of parking lot, is required to collect tax at 

source@2% under section 206C from the one-time lease premium of ` 3 crores and 

annual lease rent of ` 26 lakhs, i.e. on 3.26 crores at the  time  of  debiting  the amount 

payable by PQR Ltd. (assumed to be resident in India) or at the time of  receipt of such 

amount, whichever is earlier. 

In case PQR Ltd. does not have PAN, tax has to be collected by KLS Ltd. at the rate  

of 5%, being the higher of – 

(i) 5% and 

(ii) 4%, i.e., twice the TCS rate of 2% 

In the hands of PQR Ltd., TDS provisions would not be attracted on the one-time lease 

premium of ` 3 crores paid for acquisition of long-term leasehold rights over land or 

building, which are not adjustable against periodic payments [CBDT Circular 

No.35/2016 dated 13.10.2016]. 

(iii) If the workers are employees of Ranu Ltd., TDS provisions under section 192 would be 

attracted and tax has to be deducted at the average rate of income-tax, if salary 

payable to an individual worker exceeds the basic exemption limit. 

In such a case, the action of the Assessing Officer requiring Ranu Ltd. to deduct tax  

at source under section 194C is not tenable in law. 

If, however, the workers are contractual workers, then TDS provisions u/s 194C 

would be attracted and tax has to be deducted @ 1%, if payment to a worker exceeds 

` 30,000 or aggregate payment during the year to a worker exceeds ` 1,00,000. The 

action of the AO would be tenable in law, if the above conditions are satisfied. 

 

Question 6 

Answer any one out of the following two questions: 

(i) M/s Kashdash (P) Ltd. an Indian company in the business of event management throughout 

India withdraws ` 10 lakhs in cash on 7th day of each month during the financial year 2019-

20 from its current account with Union Bank,  for local  payments and for payment of wages 

and incentives to temporary employees engaged by it for different events. lt did not made 

any single payment of ` 10,000  or  more  to  any person in a day. Examine the liability for 

tax deduction at source in the present case. 

(ii) Mis TQ Inc., a foreign company, seconded  some  employees  to  its  collaborator  M/s 

Tekwel Ltd., an lndian company, for working on a turnkey  project  for setting  up  a 

pharmaceutical factory. These employees worked with M/s  Tekwel  Ltd.,  throughout the 

P.Y. 2018-193. The employees were in receipt of salary from M/s Tekwel Ltd. They were 

also in receipt of special allowance directly  from M/s TQ lnc.  in foreign currency outside 

India.  M/s Tekwel Ltd.  deducted tax under section 192,  on the component of salary paid 

by it, without taking into account the special allowance paid abroad by M/s TQ lnc. in 

foreign currency to these employees. 
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For this reason, the Revenue authorities treated M/s Tekwel Ltd. as an 'assessee- in-

default' under Section 201 for non-deduction of tax at source on the "special allowance" 

component of salary paid by M/s TQ Inc. under section 192. Is such treatment by the 

Revenue Authorities and the consequent levy of interest  and  penalty justified? (4 x 1 = 4 

Marks Nov ‘20) 

Answer 6 

(i) Section 194N provides that every person, including, inter alia, a banking company, who  is 

responsible for paying, in cash, any sum or aggregate of sums exceeding ` 1 crore during 

the previous year to any person from one or more accounts maintained by such recipient-

person with it, shall deduct tax at source @2% of sum exceeding ` 1 crore. In  the  present  

case,  M/s  Kashdash  (P)  Ltd.  an  Indian  company  has  withdrawn ` 10,00,000 in cash 

on 7th of each month from the current account with Union Bank, which is totalling to ` 

1.20 crores in aggregate during the previous year 2019-20. 

Thus, Union Bank is required deducted tax at source of ` 40,000 [i.e., 2% of ` 20 lakhs, 

being the amount exceeding ` 1 crore].  

As per amendment  -Section 194N has been substituted by a new section with effect from 

July 1, 2020. The new section provides different tax rates for different persons. Threshold 

limit and TDS rates (under the old and new TDS regime) are given in the table below – 

Time of Payment Threshold limit for payment in cash (to be 

calculated for a financial year) 

TDS 

rate 

During September 1, 2019 

and June 30, 2020 

Exceeding Rs. 1 crore. 2% 

On or after July 1, 2020 Case1 – It covers a defaulter who has not 

submitted return in past [see Note]. In this 

case, threshold limit is as follows – 

 

 
a. exceeding Rs. 20 lakhs but not exceeding 

Rs. 1 crore 

b. exceeding Rs. 1 crore. 

2% 

5% 

 
Case 2 – It covers any case other than Case 1. 

Threshold limit is exceeding Rs. 1 crore 

2% 

(ii) Section 9(1)(ii) provides that any income which falls under the head “Salaries” is deemed 

to accrue or arise in India, if it is earned in India. The Explanation thereto further clarifies 

that income payable for services rendered in India shall be regarded as income earned in 

India. 

Section 192(1) requires the person responsible for paying any income chargeable under 

the head “Salaries” to deduct income-tax, at the time of payment, at the average rate of 

income-tax computed on the basis of the rates in force for  the financial year on the 

amount payable. 

Since the TDS provisions relating to payment of income chargeable under the head 

“Salaries” form an integrated code along with the charging and computation provisions 

under the Act, section 192(1) has to be read with section 9(1)(ii) and the Explanation 

thereto. Therefore, if any payment under the head “Salaries” falls within section 9(1)(ii), 

then TDS provisions under section 192  gets  attracted.  Consequently, the Indian tax 

deductor-assessee is duty bound to deduct, from the  portion of salary paid by it, tax at 

source under section 192(1) on the entire salary  paid to the employee, including special 
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allowance paid abroad to  the employee by  the foreign company. It was so held in  CIT, 

New Delhi  v. Eli  Lilly &  Co. (India) P.  Ltd. (2009) 312 ITR 225 (SC). 

In this case, all the employees are resident in India, since they have worked with the Indian 

collaborator throughout the previous year 2019-20. If the tax due on special allowance 

received from the foreign company is paid by the recipient-employees, then, the Indian 

collaborator would not be treated as an assessee-in-default under section 201(1), if these 

resident-employees have furnished a return of income under section 139 on or before the 

due date of filing return of income, disclosing such income, and have also furnished a 

certificate to this effect from an accountant in the prescribed form. However, interest 

under section 201(1A)@1% per month or part of month shall be payable by the Indian 

collaborator from the date on which such tax was deductible to the date of furnishing of 

return by such resident employee. 

In cases where the tax has not been paid by the recipient employee, the Assessing Officer 

can proceed under section 201(1) to recover the shortfall in payment of tax and interest 

thereon under section 201(1A) from M/s Tekwel Ltd. 

However, no penalty under section 271C would be attracted, if the Indian company was 

under the genuine and bona fide belief that it was not under any obligation to deduct tax 

at source from the special allowance paid by the foreign company.   This   is provided for 

under section 273B. 

 

Question 7 

Mr. Anand, a  resident of Bangalore, has 2 house properties, one situated in Bangalore   and 

the other in Jaipur.  The house  property at Jaipur was purchased in April 1998 and   the 

Bangalore house was purchased during May 2008. Mr. Anand transferred his house property 

at Jaipur in the name of his son, Prateek, on his 10th birthday in July 2002. 

In Sept. 2019, TRO has served a notice on Mr. Anand for recovering outstanding tax arrears of ` 

150 lakhs relating to A.Y. 2016-17 in respect of his proprietorship business. TRO simultaneously 

attached both houses for recovering the tax arrears along with interest. 

Mr. Prateek has been staying in the house property at Jaipur with his wife for last 4 years after 

he got separated from his father. The current value of house at Jaipur is ̀  45 lakhs and Bangalore 

is ` 90 lakhs. 

Mr. Prateek seeks your advice on the validity of action taken by TRO in  attaching the  Jaipur 

property. (4 Marks Nov ‘20) 

Answer 7 

When an assessee is in default or is deemed to be in default in making a payment of tax, the TRO 

may draw up under his signature, a statement in the prescribed form specifying the amount of 

arrears due from the assessee and shall proceed to recover from such assessee, the amount 

specified in the certificate by inter alia attachment and sale of the assessee's immovable 

property. 

The assessee's immovable property shall include any property which has  been transferred, 

directly or indirectly, by the assessee inter alia to his minor child, otherwise than for adequate 

consideration, and which is held by, or stands in the name  of  minor  son. Immovable property so 

transferred to his minor child shall, even after the date of attainment of majority by such minor 

child, continue to be included in the assessee's immovable property for recovering any arrears 

due from the assessee in respect of any period prior to such date. 
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In the present case, Mr. Anand has transferred his Jaipur house property in July 2002, when his 

son is 10 years old. He attained majority in July 2010. TRO has served a notice  on Mr. Anand for 

recovering outstanding tax arrears of ` 150 lakhs  relating  to  A.Y.2016-17 in respect of his 

proprietorship business. The  immovable  property  transferred to minor son continues to be 

includible in the assessee’s immovable property for recovering any arrears due from the 

assessee, so far as the same is in respect of the period prior to the date of attainment of majority 

by such minor son. 

However, in the present case, since Anand’s minor son Prateek attained the age  of majority in 

the year 2010, the action taken by TRO in attaching Jaipur property, for recovering arrears relating 

to A.Y. 2016-17, which falls after the date of attainment of majority, is not valid. 

 

Question 8 

Examine the liability to deduct tax at source in respect of the following independent situations: 

(i) M/s Mexil Ltd. is  engaged in the business of  manufacturing  certain article or thing  

for which the raw material is imported from Russia. For the purpose of making 

payment to the supplier, the assessee entered into a bank guarantee with BDFH  Bank, 

an Indian Bank against the payment of ` 1,10,000 as bank guarantee commission for 

the Financial Year 2019-20. (2 Marks Jan ‘21) 

(ii) StudyKart, an online education provider and a  trust  registered  under section  12AA 

of  the  Income-tax  Act,  pays  `  98,000  during  the  Financial  Year  2019-20,  to  Mr. 

Monty, a non-resident for providing web based lectures.( 2 Marks Jan ‘21) 

(iii) On 31st December, 2019, Mr. Nitin, a resident individual whose gross turnover was 

` 97 lakhs during the preceding previous year, paid ` 65 lakhs to Mr. Basant, a resident 

individual, as contract payment for repairing his office building. 2 Marks Jan ‘21) 

(iv) Fly Fly Ltd., an airlines company, paid ` 10 lakhs to Airports Authority of India as landing 

and parking charges of  its aircrafts. (2 Marks Jan ‘21)) 

Answer 8 

I. No tax is deductible at source on the payment of inter alia bank guarantee commission made 

by a person to a bank. 

As per section 197A(1F), no deduction of tax shall be  made  from  specified  payments to 

notified bodies. Accordingly, the Central Government has notified that no deduction of tax 

shall be made from the specified payments, which include bank guarantee commission, in 

case such payment is made by a person to a bank listed in the Second Schedule to the Reserve 

Bank of India Act, 1934, excluding a foreign bank. 

Thus, M/s Mexil Ltd. is not required to deduct tax at source on bank guarantee commission 

of ` 1,10,000 paid to BDFH Bank, an Indian bank, in the F.Y.2019-20. 

II. Any person responsible for paying any sum chargeable to tax to a non-corporate non-

resident is liable to deduct tax at source at the rates in force. 

Since Mr. Monty, a non-resident has provided web based  lectures  from  outside India, 

income arsing therefrom is not chargeable to tax in India as no income is deemed to 

accrue or arise in India. Thus, no tax is deductible at source on such payment to him. 

Alternatively, it may be possible to take a view that income arising from web lectures may 

fall within the meaning of “Fees for technical services”7. If this view is  taken, such income 
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would be deemed to accrue or arise in India, since the services are utilized in India, even 

though they are rendered from outside India. Therefore, such income would be 

chargeable to tax in India in the hands of Mr. Monty, a  non-  resident. Thus, StudyKart, a 

trust registered u/s 12AA, is required to deduct tax at source under section 195. 

III. Since Mr. Nitin is not subject to tax audit in the P.Y. 2018-19, TDS provisions  u/s  194C are 

not attracted in respect of payment made in the P.Y. 2019-20  to  Mr. Basant, a resident 

individual, for repairing his office building. However, tax  is  required to be deducted at 

source@5% under section 194M, on the payment of ` 65,00,000, since such amount 

exceeds ` 50 lakhs, and the payment is made after 1.9.2019. (As per amendment rate is 

reduced for the period from 14/05/2020 to 31/03/2021 to 3.75%) 

Therefore, tax deducted at source would be ` 3,25,000, being 5% of ` 65,00,000. (As per 

amendment tax deducted at source would be ` 2,43,750, being 3.75% of ` 65,00,000.) 

IV. The landing and parking charges which are fixed by the  Airports Authority of India  are not 

merely for the "use of the land". These charges are also for services and  facilities offered 

in connection with the aircraft operation at the airport which include providing of air traffic 

services, ground safety services, aeronautical communication facilities, installation and 

maintenance of navigational aids and meteorological services at the airport8. 

V. Therefore, tax of ` 20,000 (2% of ` 10 lakh) is deductible at source under section 194C by 

the airline company, Fly Fly Ltd., on payment of ` 10,00,000 made towards landing and 

parking charges to the Airports Authority of India for the previous year 2019-20. (As per 

amendment rate is reduced for the period from 14/05/2020 to 31/03/2021 to 1.5%. tax 

of Rs. 15,000, 1.5% of 10 lakh). 

 

Question 9 

Discuss and compute the liability for deduction of tax at source, if any, in the following  

cases for the Assessment Year 2021-22: 

(i) A notified infrastructure debt fund eligible for exemption u/s 10(47) of the Income-tax 

Act, 1961 pays interest of ` 4.50 lakhs to a company incorporated in USA. The US 

company incurred expenditure of ̀  15,000 for earning such interest. The fund also pays 

interest of ` 2.50 lakhs to Mr. R, who is a resident of  a notified jurisdictional area. 

(ii) On 17 .06.2020, a commission of ` 40,000 was retained by the consignee 'Harshit 

Packaging Ltd.' and not remitted to the consignor 'Hari Developers', while remitting  

the sales consideration. 

(iii) Mr. Harsh, an employee of M/s XY Ltd. since 10.04.2017,  resigned on  31.03.2021 and 

withdrew ` 80,000 being the balance in his EPF account. His PAN is available with M/s 

XY Ltd. 

(iv) Param Construction Ltd. sells a flat to Mr. Mani for ` 48 Lakhs on 15.01.2021. The 

agreement to sell provides that in addition, Mr. Mani has  to  pay  maintenance charges 

(of ` 5,000 per month) for 24 months in advance ` 2,00,000 for car parking  to be used 

exclusively by him and ` 1,00,000 for club membership fees to Param Construction Ltd. 

before the flat is registered in the name of Mr. Mani. The flat is registered on 

30.03.2021. (8 Marks July 21) 

Answer 9 

(i) As per section 194LB, tax would be deductible@5% on gross interest paid/credited by a 

notified infrastructure debt fund, eligible for exemption under section 10(47), to a non- 
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corporate non-resident or foreign company. 

However, in case the notified infrastructure debt fund  pays interest  to a person who  

is a resident of a notified jurisdictional area, section 94A will apply. Accordingly, tax 

would be deductible@30% under section 94A 

Since the payment is to a non-corporate non-resident or  foreign company,  health  

and education cess @4% has to be added to the applicable rate of TDS. 

Therefore, the tax deductible in respect of payment of interest of ` 4.50 lakhs to US 

company would be ` 23,400 (i.e., 5.20% of ` 4.50 lakhs). 

Tax deductible in respect of payment of interest of ` 2.50 lakhs to Mr. R, who is a resident 

of a notified jurisdictional area, would be ` 78,000, being 31.2% of ` 2,50,000. 

(ii) Section 194H requires deduction of tax at source @5%(3.75% from 14.5.2020 to 

31.3.2021) from commission and brokerage payments to a resident if the amount of 

such payment exceeds ` 15,000. 

In the given case, ‘Harshit Packaging Ltd.’, the consignee, has retained the commission 
of ` 40,000 while remitting the sales consideration to  the consignor   ‘Hari Developers’. 

Since the retention of commission by the consignee/agent amounts to constructive 

payment of the same to him by the consignor/principal, deduction of tax at source is 

required to be made from the amount of commission [CBDT Circular No.619 dated 

4/12/1991]. 

Therefore, Hari Developers has to deduct tax at source on ` 40,000 @ 3.75%. Tax 

deductible would be ` 1,500. 

(iii) As per section 192A, in a case where the accumulated balance due to an employee 

participating in a recognized provident fund is includible in his total income owing to the 

provisions of Rule 8 of Part A of the Fourth Schedule not being applicable, income-

tax@10% is required to be deducted, if the amount of such payment or aggregate 

amount of such payment to the payee is ` 50,000 or more. 

Rule 8 of Part A of the Fourth Schedule, inter alia, provides that only if an employee 

has rendered continuous service of five years or more with the employer, then 

accumulated balance in a recognized provident fund payable to an  employee would 

be excluded from the total income of that employee. In the present case, Mr. Harsh 

has withdrawn an amount exceeding ` 50,000 on his resignation after rendering a 

continuous service of less than four years with M/s. XY Ltd. Therefore, tax has to be 

deducted at source@10% under section 192A on ` 80,000, being the amount 

withdrawn on his resignation without rendering continuous service of a period of five 

years with M/s. XY Ltd. Tax deductible in such a case would, therefore, be ` 8,000. 

(iv) Section 194-IA requires deduction of tax@1% (0.75% from 14.5.2020 to 31.3.2021)  by 

every transferee responsible for paying any sum as consideration for transfer of 

immovable property (land, other than agricultural land, or building  or  part  of  

building) to a resident transferor. Tax is not required to be deducted at source where 

the total amount of consideration for the transfer of immovable property is less than ` 

50 lakhs. Consideration for transfer of any immovable property includes, inter alia, club 

membership fee, car parking fee, maintenance fee, which are incidental to transfer of 

the immovable property. In the present case, since the consideration for transfer of flat 

by Mr. Mani to Param Construction Ltd. is ` 52,20,000 (` 48 lakhs + ` 1,20,000, being ` 

5,000 x 24 + ` 2 lakhs + ` 1 lakh) which is not less than ` 50 lakhs, Mr. Mani is required to 

deduct tax @0.75% on ` 52,20,000.Tax deductible by Mr. Mani would be ` 39,150. 
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Chapter 21  

Transfer Pricing & Other Provisions to check Avoidance of Tax 

Question 1 

Examine the following transactions and discuss  whether  the  transfer  price  declared  by 

the following assessees, who have exercised  a  valid  option  for  application  of  safe harbour 

rules, can be accepted by Income-tax authorities – 

 

(i) Mercury Ltd., an Indian company, provided data processing  services  to  

Venus Inc., which is a specified foreign company in relation to Mercury Ltd. 

The  aggregate value of such international transactions entered  into  in  the  

P.Y.2018 - 19 is ` 105 crores. It declared an operating profit margin of ` 16 

crores. Its operating expenses were ` 80 crores. 

(ii) Jupiter Ltd., an Indian company, provides contract R & D services relating to 

software development to Saturn Inc., a US  company which  guarantees  12%  

of the borrowings of Jupiter Ltd. The  value  of  such  international  

transactions entered into in the P.Y.2018-19 is ` 190 crores. It declared an 

operating profit 

margin of ` 40 crores against an operating expenses of ` 175 crores. 

In case it is not binding on the income-tax authorities  to  accept  the  transfer  price declared 

by Mercury Ltd. or Jupiter Ltd., what is the  primary  adjustment,  if  any,  to  be made by 

either company in the A.Y.2019-20? (Nov ’19) 

Answer 1 

(i) Venus Inc. is a specified foreign company in relation to Mercury Ltd. Therefore, the condition 

of Mercury Ltd. holding shares carrying not less than 26%  of the  voting power in Venus Inc is  

satisfied.  Hence,  Venus  Inc. and Mercury Ltd. are deemed to be associated enterprises as 

per section 92A(2). Therefore, provision of data processing services by Mercury Ltd., an Indian 

company, to Venus Inc., a foreign company, is an international transaction between associated 

enterprises, and consequently, the provisions of transfer pricing are attracted in this case. 

Data processing services with the use of information technology falls within the  definition of 

“information technology enabled services”, and is hence, an eligible international transaction.  Since  

Mercury Ltd. is  providing  data  processing  services to a non-resident associated enterprise 

and has exercised a valid option for  safe harbour rules, it is an eligible assessee. 

Since  the  aggregate  value  of transactions  entered  into  in  the  P.Y.2018-19 exceeds ` 100 

crore but does not exceed ` 200 crore, Mercury Ltd. should have declared an operating profit 

margin of not less than 18% in relation to operating expense, to be covered  within  the  scope  

of safe  harbour  rules. In  this case, since Mercury Ltd.  has Declared an Operating Profit 

Margin of 20 % (𝑖. 𝑒. 1680 × 100) 𝑡ℎ𝑒 𝑠𝑎𝑚𝑒 𝑖𝑠 𝑖𝑛 accordance with the circumstance mentioned 

in Rule 10TD. Hence, the income-tax authorities shall accept the transfer price declared by 

Mercury Ltd in respect of such international transaction. 

Therefore, Mercury Ltd. need not make any primary adjustment. 

(ii) Saturn Inc., a foreign company,  guarantees  12%  of  the  total  borrowings of Jupiter  Ltd., an 

Indian company. Since Saturn Inc.  guarantees  not  less  than  10%  of  the total borrowings of 

Jupiter Ltd., Saturn Inc. and Jupiter Ltd. are deemed to  be associated enterprises as per section 
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90A(2). Therefore, provision of contract R & D services relating to software development by 

Jupiter Ltd., an Indian  company,  to  Saturn Inc., a foreign company, is an international 

transaction between associated enterprises, and consequently, the provisions of transfer 

pricing are attracted in this case. 

Provision of contract R& D services in  relation  to  software  development  is  an  eligible 

international transaction. Since Jupiter Ltd. is providing such services to a non-resident 

associated enterprise  and  has  exercised  a  valid  option  for  safe harbour rules, it is an eligible 

assessee. 

Since the value of the international transaction does not e xceed ` 2 0 0 c ror e, Jupiter 

Ltd. should have declared an operating profit margin of not less tha n 24% in relation to 

operating expense, to be covered with in thescape of safe harbour rules.  In this case, 

since Jupiter Ltd. has declared an operating p r of it margin  of  22.86%, (𝑖. 𝑒. 40175 × 100) 

the  same is not in accordance with the circumstance mentioned in Rule 10TD. Hence, 

it is not binding on the income- tax authorities to accept the transfer price declared by Jupiter 

Ltd. 

Jupiter Ltd. has to, therefore, make a primary adjustme nt o f ` 2 c r or es [ i . e., ` 42 c rores, 

being 24% of ` 175 crores – ` 40 crores] in the A.Y.2019 -20. 

 

Question 2 

Kaveri Ltd. is an Indian Company in which Andes Inc., a Country A company holds 30% shareholding 

and voting power. During the previous year 2016-17, the Indian company supplied computers to  

the Country  A  based company @CAD 2200 per piece. The price  of computer supplied to other 

unrelated parties in Country A is @CAD 2500 per piece. During the course of assessment 

proceedings relating to A.Y.2017-18, the Assessing Officer carried out primary adjustments and 

added a sum of ` 138 lakhs, being the difference between actual price of computer and arm's length 

price for 500 pieces and it was duly accepted by the assessee. The Assessing Officer  passed the  

order, in  which  the primary adjustments were made, on 1.7.2019. On account of this adjustment, 

the 

excess money of ` 138 lakhs is available with Andes Inc, Country A. What would be the effect of this 

transaction while computing the total income of Kaveri Ltd. for the assessment year 2020-21, 

assuming that – 

(i) Kaveri Ltd. declared an income of ` 220 lakhs; 

(ii) the excess money is still lying with Andes Inc. till today, 

(iii) Kaveri Ltd. has not opted to pay additional income-tax on such excess money not 

repatriated; and 

the rate of exchange is 1 CAD = ` 92 and the six-month LIBOR as on 30.9.2019 is 10%. [CAD 

stands for Country A Dollars, which is the currency of Country A] – (May ’20) 
 

(a) (

a

)

Interest of ` 13.80 lakhs would be added to the total income of Kaveri Ltd 

(b) (

b

)

Interest of ` 13.455 lakhs would be added to the total income of Kaveri Ltd. 
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(c) (

c

)

Interest of ` 10.35 lakhs would be added to the total income of Kaveri Ltd. 

(d) (

d

)

Interest of ` 8.97 lakhs would be added to the total income of Kaveri Ltd. 

Answer 2 

The Answer is  (b) 

 

Question 3 

Examine with reasons whether the two enterprises referred to in the  independent  situations 

given below can be deemed to be associated enterprises under the Indian transfer pricing 

regulations: 

(i) Kingston Inc, a US company having its place of effective management also in the USA, 

has advanced a loan equivalent to ` 130 crores to Ganga Ltd., an Indian company on 

10-4-2019. The total book value of assets of Ganga Ltd.  is  `  250 crores. The market 

value of the assets, however, is ` 300 crores. Ganga Ltd. repaid ` 22 crores before 31-

3-2020. 

(ii) Charles plc., a  UK company having its place of effective management also in the   UK, 

has the power to appoint 4 of the directors of Andes Ltd, an Indian company, whose 

total number of directors in the Board is 9. 

(iii) Total value of raw materials and consumables of Kaveri Ltd., an Indian company, is 

` 720 crores. Of this, supplies to the tune of ` 650 crores are by Aurubis GmbH, a 

German company having its place of effective management in Germany, at prices  and 

terms decided by the German company.  (May 20)  

Answer 3 

(i) Kingston Inc,  a  foreign company,  has advanced loan of  ` 130 crores to Ganga Ltd., an Indian 

company, which amounts to 52% of book value of assets of Ganga Ltd. Since the loan 

advanced by Kingston Inc. is 51% or more of  the  book  value of  assets of Ganga Ltd., Kingston 

Inc. and Ganga Ltd. are deemed to be associated enterprises under the Indian transfer pricing 

regulations. 

The deeming provisions would be attracted even if there is a repayment  of  loan during the 

same previous year which brings down the said percentage below 51%. 

(ii) Charles plc, a foreign company has the power to appoint 44.44% (4 out of 9) of the directors 

of an Indian company, Andes Ltd. 

Two enterprises would be  deemed to be  associated enterprises  if more than half  of the 

board of directors of one enterprise are appointed  by  the  other enterprise. 

In this case, since Charles plc has the power to appoint only 44.44% (which is less than half) 

of the directors of an Indian company, Andes Ltd., Charles plc and Andes Ltd. are not deemed 

to be associated enterprises. 

(iii) Since Aurubis GmbH, a German company, supplies 90.27%  of  the  raw materials and 

consumables required by Kaveri Ltd., an Indian company, which  is more  than  the specified 

threshold of 90%; and the prices and terms of  supply are decided by  the German company, 

the two companies are deemed to be associated enterprises. 
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Question 4 

Under which of the following cases, will arm’s length price be determined by considering the 

median of the dataset? (Nov 20) 

 

Case Most 

Appropriate 

Method 

No. of entries 

in the dataset 

Does the price at which the 

transaction is undertaken fall  

within the arm’s length range 
beginning from the 35th 

percentile of the dataset and 

ending on the 65th percentile of 

the dataset? 

I CUP 5 - 

II RPM 6 Yes 

III TNMM 7 Yes 

IV Cost Plus 8 No 

(a) II and III 

(b) I and IV 

(c) Only IV 

(d) Only I 

Answer 4 

The Answer is (c) 

 

Question 5 

Examine whether transfer pricing provisions under the Income-tax Act, 1961 would be 

attracted in respect of the following cases - (Nov 20) 

(i) Transfer of process patents by Rho Ltd., an Indian company, to ABC Inc., a US company, 

which guarantees 12% of the borrowings of Rho Ltd. 

(ii) Marketing management services provided by Athena, a Greece company to Alpha Ltd., 

an Indian company. Athena is a “specified foreign company” as defined in section 

115BBD, in relation to Alpha Ltd. 

(iii) Gamma Ltd., an Indian company, has two units, Delta & Phi. Unit Delta, which 

commenced business four years back, is engaged in the development of a highway 

project, for which purpose an agreement has been entered into with the Central  

Government. Unit Phi is carrying on the business of trading in steel.  Unit  Phi transfers 

25,000 metric tons of steel of the value of ` 30,000 per MT to Unit Delta for 

` 20,000 per MT. 

(iv) Purchase of machinery by Beta Ltd., an Indian company, from Huff AG, a German 

company. Beta Ltd. is the subsidiary of Huff AG. 

Answer 5 

(i) The scope of the term “intangible property” includes, inter alia, process patents, which 
is a technology related intangible asset. Transfer of intangible property falls within the 

scope of the term “international transaction”. Since ABC Inc., a US company, guarantees 

not less than 10% of the borrowings of Rho Ltd., an Indian company, ABC Inc. and Rho 
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Ltd. are deemed to be associated enterprises under section 92A(2). Therefore, since 

transfer of process patents by Rho Ltd., an Indian company, to ABC Inc., a US company, 

is an international transaction between associated enterprises, the provisions of transfer 

pricing are attracted in this case. 

(ii) Clause (i) of Explanation to section 92B amplifies the scope of the term “international 
transaction”. According to the said Explanation, international transaction includes, inter 

alia, provision of marketing management services. Athena is a specified foreign company 

in relation to Alpha Ltd. Therefore, the condition of Alpha Ltd. holding shares carrying 

not less than 26% of the voting power in  Athena is satisfied, assuming that all shares 

carry equal voting rights. Hence, Athena and Alpha Ltd. are deemed to be associated 

enterprises under section 92A(2). Since the provision of marketing management services 

by Alpha Ltd. to Athena is an “international transaction” between associated enterprises, 
transfer pricing provisions are attracted in this case. 

(iii) Unit Delta is eligible for deduction@100% of the profits derived from its eligible business 

(i.e., the business of developing an infrastructure facility, namely, a highway project in 

this case) under section 80-IA. However, Unit Phi is not engaged in any “eligible 

business”. Since Unit Phi has transferred steel to Unit Delta at a price lower than the fair 

market value, it is an inter-unit transfer of goods between eligible business and other 

business, where the consideration for transfer does not  correspond with the market 

value of goods. Therefore, this transaction would fall within the meaning of “specified 
domestic transaction” to attract transfer pricing provisions, since the aggregate value of 
such transactions during the year exceeds a sum of ` 20 crore. 

(iv) Purchase of tangible property falls within the scope of “international transaction”. 
Tangible property includes machinery. Huff AG and Beta Ltd. are associated enterprises 

under section 92A, since Huff AG is a holding company of Beta Ltd. Therefore, purchase 

of machinery by Beta Ltd., an Indian company, from Huff AG, a German company, is an 

international transaction between associated enterprises, and consequently, the 

provisions of transfer pricing are attracted in this case. 

Question 6 

Delta Ltd., an Indian company, declared total income of ` 2,100 crores computed in accordance 

with Chapter IV-D before making primary adjustment, if required, in respect of the loan 

transaction with Alps Inc, a Swiss company, for the year ended 31.03.2021. Alps Inc. had advanced 

a loan of Euro 350 crores carrying interest@9% p.a. on 1.4.2020 to Delta Ltd. The total book value 

of assets of Delta Ltd. was ` 60,000 crores.  Assume that the amount of interest computed@9% 

p.a. and payable to Alps Inc. does not exceed 30%  of EBITDA and that this is the only loan taken 

by Delta Ltd. 

Alps Inc also advanced a loan of similar nature and amount to Beta Ltd., another Indian 

company@7% p.a. during the F.Y. 2020-21. The value of 1 Euro may be taken as ` 88. You are 

required to: (Nov ’21) 

(i) Examine whether transfer pricing provisions under the Income-tax Act, 1961  would  

be attracted in this case and if so, on what basis. 

(ii) Advise Delta Ltd. regarding primary adjustments, if any, to be made to the above 

income keeping in mind the transfer pricing provisions contained in the Income-tax 

Act, 1961 and compute the total income for A.Y.2021-22. 

(iii) Elaborate on secondary adjustments, if any, required to be made under the provisions 
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of Income-tax Act, 1961, assuming that Delta Ltd. has made the primary adjustment 

suo moto. 

(iv) Calculate the additional income-tax liability, if Delta Ltd. opts for payment of 

additional income-tax in lieu of making secondary adjustment. 

 

Answer 6 

(i) Delta Ltd., an Indian company and Alps Inc, a Swiss company are deemed to be 

associated enterprises since the latter has advanced a loan to the former which 

constitutes 51.33% of the book value of total assets of the former [Euro 350 crores x 

` 88/Rs.60,000 crores]. Since the loan advanced by Alps Inc is not less than 51% of the 

book value of the total assets of Delta Ltd., the two companies are deemed to be 

associated enterprises. 

A loan transaction between two enterprises, one of whom is a non-resident (Alps Inc, 

Switzerland, in this case), would be an international transaction. Accordingly, transfer 

pricing provisions would be attracted in this case. 

(ii) The interest rate charged by Alps Inc. on loan advanced to Delta Ltd. is 9% p.a. whereas 

the arm’s length interest charged by Alps Inc. in a comparable uncontrolled transaction 

with Beta Ltd., another Indian company, is 7% p.a. Therefore, the arm’s length adjustment 
(primary adjustment) to be made is = 9% - 7% = 2% of ` 30,800 crores (Euro 350 crores x 

` 88, being the value of 1 Euro) = ` 616 crores 

The total income (after primary adjustment) of Delta Ltd for P.Y.2020-21 = ` 2,100 crores + 

primary adjustment of ` 616 crores = ` 2,716 crores. 

(iii) Since the primary adjustment has been made by Delta Ltd. suo moto while filing its return 

of income for A.Y.2021-22, Delta  Ltd. has to carry out secondary adjustment   in the 

following manner. 

The excess money (i.e., ` 616 crores) lying with Alps Inc has to be repatriated within 90 

days from 30.11.2021, being the due date for filing return of income. 

If the excess money is not repatriated on or before 28th February, 2022, it would be 

deemed as an advance made by Delta Ltd. to Alps Inc and interest would be chargeable 

from 30.11.2021 at six month LIBOR as on 30th September, 2021 + 3%, since the loan is 

denominated in Euros. Such interest for the period from 30.11.2021 to 31.3.2022 

(assuming that it has not been repatriated upto 31.3.2022) would be included in the total 

income of Delta Ltd. for P.Y.2021-22. 

(iv) If Delta Ltd. opts for payment of additional income-tax, it has to pay ` 129.153 crores 

[i.e., 20.9664% (tax@18% + surcharge@12% + cess@4%) of ` 616 crores]. 
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Chapter 21 

Transfer Pricing & Other Provisions to check Avoidance of Tax 

Question 1 

Alpha Ltd., an Indian company, provides contract R & D services relating to generic 

pharmaceutical drug, to Beta Inc., a Swiss company which guarantees 17% of the total 

borrowings of Alpha Ltd. The aggregate value of such transactions entered into in the P.Y.2018-

19 is Rs. 40 crores and the operating expenses are Rs. 30 crores. Assuming that Alpha Ltd. has 

exercised a valid option for application of safe harbour rules, what is the minimum operating 

profit margin to be declared by it, which can be accepted by the income-tax authorities? 

(a) Rs. 5.4 crores 

(b) Rs. 6.30 crores 

(c) Rs. 7.20 crores 

(d) Rs. 9.60 crores (2 Marks Oct 19) 

Answer 1 

The Answer is (c) 

Question 2 

Under which of the following methods, arm’s length price shall be the arithmetical mean 
of all values included in the dataset, irrespective of the number of entries in the dataset. It 

may be assumed that the variation between the arm’s length price computed and the 
transaction price is 5%. 

(a) Profit split method 

(b) Resale price method 

(c) Cost plus method 

(d) Transactional net margin method (1 Mark Oct 19) 

Answer 2 

The Answer is (a) 

Question 3 

Examine whether transfer pricing provisions under the Income-tax Act, 1961 would be 

attracted in respect of the following cases - 

(i) Scientific research services provided by L Inc., an Italian company to X Ltd., an Indian 

company. L Inc. is a “specified foreign company” as defined in section 115BBD, in 

relation to X Ltd. 

(ii) Ms. Chiya, a resident Indian, is a director of T Ltd, an Indian company. T Ltd. pays salary 

of Rs. 40 lakhs per annum to Samya, who is Ms. Chiya’s daughter.  

(iii) Transfer of technical knowhow by Y Ltd., an Indian company, to A Inc, a French 

company, which guarantees 15% of the borrowings of Y Ltd. (6 Marks Oct 19) 

Answer 3 
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(i) Clause (i) of Explanation to section 92B amplifies the scope of the term “international 
transaction”. According to the said Explanation, international transaction includes, 
inter alia, provision of scientific research services. L Inc. is a specified foreign company 

in relation to X Ltd. Therefore, the condition of X Ltd. holding shares carrying not less 

than 26% of the voting power in L Inc. is satisfied, assuming that all shares carry equal 

voting rights. Hence, L Inc. and X Ltd. are deemed to be associated enterprises under 

section 92A(2). Since the provision of scientific research services by L Inc. to X Ltd. is 

an “international transaction” between associated enterprises, transfer pricing 
provisions are attracted in this case. 

(ii) In this case, salary payment has been made to a related person referred to in section 

40A(2)(b) i.e., relative (i.e., daughter) of Mrs. Chiya, who is a director of T Ltd. However, 

with effect from A.Y.2018-19, section 92BA has been amended to exclude such 

transactions from the scope of “specified domestic transaction”. Consequently, 
transfer pricing provisions would not be attracted in this case. 

(iii) The scope of the term “intangible property” has been amplified to include, inter alia, 
technical knowhow, which is a technology related intangible asset. Transfer of 

intangible property falls within the scope of the term “international transaction”. Since 
A Inc., a French company, guarantees not less than 10% of the borrowings of Y Ltd., an 

Indian company, A Inc. and Y Ltd. are deemed to be associated enterprises under 

section 92A(2). Therefore, since transfer of technical knowhow by Y Ltd., an Indian 

company, to A Inc., a French company, is an international transaction between 

associated enterprises, the provisions of transfer pricing are attracted in this case. 

Question 4 

 A Ltd. filed its return of income for A.Y.2018-19 disclosing total income of Rs.15 crore. During 

the course of assessment, the Assessing Officer made a primary adjustment of Rs.2 crore and 

passed  an order on 1.6.2019 in respect of an international transaction denominated in Indian 

rupees, consequent to which the total income of A.Y.2018-19 has increased to Rs.17 crore. 

The excess money of Rs.2 crore has not been repatriated till date. What are the consequences 

of the primary adjustment made and non-repatriation of excess money in computation of 

total income of A.Y.2020 - 21, if it is assumed that A Ltd. has opted to pay additional income-

tax@20.9664% on Rs.1 crore on 1.12.2019? Assume that the one year marginal cost of fund 

lending of SBI as on  1.4.2019 is  8.5% and as on 1.4.2020 is 9%. (2 Marks May ’20) 

(a) Interest of Rs.9,79,167 to be included in total income of A.Y.2020-21. 

(b) Interest of Rs.10,20,833 to be included in total income of A.Y.2020 -21. 

(c) Interest of Rs.15,66,667 to be included in total income of A.Y.2020 -21. 

(d) Interest of Rs.16,33,333 to be included in total income of A.Y.2020-21. 

Answer 4 

The Answer is (c) 

 

Question 5 

Innovation& Co. is engaged in providing scientific research services to several non-resident clients. 

Such services are also provided to T Inc., which guarantees 15% of the total loans of Innovation & 

Co. Examine whether transfer pricing provisions are attracted in respect of this transaction. (2 

Marks May ’20) 

Answer 5 
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Provision of scientific research services falls within the scope of  international transaction  under 

section 92B. Innovation & Co. and T Inc. are deemed to be associated enterprises as per section 

92A(2), since T Inc. guarantees not less than 10% of the total borrowings of Innovation & Co. Since 

there is an international transaction between associated enterprises, transfer pricing provisions 

are attracted in this case. 

Question 6 

S Ltd. is an Indian Company in which B  Inc., a  France based  company, has 32%  shareholding 

and voting power. Following transactions were effected between these two companies during 

the financial year 2019-20. 

(i) S Ltd. sold 45,000 pieces of shirt at $ 2 per shirt to B Inc. The identical shirts were sold 

to unrelated party namely MNO Inc., at $ 3 per shirt. 

(ii) S Ltd. borrowed $ 1,50,000 from a foreign lender based on the guarantee of B  Inc. For 

this,    S Ltd. paid $  8,500 as guarantee fee to B Inc. From an unrelated party for the 

same amount of loan, B Inc. collected $ 6,500 as guarantee fee. 

(iii) S Ltd. paid $12,000 to B Inc. for getting various potential customers details to improve 

its business. B Inc. provided the same service to unrelated parties for $ 11,000. 

Assume the rate of exchange as $ 1 = ` 70 

S Ltd. is located in a Special Economic (SEZ) and its income before transfer pricing  

adjustments  for the year ended 31st March, 2020 was `850 lakhs. 

Compute the adjustments to be made to the total income of S Ltd.  If such adjustments 

are made   by the Assessing Officer, can S Ltd. claim deduction under section 10AA  for  

the  income  enhanced by applying transfer pricing provisions. (6 Marks Oct ‘20) 

Answer 6 

S Ltd, an Indian company and B Inc., France based company are deemed to be associated 

enterprises as per section 92A(2)(a), since B Inc. holds shares carrying not less than 26% of 

the voting power in S Ltd. 

As per Explanation to  section 92B, the  transactions entered into between  these two 

companies  for sale of product, lending or guarantee and provision of services relating to 

market research are included within the meaning of “international transaction”. 

Accordingly, transfer pricing provisions would be attracted and the income arising from such 

international transactions have to be computed having regard to the arm’s length price. In this case, from 

the information given, the arm’s length price has to be determined taking the comparable 

uncontrolled price method to be the most appropriate method. 

Particulars ` in lakhs 

Amount by which total income of S  Ltd.  is enhanced on  account of  

adjustment in the value of international transactions: 

 

(i) Difference in price of shirt @ $ 1 each for 45,000 pieces sold to Breek 

Inc.  ($ 1 x 45,000 x 70) 

31.50 

(ii) Difference for excess payment of guarantee fee to B Inc.  for  loan  

borrowed from foreign lender ($ 2,000 x 70) 

1.40 

(iii) Difference for excess payment for services to B Inc. ($ 1,000 x 70)   0.70 

  33.60 

S Ltd. cannot claim deduction under section 10AA in respect of  ` 33.60 lakhs, being the 

amount   of income by which the total income is enhanced by virtue of the first proviso 
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to section 92C(4). 

Question 7 

XYZ Ltd. has failed to report an international transaction entered into by it with PQR Inc., which 

is a specified foreign company in relation to XYZ Ltd. What would be the penalty leviable in 

this case? 

(a) 2% of the value of the international transaction 

(b) 50% of tax payable on under-reported income 

(c) 200% of tax payable on under-reported income 

(d) Both (a) and (c) (2 Marks March ‘21)] 

Answer 7 

  The Answer is (d)         

Question 8                                                                                                                                                                                                                

Alpha Ltd.’s total income of A.Y. 2021-22 has increased by Rs.34 lakhs due to application of 

arm’s  length price by the Assessing Officer on transactions of purchase of goods from its foreign 

holding company in respect of a retail trade business carried on by it, and the  same has been 

accepted  by Alpha Ltd., then, - 

(a) business loss of A.Y. 2017-18 cannot be set-off against the enhanced income 

(b) deductions under Chapter VI-A cannot be claimed in respect of the enhanced income 

(c) unabsorbed depreciation of A.Y. 2011-12 cannot be set-off against the enhanced income 

(d) Business loss referred to in (a), deductions referred to in (b) and  unabsorbed  depreciation  

referred to in (c) cannot be set-off against the enhanced income. (2 Marks March ‘21) 

Answer 8 

  The Answer is (b) 

Question 9 

Mr. Suresh received the draft order from the Assessing Officer as per section 144C of the 

Income-tax Act, 1961 due to variations determined by the Transfer Pricing Officer in the  arm's 

length price. However, Mr. Suresh did not prefer to file the objection against the draft order 

before the Dispute Resolution Penal, instead, he prefer to file appeal before the CIT (Appeals) 

under section 246A against the final order received from the Assessing Officer. 

You are required to advise Mr. Suresh, whether his contentions are tenable? Discuss the  issue 

with reference to provisions of section 144C of the Income-tax Act, 1961. (Mar 21) 

Answer 9 

Section  144C requires  the  eligible  assessee, Mr.  Suresh, to  file  his  objections  within  30  

days of the receipt of draft assessment order from the Assessing Officer with the DRP  and  the 

Assessing Officer 

If he fails to do so, the Assessing Officer will proceed to complete the assessment on the basis 

of the draft order. 

The CBDT has clarified that the assessee has a choice whether to file an  objection before  the 
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DRP against the draft assessment order or not to exercise this option and file an appeal later 

before CIT (Appeals) against the final assessment order passed by the Assessing Officer. 

Therefore, Mr. Suresh can choose to file an appeal before Commissioner (Appeals) against the 

final assessment order instead of filing objection before the DRP against the draft assessment 

order passed by the Assessing Officer. 

In case Mr. Suresh files objection before the DRP, then, he has the right to appeal to Appellate 

Tribunal, if he is aggrieved by the final order passed by the Assessing Officer in pursuance of 

the directions of the DRP. 

 

Question 10 

RIDA Inc., a German Company, holds 45% of equity in Info tech Ltd., an Indian Company. Inf o 

tech Ltd. is engaged in development of software and maintenance of the same for customers 

across the globe. Its clientele includes RIDA Inc. 

During the financial year 2020-21, Info tech Ltd. had spent 1500 man hours for developing and 

maintaining software for RIDA Inc. with  each  hour  being  billed  at  `  2,500.  Cost  incurred  by 

Info tech Ltd. for executing work for RIDA Inc. amounts to ` 25 lakhs. 

Info tech Ltd. had also undertaken developing software for Mira Industries, for which Info tech 

Ltd. had billed at ` 2,700 per man hour. The persons working for Mira Industries and RIDA Inc. 

were part of the same team and were of matching credentials and caliber. Info tech Ltd. made a 

gross profit of 50% on cost on Mira Industries work. Info tech Ltd.’s transactions with RIDA Inc. 

are comparable to transactions with Mira Industries, subject to the following differences: 

(i) RIDA Inc. gives technical knowhow support to Info tech Ltd., which can be valued at 

10% of the normal gross profit. Mira Industries does not provide any such support. 

(ii) Since the work for RIDA Inc. involved huge number of man hours, a quantity discount 

of 15% of normal gross profits was given. 

(iii) Info tech Ltd. had offered 90 days credit to RIDA Inc., the cost of which is measured at  

15%  of the normal billing rate. No such credit was offered to Mira Industries. 

Compute arm’s length price as per Cost Plus Method and the amount of increase in 

total  income   of Info tech Ltd. (6 Marks Oct 21)  

Answer 10 

Any income arising from an international transaction, where two or more “associated enterprises” 
enter into a mutual agreement or arrangement, shall be computed having regard to arm’s length price as per 

the provisions of Chapter X of the Act. 

Section 92A defines an “associated enterprise” and sub-section (2) of this section speaks of the 

situations when the two enterprises shall be deemed to associated enterprises. Applying the 

provisions of section 92A(2)(a) to the given facts, it is clear that “Info tech Ltd.” is associated with RIDA Inc. of 

Germany, because this company holds shares carrying not less than 26% of the voting power in 

Info tech Ltd. 

Computation of Arm’s Length Price as per Cost Plus Method 
 

Particulars  ` (in crores) 

Gross profit Mark up in case of Mira Industries [an unrelated party] 50.0%  

Less: Differences to be adjusted   
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- Value of technical know-how (10% of 50%) 5.0%  

- Quantity discount to RIDA Inc. (15% of 50%)   7.5%  

 37.5%  

Add: Cost of credit to RIDA Inc., (15% of 100%) 15.0%  

Arm’s Length gross mark up 52.5%  

Cost incurred by Info tech Ltd. for executing RIDA Inc’s work 25,00,000 

Add: Adjusted gross profit (` 25,00,000 x 52.5%) 13,12,500 

Arm’s Length billed value 38,12,500 

Less: Actual Billed Income in case of RIDA Inc. (` 2500 x 1500 man 

hours) 

 

37,50,000 

Total Income of Info tech Ltd to be increased by   62,500 

 

Question 11 

Mayur Ltd., an Indian company declared income of ` 150 crores computed in accordance with  

Chapter IV-D before making any adjustments in respect of the following transaction for the 

year ended on 31.03.2021: 

U  Ltd.,  a   “X”   country   company,  advanced  a   loan   of   Euro  500  crores  carrying  interest   

@ 8% per annum during the F.Y. 2020-21 to Mayur Ltd. The total Book Value of assets of Mayur 

Ltd. on 31.03.2021 was ` 70,000 crores. The said “X” country Co. also advanced a loan of similar 

nature & amount to another Indian Co. @ 6% per annum during the F.Y. 2020-21. The total 

interest paid for the year was 40 crores Euros. 

(i) You are required to make primary adjustments, if any, to the above income keeping in 

mind transfer pricing provisions contained in section 92 of Income-tax Act, 1961 for 

filing return of income for the A.Y. 2021-22. 

(ii) You have to elaborate on secondary adjustments required to be made, if any, under 

said provisions of Income-tax Act, 1961, assuming that the primary adjustment has 

been made by Mayur Ltd. suo moto while filing its return of income for A.Y.2021-22. 

(iii) If Mayur Ltd. opts for additional tax instead of repatriation of excess money by U Ltd., 

calculate additional tax liability required to be made. 

Value for 1 Euro was  ` 85, throughout the year. (6 Marks Oct 21) 

Answer 11 

Mayur Ltd., an Indian company and U Ltd., a Country X company are deemed to be associated 

enterprises since the latter has advanced a loan to the former which constitutes 60.71% of  the  

book value of total assets of the former. Since the loan advanced by U Ltd. is not less than 51% 

of the book value of the total assets of Mayur Ltd., the two companies are deemed to be 

associated enterprises. 

A loan transaction between two enterprises, one of whom is a non-resident (U Ltd., in this case), 

would be an international transaction. Accordingly, transfer pricing provisions  would be  

attracted  in this case. 

(i) The interest rate charged by U Ltd on loan advanced to Mayur Ltd. is 8% p.a. whereas 

the arm’s length interest charged in a comparable uncontrolled transaction (with 

another Indian company) by U Ltd. is 6% p.a. Therefore, the arm’s length adjustment (primary 

adjustment) to be made is = 8% - 6% = 2% of ` 42,500 crores (Euro 500 crores x ` 85, being 

the value of  1 Euro) = ` 850 crores 



 

 

Chapter 21 Transfer Pricing & Other Provisions to check Avoidance of Tax 

21.7 

Note - Alternatively, the calculation can also be shown as – Euro 40 crores x ` 85 x 2/8 = ` 

850 crores 

The total income (after primary adjustment) of Mayur Ltd for P.Y.2020-21 = ` 150 

crores + primary adjustments of ` 850 crores = ` 1000 crores. 

(ii) The excess money (i.e., ` 850 crores) lying with U Ltd. has to be repatriated within 90 

days from 30.11.2021, being the due date for filing return of income. 

If the excess money is not repatriated on or before 28th  February, 2022, it would be 

deemed  as an advance made by Mayur Ltd. to U Ltd. and interest would be 

chargeable from 30.11.2021 at six month LIBOR as on 30th September, 2021 + 3%, 

since the loan is denominated in Euros. Such interest would be included in the total 

income of Mayur Ltd. 

(iii) If Mayur Ltd. opts for payment of additional income-tax, it has to pay ` 178.2144 crores 

[i.e., 20.9664% (tax@18% + surcharge@12% + cess@4%) of ` 850 crores]. 
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Question 1 

Beta Inc. having its business in Singapore has advanced a loan of SD 1,60,000 to Beta  Ltd, Mumbai. 

Book value of total assets of Beta Ltd was ` 125 lakhs. Beta Ltd provides software backup support 

to Beta Inc. Beta Ltd has spent 50,000 manhour during the financial year 2018-19 for the services 

rendered to Beta Inc. The cost  for Beta Ltd is  SD 75 / manhour. Beta Ltd has billed Beta Inc. at 

SD 90.75 / manhour. 

Gama Ltd. in Mumbai which has a similar business model, provides software backup support to 

Olive Inc. in Penang, Malaysia. Gama Ltd's cost and operating profits are as hereunder: 

 

Particulars INR in lakhs 

Direct costs 600 

Indirect costs 200 

Operating profits 200 

(1) Calculate Arm’s Length Price for the transaction between Beta Ltd. and Beta Inc.  based 

on the above data of Gama Ltd. using the Transactional Net Margin Method. Assume 

ISD = ` 45. 

(2) Explain, if there is any adjustment to be made to the total income of Beta Ltd. 

Note: SD = Singapore Dollars (6 Marks May ‘19) 

 

Answer 1 

Two enterprises are deemed to be associated  enterprises  where  one  enterprise advances loan 

constituting not less than 51% of the book value of the total assets of the other enterprise. 

In this case, since Beta Inc., a foreign company, has advanced loan to  Beta  Ltd., an  Indian company, 

and such loan constitutes 57.6% [(` 45 x 1,60,000 x 100/1,25,00,000] of 

the book value of total assets of Beta Ltd., Beta Inc and Beta Ltd. are deemed to be associated 

enterprises. 

Since the transaction of provision of software backup support by Beta Ltd. to  Beta  Inc. is an 

international transaction between associated enterprises the provisions of transfer pricing would be 

attracted in this case. 
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Determination of Operating Margin of transaction of provision of software backup support. by Beta 

Ltd. to Beta Inc 

 

Particulars ` 

Billing per manhour [SD 90.75/hour x `45] 4,083.75 

Cost per man hour [SD 75/hour x `45] 3,375.00 

Operating profit per manhour   708.75 

Operating profits to cost (%) [708.75 x 100/3375] = 21% 

Determination of Operating Margin of Comparable Uncontrolled transaction i.e., provision 

of software backup support. by Gama Ltd. to Olive Inc 

Particulars ` in lakhs 

Direct Cost 600 

Indirect Cost 200 

Total cost 800 

Operating profits 200 

Operating profits to cost (%) [200 x 100/800] = 25%  

(1) Computation of Arm’s Length Price of provision of software backup support 

provided by Beta Ltd. to Beta Inc. by applying TNMM 

 

Particulars ` 

Cost for Beta Ltd. (per man hour) [SD 75 x ` 45/SD] 3,375.00 

Add: Arm’s length operating profit margin as % of cost (25% of ` 
3,375) 

  843.75 

Arm’s length price (per manhour) in INR [See Note] 4,218.75 

Arm’s length price of total manhours spent by Beta Ltd. for providing 
software backup support to Beta Inc. [` 4,218.75 x 50,000 man hours] = ` 

21,09,37,500 

(2) Adjustment to be made to the total income of Beta Ltd. 

 

Particulars ` 

Arm’s length price of total manhours spent by Beta Ltd.  for  

providing software backup support to Beta Inc. 

21,09,37,500 
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Less: Amount actually billed [90.75 SD x ` 45/SD x 50,000 

manhours] 

20,41,87,500 

Arm’s length adjustment to be made to the  total  income  

of Beta Ltd. 
    67,50,000 

 

Question 2 

ABC & Co, an Indian LLP, is solely engaged in the manufacture and export of engine, engine parts 

including cooling systems and engine valves. It had supplied auto components worth ` 72 crores 

during financial year 2018-19 to XYZ LLP, a foreign LLP located in Germany, controlled by A & B, the 

partners of Indian LLP along with their relatives. Against the aggregate value of transactions 

entered into as mentioned above,  the Indian LLP incurred an operating expenditure of ` 60  crores  

leaving an operating profit of ` 4.50 crores. 

(i) Compute the primary adjustment required to be made in A.Y.2019-20, if  any,  assuming 

that the Indian LLP exercised a valid option for application of safe harbour rules 

prescribed under Rule 10TD read with section 92CB of the  Income-tax Act,  1961. 

(ii) Examine the applicability of safe harbour rules, if the Foreign LLP is located in a Notified 

Jurisdictional Area. (6 Marks May ‘19) 

Answer 2 

(i) ABC & Co., an Indian LLP, and XYZ LLP, a foreign LLP, are deemed to be associated 

enterprises, since XYZ LLP is controlled by A & B, who are the partners of ABC & Co., 

along with their relatives. 

Engine, engine parts including cooling systems and engine valves fall within the 

meaning of “core auto components”, and hence, export of all such parts originally 

manufactured by ABC & Co. is an eligible international transaction. 

Since the Indian LLP is solely engaged in the manufacture and export5 of such parts and 

has exercised a valid option for Safe Harbour Rules, it is an eligible assessee. 

The Indian LLP should have declared an operating  profit margin of not less  than 12% 

in relation to operating expense, to be covered within the Safe Harbour Rules. 

However, since ABC & Co. an Indian LLP has declared an operating profit margin of only 

7.5% (` 4.5/` 60 crore x 100), the same is not in accordance with the circumstance 

mentioned in Rule 10TD. 

Hence, ABC & Co., an Indian LLP, has to make primary adjustment. 

Accordingly, it has to declare operating profits margin of ` 7.2 crore, being 12% of 

operating expenses i.e., ` 60 crore. 
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Thus, primary adjustment of ` 2.7 crore [i.e., ` 7.2 crore – ` 4.5 crore] has to  be  made 

by ABC & Co. 

(ii) The Safe Harbour Rules shall not apply in respect of  eligible  international  transactions 

entered into with an associated enterprise located in a notified jurisdictional area. 

Therefore, if the foreign LLP is located in a NJA, the Safe Harbour  Rules  shall not  be 

applicable, irrespective of the operating profit margin declared by the assessee. 

 

5 90% or more (100% ,in this case) of total turnover of ABC & Co. an Indian LLP during 

the relevant previous year is in the nature of original equipment manufacturer sales 

 

Question 3 

DIY Ltd., a company registered in India and subsidiary of CD Inc., a company registered   in 

Austria. DIY Ltd. engaged in the manufacturing of fabric. To arrive at the arm's length price 

applicable to its transactions with CD Inc., DIY Ltd. enters into an advance pricing 

agreement with the Board on 25th November 2018. Accordingly, there will  be  a  

substantial change in the income of DIY Ltd. Also, DIY Ltd. wishes to apply for roll back 

provisions to PY 2014-15, 2015-16, 2016-17 and 2017-18. The AO wants to apply such 

transfer pricing provisions from the year in which DIY Ltd. became the subsidiary of CD  Inc. 

i.e., A.Y. 2012-13 onwards. 

DIY Ltd. had filed its return of income for the A.Y. 2018-19 on 26th August 2018 and for A.Y. 

2019-20, on 31st August, 2019. The assessments for the A.Ys 2015-16 to 2018-19 are 

completed but the assessment of A.Y. 2019-20 is pending on the date of entering into APA. 

You are required to answer the following questions: 

(i) Whether the AO is correct to apply the transfer pricing provisions from A.Y. 2012-13 

onwards? 

(ii) In respect of A.Y. 2016-17, the transfer price arrived at by the Board is resulting in 

reduction in income of  the assessee. Discuss whether the roll back provisions can   be 

applied for that assessment year as well. 

(iii) What will happen to completed as well as pending assessments? (6 Marks Nov ‘19) 

Answer 3 

(i) No; the Assessing Officer is not correct in applying transfer pricing provisions as per 
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the advance pricing agreement from A.Y.2012-13 itself. 

This is so since roll back provisions can be applied only  for  any  previous  year, falling 

within the period not exceeding four previous years, preceding the first of the five 

consecutive previous years as may be specified in the agreement. Since P.Y.2018-19 is 

the first of the five consecutive previous years, roll back provisions can be applied 

only from A.Y.2015-16 (relevant to P.Y.2014-15) and not from A.Y.2012-13. 

(ii) No; the rollback provision cannot be applied in respect of  an  international  transaction 

for a rollback year, if  the application of rollback provision has  the effect  of reducing 

the total income or increasing the loss, as the case may be, of the applicant as declared 

in the return of income of the said year already filed by the assessee prior to the filing 

of the APA. 

Accordingly, the roll back provisions cannot be applied in respect of A.Y.2016-17, since 

it has the effect of reduction in income of DIY Ltd. for that year. 

(iii) DIY Ltd. has to furnish modified return in respect of  the  assessment years  relevant 

to the previous year to which APA applies (and for which returns have already been 

furnished before entering into an APA) within a period of 3 months from  the end of  

the month in which the agreement was entered into i.e., on or before 28th February 

2019. The modifications therein should arise only because of the APA. Such return 

would be treated as a return filed under section 139(1). 

In case of completed assessments (i.e., assessments made upto A.Y.2018-19 other 

than A.Y.2016-17), the Assessing Officer would assess or  reassess  or  recompute the 

total income of the relevant assessment year having regard to the APA. Such order of 

assessment has to be passed within a period of one year from  the end of   the financial 

year in which the modified return was furnished. 

In respect of pending assessment (i.e., assessment for A.Y.2019-20), the Assessing 

Officer shall proceed to complete the assessment or reassessment proceedings in 

accordance with the APA taking into consideration the return furnished by the  assessee, 

since the same has been furnished after the date of entering into the APA. 

 

Question 4 

MNO Ltd. in Mumbai is a wholly owned subsidiary of a holding company located in  Low  Tax 

Jurisdiction (LTJ). MNO Ltd. has accumulated profit of ` 1,500 lakhs. It deposited ` 1,000 lakhs in 

fixed deposit with a branch of  foreign bank  located in  India. Based on  the  security  of  the  

deposit,  the  holding  company  located  in  ·LTJ  availed bank  loan of ` 800 lakhs. Is this an 
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impermissible arrangement lacking commercial  substance?  Support your answer with 

applicable legal provisions. (4 Marks Nov ‘19) 

 

 

Answer 4 

This is an arrangement whose main purpose is to take money out of  reserves available with 

subsidiary company i.e., MNO Ltd., India without payment of dividend distribution tax 

under section 115-O. 

The dividend distribution tax would be attracted in the hands of MNO  Ltd.  in  both  

following situations - 

- If MNO Ltd. had declared or distributed dividend, tax has to be paid@15% plus  

surcharge@12% plus health and education cess@4% (i.e., 17.472%) on such 

distributed income. 

- If MNO Ltd. had directly lent money to its holding company, the provisions of section 

2(22)(e) would get attracted, on account of deeming such amount of loan  as  dividend, 

since the holding company holds substantial interest in its Indian  subsidiary, MNO Ltd. 

In such a case, dividend distribution tax@30% plus surcharge @12% plus health and 

education cess@4% (i.e. 34.944%) would be levied. 

In order to avoid payment of dividend distribution tax, MNO Ltd. had adopted a circuitous 

route of depositing money with foreign bank’s branch in India, so that the bank could loan 
the amount to the holding company. 

Tax  benefit [of ` 279.552 lakhs (` 800 lakhs x 34.944%)] is sought to be obtained by way  of 

saving taxes on the amount distributed to the holding company which would be treated as 

deemed dividend and subject to dividend distribution tax in the hands  of  MNO  Ltd.  The 

arrangement disguises the source of funds by routing it through branch of a foreign bank. 

The branch of foreign bank may also be treated as an accommodating party. 

Hence, the arrangement shall be deemed to be an impermissible arrangement lacking 

commercial substance. 

However, in this case, since the tax benefit of ` 279.552 lakhs (` 800 lakhs x 34.944%) arising 

out of such arrangement does not exceed ` 3 crore, GAAR provisions cannot be invoked. 
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Question 5 

KVS Ltd., the assessee, has soId goods on 12.01.2020 to L Ltd., located in notified jurisdictional 

area (NJA), for ` 10.50 crores. During the current financial year, KVS Ltd. charged ` 11.50 crores 

from AJ of New York  and ` 12  crores from KP of  London for sale of identical goods and both of  

which are neither associated enterprise of  KVS Ltd. nor  they are situated in any NJA. While 

sales to AJ and KP were on CIF basis, the sale to L Ltd., was on FOB basis, which paid ocean 

freight and insurance amounting to ` 20 lakhs  on purchases from KVS Ltd. 

India has a Double Taxation Avoidance Agreement with the U.S.A. and  U.K.  The  assessee has 

a policy of providing after sales support service to the tune of ` 14 lakhs to  all customers except 

L Ltd. which procured the same locally at a cost of ` 18 lakhs. 

Compute the ALP for the sales made to L Ltd., and the amount of consequent increase, if any, 

in the profit of  the assessee-company. (6 Marks Nov ‘20)  

 

 

Answer 5 

A transaction where one of the parties thereto is a person located in a NJA would be deemed 

to be an international transaction and all parties to the transaction would be deemed as 

associated enterprises. Accordingly, all the provisions of  transfer  pricing  would be attracted 

in case of such a transaction. 

Hence, the transactions between KVS Ltd, an Indian company and L Ltd., located in NJA, would 

be deemed to be international transactions between associated enterprises. 

The transactions of KVS Ltd. with AJ of New York and KP of London for sale of identical goods are 

comparable uncontrolled international transactions, since they are neither associated 

enterprises of KVS Ltd. nor are they situated in NJA. Hence, Comparable Uncontrolled Price (CUP) 

method can be used to determine ALP. 

Where more than one price is  determined by  the most appropriate method, CUP method in 

this case, then, the arithmetic mean has to be taken in cases where the number of  entries in 

the dataset is less than 6 (in this case it is only 2). However, the benefit of permissible variation 

between the ALP and the transfer price  based on  the rate notified   by the Central Government 

(i.e., maximum of 3% of transaction price) would not be available in respect of such transaction 

Computation of ALP using CUP method 

 

Particulars AJ KP 

` in 

crores 

` in 

crores 
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Price charged by KVS Ltd. (on CIF basis) 11.50 12.00 

Less: Ocean freight and insurance, has to be reduced since 

the price charged to L Ltd. is on FOB basis 

 

  0.20 

 

0.20 

 

Less: Cost of after-sales support service (has to be reduced, 

since such services are being provided to AJ and KP but not to 

L Ltd.) 

11.30 11.80 

 

0.14 

 

0.14 

Arm’s Length Price 11.16 11.66 

Arithmetic mean of the above prices [(` 11.16 crores + ` 11.66 

crores)/2] 

11.41 

Less: Price at which goods were sold to L Ltd.  10.50 

Arm’s length adjustment [increase in profit of KVS Ltd.]    0.91 

 

 

Question 6 

On 1-4-2019, Vihaan Ltd., an Indian company, advanced a loan of ` 6  crores to Yuvan  Inc., a 

company resident in Singapore. As on the date of loan, the book value of total  assets in the books 

of Yuvan Inc. was ` 4 crores. In the Financial Year  2018-19, Yuvan  Inc. had revalued its assets and 

accordingly the value of assets had increased by ` 2 crores. Yuvan Ltd. paid the entire loan along 

with interest thereon on 31st August, 2019. During the Financial Year 2019-20, Vihann Ltd. also 

entered into  an  agreement  with Yuvan Inc. to provide 20 thousand medical equipments at a cost 

of ` 7,400 per unit. The Assessing Officer treats them as associate enterprise and wants to re-

compute  the income of Vihaan Ltd. at arms’ length price. You are required to answer the 

following questions in this respect: 

(1) Would Vihaan Ltd. and Yuvan Ltd. be treated as associate enterprises for  the  purpose 

of transfer pricing adopted by the Assessing Officer? If yes, why? '. 

(2) Calculate the arms length price of Vihaan Ltd. which sells the same  equipments at the 

rate of ` 9,000 per unit to Y Ltd. and at the rate of  ` 9,500 per unit to  X LLP  (both of 

them are unrelated parties in respect of Vihaan Ltd.). Vihaan Ltd. is not a wholesale 

dealer. 

(3) What are the options available to Yuvan Inc.6 in respect of such increase in transfer  

price by income tax authorities, if Vihaan Ltd. accepts such transfer price? (6 Marks 

Jan 21) 
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Answer 6 

(1) Two enterprises are deemed to be associated enterprises as per section 92A(2)(c), if a 

loan advanced by one enterprise to the other enterprise constitutes not less than 51% 

of the book value of total assets of the other enterprise. Since Vihaan Ltd., an Indian 

company, advanced loan of an amount of ` 6 crores to Yuvan Inc., a Singapore company, 

which is 150% of the book value of the total assets of Yuvan Inc. (i.e., 150% of ` 4 crores), 

Vihaan Ltd. and Yuvan Inc. are deemed to be associated enterprises. 

(2) Vihaan Ltd. sells equipments at the rate of ` 9,000 per unit to Y Ltd. and at ` 9,500 per 

unit to X LLP, both of them being unrelated parties. Since the transactions can be 

considered as comparable uncontrolled transactions for the purpose of  determining 

the arm’s length price, Comparable Uncontrolled Price (CUP) method would be most 

appropriate method. 

Since two prices are determined by the most appropriate method, and data set 

comprises of only two  entries, the arm's length price shall be  the  arithmetical mean 

of both the values included in the dataset. 

Accordingly, arm’s length price would be ` 9,250 [(` 9,000 + ` 9,500)/2]. Since the 

deviation between the arm’s length price and actual sale price of the equipment to 

Yuvan Inc. i.e., ` 7,400 per unit is 25%, which exceeds 3% of the price of the 

international transaction, the arm’s length price would be ` 9,250 per unit and the  

total income would  increase  by  `  3.7  crores  [i.e.  `  1,850  (`  9,250  –  `  7,400) x 

20,000 units] 

(3) On account of the primary adjustment of ` 3.7 crores (` 1850 x  20,000 units)  made by 

the Assessing Officer, in the total income of Vihaan Ltd. for  A.Y.2020-21, secondary 

adjustment has to be made under section 92CE, since – 

(1) The company has accepted the primary adjustment made by the Assessing 

Officer; 

(2) The primary adjustment is in respect of A.Y.2020-21; and 

(3) The primary adjustment exceeds ` 100 lakhs. 

Accordingly, the excess money i.e.,3.7 crores available with the Yuvan  Inc.  has  to be 

repatriated to India within 90 days of the date of the order  of  the  Assessing Officer. 

Alternatively, Vihaan Ltd. can opt to pay additional income-tax @20.9664% (tax @18% 

plus surcharge @12% plus cess@4%) on ` 3.7 crores, which amounts to ` 77,57,568. 
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Question 7 

Horizon Ltd., Russia holds 35% shares in Identiqa Ltd., India. Identiqa Ltd. develops software and 

does both onsite and offsite consultancy services for  the  customers.  Identiqa Ltd. during the 

year billed Horizon Ltd. Russia for 120 man-hours at the rate of ` 1,800 per man hour. The total 

cost (direct and indirect) for executing this  work  amounted to ` 2,25,000. 

However, Identiqa Ltd. billed Sundy Ltd., India at the rate of ` 2,800 per man hour for the similar 

level of manpower and earned a Gross Profit of 50% on its cost. 

The transactions of Identical Ltd. with Horizon Ltd. and Sundy Ltd.  are  comparable,  subject to 

the following differences: 

 While Identiqa Ltd. derives technology support from the Horizon Ltd., there is no such 

support from Sundy Ltd. The value of technology support received from Horizon Ltd. 

may be put at 18% of normal gross profits. 

 As Horizon Ltd. gives business in  large volumes, Identiqa Ltd. offered to Horizon Ltd.,  a 

quantity discount which may be valued at 10% of normal gross profits. 

(a) In the case of rendering services to Horizon ltd., Identiqa Ltd.  neither  runs  any  risk nor 

incurs any marketing costs. On the other hand, in the case of services to Sundy Ltd., 

Identiqa Ltd. has to assume all the risk and costs associated with the marketing 

function which may be estimated at 12% of the normal gross profits. 

(b) Identiqa Ltd. offered one month credit to Horizon Ltd. The cost of providing such credit 

may be valued at 2% of the gross profits. No such credit was given to Sundy Ltd. 

Compute the Arm's Length Price alongwith income to be increased under the Cost plus 

Method with reference to Section 92C read  with  Rule 10B. (6 Marks Jan 21) 

Answer 7 

Identiqa Ltd, an Indian company and Horizon Ltd., a Russian company, are deemed to 

associated enterprises as per section 92A(2), since Horizon Ltd. holds shares carrying  35% of 

the voting power (i.e., not less than 26% of voting power) in Identiqa Ltd. Further, the 

transaction of developing software and providing consultancy services  (both  onsite and 

offsite) fall within the meaning of “international transaction” under  section  92B.  Hence, 

transfer pricing provisions would be attracted in this case. 

 

 

Computation of Arm’s Length Price as per Cost Plus 
Method 
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Gross Profit mark-up on cost in case of Sundy Ltd. [an unrelated 

party] 

 50% 

Less: Adjustments for functional and other differences   

- Value of technology  support  [Horizon  Ltd.  provides  

technology support, but Sundy Ltd. does not provide 

such support. Therefore, value of technology support 

shall be adjusted] [18% of 50%, being gross profit] 

9%  

-   Quantity discount to Horizon Ltd. [Quantity discount is 

allowed  to Horizon Ltd. as it gives business in large 

volumes, but the same is not provided to Sundy Ltd. 

Therefore, it shall be adjusted] [10% of 50%, being gross 

profit] 

5%  

- Risk and cost associated with marketing [Identiqa Ltd. has 

to bear all the risk and costs associated with the 

marketing function in case of Sundy Ltd., while there is 

no such risk in case of services to Horizon Ltd. 

Therefore, market risk and 

cost shall be adjusted] [12% of 50%, being gross profit] 

6%  

 

 

20% 

 

Add: Cost of credit to Horizon Ltd. [Identiqa Ltd has provided 

credit  of 1 month to Horizon Ltd. but not to the unrelated 

party. Therefore, adjustment for the cost of such credit 

has to be 

carried out to arrive at the ALP] [(2% of 50%, being gross 
profit] 

 30% 

1% 

Arm’s length gross profit mark up to cost 31% 

Cost incurred by Identiqa Ltd. for executing Horizon Ltd.’s work 2,25,000 

Add: Adjusted gross profit (` 2,25,000 x 31%) 69,750 

Arm’s length billed value 2,94,750 

Less: Actual Billed Income from Horizon Ltd. (` 1800 x 120 man 
hours) 

2,16,000 

Total Income of Identiqa Ltd to be increased by 78,750 

 

Question 8 

Paras Ltd. is an Indian company engaged in the manufacturing of supreme quality mink 

blankets. It has total borrowings of ` 60 crores by way of loan  as  on  31.03.2021. Saksham 

Ltd. of Germany imported 5 lakh blankets from Paras Ltd. for the resale in Germany @` 

2,000 per unit. Paras Ltd. sold similar blankets to other dealers in Germany @` 2,100 per 
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unit. Paras Ltd. received a bank  guarantee  on  1.04.2020 for availing a  cash credit limit of 

` 9 crores for which Saksham Ltd. was the guarantor. The terms  of  trade for other dealers 

was to make payment within 1 month from the date of  sale  of  goods by Paras Ltd., whereas 

for Saksham Ltd., the credit period allowed was 3 months from the date of sale of goods. 

The cost of capital was 12% per annum and the supply of goods is assumed to be uniform 

throughout the year. 

You are required to determine whether Paras Ltd. and Saksham Ltd. are associated 

enterprises. If yes, compute the ALP of the transaction between  them and the amount  to 

be added to the income of Paras Ltd., if any, by way of an ALP adjustment. 

Assuming that the above adjustments to the transfer price have been made suo-moto by 

Paras Ltd. in its return of income, what is the time limit for the repatriation of such excess 

money? What are the implications if the excess money is not repatriated within such 

prescribed time limit? (6 Marks July 21) 

 

 

Answer 8 

(1) Paras Ltd. and Saksham Ltd. of Germany are deemed to be associated enterprises, since 

Saksham Ltd., a German company provides guarantee for loan of ` 9 crores taken by Paras Ltd., 

which is 15% of the total borrowings (i.e., more than 10 %) of Paras Ltd. i.e., 60 crores. 

As per section 92B, the transactions entered into between Paras Ltd. and Saksham Ltd., two 

associate enterprises, for sale of blankets falls within the meaning of “international transaction”. 
As Paras Ltd. has sold similar blankets to other dealers, being unrelated entity, at ` 2,100 per 

unit, the transactions between Paras Ltd. and such unrelated party can be considered as a 

comparable uncontrolled transaction for the purpose of determining the arm’s length price of 

the transactions between Paras Ltd. and Saksham Ltd. However, such figure needs to be 

adjusted by the functional adjustments. 

 

Computation of ALP of transaction between Paras Ltd. and Saksham Ltd. 

 

Particulars Amount (in `) 

Selling price of each blanket to unrelated dealers in 

Germany 

2,100 
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Add: Adjustment of cost of credit [Paras  Ltd.  provides 

credit for 1 month to unrelated entity whereas it 

provided credit period of 3 months to Saksham Ltd. 

Therefore, adjustment for the cost of such credit 

has to be carried 

out to arrive at arm’s length price. (12% x 2,100 x 
2/12)] 

42 

Arm’s length price of 1 unit of blanket 2,142 

Arm’s length price of 5 lakh units of blanket (A) 1,07,10,00,000 

Sale price of 5 lakh units of blanket by Paras Ltd. to 

Saksham Ltd. (associated enterprise) (B) [2,000 x 

5,00,000] 

1,00,00,00,000 

Amount to be added to Paras Ltd.’s total income by way 

of ALP adjustment 
7,10,00,000 

 

(2) Where the primary adjustment to transfer price has been made suo moto by  Paras Ltd. 

in its return of income, the time limit for the repatriation of such excess money (i.e., ` 710 

lakhs) available with the associated enterprise (i.e., Saksham Ltd.) is within 90 days from 

30.11.2021, being the due date of filing of return u/s 139(1) i.e., 28.2.2022. 

(3) The excess money (i.e., ̀  710 lakhs) available with the associated enterprise (i.e., Saksham 

Ltd.) not repatriated to India within 90 days from the  due date of  filing  return of income 

u/s 139(1) would be deemed as an  advance made  by  the Paras  Ltd. to its associated 

enterprise, Saksham Ltd. 

Interest would be calculated on such advance at the rate of  one year marginal cost   of 

fund lending rate of SBI as on 1st April of the relevant previous year i.e., 1.4.2021 

+ 3.25%, since the international transaction is denominated in Indian rupee. 

Option to pay additional income-tax, if the excess money not repatriated  

Paras Ltd. has the option to pay additional income-tax @20.9664% (tax @18% plus 

surcharge @12% plus cess@4%) on excess money (i.e., ` 710 lakhs), in lieu of 

repatriation of such excess money. 

Where additional income-tax is so paid by Paras Ltd., it will not be required to make 

secondary adjustment and compute interest from the date of payment of such tax. 

The additional income-tax so paid by Paras Ltd. would be treated as the  final  payment 

of tax in respect of excess money not repatriated and no further credit   would be 

allowed to Paras Ltd. or to any other person in respect of the amount of additional 

income-tax so paid. 
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Chapter 22 
 

 Non-Resident Taxation 

Question 1 

Shipcargo Inc., a company based in Netherlands operating its  ships  to  and  fro  Cochin port, 

collected freight of ` 85 lakhs, demurrage of ` 5 lakhs and handling charges of ` 2 lakhs in respect 

of goods shipped at Cochin port.  It incurred expenses of  `  35  lakhs  during the year for 

operating its fleet. In respect of goods  shipped  at  Rotterdam, Netherlands, it received ` 50 

lakhs in India. Its tax liability (rounded off) for the 

A.Y.2019-20 is –  

(a) ` 4,21,200 

(b) ` 4,43,040 

(c) ` 3,12,000 

(d) ` 1,77,840(Nov ’19) 
Answer 1 

The Answer is (b) 

 

Question 2 

Mr. Ganesh, a citizen of India, is employed in the Indian embassy in the USA. He is a non-resident 

for A.Y.2019-20. He received salary and allowances in the USA from the Government of India for 

the year ended 31.3.2019 for  services  rendered  by him  in  the USA. In addition, he was allowed 

perquisites by the Government. Which of the following statements are correct? 

(a) Salary, allowances and perquisites received outside India are not  taxable  in  the  hands 

of Mr. Ganesh, since he is a non-resident. 

(b) Salary, allowances and  perquisites  received  outside  India  by Mr. Ganesh is taxable in 

India since they are deemed to accrue or arise in India. 

(c) Salary received by Mr. Ganesh  is  taxable  in  India  but allowances and  perquisites are 

exempt. 

(d) Salary received by Mr. Ganesh is exempt but  allowances  and  perquisites  are taxable. 

(Nov ’19) 

Answer 2 

The Answer is (c) 

 

Question 3 

Neptune Inc, a notified Foreign  Institutional  Investor  (FII), derived  the  following  incomes 

for the financial year 2018-19:- 

(1) Interest received on investment in Rupee  Denominated  Bonds  of  ABC  Ltd.,  an  Indian 

company (investment was made in the F.Y.2017-18) - ` 8,50,000 

(2) Dividend from listed shares of Indian companies – ` 6,20,000 

(3) Interest on securities – ` 17,32,000  (Expenses of `  26,000  has been  incurred to  earn 

such income) 
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(4) Income from sale of securities and shares: (Nov ’19) 
 

(i) Bonds of Jupiter Ltd. 

[Date of purchase 5 May 2015; Date of sale 7 March 2019] 

 Sale proceeds : ` 47,00,000 

 Cost of purchase : 

Cost Inflation Index: F.Y.2015-16:254; F.Y.2018-19:280 

` 32,00,000 

(ii) Listed Shares of Earth Ltd. 

[Date of purchase – 2 May, 2018; Date of sale – 9 February, 2019] 

 Sale Consideration ` 12,40,000 

 Purchase cost ` 7,80,000 

 [STT paid both at the time of purchase and sale]  

(iii) Unlisted equity shares of Mars Ltd. 

[Date of purchase – 1 July, 2018; Date of sale – 7 March, 2019] 

 Sale Consideration ` 8,40,000 

 Purchase cost ` 3,72,000 

Compute the total income and tax liability of the FII, Neptune Inc., for the A.Y. 2019 -20, 

assuming that no other income is derived by Neptune Inc. during the F.Y.2018-19. 

Answer 3 

Computation of total income of Neptune Inc., a notified FII, for A.Y.2019-20 

 

Particulars ` ` 

Interest on Rupee Denominated Bonds 8,50,000  

Dividend income of ` 6,20,000 [Exempt under section 

10(34)] 

Nil  

Interest on securities [No deduction is allowable in respect 

of expenses incurred in respect thereof] 

 

17,32,000 

 

25,82,000 

 

Long-term capital gains on sale of bonds of Jupiter Ltd. 

  

Sale consideration 47,00,000  

Less: Cost of acquisition 

[Benefit of indexation is not allowable] 

32,00,000  

15,00,000 

Short-term capital gains on sale of STT paid equity shares 

of Earth Ltd. 

  

Sale consideration 12,40,000  

Less: Cost of acquisition 7,80,000 4,60,000 

Short-term capital gains on sale on unlistedequity shares 

of Mars Ltd. 

  

Sale consideration 8,40,000  

Less: Cost of acquisition 3,72,00

0 

4,68,000 

Total Income 50,10,000 

Computation of taxliability of Neptune Inc. for A.Y.2019-20 



 

 

Chapter 22 Non Resident Taxation 

22.3 

Particulars ` 

Tax@5% on interest of ` 8,50,000 received from an Indian company 

on investment in rupee denominated bonds = 5% x ` 8,50,000 
42,500 

Tax@20% on interest on securities of ` 17,32,000 =20% x ` 17,32,000 3,46,400 

Tax@10% on long-term capital gains on sale of bonds of Jupiter Ltd. = 

10% x 

` 15,00,000 

1,50,000 

Tax@15% on short-term capital gains on sale of listed equity shares 

of Earth Ltd., in respect of which STT has been paid = 15% of ` 

4,60,000 

 

69,000 

Tax@30% on short-term capital gains on sale of unlisted equity 
shares of Mars Ltd. = 30% of ` 4,68,000 

 

 1,40,400 

 7,48,300 

Add: HEC@4%    29,932 

Tax Liability 7,78,232 

Tax Liability (rounded off) 7,78,230 

 

Question 4 

Singtel Ltd. is a company incorporated in Singapore and 55% of its shares are held by 

Godavari (P) Ltd., an Indian company. Singtel Ltd. has its presence in India also. The details 

relating to Singtel Ltd. for the P.Y.2019-20, are as under: 

Particulars India Singapore 

Fixed   assets   at   depreciated   values   for   tax    

purposes (` in crores) 
120 80 

Intangible assets (` in crores) 50 200 

Other assets (value as per books of account) (` in crores) 40 120 

Income from trading operations (` in crores) 25 50 

The above figure includes:   

(i) 
Income from transactions where purchases are 

from associated enterprises 
2 4 

(ii) 
Income from transactions where sales are to 

associated enterprises 
3 5 

(iii) 
Income from transactions where both purchases 

and sales are from/to associated enterprises 
5 10 

Interest and dividend from investments (` in crores) 20 15 

Number of employees 

(Residents in respective countries) 
70 90 

Payroll expenses on employees (` in crores) 8 12 

Determine the residential status of Singtel Ltd. for A.Y.2020-21, if during the F.Y.2019-20, 

seven board meetings were held – 3 in India and 4 in Singapore. (May 20)  

Answer 4 

The residential status of a foreign company is determined on the basis of  place  of  effective 

management (POEM) of the company. 
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For determining the POEM of a foreign company, the important criteria is whether the 

company is engaged in active business outside India or not. 

A company shall be said to be engaged in “Active Business Outside India” (ABOI) for POEM, if 

- the passive income is not more than 50% of its total income; and 

- less than 50% of its total assets are situated in India; and 

- less than 50% of total number of employees are situated in India or are resident in 

India; and 

- the payroll expenses incurred on such employees is less than 50%  of  its  total  

payroll expenditure. 

Singtel Ltd. shall be regarded as a company engaged in active business outside India for 

P.Y.2019-20 for POEM purpose only if it satisfies all the four conditions cumulatively. 

Condition 1: The passive income of Singtel Ltd. should not be more than 50% of its total 

income 

Total income of Singtel Ltd. during the P.Y. 2019-20 is ` 110 crores [(` 25 crores + ` 50 

crores) + (` 20 crores + ` 15 crores)] 

Passive income is the aggregate of,  - 

(i) income from the transactions where both the purchase and sale of  goods is  from/to 

its associated enterprises; and 

(ii) income by way of royalty, dividend, capital gains, interest or rental income; 

Passive Income of Singtel Ltd. is ` 50 crores, being sum total of : 

(i) ` 15 crores, income from transactions where both purchases and sales are from/to 

associated enterprises (` 5 crores in India and ` 10 crores in Singapore) 

(ii) ` 35 crores, being interest and dividend from investment (` 20 crores in India and 

` 15 crores in Singapore) 

Percentage of passive income to total income = ` 50 crore/ ` 110 crore x 100 = 45.45% 

Since passive income of Singtel Ltd. is 45.45%, which is not more than 50% of its total 

income, the first condition is satisfied. 

Condition 2: Singtel Ltd. should have less than 50% of its total assets situated in India 

Value of total assets of Singtel Ltd. during the P.Y. 2019-20 is ` 610 crores [` 210 crores,  in 

India + ` 400 crores, in Singapore] 

Value of total assets of Singtel Ltd. in India during the P.Y. 2019-20 is ` 210 crores 

Percentage of assets situated in India to total assets  = ` 210 crores/` 610 crores x  100 

= 34.43% 

Since the value of assets of Singtel Ltd. situated in India is less than 50% of its total  

assets, the second condition for ABOI test is satisfied. 

Condition 3: Less than 50% of the total number of employees of Singtel Ltd. should be 

situated in India or should be resident in India 

Number of employees situated in India or are resident in India is 70 Total 

number of employees of Singtel Ltd. is 160 [ 70 + 90] 
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Percentage of employees situated in India or are resident in India to total number of 

employees is 70/160 x 100 = 43.75% 

Since employees situated in India or are residents in India of Singtel Ltd. are less than  50% 

of its total employees, the third condition for ABOI test is satisfied. 

Condition 4: The payroll expenses incurred on employees situated in India or resident in 

India should be less than 50% of its total payroll expenditure 

Payroll expenses on employees employed in and resident of India = ` 8 crores. Total 

payroll expenses = ` 20 crores (` 8 crores + ` 12 crores) 

Percentage of payroll expenses of employees situated in India or are resident in  India to 

the total payroll expenses = 8 x 100/20 = 40% 

Since the payroll expenses incurred on employees situated in India or resident in India is less 

than 50% of its total payroll expenditure, the fourth condition for ABOI test is also satisfied. 

Thus, since Singtel Ltd. has satisfied all the  four conditions, the company would be  said  

to be engaged in “active business outside India” during the P.Y.2019-20. 

POEM of a company engaged in active business outside India shall be presumed to be 

outside India, if the majority of the board meetings are held outside India. 

Since Singtel Ltd. is engaged in active business outside India in P.Y. 2019--20 and majority of 

its board meetings i.e., 4 out of 7, were held outside India, POEM of Singtel Ltd. would be 

outside India. 

Therefore, Singtel Ltd. would be non-resident in India for the P.Y. 2019-20. 

Question 5 

Ms. X & Co and Ms. Y & Co are non-resident firms in receipt of fees for technical services of ` 20 

lakhs each in the P.Y.2019-20 from an Indian company, A Ltd. in pursuance of an agreement with 

A Ltd. approved by the Central Government. M/s. X & Co. does not have any fixed place of 

profession in India whereas M/s. Y & Co. has a fixed place of profession in India and the contract 

is effectively connected with such fixed place of profession. The revenue expenditure incurred by 

X & Co. to earn FTS is ` 2 lakhs. The following are the details pertaining to Y & Co.- (Nov 20) 

Revenue expenditure incurred to earn FTS 3.50 lakhs 

Expenditure wholly and exclusively connected with fixed place 

of profession in India (Out of the above amount) 

3 lakhs 

Amount paid by fixed place of profession to Head Office 

otherwise than towards reimbursement of actual expenses 

(not included in above amounts) 

1 lakh 

Books of account maintained u/s 44AA Yes 

Books of account audited and audit report furnished with 

return of income 

Yes 

What is the tax liability in India of M/s. X & Co. and M/s. Y & Co. for P.Y.2019-20 in respect 

of fees for technical services? 

(a) ` 5,61,600 and ` 4,99,200 

(b) ` 1,87,200 and ` 5,30,400 

(c) ` 2,08,000 and ` 5,30,400 

(d) ` 1,87,200 and ` 1,76,800 

Answer 5 
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The Answer is (c) 

 

Question 6 

ABC Inc., a Country A company whose place of effective management is outside India, receives 

royalty from A Ltd., an Indian company, in pursuance of an  agreement made which is approved 

by the Central Government. XYZ Inc., a Country B company whose place of effective management 

is outside India, receives fees for technical services (FTS) from A Ltd. in pursuance of an agreement 

made which is approved by the Central Government. The DTAA between India and Country A 

provides  that  royalty  will  be  subject to tax in the Source State at 9% and the DTAA between 

India and Country B provides that FTS will  be subject to tax in the Source State at 12%.  Both ABC 

Inc. and  XYZ Inc. do not have a permanent establishment in India.  ABC Inc. and XYZ Inc.  have  

also invested in shares of Indian companies in respect of  which they  receive dividend.  The treaty 

states that the dividend will be taxed at the rates provided under the domestic laws of the source 

country. Are ABC Inc. and XYZ Inc. required to  file their return of  income for A.Y.2021-22, 

assuming that the tax deductible at source has been fully deducted? (May ’21) 

 

(a) Both ABC Inc. and XYZ Inc. have to file their return of income u/s 139 for 

A.Y.2021-22 

(b) Both ABC Inc. and XYZ Inc. need not file their return of income u/s 139 for 

 A.Y.2021-22 

(c) ABC Inc. has to file its return of income u/s 139 for A.Y.2021 -22, but XYZ 

Inc.  need not file its return of income 

(d) XYZ Inc. has to file its return of income u/s 139 for A.Y.2021 -22, but ABC 

Inc. need not file its return of income. 

 

Answer 6 

The Answer is (c) 

Question 7 

Lords Inc., a British company, received, in the P.Y.2020-21, income by way of fees for technical 

services of ` 3.20 crore from Yamuna Ltd., an Indian company, in pursuance of an agreement 

between  Yamuna Ltd. and  Lords Inc. entered into in the year 2012, which  is approved by the 

Central Government. Expenses incurred for earning such income is ` 28 lakhs.  

(i) Examine the taxability of the above sum in the hands of Lords Inc as per the  provisions 

of the Income-tax Act, 1961 and the requirement, if any, to file return of income, 

assuming that Lords Inc does not have a permanent establishment in India. 

(ii) If Lords Inc. has a  permanent establishment in  India and the contract/agreement  with 

Yamuna Ltd. for rendering technical services is effectively connected with such PE in 

India, examine the taxability based on the following details provided relating to 

P.Y.2020-21 – 

 Particulars Amount 

(1) Fees for technical services received from Yamuna Ltd. ` 3.20 crore 

(2) Expenses incurred for earning such income ` 28 lakhs 

(3) Fees for technical services received from other Indian  

companies in pursuance of approved agreement 

entered into between the years 2006 to 2010 

` 2 crore 
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(4) Expenses incurred for earning such income ` 21 lakhs 

(5) Expenditure not wholly and exclusively incurred for 

the business of such PE [not included in (2) & (4) 

above] 

` 8 lakhs 

(6) Amounts paid by the PE to HO  (not being in the 

nature   of reimbursement of actual expenses) 

` 14 lakhs 

What are the other requirements, if any, under the Income-tax Act, 1961  in  this case? 

(May ’21) 
Answer 7 

(i) Where Lords Inc., a British company, does not have a PE in India 

In this case, Lords Inc. would be eligible for a concessional rate of tax@10% (plus  

surcharge@2% and HEC@4%) of ` 3.20 crore under section 115A on the fees for technical 

services received from Yamuna  Ltd.,  an  Indian company, since  the same is in pursuance 

of an agreement entered into after 31.3.1976, which has been approved by the Central 

Government. No deduction, however, would be allowed in respect of expenditure of ` 28 

lakhs incurred to earn such income. 

If tax deductible at source@10.608% has been fully deducted,  Lords Inc. need not  file its 

return of income in India under section 139 for A.Y.2021-22. 

(ii) Where Lords Inc., a British company, has a  PE  in  India  and  rendering  technical 

services is effectively connected with the PE in India . 

Since Lords Inc. carries on business through a PE in India, in pursuance of an agreement 

with Yamuna Ltd. or other Indian companies  entered  into  after 31.3.2003, and the income 

by way of fees for technical services is effectively connected with the PE in India as per 

section 44DA, such income shall be computed under the head “Profits and gains of business 

or profession” in accordance with the provisions of the Income-tax Act, 1961. 

Accordingly, expenses of ` 49 lakhs (` 28 lakhs + ` 21 lakhs) incurred for earning fees for 

technical services of ` 5.20 crore (` 3.20 crore + ` 2 crore) is allowable as deduction 

therefrom. However, expenditure of ` 8 lakhs which is not incurred wholly and exclusively 

for the business of the PE and the amount of ` 14 lakhs paid by the PE to the HO is not 

allowable as deduction. 

Lords Inc. is required to maintain books of account under section 44AA and get the same 

audited under section 44AB and furnish report before the specified date  i.e., the date one 

month prior to the due date of filing return u/s 139(1) for A.Y.2021-22. 

Question 8 

Saraswati Centre of Excellence Ltd.  (SCEL) is  an  Indian company which is the end-user of 

shrink-wrapped computer software directly imported from Kallang Ltd. (KAL), a Singapore 

company (whose POEM is in Singapore) through an End-User Licence Agreement (EULA). 

The broad terms of the EULA between the two companies are as follows - 

Grant of licence. KAL grants SCEL a limited non-exclusive licence to install, use, access, display 

and run one copy of the shrink-wrapped Computer Software (SWCS) on a single Kallang Mobile 

Device, local hard disk(s) or other permanent storage media of one computer. SCEL should not 

make SWCS available over a network where it could be used by multiple computers at the same 

time. SCEL may make one copy of the SWCS in machine readable form for backup purposes only; 

provided that the backup copy must include all copyright or other proprietary notices contained 
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on the original. 

Reservation of rights and ownership. KAL reserves all rights not expressly granted to SCEL in 

this EULA. The SWCS is protected by copyright and other intellectual property laws and treaties. 

KAL owns the title, copyright and other intellectual property rights in the SWCS. The SWCS is 

licenced (only for use and not any other purpose), not sold. 

Limitations on end user rights. SCEL shall not, and shall not enable or permit others to, copy, 

reverse engineer, decompile, disassemble, or otherwise attempt to discover the source code or 

algorithms of, SWCS (except and only to the extent that such activity is expressly permitted by 

applicable law notwithstanding this limitation), or modify, or disable any features of, SWCS, or 

create derivative works based on the SWCS. SCEL should not rent, lease,  lend, sub-license or 

provide commercial hosting services with the SWCS. SCEL should not transfer this EULA or the 

rights to the SWCS granted herein to any third party. 

Based on the above terms of EULA, the provisions of the Income-tax Act, 1961 and the India-

Singapore DTAA (the relevant extract of which is given below), examine whether the amount paid 

by SCEL to KAL, as consideration for the use of the SWCS can be considered as payment of royalty 

for the use of copyright in the computer software. If yes, are tax deduction provisions u/s 195 

attracted in this case? Examine. (Nov ’21) 
 

  

Answer 8 

The issue of whether the amount paid by a resident Indian end-user to a non-resident  computer 

software supplier for use of computer software can be treated as royalty came  up before the 

Apex Court in Engineering Analysis Centre of Excellence P. Ltd v. CIT and Another (2021) ITR 471. 

The Apex Court observed that as per the definition given in Explanation 2(v) to section 9(1)(vi) of 

the Income-tax Act, 1961, “royalty” means consideration for, inter alia, the transfer of all or any 

rights (including the granting of a licence), in respect of any copyright, literary, artistic or scientific 

work. Further, as per Explanation 4 thereto, such transfer of all or any rights includes transfer of 

all or any right for use or right to use a computer software (including the granting of a licence). 

As per the meaning assigned in the DTAA with Singapore, however, “royalty” means payment of any kind 

Extract of Article 12 of India-Singapore DTAA – Royalties and Fees for Technical 

Services 

1. Royalties and fees for technical services arising in a Contracting State and paid to 

a resident of the other Contracting State may be taxed in that other State. 

2. However, such royalties and fees for technical services may also be taxed in the  

Contracting State in which they arise and according to the laws of that Contracting 

State, but if the recipient is the beneficial owner of the royalties or fees for technical 

services, the tax so charged shall not exceed 10 per cent. 

3. The term "royalties" as  used in this  Article means payments of any kind received 

as  a consideration for the use of, or the right to use : 

(a) any copyright of a literary, artistic or scientific work, including cinematograph film 

or films or tapes used for radio or television broadcasting, any patent, trade mark, 

design or model, plan, secret formula or process, or for information concerning 

industrial, commercial or scientific experience, including gains derived from the 

alienation of any such right, property or information 
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received as consideration for “the use of, or the right to use, any copyright” of a literary, artistic or 

scientific work. The Apex Court observed that where computer software is purchased directly by an 

end-user, resident in India, from a foreign, non-resident supplier or manufacturer, the end-user 

licence agreement (EULA) does not create any interest or right to such end-user, which would 

amount to the use of or right to use any copyright. The "licence" that is granted vide the EULA, is 

not a licence in terms of the Copyright Act, but is a "licence" which imposes restrictions or 

conditions for the use of computer software. 

There is an important difference between the right to reproduce and the right to use computer 

software. Whereas the former would amount to parting with a copyright by the owner thereof, the 

latter would not. Under the non-exclusive licence, the end-user only receives a right to use the 

software and nothing more. 

Accordingly, the Apex Court held that the amount paid by a resident Indian end-user to a non-

resident computer software manufacturer or supplier, as consideration for the use of the computer 

software through EULA, is not royalty for the use of copyright in the computer software. 

As per section 90(2), the provisions of the Income-tax Act, 1961 will apply only to the extent they 

are more beneficial to the assessee, in a case where India has entered into a DTAA with the other 

country. In this case, since the provisions under the DTAA are more beneficial, the taxability of the 

payment would be determined as per the meaning of royalty assigned under the DTAA between 

India and Singapore. The Apex Court, accordingly, held that the provisions contained in the Income-

tax Act, 1961 [namely, section 9(1)(vi) read along with Explanations 2 and 4 thereof], which deal 

with royalty, not being more beneficial to the assessee, would not be applicable. 

Applying the rationale of the above decision to the facts of this case, the consideration paid by 

SCEL to KAL for use of SWCS as per the terms of EULA is not “royalty” as per the meaning assigned in the 

DTAA, since it does not create any interest or right to SCEL which would amount to the use of or 

right to use any copyright. Accordingly, the same does not give rise to any income chargeable to 

tax in India. Since the provisions of the DTAA are more beneficial, the same would apply in the 

case on hand. Hence, the tax deduction at source provisions u/s 195 would not be attracted in this 

case. 

Question 9 

Analyze the tax consequence in the hands of Mr. Hugh Grant, a non-resident, for A.Y. 2021-22 in 

respect of fees for technical services (FTS) received from Himalaya Ltd., an Indian company, in 

pursuance of an agreement approved by the Central Government, if - 

(a) India has no Double Tax Avoidance Agreement (DTAA) with Country X 

(b) India has a DTAA with Country X, which provides for taxation of such FTS @8%. 

(c) India has a DTAA with Country X, which provides for taxation of such FTS@15%. 

Assume that Mr. Hugh Grant is a resident of Country X and he has no fixed place of his profession 

in India and that the technical services are utilised by Himalaya Ltd. for its business in India. 

Also, examine whether Mr. Hugh Grant would be exempt from filing his return of income if tax 

deductible at source had been fully deducted in each case mentioned above in a manner most 

beneficial to him; and his total income comprises only of the said fees from technical services. 

Would your answer change if he has a fixed place of his profession in India and he renders technical 

services through that place? Examine, in a case where India has no DTAA with Country X. (Nov ’21) 
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Answer 9 

As per section 9(1)(vii)(b), income by way of fees for technical services payable by a resident is 

deemed to accrue or arise in India, except where the fees is payable, inter alia, in respect of 

services utilized in a business or profession carried on by such person outside India. In this case, 

since Himalaya Ltd. utilizes the technical services for its business in India, the fees for technical 

services payable by Himalaya Ltd. is deemed to accrue or arise in India in the hands of the non-

resident, Mr. Hugh Grant. 

In accordance with the provisions of section 115A, where the total income of a non- corporate 

non-resident includes any income by way of fees for technical services other  than the income 

referred to in section 44DA(1), received from an Indian concern in pursuance of an agreement 

made by him with the Indian concern and the agreement is approved by the Central Government, 

then, the special rate of tax at 10% of such fees for technical services is applicable. No deduction 

would be allowable under sections 28 to 44C and section 57 while computing such income. The 

non-resident would be exempt from the requirement of filing return of income under section 

139(1), if tax deductible at source has been fully deducted and the rate of tax deduction is not 

less than the rate specified in section 115A and his total income comprises only of income 

referred to in section 115A. 

Section 90(2) makes it clear that where the Central Government has entered into a DTAA with a 

country outside India, then, in respect of an assessee to whom such agreement  applies, the 

provisions of the Act shall apply to the extent they are more beneficial to the assessee. 

(a) In this case, since India does not have a DTAA with Country X, of which Mr. Hugh Grant 

is a resident, the fees for technical services (FTS) received from Himalaya Ltd., an 

Indian company, would be taxable @10%, by virtue of the provisions of section 115A 

(plus surcharge, if applicable, and health and education cess@4%). If tax deductible at 

source at the said rate has been fully deducted, he would be exempt  from the 

requirement of filing return of income under section 139(1), since his total income 

comprises only of such fees for technical services taxable u/s 115A. 

(b) In this case, the FTS from Himalaya Ltd. would be taxable @8%, being the rate specified 

in the DTAA, even though section 115A provides for a higher rate of tax, since the tax 

rate specified in the DTAA is more beneficial. However, since Mr. Hugh Grant is a non-

resident, he has to furnish a tax residency certificate from the Government of Country 

X for claiming such benefit. Also, he has to furnish other information, namely, his 

nationality, his tax identification number in Country X and his address in Country X. 

Further, he would not be exempt from the requirement to file return of income under 

section 139(1), since tax would have been deducted at 8%, being the rate specified in 

the DTAA, which is lower than the rate of 10% u/s 115A. 

(c) In this case, the FTS from Himalaya Ltd. would be taxable @10% as per section 115A 

(plus surcharge, if applicable, and health and education cess@4%), even though DTAA 

provides for a higher rate of tax, since the provisions of the Act (i.e. section 115A in 

this case) are more beneficial. If tax deductible at source at the said rate has been fully 

deducted, he would be exempt from the requirement of filing return of income under 

section 139(1), since his total income comprises only of such fees for technical services 

taxable u/s 115A. 

If Mr. Hugh Grant has a fixed place of profession in India, and he renders technical services 
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through the fixed place of profession, then, by virtue of section 44DA, such income by way 

of fees for technical services received by Mr. Hugh Grant from Himalaya Ltd., India, would 

be computed under the head "Profits and gains of business or profession" in accordance 

with the provisions of Income-tax Act, 1961, since technical services are provided from a 

fixed place of profession situated in India and fees for technical services is received from 

an Indian concern in pursuance of an agreement with the non-resident and is effectively 

connected with such fixed place of profession. No deduction would, however, be allowed   

in respect of any expenditure or allowance which is not wholly and exclusively incurred for 

the fixed place of profession in India. Mr. Hugh Grant would be required to keep and 

maintain books of account and other documents in accordance with the provisions 

contained in section 44AA and get his accounts audited by an accountant and furnish the 

report of such audit in the prescribed form duly signed and verified by such accountant on  

or before the specified date referred to in section 44AB [i.e., date one month prior to the  

due date of filing of return of income u/s 139(1)]. 

It may be noted that the concessional rate of tax@10% under section 115A would not apply 

in this case. Further, he would not be exempt from the requirement of filing return of income 

under section 139(1). 

Question 10 

A Ltd., an Indian company,  borrowed money from B Inc. in Country B, C Ltd. in Country  C, 

D Inc. in Country D and E Ltd. in Country E, the details of which are given hereunder- 

 

Lender Amount borrowed 

by A Ltd. 

Interest paid in 

the P.Y.2019-20 

Is it an Associated 

Enterprise of A Ltd.? 

B Inc. ` 15 crores ` 1.50 crores Yes 

C Ltd. ` 25 crores ` 2.50 crores No 

D Inc. ` 25 crores ` 2.50 crores Yes 

E Ltd. ` 15 crores ` 1.50 crores No 

B Inc. has provided guarantee of loan taken by A Ltd. from C Ltd. D Inc. has deposited 
` 15 crores with E Ltd. Earnings before Interest, Tax and Depreciation of A Ltd. for A.Y.2020-

21 is ` 10 crores. What is the interest to be disallowed under section 94B for A.Y.2020-21? 

(Nov 20) 

(a) ` 1 crore 

(b) ` 3 crores 

(c) ` 4 crores 

(d) ` 5 crores 

Answer 10 

The Answer is (d) 
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Chapter 22 

Non-Resident Taxation 

Question 1 

Mr. Ram Mohan, a non-resident, operates an aircraft between Malaysia and Cochin. He 

received the following amounts while carrying on the business of operation of aircrafts for 

the year ended 31.3.2019: 

(i) Rs. 2 crores in India on account of carriage of passengers from Cochin.  

(ii) Rs. 1 crore in India on account of carriage of goods from Cochin. 

(iii) Rs. 3 crores in India on account of carriage of passengers from Malaysia.  

(iv) Rs. 0.50 crore in Malaysia on account of carriage of passengers from Cochin.  

(v) Rs. 1.30 crores in Malaysia on account of carriage of passengers from Malaysia.  

(vi) Rs. 1.20 crore in Malaysia on account of carriage of goods from Malaysia.  

(vii) Rs. 0.50 crore in Malaysia on account of carriage of goods from Cochin. 

The total expenditure incurred by Mr. Ram Mohan for the purposes of the business during 

the year ending 31.3.2019 was Rs. 3 crores. What is the income of Mr. Ram Mohan 

chargeable to tax in India under the head “Profits and gains of business or profession” for the 
A.Y.2019-20? (2 Marks Oct 19) 

(a) Rs. 35 lakh 

(b) Rs. 30 lakh 

(c) Rs. 20 lakh 

(d) Rs. 47.50 lakh 

Answer 1 

 The answer is (a) 

 

Question 2 

If Zing Inc., a UK based company has a permanent establishment in India and the 

contract/agreement with Swing Ltd. for rendering technical services is effectively connected 

with such PE in India, examine the taxability based on the following details provided – 

 

 Particulars Amount 

(1) Fees for technical services received from Swing Ltd. Rs. 3.5 crore 

(2) Expenses incurred for earning such income Rs. 10 lakhs 

(3) Fees for technical services received from other Indian 

companies in pursuance of approved agreement entered 

into 

Rs. 5.5 crore 

 between the years 2005 to 2010  

(4) Expenses incurred for earning such income Rs. 12 lakhs 

(5) Expenditure not wholly and exclusively incurred for the Rs. 6 lakhs 

 business of such PE [not included in (2) & (4) above]  

(6) Amounts paid by the PE to Head Office (not being in the Rs. 12 lakhs 

 nature of reimbursement of actual expenses)  
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What are the other requirements, if any, under the Income-tax Act, 1961 in this case? 

(3 Marks Oct 19) 

Answer 2 

Where Zing Inc., a UK company, has a PE in India and rendering technical services is effectively 

connected with the PE in India. 

Since Zing Inc. carries on business through a PE in India, in pursuance of an agreement with 

Swing Ltd. or other Indian companies entered into after 31.3.2003, and the income by way of 

fees for technical services is effectively connected with the PE in India as per section 44DA, such 

income shall be computed under the head “Profits and gains of business or profession” in 
accordance with the provisions of the Income-tax Act, 1961. 

Accordingly, expenses of Rs. 22 lakhs (Rs. 10 lakhs + Rs. 12 lakhs) incurred for earning fees for 

technical services of Rs. 9 crore (Rs. 3.5 crore + Rs. 5.5 crore) is allowable as deduction 

therefrom. However, expenditure of Rs. 6 lakhs which is not incurred wholly and exclusively for 

the business of the PE and the amount of Rs. 12 lakhs paid by the PE to the Head Office is not 

allowable as deduction. 

Zing Inc. is required to maintain books of account under section 44AA and get the same audited 

under section 44AB and furnish report along with the return of income under section 139. 

 

Question 3 

NP Ltd., an Indian Company has borrowed Rs. 80 crores on 01-04-2019 from M/s. TL Inc, a 

Company incorporated in London, at an interest rate of 10% p.a. The said loan is repayable over 

a period of 5 years. Further, loan is guaranteed by M/s ST Inc. incorporated in UK. M/s. Tweed 

Inc, a non-resident, holds shares carrying 40% of voting power both in M/s NP Ltd.  and M/s ST 

Inc. 

Net profit of M/s. NP Ltd. for P.Y. 2019-20 was Rs. 7 crores after debiting the above interest, 

depreciation of Rs. 4 crores and income-tax of Rs. 3 crores. Calculate the amount of interest to  be  

disallowed  under  the  head  “Profits  and  gains  of   business   or   profession”  in   the 

computation of M/s NP Ltd., giving  appropriate reasons? (4 Marks May ’20) 

Answer 3 

If an Indian company, being the borrower, incurs any expenditure by way of interest in respect of 

any debt issued by its non-resident associated enterprise (AE) and such interest exceeds Rs. 1 

crore, then, the interest paid or payable by  such Indian company in excess of 30% of   its earnings 

before interest, taxes, depreciation and amortization (EBITDA) or interest paid or payable to 

associated enterprise, whichever is lower, shall not be allowed as  deduction as  per section 94B. 

Further, where the debt is issued by a lender which is not associated but an associated enterprise 

either provides an implicit or explicit guarantee to such lender or deposits a corresponding and 

matching amount of funds with the lender, such debt shall be deemed to have been issued by an 

associated enterprise and limitation of interest deduction would be applicable. 

In the present case, since M/s Tweed Inc holds 40% of voting power i.e., more than 26% of voting 

power in both NP Ltd and M/s ST Inc, NP Ltd. and M/s ST Inc are deemed to be associated 

enterprises. 
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Since loan of Rs. 80 crores taken by NP Ltd., an Indian company from M/s TL Inc, is guaranteed by 

M/s ST Inc, an associated enterprise of NP Ltd., such debt shall be deemed to have been issued by 

an associated enterprise and interest payable to M/s TL Inc shall be considered for the purpose of 

limitation of interest deduction under section 94B. 

Computation of interest to be disallowed as per section 94B in the computation of 

income under the head profits and gains of business or profession of NP Ltd. 

Particulars Rs. 

Net profit  7,00,00,000 

Add: Interest already debited (Rs. 80 crores x 10%)  8,00,00,000 

Depreciation  4,00,00,000 

Income tax   3,00,00,000 

EBITDA  22,00,00,000 

Interest paid or payable by NP Ltd.  8,00,00,000 

Lower of the following would be disallowed   

- Total interest paid or payable in excess of 30% of 

EBITDA (Rs. 8,00,00,000 – Rs. 6,60,00,000) 

Rs.1,40,00,000  

- Interest paid or payable to non-resident AE Rs. 8,00,00,000  

Interest to be disallowed as deduction  1,40,00,000 

 

Question 4 

STYLE Inc, a notified Foreign Institutional Investor (FII), derived the following incomes for 

the financial year 2019-20:- 

(1) Interest received on investment in Rupee Denominated Bonds of ABC Ltd., an Indian  

company (investment was made in the F.Y.2018-19) - Rs. 8,50,000 

(2) Dividend from listed shares of Indian companies – Rs. 6,20,000 

(3) Interest on securities – Rs.17,32,000 (Expenses of Rs. 26,000 has been incurred to earn 

such income) 

(4) Income from sale of securities and shares: 

 

(i) Bonds of J Ltd. 

[Date of purchase 5 May 2016; Date of sale 7 March 2020] 

 Sale proceeds : Rs. 47,00,000 

 Cost of purchase : 

Cost Inflation Index: F.Y.2016-17:264; F.Y.2019-20:289 

Rs. 32,00,000 

(ii) Listed Shares of E Ltd. 

[Date of purchase – 2 May, 2019; Date of sale – 9 February, 2020] 

 Sale Consideration Rs. 12,40,000 

 Purchase cost Rs. 7,80,000 

 [STT paid both at the time of purchase and sale]  

(iii) Unlisted equity shares of M Ltd. 

[Date of purchase – 1 July, 2019; Date of sale – 7 March, 2020] 

 Sale Consideration Rs. 8,40,000 
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 Purchase cost Rs. 3,72,000 

Compute the total income and tax liability of the FII, STYLE Inc., for the A.Y. 2020 -21, 

assuming that no other income is derived by STYLE  Inc. during  the F.Y.2019-20. (6 

Marks May ’20) 

Answer 4 

Computation of total income of STYLE Inc., a notified FII, for A.Y.2020-21 

Particulars Rs. Rs. 

Interest on Rupee Denominated Bonds 8,50,000  

Dividend income of Rs. 6,20,000 [Exempt under section 10(34)] 

As per amendment-With effect from the assessment year 

2021-22, dividend received by a shareholder from a domestic 

company is taxable in the hands of the shareholder 

Nil 

(6,20,000) 

 

Interest on securities [No deduction is allowable in respect of 

expenses incurred in respect thereof] As per amendment- As 

per Sec 57 no deduction shall be allowed from dividend 

income, other than deduction on account of interest expense 

and in any previous year such deduction shall not exceed 

twenty per cent of the dividend income included in the total 

income for that year without deduction under sec 57 

 

 

17,32,000 

 

25,82,000 

 

Long-term capital gains on sale of bonds of J Ltd. 

  

Sale consideration 47,00,000  

Less: Cost of acquisition 

[Benefit of indexation is not allowable] 

32,00,000  

15,00,000 

Short-term capital gains on sale of STT paid equity shares of E 

Ltd. 

  

Sale consideration 12,40,000  

Less: Cost of acquisition   7,80,000 4,60,000 

Short-term capital gains on sale on unlisted equity shares of 

M Ltd. 

  

Sale consideration 8,40,000  

Less: Cost of acquisition    3,72,000 4,68,000 

Total Income 50,10,000 

Computation of tax liability of STYLE Inc. for A.Y.2020-21 

Particulars Rs. 

Tax@5% on interest of Rs. 8,50,000 received from an Indian company on 

investment in rupee denominated bonds = 5% x Rs. 8,50,000 

42,500 

Tax@20% on interest on securities and dividend of Rs. 17,32,000+ 6,20,000 

=20% x Rs. 23,52,000 

4,70,400 

Tax@10% on long-term  capital  gains  on  sale  of  bonds  of  J  Ltd.  =  

10%  x  Rs. 15,00,000 

1,50,000 
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Tax@15% on short-term capital gains on sale of listed equity shares of E 

Ltd., in respect of which STT has been paid = 15% of Rs. 4,60,000 

 

69,000 

Tax@30% on short-term capital gains on sale of unlisted equity shares of M 
Ltd.= 30% of Rs. 4,68,000 

 

 1,40,400 

 8,72,300 

Add: HEC@4%    34,892 

Tax Liability 9,07,192 

Tax Liability (rounded off) 9,07,190 

 

Question 5 

Mr. Sarthak (a non-resident and aged 65 years) is a retired  person, earning rental income of  ` 

40,000 per month from a property located in Mumbai. He is residing in Germany. Apart from 

rental income, he does not have any other source of income. Is he liable to pay advance tax in 

India? 

(i) Yes, he is liable to pay advance tax in India 

(ii) No, he is not liable to pay advance tax in India as his tax liability in India is less than ` 10,000. 

(iii) No, he is not liable to pay advance tax in India as he has no income chargeable under the 

head “Profits and gains of business or profession”. 

(iv) No, he is not liable to pay advance tax, since he is  of  the  age of  60 years  or  more during 

the  P.Y. 2019-20. 

The most appropriate answer is – 

(a) Only (i) 

(b) Only (ii) 

(c) (ii) and (iii) 

(d) (ii), (iii) and (iv) (2 Marks Oct ‘20) 

 

Answer 5 

The Answer is the (b) 

 

Question 6 

XYZ Ltd. a Foreign  Institutional Investor (FIl), has  total income  comprising  of short-term capital 

gains on  sale of  listed preference shares  of  ` 50  lakh  and  interest income referred under  section 

194LD of ` 15,00,000, only. Compute the tax liability of the FII for the previous year 2019-20.  

(a)   ` 8,58,000 

(b) ` 16,38,000 

(c) ` 15,75,000 

(d) ` 18,72,000 (2 Marks Oct ‘20) 

Answer 6 

The Answer is the (b) 
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Question 7 

Rule 10MA(2)(iv) of Income-tax Rules, 1962  requires  that  the  application  for  rollback  provision, 

in respect of an international transaction, has to be made by the  applicant for  all the rollback 

years in which the said international transaction has been undertaken by the applicant. 

In this context, you are required to explain whether  the rollback has to be requested for  all  the 

four years or applicant can choose the years out of the block of four years.      (3 Marks Oct ‘20) 

Answer 7 

Subject to  the provisions of  Rule 10MA, the agreement may  provide for determining the   arm’s 

length price or specifying the manner in which arm’s length price shall be determined in relation to  the 

international transaction entered into  by  the person during the rollback  year. 

The relevant limb of the rule mandates that  the applicability of rollback provision, in  respect  

of an international transaction, has to be requested by the applicant for all the rollback years   in 

which the said international transaction has been undertaken by the applicant 

As per Circular No.10/2015 dated 10.06.2015 issued by the CBDT, the applicant does not have 

the option to choose the years for which it  wants  to  apply for rollback in application  filed 

under rule 10MA(2)(iv) of Income-tax Rules, 1962. The applicant has to either apply for all the 

four years or not apply at all. 

However, if the covered international  transaction(s) did not exist in  a rollback  year  or  there 

is some disqualification in a rollback year, then, the applicant can apply for rollback for less than 

four years. 

Accordingly, if the covered international transaction(s)  were not in  existence during any of  the 

rollback years, the applicant can apply for rollback for the remaining years. 

Similarly, if in any of the rollback years for the covered international transaction(s), the 

applicant fails the test of the rollback conditions contained in various  provisions,  then,  it would 

be denied the benefit of rollback for that rollback year. However, for other rollback years, it can 

still apply for rollback. 

 

Question 8 

Texo Bank Ltd., carrying on banking business, is incorporated in California, USA. It has  branches 

in different countries including India. During the financial year 2019-20, the Indian branch of 

the bank paid interest of ` 35 lakhs and ` 15 lakhs, to its head office in California and to the 

branch office in Sydney, respectively. Examine with reasons whether interest so paid shall be 

liable to tax in India in the hands of head office and Sydney branch.  (3 Marks Oct ‘20) 

Answer 8 

As per section 5(2), the total income of a non-resident would include all income which is, inter alia, 

deemed to accrue or arise to him in India in that previous year. 

In case of a non-resident, being a person engaged in the business of banking, any interest payable 

by the Permanent Establishment (PE) in India of such  non-resident to  the  head office or any PE or 

any other part of such non-resident outside India, shall be deemed to accrue or arise in India 

[Explanation to section 9(1)(v)]. 

In the present case, the Indian branch, being a fixed place of business, is the PE in India of Texo 

Bank Ltd., being a non-resident engaged in the banking business, since such business  is carried on 

in India through the Indian branch [Clause (iiia) of section 92F]. 
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Accordingly, the interest of ` 35 lakhs paid to its head  office in  California  and ` 15  lakhs  paid to 

the other branch office in Sydney by the Indian branch [being the PE in India of Texo Bank Ltd, a 

non-resident engaged in the business of banking] shall be deemed to accrue or arise in India and 

shall be liable to tax in India in the hands of head  office and  Sydney  branch, respectively, in 

addition to any income attributable to the PE in India. 

 

Question 9 

Zeta Inc, a company incorporated in  Malasyia,  was  engaged  in  manufacture,  trade  and supply 

equipment and services for GSM Cellular Radio Telephones Systems. It supplied hardware and 

software to various entities in India. Software licensed by assessee embodied the process which 

is required to control and manage the specific set of activities involved in the business use of its 

customers, and also made available to its customers, who used it to carry out their business 

activities. The Assessing Officer contented that the consideration for supply of software 

embedded in hardware is 'royalty' under section 9(1)(vi) 

Examine the correctness of the action of the Assessing Officer assuming that the software that 

was loaded on the hardware and embedded in the system does not have any  independent 

existence. (4 Marks Oct ‘20) 

Answer 9 

The issue under consideration in this case is whether consideration for supply of software embedded 

in hardware would tantamount to ‘royalty’ for attracting deemed accrual of income under section 
9(1)(vi). 

As per section 9(1)(vi), income by way of royalty payable by a person who is a resident in  India would 

be deemed to accrue or arise in India. However, where it is payable for the transfer of any right or 

the use of any property or information or for the utilization of services for the purposes of a business 

or profession carried on by  such  person outside India or  for the purposes of making or earning any 

income from any source outside India, the amount payable by way royalty would not be deemed to 

accrue or arise in India, in the hands of non-resident. 

For this purpose, ‘royalty’ includes transfer of all or any right for use or right to use a  

computer software irrespective of the medium through which such right is transferred. 

The facts of the case are similar to  the facts in  CIT v.  Alcatel Lucent Canada (2015) 372   ITR 476, 

wherein the above issue came up before the Delhi  High  Court.  The  Court  observed that the 

software supply is  an  integral part of GSM  mobile telephone system and   is used by the cellular 

operators for providing cellular services to its customers. Where payment is made for hardware in 

which  the  software is embedded and  the software  does  not have independent functional 

existence, no amount could be attributed as ‘royalty’ for software in terms of section 9(1)(vi). 

In this case, since the software that was loaded on the hardware and  embedded in the  system does 

not have any  independent existence, there could not  be  any  independent use of such software. 

Therefore, the rationale of the Delhi High Court ruling can be applied to the case on hand. Accordingly, 

the action of the Assessing Officer in treating the consideration for supply of software embedded in 

hardware as royalty under section 9(1) (vi) is correct. 

 

Question 10 

James (aged 65 years), a foreign national and a match referee came to India for  T-20 and  other 
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match tournaments during the previous year 2019-20. He stayed in India during the previous year for  

55 days. He received ` 7 lakhs for  T-20 in India. He also received  `1.3  lakh for  an advertisement of 

a product on TV. When he stayed in India, he also won a prize    of ` 30,000 from horse racing in Patna. 

He has no other income in India during the year. Compute tax liability of James for Assessment  Year 

2020-21. (2 Marks Oct ‘20) 

Answer 10 

The Calcutta High Court in Indcom v. CIT (TDS)(2011) 335 ITR 485 has held that ‘match referee’ would 
not fall within the meaning of “sportsmen” to attract the provisions of section 115BBA. Therefore, 
although the payments made to non-resident ‘match referee’ are “income” which has accrued and 
arisen in India, the same are not taxable under the provisions of section 115BBA. They are subject to 

the normal rates of tax. 

Particulars ` 

Tax@30% under section 115BB on winnings of `30,000 from horse races 9,000 

Tax on ` 8,30,000 at normal rates of tax [Since he is a non- 

resident, he is not eligible for higher basic exemption limit of 

` 3,00,000 even if he of the age of 60 years or more] 

  

Upto ` 2,50,000 Nil  

2,50,001 – 5,00,000 @5% 12,500  

5,00,001 – 8,30,000 @ 20% 66,000 78,500 

  87,500 

Add: Health and Education cess@4% 3,500 

Tax liability 91,000 

 

Question 11 

Zen technologies is a company incorporated in  UAE and 62% of its shares are held  by  Gen (P)  

Ltd., an Indian company. Zen technologies has its presence in India also. The details relating to 

Zen technologies for the P.Y.2020-21, are as under: 

 

Particulars India UAE 

Fixed assets at depreciated values for tax 

purposes (Rs. in crores) 

125 85 

Intangible assets (Rs. in crores) 45 195 

Other assets (value as per books of account) (Rs. in crores) 40 120 

Income from trading operations (Rs. in crores) 30 45 

The above figure includes:   

(i) Income from transactions where purchases are from 

associated enterprises and sales are to unrelated 

parties 

2 4 

(ii) Income from transactions where sales are to 

associated enterprises and purchases are from 

unrelated parties 

3 5 

(iii) Income from transactions where both purchases and 

sales are from/to associated enterprises 

5 10 

Interest and dividend from investments (Rs. in crores) 25 10 
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Number of employees (Residents in respective countries) 75 85 

Payroll expenses on employees (Rs. in crores) 9 11 

Determine the residential status of Zen technologies for A.Y.2021-22, if during the F.Y.2020-

21, seven board meetings were held – 3 in India and 4 in UAE. (6 Marks March ‘21) 

Answer 11 

The residential status of a foreign company is determined on the basis of place of effective 

management (POEM) of the company. 

For determining the POEM of a foreign company, the important criteria is whether the 

company is engaged in active business outside India or not. 

A company shall be said to be engaged in “Active Business Outside India” (ABOI) for POEM, if 

- the passive income is not more than 50% of its total income; and 

- less than 50% of its total assets are situated in India; and 

- less than 50% of total number of employees are situated in India or are resident in 

India; 

and 

- the payroll expenses incurred on such employees is less than 50% of its total payroll 

expenditure. 

Zen technologies shall be regarded as a company engaged in active business outside 

India for P.Y.2020-21 for POEM purpose only if it satisfies all the four conditions 

cumulatively. 

Condition 1: The passive income of Zen technologies should not be more than 50% of 

its total income 

Total income of Zen technologies during the P.Y. 2020-21 is Rs. 110 crores [(Rs. 30 

crores + Rs.  45 crores) + (Rs. 25 crores + Rs. 10 crores)] 

Passive income is the aggregate of, - 

(i) income from the transactions where both the purchase and sale of goods is from/to its 

associated enterprises; and 

(ii) income by way of royalty, dividend, capital gains, interest or rental income; 

Passive Income of Zen technologies is Rs. 50 crores, being sum total of : 

(i) Rs. 15 crores, income from transactions where both purchases and sales are from/to 

associated enterprises (Rs. 5 crores in India and Rs. 10 crores in UAE) 

(ii) Rs. 35 crores, being interest and  dividend  from  investment  (Rs.  25  crores  in  India  

and Rs. 10 crores in UAE) 

Percentage of passive income to total income = Rs. 50 crore/ Rs. 110 crore x 100 = 

45.45% 

Since passive income of Zen technologies is 45.45%, which is not more than 50% of its total 

income, the first condition is satisfied. 

Condition 2:  Zen technologies  should have less than 50% of its total assets 

situated in India 

Value of total assets of Zen technologies during the P.Y. 2020-21 is Rs. 610 crores  
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[Rs. 210  crores, in India + Rs. 400 crores, in UAE] 

Value of total assets of Zen technologies in India during the P.Y. 2020-21 is Rs. 210 crores 

Percentage of assets situated in India to total assets = Rs. 210 crores/Rs. 610 crores x 

100 = 34.43% 

Since the value of assets of Zen technologies situated in India is less than 50% of  its total 

assets, the second condition for ABOI test is satisfied. 

Condition 3: Less than 50% of the total number of  employees of  Zen technologies  

should be situated in India or should be resident in India 

Number of employees situated in India or are resident in 

India is 75 Total number of employees of Zen technologies is 

160 [ 75 + 85] 

Percentage of employees situated in India or are resident in India to  total  number  of  

employees is 75/160 x 100 = 46.875% 

Since employees situated in India or are residents in India of  Zen technologies  are 

less  than  50% of its total employees, the third condition for ABOI test is satisfied. 

Condition 4: The payroll expenses incurred on employees situated in India or resident 

in India should be less than 50% of its total payroll expenditure 

Payroll expenses on employees employed in and resident of India = Rs. 9 

crores. Total payroll expenses = Rs. 20 crores (Rs. 9 crores + Rs. 11 crores) 

Percentage of payroll expenses of employees situated in India or are resident in India 

to    the total payroll expenses = 9 x 100/20 = 45% 

Since the payroll expenses incurred on employees situated in India or resident in India is  

less  than 50% of its total payroll expenditure, the fourth condition for ABOI test is also 

satisfied. 

Thus, since Zen technologies  has satisfied all the four conditions, the company would be 

said to  be engaged in “active business outside India” during the P.Y.2020-21. 

POEM of a company engaged in active business outside India shall be presumed to be outside 

India, if the majority of the board meetings are held outside India. Since Zen technologies is 

engaged in active business outside India in the P.Y. 2020 -21 and majority of its board 

meetings i.e., 4 out of 7, were held outside India, POEM of Zen technologies would be 

outside India. 

Therefore, Zen technologies would be non-resident in India for the P.Y. 2020-21. 

 

Question 12 

RS (P) Ltd., an Indian company established in the year 2015, reports total income of Rs. 15 lakh   

for the previous year ended 31st March, 2021. Tax deducted at source by different payers 

amounted to Rs. 1,35,600 and tax paid in foreign country on a doubly taxed income amounted 

to Rs. 22,000 for which the company is entitled to relief under section 90 as per the double 

taxation avoidance agreement. 

During the year, the company paid advance tax as under: 
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Date of 

payment 

Advance tax paid 

(Rs.) 

13-06-2020 38,000 

15-09-2020 73,000 

12-12-2020 92,000 

14-03-2021 77,000 

The company filed its return of income for the A.Y. 2021-22 on 22nd November, 2021. 

Compute interest, if any, payable by the company under sections 234A, 234B and 234C and 

fee payable under section 234F. Assume that company is not opting  for  section  115BAA  and 

transfer pricing provisions are not applicable. 

Note – Turnover of RS (P) Ltd. for P.Y. 2018-19 was Rs. 455 crore. (8 Marks March ‘21) 

Answer 12 

Interest under section 234A: Since the  return of income has  been furnished by  RS (P)  Ltd.    on 

22nd November, 2021 i.e., 22 days after the due date for filing return  of  income  (31.10.2021), 

interest under section 234A will be payable for 1 month @ 1% on  the amount of  tax payable on 

the total income, as reduced by tax reliefs and prepaid taxes. 

 

Particulars Rs. 

Tax on total income (Rs. 15,00,000 x 31.2%) (Since turnover of P.Y. 2018-

19 
> Rs. 400 crore) 

4,68,000 

Less: Advance tax paid 2,80,000 

Less: Tax deducted at source 1,35,600 

Less: Relief of tax allowed under section 90    22,000 

Tax payable on self assessment    30,400 

Interest = Rs. 30,400 x 1% = Rs. 304 

Interest under section 234B :  Where the advance tax paid by the assessee is less  than 

90%  of the assessed tax, the assessee would be liable to pay interest under section 

234B. 

 

Computation of assessed tax Rs. 

Tax on total income (Rs. 15,00,000 x 31.2%) 4,68,000 

Less: Tax deducted at source 1,35,600 

Less: Relief of tax allowed under section 90    22,000 

Assessed tax 3,10,400 

90% of assessed tax = Rs. 3,10,400 x 90% = Rs. 2,79,360 

Since the advance tax paid by RS (P) Ltd. (Rs. 2,80,000) is more than 90% of the assessed 

tax  (Rs. 2,79,360), it is not liable to pay interest under section 234B. 

Interest under section 234C 

Particulars Rs. 
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Tax on total income (Rs. 15,00,000 x 31.2%) 4,68,000 

Less: Tax deducted at source 1,35,600 

Less: Relief of tax allowed under section 90    22,000 

Tax due on returned income/Total advance tax payable 3,10,400 

Calculation of interest payable under section 234C: 

Date Advance tax 

paid till date 

 

(Rs.) 

Advance 

tax  

payable 

till date 

 

% 

Minimum % of tax 

due on returned 

income to be paid 

till date to avoid 

interest u/s 234C 

(c) 

Shortfall Interest 

% Amt (Rs.) (Rs.) (Rs.) 

15.6.2020 38,000 15% 12% 37,248 - Nil (See Note 

below) 

15.9.2020 1,11,000 45% 36% 1,11,744 28,680 28,600 x 1% x 3 

     [1,39,680 months = 858 

     (45% of  

     3,10,400  

     -  

     1,11,000]  

15.12.2020 2,03,000 75% 75% 2,32,800 29,800 29,800 x 1% x 3 

months = 894 

15.3.2021 2,80,000 100% 100% 3,10,400 30,400 30,400 x 1% 

= 304 

Interest payable under section 234C (Nil + Rs. 858 + Rs. 894 + Rs. 304) Rs. 2,056 

Note: Since the advance tax paid by  RS (P) Ltd. on  13th  June, 2020 is more than 12% of  

the   tax due on returned income (i.e., Rs. 3,10,400), it is not liable to pay any interest 

under section 234C in respect of this quarter.  However, since advance tax  for  second 

quarter fall short of  36% of the tax due on returned income, it is liable to pay interest on 

the shortfall of Rs. 28,680 being Rs. 1,39,680 i.e., 45% of Rs. 3,10,400 and advance tax 

paid till date i.e., Rs. 1,11,000. 

Fee under section 234F 

Rs. 5,000 is payable under section 234F by way of fee, since the return was filed 

after the due date but before 31.12.2021. 

 

Question 13 

Mr. Singh, a non-resident individual, is  due  to  receive  interest  of  Rs.4  lakhs  during February 

2021 from a notified infrastructure debt fund eligible for exemption under section 10(47). He 

incurred expenditure amounting to Rs.15,000 for  earning  such  income. Assuming that Mr. Singh 

is a resident of a NJA, discuss the tax implications under section 94A, read with sections 115A 

and 194LB. (3 Marks April ‘21) 

Answer 13 

The interest income received by Mr. Singh, a non-resident,  from a notified  infrastructure debt 

fund would be subject to a concessional tax rate of 5%  under  section 115A on  the gross amount 

of such interest income. Therefore, the tax liability of Mr. Singh in respect of such income would be 
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Rs. 20,800 (being 5% of Rs. 4 lakhs plus health and education cess@4%). 

Under section 194LB, tax is deductible @5% (plus health and education cess@4%)  on interest paid 

by such fund to a non-resident. However, since Mr. Singh is  a  resident of a  NJA, tax would be 

deductible@30% (plus health and education cess@4%) as per section  94A, and not @5% specified 

under section 194LB. This is on account of the provisions of section 94A(5), which provides that 

“Notwithstanding anything contained in any other provision of this Act, where a person located in 

a NJA is entitled to receive any sum or income or amount on which tax is deductible under Chapter 

XVII-B, the tax shall be deducted at the highest of the following rates, namely– 

(a) at the rate or rates in force; 

(b) at the rate specified in the relevant provision of the Act; 

(c) at the rate of thirty per cent.” 

Mr. Singh can, however, claim refund of excess tax deducted along with interest. 

 

 

Question 14 

Nishant, a foreign national and a match referee came to India for T-20 matches and other  match 

tournaments during the P.Y. 2020-21 for 45 days. He received Rs.9.6 lakhs for T-20 matches in India. 

When he stayed in India, he also won a prize of Rs.25,000 from horse  racing in Delhi. He has no other 

income in India during the year. Compute tax liability of Nishant for Assessment Year 2021-22 if he 

opts for section 115BAC. (2 Marks April ‘21) 

 

Answer 14 

The Calcutta High Court in Indcom v. CIT (TDS)(2011) 335 ITR 485 has held that ‘match referee’ 
would not fall within the meaning of “sportsmen” to attract the provisions of section 115BBA. 

Therefore, although the payments made to non-resident ‘match referee’ are “income” which has 
accrued and arisen in India, the same are not taxable under the provisions of section 115BBA. 

Particulars Rs. 

Tax@30% under section 115BB on winnings of Rs.25,000 from horse 

races 

7,500 

Tax on Rs.9,60,000 at the rates in force  

Upto Rs. 2,50,000 Nil  

2,50,001 – 5,00,000 @5% 12,500  

5,00,001 – 7,50,000 @ 10% 25,000  

7,50,001 – 9,60,000 @ 15% 31,500 69,000 

 76,500 

Add: Health and Education cess@4% 3,060 

Tax payable 79,560 

 

Question 15 

Examine the taxability in the hands of Tyrax Inc, a US company as per the provisions of the 

Income-tax Act, 1961 and other requirement, if any, in the following two independent 

situations: 

I. If Tyrax Inc., does not have a permanent establishment in India, received income by 

way of fees for technical services of `1.5 crore from ATP Ltd., an Indian company, in 
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pursuance of 

an agreement between ATP Ltd. and Tyrax Inc. entered into in the year 2015, which 

is approved by the Central Government. Expenses incurred for earning such income 

is ` 7.2 lakhs. (2 Marks Oct ‘20) 

II. If Tyrax Inc. has a permanent establishment in India and the contract/agreement with 

ATP  Ltd. for rendering technical services is effectively connected with such PE in 

India . 

Particulars Amount 

(1) Fees for technical services received from ATP Ltd. ` 2.5 crore 

(2) Expenses incurred for earning such income ` 5 lakhs 

(3) Fees for technical services received from other Indian companies 

in pursuance of approved agreement entered into between the 

years 2008 to 2014 

` 4.8 crore 

(4) Expenses incurred for earning such income ` 12 lakhs 

(5) Expenditure not wholly and exclusively incurred for the business 

of such PE [not included in (2) & (4) above] 

` 6.3 lakhs 

(6) Amounts paid by the PE to Head Office (not being in the nature of 

reimbursement of actual expenses) 

` 12.7 lakhs 

(4 Marks) 

Answer 15 

(i) Where Tyrax Inc., a US company, does not have a PE in India 

In this case, Tyrax Inc. would be eligible for a concessional rate of tax@10% of ` 1.5 crore 

under section 115A on the fees for technical services received from ATP Ltd., an Indian 

company, since the same is in pursuance of an agreement entered into after  31.3.1976,  

which has been approved by the Central Government. No deduction, however, would 

be allowed in respect of expenditure of ` 7.2 lakhs incurred to earn such income.  Also,  

Tyrax Inc. has to file its return of income in India under section 139 , hence, there is no 

exemption   in this regard. 

 

(ii) Where Tyrax Inc., a US company, has a PE in India and rendering technical services is 

effectively connected with the PE in India. 

Since Tyrax Inc. carries on business through a PE in India, in pursuance of an agreement   

with ATP Ltd. or other Indian companies entered into after 31.3.2003, and the income by    

way of fees for technical services is effectively connected with the PE in India , such 

income shall be computed under the head “Profits and gains of business or profession” in  

accordance with section 44DA of the Income-tax Act, 1961. 

Accordingly, expenses of ` 17 lakhs (` 5 lakhs + ` 12 lakhs) incurred for earning fees for 

technical services of ` 7.3 crore (` 2.5 crore + ` 4.8 crore) is allowable as deduction 

therefrom. However, expenditure of ` 6.3 lakhs which is not incurred wholly and  

exclusively for the business of the PE and the amount of  ` 12.7 lakhs paid by the PE to 

the Head Office  is not allowable as deduction. 

Tyrax Inc. is required to maintain books of account under section 44AA and get the same 

audited under section 44AB and furnish report along with the return of income under 

section 139. 
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Question 16 

Compute the total  income and  tax liability of  Mr.  Kashyap  for the  assessment year  2021 -22.   

Mr. Kashyap, aged 60 years, a citizen of India is a resident of both India and a foreign Country X. 

The following are the particulars of income earned by Mr. Kashyap for the previous year 2020 -

21: 
 

 (Amount in `) 

Income from Rifle Shooting in Country X 14,50,000 

Tax paid in Country X 2,61,000 

Income from Rifle Shooting in India 17,20,000 

Life Insurance Premium paid 1,10,000 

Deposit in Public Provident Fund 1,50,000 

Medical Insurance Premium paid in India for his father aged 82 years 

(paid through credit card) 

32,000 

Note: There is no Double Taxation Avoidance Agreement between India and Country 

X. He does not opt for section 115BAC. (6 Marks Oct 21) 

Answer 16 

Computation of total income and tax liability of Mr. Kashyap for the A.Y. 2021 -22 
 

Particulars ` 

Indian Income [Income from Rifle Shooting in India]  17,20,000 

Foreign Income [Income from Rifle Shooting in Country X]  14,50,000 

Gross Total Income   31,70,000 

Less: Deduction under Chapter VI-A  `  

Deduction under section 80C    

Life insurance premium  1,10,000  

Deposit in PPF  1,50,000  

 2,60,000  

The aggregate of deduction under section 80C has to be 

restricted to ` 1,50,000 

 

1,50,000 

 

Deduction under section 80D    

Medical insurance premium of ` 32,000 paid for his 

father aged 82 years, allowable as deduction to a 

maximum of 

` 50,000, since his father is a senior citizen (assuming 

that his father is also a resident in India) and payment is 

made by any mode other than cash. 

 

 

 

 
   32,000 

 

 

 

 
  1,82,000 

Total Income   29,88,000 

Tax on Total Income    

Income-tax  7,06,400  

Add: Health & Education cess @ 4%      28,256 7,34,656 

Average rate of tax in India 

(i.e. ` 7,34,656/` 29,88,000 × 100) 

 
24.5869% 

 

Average rate of tax in foreign 

country (i.e. ` 2,61,000/` 14,50,000 

 
18.00% 
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×100) 

Rebate under section 91 on ` 14.50 lakh @ 18% (lower of 

average Indian-tax rate or average foreign tax rate) 
 

2,61,000 

Tax payable in India (` 7,34,656 – ` 2,61,000)  4,73,656 

Tax payable (rounded off)  4,73,660 

Note: Mr. Kashyap shall be allowed deduction under section 91, since the following 

conditions are fulfilled; 

(a) He is a resident in India during the relevant previous year. 

(b) The income accrues or arises to him outside India during that previous year and such 

income is not deemed to accrue or arise in India during the previous year. 

(c) The income in question has been subjected to income-tax in Country X in his hands and 

he has paid tax on such income in Country X. 

(d) There is no agreement under section 90 for the relief or avoidance of double taxation 

between India and Country X where the income has accrued or arisen. 

 

Question 17 

M/s XYZ Highway Ltd, an Indian company is engaged in the business of building highway projects 

in India. It has borrowed US $ 250 million from MNO Inc., a company resident in US to invest in 

one of its ongoing projects in India. The rate of interest charged is 8% p.a. Would such interest 

payable by M/s XYZ Highway Ltd. be taxable in the hands of MNO Inc.? If yes, at what rate 

(excluding surcharge and cess) such interest is taxable? 

(a) Yes, interest is taxable @5% 

(b) No, interest is not taxable 

(c) Yes, interest is taxable @ 10% 

(d) Yes, interest is taxable @20% (2 Marks Nov 21) 

Answer 17 

(d) 

Question 18 

Mr. A, a non-resident, staying in England, holds 10% of the total share capital in M/s ABC Ltd. , 

a company incorporated in England. The shares derive their value substantially from assets 

located in India. M/s ABC Ltd. directly owns assets in India. Mr. A has transferred  the shares 

held by  him to Mr.  B, an Indian resident, when he was in England. Would capital gain arising 

on transfer of such shares is taxable in the hands of Mr. A? 

(a) Taxable, since Mr. A hold shares exceeding 5% of the total share capital in ABC Ltd. 

(b) Not taxable, since Mr. A is a non-resident and no income deemed to accrue or arise in 

India 

(c) Not taxable, since Mr. A does not hold controlling interest in M/s ABC Ltd. 

(d) Not taxable, since Mr. A does not hold 26% or more voting rights in ABC Ltd. 

(2 Marks Nov 21) 

Answer 18 

(a) 
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Question 19 

SS Ltd., an Indian Company, has borrowed ` 90 crores on 01-04-2020 from M/s. TM Inc, a 

company incorporated in  London, at  an  interest rate of  10% p.a. The said  loan  is repayable 

over a  period of  5 years. Further, this loan is guaranteed by M/s TY Inc. incorporated in UK. 

M/s. TD Inc, a non-resident, holds shares carrying 40% of voting power both in M/s SS Ltd. and 

M/s TY Inc. 

Net profit of M/s. SS Ltd. for P.Y. 2020-21 was ` 11 crores after debiting  the  above  interest, 

depreciation of ` 5 crores and income-tax of ` 4 crores. Calculate the amount of interest to be 

allowed  as deduction under the head "Profits and gains of  business or  profession" in the 

computation of  M/s  SS Ltd.. 

(a) Interest allowable as deduction under the head “Profits and gains from business or 

profession would be ` 9 crores 

(b) Interest allowable as deduction under the head “Profits and gains from business or 

profession would be ` 8.7 crores 

(c) Interest allowable as deduction under the head “Profits and gains from business or 

profession would be ` 3.3 crores 

(d) Interest allowable as deduction under the head “Profits and gains from business or 

profession would be ` 6 crores (2 Marks Nov 21) 

Answer 19 

(b) 
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Chapter 21 

 Non-Resident Taxation 

Question 1 

The following data is furnished by Mr. Sumedh, a non-resident and a person of Indian 

Origin, for the financial year ended 31-3-2019: 

 

A: Long-term capital gains arising on transfer of foreign exchange 

asset on 31.7.2018 (computed) 

` 6,50,000 

 Expenditure wholly and exclusively incurred in connection with 

such transfer (not considered above) 

` 80,000 

 Interest on deposits held with private limited companies ` 5,90,000 

 Interest on Government Securities ` 95,000 

 Interest on deposits with pubic limited companies ` 2,60,000 

 Dividends from Domestic Companies ` 75,000 

B: Savings and Investments  

 Investment in notified savings certificates referred to in section 

10(4B) on 30.3.2019 

` 2,00,000 

 Investment in shares of Indian public limited companies on 

31.12.2019 

` 3,00,000 

C: Tax deducted at source ` 1,83,000 

Compute balance tax payable / refund due for the assessment year  2019-20  in 

accordance with special provisions applicable  to non-residents. (6 Marks May ‘19) 
 

Answer 1 

Computation of tax payable/refund due to Mr. Sumedh for A.Y.2019-20 

 

Particulars ` ` 

Capital Gains     

Long-term capital gains on transfer of foreign exchange asset on 

31.7.2018 

 6,50,000  

Less: Expenditure wholly and exclusively incurred with such 

transfer 

 80,000  

5,70,000 

Less: Exemption under section 115F     

- Investment of ̀  2,00,000 in notified  saving  certificates  referred 

to in section 10(4B) on 30.3.2019 

[Investment in notified saving certificates referred to in 

section 10(4B) is to be made within six months after the 

date of transfer i.e., on or before 31.1.2019. Since 

investment is made after 31.1.2019, no exemption would 

be allowed] 

 Nil  

- Investment of ` 3,00,000 in shares of Indian Public Limited 

Companies on 31.12.2019 [Investment in specified assets, 

being shares in an Indian company is to be made within six 

months after the date of transfer i.e., on or before 

31.1.2019. Since investment is made after 31.1.2019, no 

 Nil  

 

 

 

Nil 
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exemption would be allowed] 

 

Income from other sources 

   5,70,000 

Investment Income2    

Interest on Government Securities 95,000   

Interest on deposits with public limited companies 2,60,000   

Dividend from domestic companies of ` 75,000 

[Exempt under section 10(34)] As per amendment-

With effect from the assessment year 2021-22, 

dividend received by a shareholder from a 

domestic company is taxable in the hands of the 

shareholder 

 

Nil 

(75,000) 

 

4,30,000 

 

Other Incomes    

Interest on deposits with private limited companies  5,90,000  

   10,20,000 

Total Income  15,90,000 

 

2It is assumed that purchase of Government Securities and deposit with public limited 

companies had been made in convertible foreign exchange. 

 

Particulars ` ` 

Tax liability [applying the special provisions under 

Chapter XII-A] 

   

Tax@20% on investment income = 20% of ` 4,30,000 86,000  

Tax@10% on long-term capital gains = 10% of ` 5,70,000 57,000  

Tax on balance income of ` 5,90,000 at slab rate [` 18,000, 

being 20% of ` 90,000 + ` 12,500] 

 
30,500 

 

  1,73,500 

Add: Health and education cess@4% 6,940 

Tax liability 1,80,440 

Less: TDS 1,83,800 

Refund due 3,360 

 

Question 2 

Mr. Bhist, a non-resident individual, earned an interest income of ` 12 lakhs on an 

investment made in a notified lnfrastructure Debt Fund set up in India eligible  for  

exemption under section 10(47) during the financial year  2018-19.  Further,  he  incurred 

an expenditure of ` 15,000 for earning such interest income. Examine the  tax   implications 

in the hands of both Fund and Mr. Bhist and justify your conclusions with relevant 

provisions of Income-tax Act, 1961 in two situations, when (i)  Mr.  Bhist  is residing in 

Notified Jurisdictional Area; and (ii) Mr. Bhist is stationed outside India, in a place other 

than NJA. 
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Will there be any change in tax liability of Mr. Bhist, if the income received is fee for 

technical services from an Indian Company instead of interest income from Infrastructure 

Debt Fund? (6 Marks Nov ‘19) 

Answer 2 

If Mr. Bhist has received interest on investment made in notified Infrastructure   Debt 

Fund 

The interest income received by Mr. Bhist, a non-resident, from a notified infrastructure 

debt fund u/s 10(47) would be subject to a  concessional tax  rate  of  5% (plus health and 

education cess@4%) i.e., 5.2% under section  115A  on  the gross amount of such interest 

income. 

Accordingly, the tax liability of Mr. Bhist in respect of such income would be 

` 62,400 (being 5% of ` 12 lakhs plus health and education cess@4%). 

If Mr. Bhist is residing in a Notified Jurisdictional Area (NJA) 

Under section 194LB, tax is deductible @ 5% (plus health and education cess@4%) i.e. 

5.2% on interest paid by notified infrastructure debt fund u/s 10(47) to a non-resident. 

However, since Mr. Bhist is a resident of a NJA, tax would be deductible@30% (plus 

health and education cess@4%) i.e. 31.2% being the highest of the following rates – 

(a) at the rate or rates in force; 

(b) at the rate specified in the relevant provision of the Act i.e., 5%; 

(c) at the rate of 30%. 

Tax to be deducted by notified infrastructure debt fund would be ` 3,74,400 (being 30% of 

` 12 lakhs plus health and education cess@4%). 

(i) If Mr. Bhist is stationed outside India, in a place other than a NJA 

Tax would be deductible@5% under section 194LB (plus health and education 

cess@4%) i.e. 5.2% on interest paid by notified infrastructure debt fund u/s 10(47) 

to Mr. Bhist. 

Tax to be deducted by notified infrastructure debt fund would be  `  62,400 (being 

5% of ` 12 lakhs plus health and education cess @ 4%). 

(ii) If Mr. Bhist has received fee for technical services  (FTS)  from  an  Indian company 

If Mr. Bhist, a non-resident, has received FTS from an Indian company instead of 

interest income from Infrastructure Debt Fund assuming that the agreement for FTS  

is approved by the Central Government, the same would be subject to  tax@10% 

(plus health and education cess@4%) i.e. 10.4% under section 115A on the gross  

amount of such FTS, irrespective of the residing place of Mr. Bhist. 

The tax liability of Mr. Bhist, in such a case, would be ` 1,24,800 (being 10% of 

` 12 lakhs plus health and education cess@4%). 

 

Question 3 

ABC Ltd, a software giant in India, set up a 100% subsidiary company by name SHD Inc.  in 

Switzerland on 1st April, 2018. The subsidiary company, SHD Inc., is mainly engaged in the software 

services, hardware services and data backup services in three different countries viz., Switzerland, 

Sweden and India. The following information is furnished by SHD Inc., for FY 2018-19: 
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Particulars In 

Switzerland 

In 

Sweden 

In 

India 

Value of assets as per books of account (` in 

crores) 

24 12 24 

Number of employees working (in thousands) 30 10 28 

Pay roll expenditure (` in crores) 4 2.6 5.4 

Total aggregate income earned ` 80 crores 

Other Information: 

I. Break up of total income: 

 ` 28 crores derived from the transactions where purchases are made from 

associated enterprises and sold to non-associated enterprises; 

 ` 24 crores derived from the transactions where both purchases and sales are 

made from/to associated enterprises; 

 ` 16 crores derived from the transactions where purchases are made from non-

associated enterprises and sold to associated enterprises: 

 ` 8 crores by way of income from capital gains on trading of shares; 

 ` 4 crores by way of interest from non-associated enterprises; 

II. During FY 2018-19, total 5 board meetings were held, 2 in India, 1 in Sweden and 2   in 

Switzerland. 

Based on the above information, determine the residential status of SHD Inc., 

applying the  provisions of POEM for the A.Y.2019-20. (6 Marks Nov ‘19)  

 

Answer 3 

SHD Inc., a foreign company, would be resident in India in the P.Y. 2018-19, if its place of 

effective management is in India in that year. 

For determining the POEM of SHD Inc., the important criteria is whether the company is 

engaged in active business outside India or not. 

SHD Inc. would be regarded as a company engaged in active business outside India for 

P.Y. 2018-19 for POEM purpose only if it satisfies all the four conditions cumulatively. 

Total income of SHD Inc. during the P.Y. 2018-19 is ` 80 crores Passive income is the aggregate 

of, - 

(i) income from the transactions where both the purchase and sale of  goods is from/to  its 

associated enterprises i.e., ` 24 crores; and 

A company would be said to be engaged in “Active Business Outside India” (ABOI) 
for POEM, if 

- its passive income is not more than 50% of its total income; and 

- less than 50% of its total assets are situated in India; and 

- less than 50% of total number of employees are situated in India or are 

resident in India; and 

- the payroll expenses incurred on such employees is less than 50%  of  its  

total  payroll expenditure. 

Condition 1: The passive income of SHD Inc. should not be more than 50% of  its 

total income 
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(ii) income by way of, inter alia, capital gains i.e., ` 8 crores and  interest  i.e.,  ` 4  crores; 

Passive Income of SHD Inc. is ` 36 crores 

Percentage of passive income to total income = `  36 crore/ ` 80 crore x  100  = 45%   

Since passive income of SHD Inc. i.e., 45% is not more than 50% of its total income, the 

first condition is satisfied. 

Condition 2: SHD Inc. should have less than 50% of its total assets situated in India 

Value of total assets of SHD Inc. is ` 60 crores [` 24 crore + ` 12 crore + ` 24 crore]. 

Value of total assets of SHD Inc. in India is ` 24 crores 

Percentage of assets situated in India to total assets = ` 24 crores/` 60 crores x 100 =  

40% 

Since the value of assets of SHD Inc. situated in India is less than 50% of its total assets, the 

second condition for ABOI test is satisfied. 

Number of employees working in India is 28,000. 

Total number of employees of SHD Inc. is 68,000 [30,000+10,000+28,000]. 

Percentage of employees working in India to total number of employees is 28,000 x 

100/68,000 = 41.176% 

Since employees of SHD Inc. working in India are less than 50% of its  total employees, 

the third condition for ABOI test is satisfied. 

Payroll expenditure on employees in India is ` 5.40 crores 

Total payroll expenditure of SHD Inc. is ` 12 crores [4.0 crore + 2.6 crore + 5.4 crore]. 

Percentage of payroll expenditure on employees in India to total payroll expenditure is 

` 5.4 crores/` 12 crores x 100 = 45% 

Since payroll expenditure on employees of SHD Inc. in India is less than 50% of its total 

payroll expenditure, the fourth condition for ABOI test is satisfied. 

Since SHD Inc. satisfies all the above four conditions cumulatively, SHD Inc. has passed 

the Active Business Outside India (ABOI) test. 

POEM of a company engaged in active business outside India shall be presumed to be 

outside India, if the majority of the board meetings are held outside India. 

Since SHD Inc. is engaged in active business  outside India in  P.Y.  2018-19 and majority  of 

its board meetings i.e., 3 out of 5, were held outside India,  POEM  of  SHD Inc. would  be 

outside India. Therefore, SHD Inc. would be non-resident in India for the P.Y. 2018-19. 

 

 

Question 4 

Explain in brief whether the transaction - Interest of ` 5,00,000 paid on money borrowed   by Mr.  

Smith (a  Non-resident) for the purpose of doing business of garments  at Mumbai  to Mr. John 

(who is also a Non-resident) attracts income-tax in India in the hands of recipient in the 

Condition 3: Less than 50% of the total number of employees of SHD Inc. should 

be situated in India or should be resident in India 

Condition 4: The payroll expenses incurred on employees situated in India or 

resident in India should be less than 50% of its total payroll expenditure 

Determination of POEM of SHD Inc. 
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Assessment Year 2020-21. (2 Marks Nov ‘20) 

 

Answer 4 

Income by way of  interest payable by  a person who is  a non-resident would be deemed  to 

accrue or arise in India, where the interest is payable in respect  of  any  money  borrowed and 

used for the purposes of a business or profession carried on  by  such  person in India. 

Accordingly, interest income arising to Mr. John, a non-resident, would be deemed to accrue or 

arise in India since it is in respect of money borrowed by Mr. Smith, a non- resident, for the 

purpose of business of garments at Mumbai in India. Hence, it would attract income-tax in India 

in the hands of Mr. John, even though he is a non-resident. 

 

Question 5 

ND Ltd., an Indian  Company, has borrowed ` 90 crores on 01-04-2019 from  M/s. TM Inc,  a 

company incorporated in London, at an interest rate of 10% p.a. The said loan is repayable over 

a period of 5 years. Further, this loan is guaranteed by M/s TY Inc. incorporated in UK. M/s. TD 

Inc, a non-resident, holds shares carrying 40% of voting  power both in M/s ND Ltd. and M/s TY 

Inc. 

Net profit of M/s. ND Ltd. for P.Y. 2019-20 was ` 11 crores after  debiting  the  above interest, 

depreciation of ` 5 crores and income-tax of ` 4 crores. 

Calculate the amount of interest to be allowed to be claimed under the head "Profits and gains of 

business or profession" in the computation of M/s ND Ltd. giving appropriate reasons.  Also 

explain allowability of such disallowed interest, if any. (5 Marks Nov ‘20)  

Answer 5 

If an Indian company, being the borrower, incurs any expenditure by way of interest in respect 

of any debt issued by its non-resident associated enterprise (AE) and  such  interest exceeds ` 1 

crore, then, the interest paid or payable by such Indian company in excess of 30% of its earnings 

before interest, taxes, depreciation and amortization (EBITDA) or interest paid or payable to 

associated enterprise, whichever is  lower, shall  not be allowed as deduction as per section 

94B. 

Further, where the debt is issued by a lender which is not associated but an associated enterprise 

either provides an implicit or explicit guarantee to such lender or deposits a corresponding and 

matching amount of funds with the lender, such debt shall be deemed  to have been issued by an 

associated enterprise and  limitation  of  interest  deduction would be applicable. 

In the present case, since M/s TD Inc holds 40% of voting power i.e., more than 26% of voting power 

in both ND Ltd and M/s TY Inc, ND Ltd. and M/s TY Inc are deemed to be associated enterprises. 

Since loan of ` 90 crores taken by ND Ltd., an Indian company from M/s TM Inc, is guaranteed by 

M/s TY Inc, an associated enterprise of ND Ltd., such debt shall be 

deemed to have been issued by an associated enterprise and interest payable to M/s TM Inc shall 

be considered for the purpose of limitation of interest deduction u/s 94B. 

Computation of interest to be allowed as per section 94B in the computation of income 

under the head profits and gains of business or profession of ND Ltd. 

Particulars ` (in crores) 

Net profit 11.00 

Add: Interest already debited (` 90 crores x 10%) 9.00 
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Depreciation 5.00 

Income-tax   4.00 

EBITDA 29.00 

Interest paid or payable by ND Ltd. 9.00 

Lower of the following would be disallowed  

-  Total  interest  paid  or  payable  in  excess  of  30%  of  EBITDA (` 

9,00,00,000 – ` 8,70,00,000) =` 30 lakhs 

0.30 

- Interest paid or payable to non-resident AE 9.00 

Interest to be disallowed as deduction 0.30 

Interest allowable as deduction under the head “Profits and gains 

from business or profession (` 9,00,00,000 – ` 30,00,000) 
8.70 

Disallowed interest of ` 30 lakhs can be carried forward to the subsequent assessment  year 

and it would be allowed as deduction against profits and gains, to the extent of allowable 

interest expenditure u/s 94B. 

Question 6 

Wioni Inc., a company incorporated in Japan, is engaged in development of infrastructure and 

providing consultancy in the same field. During the Financial Year 2019-20, its shareholders met 

in India for three times. The first two meetings were held to discuss the modification of rights 

attached to various classes of  shares and the  third meeting was  held to discuss and decide 

about sale of companies' assets situated in India. It provides  the following additional 

information pertaining to Financial Year 2019-20 : 

(i) Dividend declared by a Miani Inc., a Japan based Company: ` 54,000 [Miani Inc. holds 

70% of its total assets in India]. 

(ii) Fees for technical services received from Government of India: ` 4,54,000. The 

Government of India utilised such technical services for a development  project  

carried out by it in Nepal. 

(iii) Interest received from Ms. O, a unit located in  IFSC in respect of  monies  borrowed 

by Ms. O: ` 15,400 (Date of loan 24-12-2019) 

(iv) On    26-8-2019,    Wioni    Inc.    sold    5,000    equity    shares    held    by    it     in an 

Indian Company for ` 89 per share. These shares were bought by the Wioni Inc.  on 

28th June, 2009 for ` 64 per share. Both the purchase and sale of shares were effected 

through a recognized stock exchange in India. Fair Market Value of these shares on 31-

01-2018 was ` 70 per share. 

You are required to compute the total income of Wioni Inc. for the assessment year 2020-

21 briefly explaining the relevant provisions of the Income-tax Act, 1961. (6 Marks Jan ‘21) 

Answer 6 

Wioni Inc. is a company incorporated in Japan. It would be resident  in India, if its place   of 

effective management is in India in that year. 

As per the POEM guidelines, the decisions made by a shareholder for sale of all or substantially all 

of the company’s assets, or the modification of the rights attaching to various classes of shares or 
the issue of a new class of shares etc. are decisions typically affecting the existence of the company 

itself or the rights of the shareholders as such, rather than the conduct of the company’s business 
from a management or commercial perspective. Therefore, such decisions are not relevant for 

determination of a company’s place of effective management. Therefore, the POEM of Wioni Inc. 
is not in India and hence, it is a non-resident for A.Y.2020-21. 
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Taxability of income 

As per section 5(2), in case of a non-resident, only income which accrues or arises or  which is 

deemed to accrue or arise to it in India or which is received or deemed to be received in India in the 

relevant previous year is taxable in India. 

Computation of total income of Wioni Inc. for A.Y. 2020-21 

Particulars Amount 

(`) 

(i) Dividend declared by Miani Inc., a Japan based company which holds 70% of its 

total assets in India [As per Circular No. 4/2015, dated 26-03- 2015, dividends 

declared and paid by Miani Inc., a foreign company, outside India in respect of 

shares  which  derive  their  value substantially from assets situated in India 

would not be deemed to be income accruing or arising in India] 

Nil 

(ii) Fees for technical services received from Government of India [As per section 

9(1)(vii), any fees for technical services would be deemed to accrue or arise in 

India if they are payable by Government of India. Since FTS is received from 

Government of India, it is deemed to have accrued or arisen in India irrespective 

of that fact that it is utilized for a project outside India] 

4,54,000 

(iii) Interest received from Ms. O, a unit located in IFSC for monies borrowed by it on 

24.12.2019 [As per section 10(15)(ix), interest payable to Wioni Inc., a non-

resident, by Ms. O, a unit located in an IFSC, in respect of monies borrowed by it 

on or after 1.9.2019 is exempt from income-tax] 

Nil 

(iv) Long term capital gains 

Sale consideration (5,000 x ` 89) ` 4,45,000 

Less: Cost of acquisition, being higher of ` 3,50,000 (a)  Actual 

cost i.e., (5,000 x ̀  64) ` 3,20,000 

(b) lower of ` 3,50,000 

- ` 3,50,000 (5,000 x ` 70), being fair market value on 31.1.2018 and 

- ` 4,45,000 (5,000 x ` 89), being full value of consideration 

[There would be no tax on long-term capital gains, since only the gain in excess of 

` 1,00,000 is taxable@10% u/s 112A] 

 

 

95,000 

Total Income 5,49,000 

 

 

Question 7 

Mr. Ram, a citizen of USA, resides in San Jose in USA since 2004. He is a non-resident since 

Asst. Year 2004-05. He  works for X  Inc., a  US based company.  He came to India  on 10th 

January, 2020, to visit his aged parents. He could return back  on  only  31st  January, 

2021. He was permitted to work from home  in  India  by  his  employer.  The details of his 

earnings and withholding tax during the said period is as given below: (All figures in US $) 
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Months Salary Federal 

Tax 

State 

Tax 

Social 

Security 

Tax 

TT Buying rate as on 

the last day of the 

month immediately 

preceding the month 

in ·which tax has been 

paid/deducted (in 

INR) (assumed) 

Jan 2020 8750 1313 525 613 71 

Feb 2020 6250 938 375 438 71 

March 2020 6250 1600 420 420 71 

April 2020 6250 1600 420 420 72 

May 2020 6250 1600 420 420 72 

June 2020 6250 1600 420 420 72 

July 2020 6250 1600 420 420 72 

August 2020 6250 1600 420 420 72 

Sep 2020 6250 1600 420 420 72 

October 2020 6250 1600 420 420 72 

Nov 2020 6250 1600 420 420 72 

Dec 2020 6250 1600 420 420 72 

Jan 2021 6250 1600 420 420 72 

He has also earned Fixed Deposit Interest in USA on 30-09-2020 US$ 200 (Tax deducted US 

$ 20) and on 31-03-2021 US $ 220 (Tax Deducted US$ 22) 

As per Article 2 of the DTAA, the taxes covered for credit are Federal Income Taxes imposed 

by Internal Revenue Code but excluding Social Security Taxes. 

Return of Income for Asst. Year 2021-22 was filed on 25th August, 2021. You are required to:- 

1. Compute tax payable, if any, by Mr. Ram (Assume that tax as per section 115BAC is 

opted). 

2. Advise Mr. Ram the procedure involved to claim Foreign Tax Credit.(6 Marks July 21) 

 

 

Answer 7 

Mr. Ram is  a  resident for A.Y.2021-22, since his stay  in India is for a  period of 306 days  in 

the P.Y.2020-21. Therefore, he satisfies the condition of stay  in  India for a  period of  182 

days or more in the P.Y.2020-21 for being treated as a resident. 

However, he is a “not ordinarily resident” in India – 

- since his stay in India in the seven years immediately preceding P.Y.2020-21 is only for 

82 days (i.e., less than 730 days). 

- since he is a  non-resident in  all the ten years immediately preceding P.Y.2020-21,  he 

satisfies the condition of being a non-resident in 9 out of 10 previous years 

immediately preceding P.Y.2020-21. 

Accordingly, he is a resident but not ordinarily resident in India for A.Y.2021-22. 

In case of a resident but not ordinarily resident, only income which accrues or arises in India 
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or is deemed to accrue or arise in India or which is received in India or is deemed to  be 

received in India would be taxable in India. Income which accrues or arises outside India 

would be taxable in India only if it is derived from a business controlled in or a profession 

set up in India. 

Since Ram renders service in India, income from salaries for the period from  1st  April,  

2020 to 31st January, 2021  would be deemed to accrue or arise to him in India and would  

be taxable in his hands. Since his period of stay in India in the P.Y.2020-21 exceeds 90 days, 

he would not be eligible for exemption u/s 10(6)(vi) for A.Y.2021-22 in respect of 

remuneration received as an employee of a  foreign enterprise for services rendered by  

him during his stay in India. 

Computation of total income and tax liability of Mr. Ram for A.Y. 2021-22 under the regular 

provisions of the Act) 

Particulars ` 

Salaries  

For the period from 1st April, 2020 to 31st January, 2021 (10 

months x $ 6250 x TTBR 72, since the applicable TTBR is the same 

for  all  10 months from April to January) 

45,00,000 

Less: Standard deduction u/s 16(ia) [Not available, since Ram has 

opted for section 115BAC] 

- 

 45,00,000 

Income from Other Sources - 

Interest on Fixed Deposits in USA (not taxable in his  hands  in  

India since it accrues and is received outside India) 

 

Total Income 45,00,000 

Computation of tax liability under section 115BAC  

Upto ` 2,50,000 Nil 

` 2,50,001 to ` 5,00,000@5% 12,500 

` 5,00,001 to ` 7,50,000@10% 25,000 

` 7,50,001 to ` 10,00,000@15% 37,500 

` 10,00,001 to ` 12,50,000@20% 50,000 

` 12,50,001 to ` 15,00,000@25% 62,500 

` 15,00,001 to ` 45,00,000@30% 9,00,000 

 10,87,500 

Add: Health and education cess@4% 43,500 

Tax Liability 11,31,000 

Ram can however claim foreign tax credit in respect of  Federal Income Tax  paid by  him  

in US, since the same is covered under Article 2 of the India-US DTAA. 

The amount of FTC which he can claim would be the lower of - Tax payable under the 

Income-tax Act on such income = ` 11,31,000 and 

Foreign tax paid on such income = ` 11,52,000 / ` 8,49,600 (depending on  the  assumption 

made) 
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First assumption - Assuming that the column 5 figures of SST are not included in the column 

3 figures of Federal Tax, foreign tax paid on such income would be $ 1600 x 10 months x 72 

(TTBR), since the applicable TTBR is the same for all ten months and assuming that the TTBR 

as on 31.1.2021 is also 72. Accordingly, the FTC would be ` 11,31,000. 

The tax payable would, accordingly, be Nil and no interest would be payable u/s 234A for late 

filing of return. 

Second assumption - If we assume that the column 5 figures of SST are included in the 

column 3 figures of Federal Tax,  then the foreign tax paid on such income would be 

`8,49,600 i.e., $ 1180 ($ 1600 - $ 420) x 10 months x 72 (TTBR), since the applicable TTBR 

is the same for all ten months and assuming that the TTBR as on 31.1.2021 is also 

72. Accordingly, the FTC would be ` 8,49,600. 

The tax payable would be ` 2,81,400 (i.e., ` 11,31,000 –  FTC  of  `  849,600).  Accordingly, 

interest u/s 234A would be leviable@1% for one month, assuming  the  balance tax of ` 

2,81,400 is paid on 25th August, 2021, being the date of filing of return of income. 

The following statements/forms need to be furnished by Mr. Ram on or before 31st July, 

2021 for claiming FTC - 

(i) A statement of income from US offered for tax for the P.Y.2020-21 and of US tax 

deducted or paid on such income in the prescribed form. 

(ii) Certificate or statement specifying the nature of income and the amount of tax 

deducted therefrom or paid by the assessee from the tax authority of US or from the 

person responsible for deduction of tax or which is signed by the assessee. 

 

Question 8 

Cherry Ltd., a non-resident German company, has the following incomes in  India during  

the year ended on 31.03.2021: 

(i) Dividend income of ` 12,50,000 from XY Ltd., an Indian company listed on  recognized 

stock exchange. 

(ii) 8% debentures of ` 20,00,000 received from X Ltd., an Indian Company, on October  1, 

2020, in consideration of providing technical knowhow (date of  payment  of  interest 

being March 31 every year). 

(iii) Dividend received ` 5,50,000 on Global Depository Receipts of Y Ltd., an Indian 

company, issued under a scheme of Central Government against the initial issue of 

shares of the company and purchased by Cherry Ltd. in foreign currency through an 

approved intermediary. 

(iv) Business Income of ` 8,00,000 from a unit established at Mumbai. 

(v) Income by way of royalty (other than referred to in section 44DA) amounting to 

` 10,00,000, received from Z Ltd., an Indian company, in  pursuance  of  an agreement 

approved by Central Government. As per DTTA between the  two countries, such 

royalty is taxable @12%. 

With brief reasons for the treatment of the above incomes, you are required  to compute  

the tax liability of Cherry Ltd. for the  Assessment Year 2021-22. (6 Marks July 21) 

Note – The above assumptions arise since it is not clear whether the column 3 figures 

of Federal Tax include column 5 figures of Social Security Tax. 
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Answer 8 

Computation of total income and tax liability of Cherry Ltd., a non-resident German 

company, for the A.Y. 2021-22 
Particulars ` 

Business Income from a unit established at Mumbai 8,00,000 

Income from other sources  

- Dividend income from XY Ltd. an Indian company 12,50,000 

-      Fees for technical services [would  be equivalent to the  

amount   of debentures of ` 20,00,000 received from an 
Indian company, issued in consideration of providing 
technical knowhow 

20,00,000 

- Interest on Debentures [` 20,00,000 x 8% x 6/12] 80,000 

- Dividend on Global Depository Receipts (GDRs) of  Y  Ltd.  an 

Indian company, issued under a scheme  of  Central 

Government against the initial issue of Y Ltd. and 

purchased in foreign currency by Cherry Ltd. [` 5,50,000 x  

100/89.6, since tax would have been deducted at source @ 

10.4%] 

6,13,839 

- Royalty income received from Z Ltd. an Indian company in 

pursuance of an agreement approved by Central 

Government [`10,00,000 x 100/89.6, since tax would have  

been  deducted  at source @ 10.4%] 

 

 

 

11,16,071 

Gross Total Income/ Total income 58,59,910 

Computation of tax liability  

Dividend income of ` 12,50,000, taxable @20% u/s 115A 2,50,000 

Dividend on GDRs of ` 6,13,839, taxable @10% u/s 115AC 61,384 

Royalty income of ` 11,16,071, taxable @10% u/s  115A, since 

it is  in pursuance of an agreement approved by the Central 

Government 

1,11,607 

FTS of ` 20,00,000, taxable @40%, since it is  not in pursuance 

of  an agreement approved by the Central Government 

8,00,000 

Interest on debentures of ` 80,000, taxable @40%, since debt is 

incurred in Indian currency, it is not eligible for concessional rate 

of 20% u/s 115A 

32,000 

Business income of `8,00,000 [taxable @40%]   3,20,000 

 15,74,991 

Add: Health and education cess@4%   63,000 

Tax liability 3 16,37,991 

Tax liability (rounded off) 16,37,990 

 


