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Chapter 1 Basic Concepts 

1.1 

Chapter 1  

Basic Concepts 

Question 1 

Mr. Ganesh, a resident Indian aged 42  years, is  a  salaried employee whose salary  computed under  

the normal provisions of the Income-tax Act, 1961 for A.Y.2021-22 is Rs.14,50,000. In addition, he 

has interest on savings bank account to the tune of Rs.12,000. He has deposited Rs.1,50,000 in PPF 

and has paid medical insurance premium of Rs.25,000 by way of account payee cheque for insuring 

his health and Rs.30,000 by way of crossed cheque for insuring the health of his mother, aged  75  

years.  He incurred medical expenditure of Rs.35,000 by account payee cheque for his father, aged 

78 years, who does not have an insurance policy. Ganesh’s brother Rajesh, a resident Indian aged 

40 years,  earns rental income of Rs.40,000 per month and Rs.45,000 from his two le t out flats. He 

also has  interest on savings bank account to the tune of Rs.15,000. He deposits Rs.50,000 in NPS 

Tier  I  account. Should Mr. Ganesh and Mr. Rajesh opt for the provisions of section 115BAC for 

A.Y.2021 -22 to minimise their tax liability? 

(a) Both Ganesh and Rajesh should opt for the provisions of section 115BAC 

(b) Neither Ganesh nor Rajesh should opt for the provisions of section 115BAC 

(c) Mr. Ganesh should opt for the provisions of section 115BAC but not Mr. Rajesh 

(d) Mr. Rajesh should opt for the provisions of section 115BAC but not Mr. Ganesh(2 Marks 

April ‘21) 

 

Answer 1 

The Answer is the (d) 

 



 

 

 

Chapter 2 Residence & Scope of Total Income 

2.1 

Chapter 2 

 Residence & Scope of Total Income 

Question 1 

M/s Pathways Ltd, a resident  Indian  company  is  engaged  in  the  business  of  building  

highway projects in India. It has borrowed US $ 250 million from a  financial  institution resident 

in US  to invest in  one of its ongoing projects in India. The rate  of  interest charged is 8% p.a. 

Assume 1 US$ = Rs. 69. 

Examine with reasons whether the interest income is deemed to accrue or arise in India  in  the 

hands of the financial institution.  Will  your answer differ in case  the money is  invested by the 

India company in one of its ongoing projects in UAE? (3 Marks March ‘21) 

Answer 1 

As per section 9(1)(v)(b), interest payable by a person resident in India would be deemed to 

accrue or arise in India. However, such interest would not be deemed to accrue or arise in India 

if the interest is payable in respect of moneys borrowed and used, inter alia, for the purpose of 

business or profession carried on by such resident outside India. 

In the present case, if M/s Pathways Ltd. has used the money borrowed for its projects in India, 

interest received by financial institution resident in US would be deemed to accrue or arise in 

India. 

If, M/s Pathways Ltd. used the money borrowed for its projects in UAE i.e., for business outside 

India, it would be covered under the exception and the interest received by financial institution 

resident in US would not be deemed to accrue or arise in India. 

 

Question 2 

Answer 2 

The Answer is  (b) 

 

Question 3 

S Ltd. is a company incorporated in Malaysia. S Ltd. has its presence in India also. From the 

following details relating to S Ltd. for the P.Y.2020-21, determine its residential status for 

A.Y.2021- 22, if during the F.Y.2020-21, nine board meetings were held – 4 in India and 5 in 

Malaysia: 
 

Mr. X, a foreign national and citizen of USA, working with M Inc., a US based company, came 

to India during the P.Y. 2019-20 for rendering services on behalf of the employer. He wishes 

to claim his salary income earned during his stay in India as exempt. Which of the following 

is not a condition to be fulfilled to claim such remuneration as exempt income under the 

Income-tax Act, 1961? (2 Marks May ’20) 

(a) M Inc. should not be engaged in any trade or business in India. 

 (b) Mr. X should not be engaged in any trade or business in India 

(c) Mr. X’s stay in India should not exceed 90 days in aggregate during the P.Y. 2019-20 

(d) Remuneration received by Mr. X should not liable to be deducted from M Inc.'s 

income chargeable to tax under the Income-tax Act, 1961 



 

 

 

Chapter 2 Residence & Scope of Total Income 

2.2 

Particulars India Malaysia 

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 

(6 Marks Oct 21) 

 

Answer 3 

The residential status of a foreign company is determined on the basis of place of effec tive 

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. 

S Ltd. 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 S Ltd. should not be more than 50% of its total income 

Total income of S Ltd. during the P.Y. 2020-21 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 S 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 Malaysia) 



 

 

 

Chapter 2 Residence & Scope of Total Income 

2.3 

(ii) ̀  35 crores, being interest and dividend from investment (` 20 crores in India and ` 

15 crores in Malaysia) 

Percentage of passive income to total income = ` 50 crore/ ` 110 crore x 100 = 45.45% 

Since passive income of S Ltd. is 45.45%, which is not more than 50% of its total income, 

the  first condition is satisfied. 

Condition 2: S Ltd. should have less than 50% of its total assets situated in India 

Value of total assets of S Ltd. during the P.Y. 2020-21 is ` 610 crores [` 210 crores, in India + 

` 400 crores, in Malaysia] 

Value of total assets of S Ltd. in India during the P.Y. 2020-21 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 S 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  S 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 S Ltd. is 160 [ 70 + 90] 

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 S 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. 

Since S Ltd. 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 S Ltd. is engaged in active business outside India in P.Y. 2020-21 and majority of its 

board meetings i.e., 5 out of 9, were held outside India, POEM of S Ltd. would be outside India. 

Therefore, S Ltd. would be non-resident in India for the P.Y. 2020-21. 

 



 

 

 

Chapter 3 Incomes which do not form part of Total Income 

3.1 

Chapter 3  

Incomes which do not form part of Total Income 

Question 1 

Mrs. Kareena, wife of Mr. Shyam, is a partner in a firm. Her capital contribution of Rs.7 lakhs to the 

firm as on 1.4.2018 included Rs.3.5 lakhs contributed out of gift receive d f r om Shyam . On 

10.4.2018, she further invested Rs.2 lakh out of gift received from Shyam. The firm paid interest 

on capital of Rs.50,000 and share of profit of Rs.60,000 during the F. Y. 2 018 -19 . The entire 

interest has been allowed as deduction in the hands of the firm. Which of the following statements 

is correct? 

(a) Share of profit is exempt but interest on capital is taxable in the hands of Mrs. Kareena 

(b) Share of profit is exempt but interest of Rs.25,000 is includible in the income o f Mr. Sh 

yam and interest of Rs.25,000 is includible in the income of Mrs. Kareena 

(c) Share of profit is exempt but interest of Rs.30,556 is includible in the income o f Mr. Sh 

yam and interest of Rs.19,444 is includible in the income of Mrs. Kareena 

(d) Share of profit to the extent of Rs.25,000 a nd interest on capital to the extent of 

Rs.30,556 is includible in  the  hands of Mr. Shyam (2 Marks April ‘19) 
Answer 1 

The Answer is (b) 

 



 

 

Chapter 4 Salaries 

4.1 

Chapter 4  

Salaries 

Question 1 

Mr. Verma, an employee of M/s. MNO Ltd. since 10-04-2014 resigned on 31-03-2018 and withdrew 

Rs. 60,000 being the balance in his Recognised EPF account. M/s MNO Ltd. is having his PAN. 

Examine with reasons whether the provisions of Chapter XVII-B are attracted and if so, what is the 

net amount receivable by the payee, Mr. Verma? (2 Marks Oct ‘18) 

Answer 1 

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. Verma has withdrawn an amount exceeding Rs. 50,000 on his resignation 

after rendering a continuous service of four years with M/s. MNO Ltd. Therefore, tax has to be 

deducted at source@10% under section 192A on Rs. 60,000, being the amount withdrawn on his 

resignation without rendering continuous service of a period of five years with M/s. MNO Ltd. 

The net amount receivable by Mr. Verma is Rs. 54,000 [i.e., Rs. 60,000 – Rs. 6,000, being tax 

deducted at source]. 

 

 



 

 

Chapter 5 Profits & Gains from Business & Profession 

5.1 

Chapter 5  
 

Profits & Gains from Business & Profession 

Question 1 

Organic Ltd., engaged in the business of manufacturing, shows a net profit of ` 450 lakhs  in  its  

profit and loss account for the year ended 31-03-2018 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 20-07-

2017 ` 5.5 lakhs (for purchase of agricultural produce) 

On 17-01-2018 ` 6 lakhs (Due to cash demanded by the supplier) On 01-04-2017 ` 12 lakhs (a 

bank holiday) 

Cash payments made to transport operator for hiring of lorry are as follows: 10-06-2017 ` 

25,000; 25-08-2017 ` 70,000; 10-02-2018 ` 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). 

(iv) Dividend received from a foreign company ` 6 lakhs, in which organic 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 and Employee’s contribution of ` 3.5 lakhs to the 

Provident Fund for the month of March, 2018 were remitted on 14th August, 2018. 

(viii) It paid ` 75,000 to an electoral trust by cash and ` 1,25,000 by cheque to a registered 

political party. Both these are debited to Profit and Loss Account. 

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 23.10.2017 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 19-9-2017 and credited to a reserve account. 

Analyse, integrate and apply the relevant provisions of the Income-tax Act, 1961 to 

compute the total income of Organic Ltd. for the Assessment Year 2018-19 indicating in 

brief, the reason for treatment of each item. Ignore the provisions relating to minimum 

alternate tax. (14 Marks March ‘18) 
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Answer 1 

Computation of Total Income of Organic Ltd. for the A.Y. 2018-19 

Particulars Amount (`) 

Profits and Gains from Business and Profession   

Net profit as per profit and loss account  4,50,00,000 

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) 

 

 

6,00,000 

 

- 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) 

 

 

7,50,000 

 

- Expenditure on earning dividend from foreign 

company not deductible (Note 5) 
50,000  

- Tax has not been deducted on the GST component of 

professional charges paid to consultant (Note 6) 

-  

- Disallowance under section 40A(2) for excess payment 

to related person (Note 7) 

 

5,00,000 

 

- Employee’s contribution to EPF (Note 8) 3,50,000  

- Employer’s contribution to EPF (Note 9) -  

- Donations to electoral trust and registered political 

party 

(Note 11) 

 

 2,00,000 

 

    55,60,000 

 

Less: Items credited but to be considered separately or to be 

allowed/ permissible expenditure and allowances 

 5,05,60,000 

- Depreciation allowable under the Income-tax Act, 1961 

(Note 1) 

 

48,00,000 

 

- Weighted deduction @ 150% in respect of expenditure on 

scientific research on in-house approved research and 

development facility under section 35(2AB) (Note 4) 

 

 

11,25,000 

 

- Dividend received from foreign company to be 

considered under the head “Income from other sources” 

(Note 5) 

 

6,00,000 

 

   65,25,000 

 

Add: Recovery of bad debts credited in reserve but chargeable 

under section 41(4) (Note 10) 

4,40,35,000 

  1,50,000 

Profits and gains from business and profession  

 

6,00,000 

4,41,85,000 

Income from Other Sources  

Dividend from foreign company (Note 5)   6,00,000 

Gross Total Income 4,47,85,000 
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Less: Deduction under Chapter VI-A  

Under section 80GGB [Donation to registered political 

party] 

(Note 11) 

  1,25,000 

Total Income 4,46,60,000 

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 

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 or ECS. Accordingly, depreciation on second hand machinery 

purchased on 23.10.2017 is not allowable since the payment is made otherwise than by 

A/c payee cheque/A/c payee draft/ ECS 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 

which are required to be made on a day on which the banks were closed either on 

account of holiday or strike or where the payment is made for the purchase of 

agricultural produce. Therefore, cash payment of ` 5.5 lakhs for the purchase of 

agricultural produce and cash payment of ` 12 lakhs made on a bank holiday would not 

attract disallowance under section 40A(3), assuming such payment was required to be 

made on 01.04.2017. However, cash payment of ` 6 lakhs made on 17-01-2018 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 10-6-2017 would not attract 

disallowance under section 40A(3). However, cash payments of ` 70,000 and ` 40,000 on 

25.8.2017 and 10.02.2018, respectively, would attract disallowance under section 

40A(3) since the same exceeds ` 35,000 per day in cash. 

(4) 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 for weighted deduction@150%. Hence, such expenditure of ` 

7.5 lakhs is first added back and thereafter, deduction of ` 11.25 lakhs (i.e., 150% of ` 7.5 

lakhs) has been provided under section 35(2AB). 

(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 Organic 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 
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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 

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 Organic  

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) Employees’ contribution to PF deposited after the due date mentioned under the PF 

Act is not allowable as deduction as per section 36(1)(va). The same has also been 

affirmed by the Gujarat High Court in CIT v. Gujarat State Road Transport Corporation 

(2014) 366 ITR 170. Hence, in the above solution, employees’ contribution to PF has been 

disallowed while computing business income. Since the same has been debited to profit 

and loss account, it has to be added back for computing business income 

Alternate View - An alternate view has, however,  been expressed  in CIT v. Kiccha Sugar  

Co. Ltd. (2013) 356 ITR 351 (Uttarakhand), CIT v. AIMIL Ltd (2010) 321 ITR 508 (Del) 

and 

CIT v. Nipso Polyfabriks Ltd (2013) 350 ITR 327 (HP) that employees contribution to PF, 

deducted from the salaries of the employees of the assessee, shall be allowed as 

deduction from the income of the employer-assessee, if the same is deposited by the 

employer- assessee with the provident fund authority on or before the due date of filing 

of return for the relevant previous year. If this view is considered, then no disallowance 

would be attracted in this case, since the employees’ contribution has been remitted 
before the due date of filing of return of income. 

(9) 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 . 

(10) 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. 

(11) Donation to an electoral trust and a registered political party is not an allowable 
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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 2 

Compute the Total Income of Shri Ratnam Ltd. for the assessment year 2018-19. Shri Ratnam Ltd.  

is engaged in the manufacture of leather since 01-04-2009. Its Statement of Profit & Loss shows 

a profit of Rs. 700 lakhs after debit/credit of the following items: 

(i) The company had provided an amount of Rs. 25 lakhs being sum estimated as payable to 

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

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

reasonable certainty of revision once in 3 years. 

(ii) The opening and closing stock for the year were Rs. 200 lakhs and Rs. 255 lakhs, 

respectively. They were overvalued by 10%. 

(iii) The company received industrial power tariff concession of Rs. 2.5 lakhs from the State 

Government. 

(iv) Depreciation calculated on the basis of useful life of assets as per provisions of the  

Companies Act, 2013 is Rs. 50 lakhs. 

(v) The company had made a provision of 10% of its debtors towards bad and doubtful debts. 

Total sundry debtors of the company as on 31-03-2018 was Rs. 200 lakhs. 

(vi) A debtor who owed the company an amount of Rs. 40 lakhs was declared insolvent and  

hence, was written off. 

(vii) Sundry creditors include an amount of Rs. 50 lakhs payable to Alia & Co, towards supply of 

raw materials, which remained unpaid due to quality issues. An agreement has been  made  

on 31-03-2018, to settle the amount at a discount of 75% of the outstanding. The amount  

waived is credited to Profit and Loss account. 

(viii) Employer's contribution to EPF of Rs. 2 lakhs and Employees' contribution of Rs. 2 lakhs for 

the month of March, 2018 were remitted on 8th May 2018. 

(ix) Provision for gratuity based on actuarial valuation was Rs. 500 lakhs. Actual gratuity paid 

debited to gratuity provision account was Rs. 300 lakhs. 

(x) Commission of Rs. 1 lakhs paid to a recovery agent for realization of a debt. Tax has been 

deducted and remitted as per Chapter XVIIB of the Act. 

(xi) The company has purchased 500 tons of industrial paper  as packing material at  a price of  

Rs. 30,000/ton from M/s Satyam & Sons, a firm in which majority of the directors are 

partners. Firms normal selling price in the market for the same material is Rs. 28,000/ton. 

 

 

Additional Information: 
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(i) The company has collected Rs. 7 lakhs as sales tax from its customers and paid the 

same on the due dates. However, on an appeal made, the High Court directed the 

Sales Tax Department to refund Rs. 3 lakhs to the company. The company in turn 

refunded Rs. 2 lakhs  to the customers from whom the amount was collected and the 

balance of Rs. 1 lakh is still lying under the head “Current Liabilities”. 

(ii) Normal depreciation calculated as per Income-tax rules is Rs. 80 lakhs. 

(iii) There was an addition to Plant & Machinery amounting to Rs. 50 lakhs on 10-06-2017, 

which was used for more than 180 days during the year. Additional depreciation has 

not been adjusted in the books. 

(iv) The company had credited a sub-contractor an amount of Rs. 10 lakhs on 31-03-2017 

towards repairing a machinery component. The tax so deducted was remitted on 31-

12-2017.(14 Marks April 18) 

Answer 2 

Computation of Total Income of Shri Ratnam Ltd. for the A.Y.2018-19 

 

Particulars Amount (Rs.) 

Profits and Gains from Business and Profession   

7,00,00,000 Profit as per Statement of profit and loss account  

Add: Items debited but to be considered separately or 

to be disallowed/Income to be included 

 

- Provision for wages payable to workers Nil 

[The provision is based on fair estimate of wages 

and reasonable certainty of revision, the provision 

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 been 

debited to profit and loss account, no adjustment 

is required while computing business income] 

 

- Depreciation as per Companies Act, 2013 

disallowed 

50,00,000 

- Provision for doubtful debts [10% of Rs. 200 lakhs] 

[Provision for doubtful debts is allowable as 

deduction under section 36(1)(viia) only in case of 

banks, public financial institutions, state financial 

corporations, state industrial investment 

corporations and non-banking financial 

corporations. Such provision is not allowable as 

deduction in the case of a manufacturing 

company. Since the same has been debited to 

profit and loss account, it has to be added back for 

computing business income] 

20,00,000 

- Bad debts written off 

[Bad debts write off in the book of account is 

allowable as deduction under section 36(1)(vii). 

Since the same has already been debited to profit 

and loss account, no further adjustment is 

Nil 
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required] 

- Employers contribution to EPF 

[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] 

Nil  

- Employees’ contribution to EPF [See Note 1 below] 2,00,000 

[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). Since the same has been 

debited to profit 

 

and loss account, it has to be added back for 

computing business income]. 

 

- Provision for gratuity 2,00,00,000 

[Provision of Rs. 500 lakhs for gratuity based on 

actuarial valuation is not allowable as deduction as 

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

300 lakhs paid is allowable as deduction. Hence, 

the difference has to be added back] 

 

- Commission paid to recovery agent for realization of 

a  debt. 

[Commission of Rs. 1 lakh paid to a recovery agent 

for realisation of a debt is an allowable expense 

under section 37 as per DCIT v. Super Tannery 

(India) Ltd. (2005) 274 ITR 338 (All). Since the same 

has been debited to profit and loss account, no 

further  adjustment is required] 

Nil 

- Purchase of paper at a price higher than the fair 

market value 

10,00,000 

[As per section 40A(2), the difference between the 

purchase price (Rs. 30,000 per ton) and the fair 

market value (Rs. 28,000 per ton) multiplied by the 

quantity purchased (500 tons) has to be added 

back since the purchase is from a related party, a 

firm in which majority of the directors are 

partners, at a price higher than the fair market 

value] 

 

- Sales tax not refunded to customers out of sales 

tax refund 

1,00,000 
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[The amount of sales tax refunded to the company 

by the Government is a revenue receipt 

chargeable to tax under section 41(1). Deduction 

can be claimed of amount refunded to customers 

[CIT v. Thirumalaiswamy Naidu & Sons (1998) 230 

ITR 534 (SC)]. Hence, the net amount of  Rs.  

1,00,000  (i.e., Rs. 3,00,000 minus Rs. 2,00,000) 

would be chargeable to tax] 

 

 

 

 

 

2,83,00,000 

 9,83,00,000 

Less: Items credited but to be considered separately/ 

permissible expenditure and allowances 

 

- 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 as per 

section 2(24)(xviii). Since the same has been 

credited to profit and loss account, no adjustment 

is required. 

 

- Depreciation as per Income-tax Act,1961 80,00,000 

- Over-valuation of stock [Rs. 55 lakhs × 10/110] 

[The amount by which stock is over-valued has to 

be reduced for computing business income. Rs. 50 

lakhs, being the difference between closing and 

opening 

5,00,000 

stock, has to be adjusted to remove the effect of 

over- valuation] 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  98,00,000 

- Discount given by Sundry Creditors for supply of raw 

materials 

[Discount of 75% given by Sundry Creditors for 

supply of raw materials is taxable under section 

41(1). Since the same has already been credited to 

profit and loss account, no further adjustment is 

required] 

Nil 

-  Additional Depreciation [See Note  2  below] 

[Additional depreciation@20% is allowable on Rs. 

50 lakhs, being actual cost of new plant & 

machinery acquired on 10.06.2017, as the same 

was put to use for more than 180 days in the 

P.Y.2017-18.] 

10,00,000 

-  Payment to a sub-contractor where tax  deducted last   

year was remitted after the due date of filing 

return of Income [See Note 3 below] 

[30% of Rs. 10 lakhs, being payment to a sub- 

contractor, would have been disallowed under 

section 40(a)(ia) while computing the business 

income of A.Y.2017-18, since tax deducted was 

remitted  after the due date of filing of return. 

However, the same is allowable in A.Y.2018-19, 

since the remittance has been made on 

 

 

3,00,000 
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31.12.2017] 

Total Income 8,85,00,000 

Notes: 

(1) Employees contribution to PF deposited after the due date mentioned under the PF 

Act is not allowable as deduction as per section 36(1)(va). The same has also been 

affirmed by the Gujarat High Court in CIT v. Gujarat State Road Transport Corporation 

(2014) 366 ITR 170. Hence, in the above solution, employees’ contribution to PF has been 

disallowed while computing business income. 

The CBDT has, vide Circular No. 22/2015, dated 17.12.2015, clarified that the employer 

contribution to provident fund remitted on or before due date of filing of return under 

section 139(1), is allowable as deduction while computing Business Income. Further, it 

has also clarified that the circular does not apply to claim of deduction relating to 

employee’s contribution welfare funds which are governed by section 36(1)(va) of the 

Act. 

Alternate View - An alternate view has, however,  been expressed  in CIT v. Kiccha Sugar  

Co. Ltd. (2013) 356 ITR 351 (Uttarakhand), CIT v. AIMIL Ltd (2010) 321 ITR 508 (Del) 

and 

CIT v. Nipso Polyfabriks Ltd (2013) 350 ITR 327 (HP) that employees contribution to PF, 

deducted from the salaries of the employees of the assessee, shall be allowed as 

deduction from the income of the employer-assessee, if the same is deposited by the 

employer- assessee with the provident fund authority on or before the due date of filing 

of retu rn for the relevant previous year. If this view is considered, then no disallowance 

would be attracted in this case, since the employees’ contribution has been remitted 

before the due date of filing of return of income. 

(2) Rs. 50 lakhs, being the addition to plant and machinery on 10.6.2017 qualifies for 

additional depreciation@20% under section 32(1)(iia). Since only the normal 

depreciation as per Income-tax Rules, 1962, has been debited to profit and loss 

account, additional depreciation of Rs. 10 lakhs (being 20% of Rs. 50 lakhs) has to be 

deducted while computing business income. 

(3) Since the tax deducted during the P.Y.2016-17 was remitted only on  31.12.2017, i.e., 

after  the due date of filing of return for A.Y.2017-18, Rs. 3,00,000, being 30% of Rs. 10 

lakh would have been disallowed while computing the business income of that year. 

Since the tax deducted has been remitted on 31.12.2017, Rs. 3,00,000 would be 

allowed as  deduction while computing the business income of the A.Y.2018-19. 

 

Question 3 

X Ltd. has a block of assets carrying 15% rate of depreciation, whose written down value on 

01.04.2017 was Rs. 40 lacs. It purchased another asset (second-hand plant and machinery) of 

the same block on 01.11.2017 for Rs. 14.40 lacs and put to use on the same day. X Ltd. was 

amalgamated with Y Ltd. with effect from 01.01.2018. 

You are required to compute the depreciation allowable to X Ltd. & Y Ltd. for the previous year 

ended on 31.03.2018 assuming that the assets were transferred to Y Ltd. at Rs. 60 lacs. (4 Marks 

Oct ‘18) 
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Answer 3 

Statement showing computation of depreciation allowable to X Ltd. & Y 

Ltd. for A.Y. 2018-19 

Particulars Rs. 

Written down value (WDV) as on 1.4.2017 40,00,000 

Addition during the year (used for less than 180 days) 14,40,000 

Total 54,40,000 

Depreciation on Rs. 40,00,000 @ 15% 6,00,000 

Depreciation on Rs. 14,40,000 @ 7.5% 1,08,000 

Total depreciation for the year 7,08,000 

Apportionment between two companies:  

(a) Amalgamating company, X Ltd.  

Rs. 6,00,000 × 275/365 4,52,055 

 Rs. 1,08,000 × 61/151    43,629 

  4,95,684 

(b) Amalgamated company, Y Ltd.  

 Rs. 6,00,000 × 90/365 1,47,945 

 Rs. 1,08,000 × 90/151    64,371 

  2,12,316 

Notes: 

(i) The aggregate deduction, in respect of depreciation allowable to the 

amalgamating company and amalgamated company in the case of amalgamation 

shall not exceed in any case, the deduction calculated at the prescribed rates as if 

the amalgamation had not taken place. Such deduction shall be apportioned 

between the amalgamating company and the amalgamated company in the ratio 

of the number of days for which the assets were used by them. 

(ii) The price at which the assets were transferred, i.e., Rs. 60 lacs, has no implication 

in computing eligible depreciation. 

 

Question 4 

During the P.Y. 2018-19, R & Partners, a partnership firm, purchased the following assets on 

15.06.2018: 

 Machine A for Rs.8,00,000 (Rs.4,50,000 paid in cash and balance transferred through NEFT) 

 Machine B for Rs.4,00,000 (Rs.2,00,000 paid through a bearer cheque and balance amount 

paid through account payee cheque) 

 Machine C for Rs.7,00,000 (Rs.2,50,000 paid through account payee bank draft and 

balance amount paid in cash) 

 Machine D for Rs.6,50,000 (whole amount transferred through RTGS) 

For Machine B, a cash subsidy of Rs.40,000 was received by the firm from the Government. 
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Compute the total amount of actual cost of the block of machinery in the hands of the firm. 

(a) Rs.25,10,000 

(b) Rs.14,50,000 

(c) Rs.14,10,000 

(d) Rs.16,10,000 (2 Marks March ’19) 

Answer 4 

The Answer is (c) 

 

Question 5 

Which of the following individuals would be entitled to opt for presumptive taxation schemes 

under the Income-tax Act, 1961 for A.Y.2019-20? 

(i) A retail trader having turnover of Rs.2 crore during the previous year 2018 -19 

(ii) A practising CA having gross receipts of Rs.92 lakhs during the previous year 2018 -19. 

(iii) A wholesale trader having turnover of Rs.1.96 crore during the previous year 2018 -19. 

(iv) A doctor having gross receipts of Rs.50 lakhs during the previous year 2018 -19 

(v) Individual owning 8 goods carriages as on 1.4.2018. He purchased 4 goods carriages on 

1.5.2018 and sold 2 goods carriages on 1.7.2018. 

(a) (i), (iii) & (iv) 

(b) (iii) & (v) 

(c) (i), (iii), (iv) & (v) 

(d) (i), (ii), (iii), (iv) & (v) (2 Marks March ’19) 

Answer 5 

 The Answer is (a) 

 

Question 6 

PQR Limited has the following carried forward losses as assessed till the Assessment Year 

2018-19: 

 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 

PQR Limited was amalgamated with LMN Limited on 01.04.2018. All the conditions of 

section 2(1B) were satisfied. 

LMN Limited has computed a profit of Rs.130 lacs for the financial year 2018-19 before 

setting off the eligible losses of PQR Limited but after providing depreciation at 15% per 

annum on Rs.150 lacs, being the consideration at which plant and machinery were 
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transferred to LMN Limited. The written down value as per Income-tax record of PQR 

Limited as on 1st April, 2018 was Rs.100 lacs. 

LMN Limited also has speculative profit of Rs.10 lacs during the F.Y. 2018-19. 

Compute the total income of LMN Limited for Assessment Year 2019-20 and indicate the 

losses/ other allowances to be carried forward by it. (5 Marks March ’19) 

Answer 6 

Computation of total income of LMN Limited for the A.Y. 2019-20 

Particulars Rs.(in lacs) 

Business income before setting-off brought forward losses of 

PQR Ltd. Speculative profit before setting-off brought forward 

losses of PQR Ltd. 

Add: Excess depreciation claimed in the scheme of 

amalgamation of PQR Limited with LMN Limited. 

Value at which assets are transferred by 

PQR Ltd. WDV in the books of PQR Ltd. 

Excess accounted 

Excess depreciation claimed in computing taxable 

income of LMN Ltd. [Rs.50 lacs × 15 %] [Explanation 2 to 

section 43(6)] 

 

Set-off of brought forward business loss of PQR Ltd. (See 

Notes 2 & 4) 

Set-off of unabsorbed depreciation under section 32(2) 

read with section 72A (See Notes 2 & 4) 

Set-off of unabsorbed capital expenditure under section 

35(1)(iv) read with section 35(4) (See Note 5) 

Business income 

130.00 

10.00 

 

140.00 

 

 

 

 

 

 

 

7.50 

 

 

150 

100 

50 

 

147.50 

(120.00) 

 

(18.00) 

 

 

(2.00) 

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 PQR Ltd. cannot be carried forward by LMN 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 
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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 LMN Ltd. to 

the F.Y. 2019-20. 

Question 7 

Shipra Ltd. was incorporated on 1.7.2017. 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) 

2017-18 13.89 (1.29) 

2018-19 19.72 4.32 

2019-20 21.21 5.52 

2020-21 23.32 8.05 

2021-22 23.98 9.98 

2022-23 24.32 8.15 

2023-24 24.72 9.12 

Is Shipra Ltd. eligible for any tax benefit under the provisions of the Income-tax Act, 1961 

for A.Y. 2019-20? If yes, what is the benefit available? (3 Marks March ’19) 

Answer 7 

Shipra 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.25 crores in the P.Y. 2018-19. 

(4) it holds a certificate of eligible business from the notified IMBC 

Therefore, Shipra 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 seven years beginning from the year in which the eligible 
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start up is incorporated i.e., P.Y.2017-18. 

In the first year i.e., P.Y.2017-18, Shipra Ltd. has incurred a loss. In the P.Y. 2018-19, Shipra 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.2018-19 to 

P.Y.2023-24. However, for P.Y.2018-19, the profits eligible for deduction would be the profits 

after set-off of brought forward losses of P.Y.2017-18. 

 

Question 8 

RP Ltd. purchased a plant for Rs.60,00,000 (depreciation r a te: 1 5%) o n 2 0 . 06. 201 

8. Befor e commencement of the commercial production, expenses of Rs.55,000 were 

incurred b y R P L td . for trial run of the plant. What will be the treatment of the 

expenditure incurred o n th e sa id t r i al run as per the provisions of ICDS-V which deals 

with tangible fixed assets? 

(a) The expenditure of Rs.55,000 is required to be capitalized as the commercial 

production has not commenced. 

(b) The expenditure of Rs.55,000 can be claimed as a revenue expenditure by the company. 

(c) The expenditure of Rs.55,000 has to be treated as deferred revenue expenditure. 

(d) No treatment has been provided in ICDS-V in relation to expenditure incurred on trial 

run  by an assessee.  (1 Mark April ‘19) 

Answer 8 

The Answer is (a) 

 

Question 9 

Benefit of presumptive taxation under the Income-tax Act, 1961 would not be available to 

Akash, a non-resident, in A.Y. 2019-20, in respect of the related Indian income, if he is 

engaged in the business of – 

(a) Operation of ships 

(b) Operation of Aircraft 

(c) Civil construction in connection with an approved turnkey project 

(d) Plying, hiring  or leasing of goods carriages (1 Mark April ‘19) 

Answer 9 

The Answer is (c) 

 

Question 10 

ABC LLP,  a  limited  liability  partnership  in  India  is  engaged  in  development  of  software  and  

providing IT enabled services through two units, namely, Unit A and  Unit B. Unit A 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 3rd year of operation ended on 31-3-2019: 

Items (Amount in Rs. Lacs) 
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Unit A Unit B 

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 A: Expenses of Rs.24 lacs are disallowable under section 43B and  export  sales  

proceeds received in India amounted to Rs.1040 lacs. Export sales of Rs.1200 lacs 

include freight and insurance of Rs.200 lacs and realization of Rs.1040 lacs includes 

amount of insurance and freight charges of Rs.140 lacs. 

(ii) Unit B: Export sales received in India was Rs.850 lacs. Expenses charged and are to 

be disallowed as per section 40A(3) are of Rs.47 lacs. 

Compute tax payable by ABC LLP for  the  Assessment Year 2019-20. (8 Marks April ‘19) 

Answer 10 

Computation of total income of ABC LLP 

Particulars Rs. (in lacs) 

Profit from Unit A [Rs.502 lakhs + Rs.24 lakhs, being disallowance u/s 

43B] 

526 

Profit from Unit B [Rs.753 lacs + Rs.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 > Rs.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 ABC LLP as 

per the provisions of section 115JC for A.Y. 2019-20 

Particulars Rs. (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 254.31 

Add: Surcharge @12% as the adjusted total income is > 

Rs.1 crore 
  29.44 

 274.75 

Add: Health and Education cess @4%   10.99 



 

 

Chapter 5 Profits & Gains from Business & Profession 

5.16 

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, the total income as per normal  provisions shall  be  liable  to 

tax and  the tax payable for A.Y. 2019-20 shall be Rs.341.75 lakhs. 

Working Note: 

Computation of deduction under section 10AA in respect of Unit A located in a SEZ 

Particulars Rs. (in lacs) 

Total turnover of Unit A = 

(Rs.1200 lacs + Rs.200 lacs) – Rs.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 

1200 

Export Turnover of Unit A   

Export sale proceeds received in India  1040 

Less: Insurance and freight not includible in export turnover   140 

   900 

Profit “derived from” Unit A   

Net profit for the year  502 

Add: Disallowance under section 43B    24 

 

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 10AA 

526 

Duty drawback 38  

Profit on sale of import entitlement 24  

  62 

 464 

Deduction under section 10AA 

Profit derived from Unit A × 
Export turnover of Unit ATotal turnover of Unit A  ×100% 

=100% of 464 × 900/1200 = 

  

 

 

 

348 

Question 11 

M/s. Jeevan Pvt. Ltd., a closely held company, is in the business of growing rubber. The profit & 

loss account for the year ended 31-03-2019 of the company shows a net profit Rs. 37.65 crores 

after debiting depreciation of Rs. 30 crores. 

The company has provided the following additional information: 

(i) The company has deposited Rs. 30 crores in a special account with NABARD on 29-04- 

2019. 

(ii) The company has brought forward losses of Rs. 6 crores pertaining to Assessment Year 

2016-17. Mr. Alok who continuously held 60% of shares carrying voting power since 

incorporation of the company, had sold his entire holding to Mr. Bhola on 01 -08-2018. 
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(iii) The company had an accumulated balance of Rs. 200 crores in the special account with 

NABARD as on 01-04-2018. It has withdrawn Rs. 40 crores and utilized the same for 

the following purposes: 

 Purchase of a new machine for use in its operation Rs. 10 crores,  

 Purchase of office appliances for corporate office at Hyderabad Rs. 10 crores.  

 Purchase of computers and accessories Rs. 5 crores. 

 Construction of a godown at a cost of Rs. 1 crore near the rubber estate to store 

raw rubber. 

 Repairs to machinery Rs. 35 lakhs. 

(iv) Depreciation allowable as per Tax Audit Report is Rs. 28 crores. 

Compute Taxable and Exempt income of M/s. Jeevan (P) Ltd. (8 Marks Oct 19) 

Answer 11 

Computation of Taxable and Exempt Income of M/s Jeevan Pvt Ltd. for the A.Y. 2019 -20 

Particulars Rs. 

Net profit as per Profit and Loss Account 

Add: Excess depreciation as perbooks of account Rs. 

Depreciation as per books of account 30,00,00,000 

Less: Depreciation allowable as per the Income-tax 

Act, 1961  28,00,00,000 

Net profit before allowing deduction under section 33AB 

Less: Deduction under section 33AB would be the lower of: 

- Amount deposited in Rubber Development Account on or before 

30.9.2019 [i.e., Rs. 30,00,00,000] 

- 40% of profits of such business [i.e., Rs. 15,86,00,000, being 40% 

of Rs. 39,65,00,000] 

Net profit after allowing deduction under section 33AB 

Add: Amount withdrawn from special account with NABARD, which is 

deemed as profits and gains of business or profession 

(i) Purchase of a new machine for use in its operation for Rs. 10 crores, 

would not be deemed as profits and gains of business or profession, 

since the said amount is utilised as per the specified scheme. 

(ii) Purchase of office appliances for corporate office at Hyderabad for Rs. 

10 crores, out of the amount withdrawn from the deposit account, 

would be deemed as profits and gains of business or profession, since 

the said utilisation is not permissible. 

(iii) Rs. 5 crores utilised for purchase of computers and accessories is 

permissible. Thus, such amount would not be deemed as profits and 

gains of business or profession. 

(iv) Rs. 1 crore utilised for construction of a godown near rubber estate to 

store raw rubber, would not be deemed as profits and gains of business 

or profession, since the said amount is utilised as per the specified 

37,65,00,000 

 

 

 

  2,00,00,000 

39,65,00,000 

 

 

 

 

15,86,00,000 

23,79,00,000 

 

 

 

 

Nil 

 

 

 

10,00,00,000 

 

 

 

 

Nil 

 

 

Nil 
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scheme. 

(v) Rs. 35 lakhs utilised for repairs to machinery would not be deemed as 

profits and gains of business or profession, since the said amount is 

utilised as per the specified scheme. 

Note - However, no deduction would be allowed in respect of such 

expenditure mentioned in (i), (iii), (iv) and (v) during the P.Y. 2018-19, 

since amount is spent out of the amount deposited in special account 

with 

NABARD, which has already been allowed as deduction in an earlier 

 

 

Nil 

assessment year.  

(vi) The remaining amount of Rs. 13.65 crores {Rs. 40 crores less Rs.   

26.35 crores [utilised above in (i) to (v)]}, which is not utilised during  

the previous year in which such amount is withdrawn, would be  

deemed as profits and gains of business or profession. 13,65,00,000 

Total Composite business profits 47,44,00,000 

Less: 65% of Rs. 47,44,00,000, being agricultural income exempt 30,83,60,000 

Business income 16,60,40,000 

Less: Brought forward business loss of Rs. 6 crores pertaining to A.Y.2016-  

17 not allowed to be set-off against the business profits of the P.Y.  
2018-19, since as on 31.3.2019, the shares of M/s Jeevan Pvt Ltd  

carrying 60% (i.e., not less than 51%) of the voting power is held by  

Mr. Bhola and not by Mr. Alok, being the person who held such  

shares as on 31.03.2016, being the last day of previous year 2015-16,  

in which such loss was incurred.   - 

Business income chargeable to tax 16,60,40,000 

 

Question 12 

 Mr. Akash is engaged in the business of running motor cars on hire. His brother, Mr. Vikas, is 

a dentist. Mr. Akash and Mr. Vikaseach purchased a motor car of the value of Rs.5 lakh on 

1.11.2019 for their business/profession and put the same to use immediately. The written 

down value of motor cars as on 1.4.2019 may be taken as Rs.50 lakh for Mr. Akash and Nil for 

Mr.Vikas. What is the depreciation allowable in respect of motor cars to Mr. Akash and Mr. 

Vikas under section 32 for A.Y.2020-21? (2 Marks 

May ’20) 

(a) Rs.8,25,000 and Rs.37,500, respectively 

(b) Rs.15,75,000 and Rs.37,500 respectively 

(c) Rs.15,75,000 and Rs.75,000, respectively 

(d) Rs.16,12,500 and Rs.75,000, respectively 

 

 

Answer 12 

The Answer is (d) 

 

Question 13 
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 The turnover of Mr. Aarav, engaged in wholesale trading business, for the P.Y.2019-20 is Rs. 

2 crore and the gross receipts of Mr. Vishal, engaged in legal profession is Rs. 50 lakhs. Mr. 

Aarav has been regularly following mercantile system of accounting and Mr. Vishal regularly 

follows cash basis of accounting. Out of the turnover of Mr. Aarav, he receives Rs.1.20 crores 

through ECS through bank account  during  the  P.Y.2019-20.    He  receives  another  Rs.60  

lakhs  through  ECS  through bank 

 account on or before 31.7.2020. Mr. Vishal receives Rs. 30 lakhs by account payee bank draft 

and Rs.20 lakhs by crossed cheque during the P.Y.2019-20. What would be  the income 

chargeable to  tax under the head “Profits and Gains of Business and Profession”, if they want 

to minimize their tax liability? Both of them maintain books of account as per section 44AA. 

Income computed as per the regular provisions of Income-tax Act, 1961 Rs.11,50,000 and 

Rs.24,75,000 in the hands  of  Aarav and Vishal, respectively. However, they have not got the 

books of account audited and do not intend to do so in future. (2 Marks May ’20) 

(a) Rs.16,00,000 and Rs.25,00,000, respectively 

(b) Rs.13,60,000 and Rs.25,00,000, respectively 

(c) Rs.11,50,000 and Rs.24,75,000, respectively 

(d) Rs.12,40,000 and Rs.25,00,000, respectively 

 

Answer 13 

The Answer is (d) 

 

Question 14 

Benefit of presumptive taxation under the Income-tax Act, 1961 would not be available to 

Akash, a non-resident, in A.Y. 2021-22, in respect of the related Indian income, if he is engaged 

in the business  of – 

(a) Operation of ships 

(b) Operation of Aircraft 

(c) Civil construction in connection with an approved turnkey project 

(d) Plying, hiring or leasing of  goods carriages (2 Marks March ‘21) 

Answer 14 

    The Answer is (c) 

 

Question 15 

Mr. X is a resident of India, who involved in the business of trading of Fast Moving Consumer 

Goods (FMCG) under the name of M/s. Aadhar Stores. M/s. Aadhar Stores has  turnover of Rs. 

4,80,00,000  and 10,20,00,000, for F.Y. 2020-21 and F.Y. 2019-20, respectively. Mr. X has taken 

a building on rent  for the purposes of carrying out his business. This building is taken on rent 

from Mr. U, who is non- resident in India. During the previous year 2020-21, Mr. X  has  paid 

monthly  rent of Rs.5,00,000 to  Mr. U. During the previous year  2020-21,  majority of  the  

sales  is  made to  retail buyers. However, M/s Aadhar Stores also sold goods in wholesale and 

has issued the following invoices: 

(a) Invoice 1 to ABC Ltd. for goods sold worth Rs. 45,50,000 on 15.5.2020 
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(b) Invoice 2 to EFG Ltd. for goods sold worth Rs.  10,00,000 on  20.5.2020 

(c) Invoice 3 to ABC Ltd. for goods sold worth Rs. 25,50,000 on 31.10.2020 

(d) Invoice 4 to EFG Ltd. for goods sold worth Rs. 8,00,000 on 12.12.2020 

M/s. Aadhar Stores has received the following amounts from ABC Ltd. and  EFG  Ltd.  against  

the goods sold: 

(a) Rs. 19,90,000 for Invoice 1 on 30.06.2020 through crossed cheque. 

(b) Rs. 22,50,000 for Invoice 3 on 31.12.2020 in cash. 

(c) Balance amount of Rs. 28,60,000 for Invoice 1 & 3 received in bank through RTGS  on  

13.01.2021. 

(d) Rs. 18,00,000 for Invoice 2 & 4 received through account payee cheque on 15.02.2021. 

He received and made all the payments other than the above-mentioned receipts via NEFT, 

account payee cheque, UPI or credit card. His total receipts for the year 2020-21 is Rs. 4.95 

crores. On 1.12.2020, Mr. X has remitted Rs. 7,50,000 to his son studying in Australia through 

an authorized dealer. He has taken education loan of Rs. 7,50,000 from a financial institution for 

the purpose of such remittance. 

Mr. X has also sold 1500 listed equity shares on  1st  May  2020  through Bombay  Stock 

Exchange,  which he sold after holding the shares for 15 months.  He  has paid STT both  at the 

time  acquisition and sale of such shares. He acquired such shares for Rs. 2,50,000. Mr. X made  

a  profit  of  Rs. 1,70,000 by selling these shares. He is of the view that whole of the amount of 

profit  is  exempt from  tax. Based on this view, he has furnished his return of  income on or  

before the due  date specified  under section 139(1). On 12.12.2021,  he received an intimation 

under section 143(1), intimating there is no tax payable by him or refundable to him. 

Based on the facts of the above case scenario, choose the most appropriate answers to the 

following questions: 

Is Mr. X required to get his books of account audited u/s 44AB for  P.Y. 2020-21? If  yes, 

what is due date for filing tax audit report? 

(a) Yes; 30.9.2021 

(b) No 

(c) Yes; 31.7.2021 

(d)    Yes; 31.10.2021 ( 2 Marks April ‘21) 
Answer 15 

The Answer is the (b) 

 

Question 16 

Compute the total income and tax liability of Ms. Ayesha, an Indian resident aged 45, from 

the following information furnished by her for the P.Y. 2020-21: 

 

Particulars (Rs. In lacs) 

Income from playing chess matches in country A 14.00 

Agricultural income from land situated in Country A 3.00 



 

 

Chapter 5 Profits & Gains from Business & Profession 

5.21 

Tax paid in country A 3.00 

Income from playing chess matches in India 21.00 

Deposit in PPF 1.50 

Medical expenditure paid for her mother aged 75 years resident in India 0.60 

(paid through credit card), who is not dependent on her and no insurance 
is 

 

taken on her health.  

There is no Double Taxation Avoidance Agreement between Indian and country A. Agricultural 

income of Rs.3 lakhs is exempt in Country  A. Ms. Ayesha does not opt for the provisions of  

section 115BAC. (6 Marks April ‘21) 

Answer 16 

Computation of total income and tax liability of Ms Ayesha for the A.Y. 2021-22 

Particulars Rs. Rs. 

Indian Income [Income from playing chess matches in 

India] Foreign Income 

- Income from playing chess matches in country A 

- Agricultural Income [taxable in India since agricultural 

income from agricultural lands outside India is not exempt 

u/s 10(1)] 

Gross Total Income 

Less: Deduction under Chapter VI-A 

Deduction under section 80C 

PPF deposit of Rs. 1,50,000 made during the previous year  

is within the overall limit of 1.5  lakh. Hence, fully allowable 

as deduction 

Deduction under section 80D 

Medical expenditure of Rs. 60,000 paid for her mother aged 

75 years. Since her mother is a senior citizen, the deduction  

is allowable to a maximum of  Rs. 50,000, even though she   

is not dependent on her. Further, deduction is allowable 

where payment is made by any mode other than cash. Here 

payment is made by credit card hence,  eligible  for 

deduction. 

Total Income 

Tax on Total Income 

Income-tax 

Add: Health and education cess @ 4% 

Average rate of tax in India 

(i.e. Rs. 9,28,200/Rs. 36,00,000 × 100) 25.78% 

Average rate of tax in foreign country “A” (i.e. 
Rs. 3,00,000/Rs.14,00,000 ×100) 21.43% 

Rebate under section 91 on Rs. 14 lakh @ 21.43% (lower of 

average Indian-tax rate or average foreign tax rate) [Note 2] 

Tax payable in India (Rs. 9,28,200 – Rs. 3,00,000) 

 21,00,000 

14,00,000 
 

3,00,000 17,00,000 

 38,00,000 

 

1,50,000 

 

 

 

 

50,000 

 

 

 

 2,00,000 

 36,00,000 

8,92,500 
 

   35,700 9,28,200 

  

 

3,00,000 

 6,28,200 
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Notes: 

1. Ms Ayesha shall be allowed deduction under section 91, since the following 

conditions are fulfilled:- 

(a) She is a resident in India during the relevant previous year. 

(b) The income accrues or arises to her 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 the foreign country  

A  in  her hands and she has paid tax on such income in the foreign country A. 

(d) There is no agreement under section 90 for the relief or avoidance of double 

taxation between India and country A where the income has accrued or arisen. 

2. Rebate under section 91 would not be available  in  respect of  agricultural income, 

since  such income is exempt in country A and consequently, is not a doubly taxed 

income. 

Question 17 

Akash Ltd., a resident Indian company, on 1.4.2020 has borrowed  Rs.100 crore  from  M/s 

Sarthak Inc., a company incorporated in US, at an interest rate of 9% p.a. The said loan is 

repayable over a period of 10 years. Further, loan is guaranteed by M/s Yoyo  Inc 

incorporated in US. Yoyo Inc. holds share carrying 30% of voting power in Akash Ltd. 

The EBITDA of Akash Ltd. was Rs.10 crore. Calculate the amount of interest to be  disallowed 

under the head “Profits and gains of business or  profession” in  the computation of Akash Ltd. 

(3 Marks April ‘21) 

Answer 17 

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, 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 Yoyo Inc holds 30% of voting power i.e., more than 26% of voting 

power in Akash Ltd., Akash Ltd. and M/s Yoyo Inc are deemed to be associated enterprises. 

Since, loan of Rs.100 crores taken by Akash Ltd., an Indian company from M/s  Sarthak Inc,  is 

guaranteed by M/s Yoyo Inc, an associated enterprise of Akash Ltd., such debt shall be 

deemed to have been issued by an associated enterprise and interest  payable  to  M/s  Sarthak 

Inc shall be considered for the purpose of limitation of interest deduction. 

Computation of interest to be disallowed in the computation of income under 

the head profits and gains of business or profession of Akash Ltd. 

Particulars Rs. 

EBITDA 10,00,00,000 
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Interest paid or payable by Akash Ltd. 9,00,00,000 

lower of the following would be disallowed  

- Interest paid or payable in excess 30%  of EBITDA

 6,00,00,000 

 

- Interest paid or payable to  non-resident AE

 9,00,00,000 

 

Interest to be disallowed as deduction 6,00,00,000 

Question 18 

Two tonnage tax companies X Ltd. and Y Ltd. are amalgamated to form a new tonnage company 

Z Ltd., a qualifying company and the option for tonnage tax scheme of X Ltd. has an unexpired 

period of  8  years and Y Ltd. has an unexpired period of 6 years. For what period the special 

provisions of Chapter XII-G relating taxation of income shipping companies would apply to the 

new company Z Ltd.? 

(a) 8 years. 

(b) 6 years 

(c) 4 years 

(d) 10 years (1 Mark Oct 21) 

Answer 18 

(a) 

 

Question 19 

The accounts of Viraj Exports are prepared in accordance  with the  provisions  of  the 

Companies Act, 2013. Its Statement of Profit and Loss for the previous year ended 31st March, 

2021 shows a net profit of ` 95 Lacs after debiting or crediting the following items: 
 

Credits in Statement of Profit and Loss ` 

(1) Profit from a new industrial undertaking qualifying for deduction 

under section 80-IA (Net) 

17,00,000 

(2) Dividend received from Investment in Indian companies 2,50,000 

(3) Net agricultural income 5,00,000 

Debits in Statement of Profit and Loss  

(1) Depreciation 10,00,000 

(2) Penalty for infraction of law 1,00,000 

(3) Provision for GST 3,00,000 

(4) Provision for doubtful debts 2,00,000 

(5) Interest on financial institutions unpaid before due date of filing 

return of income 

1,50,000 

(6) Reserves of currency foreign fluctuation 1,25,000 

Other Information: 

(i) Depreciation admissible under the Income-tax Rules, 1962 for the previous year 2020-

21 is ` 19,50,000. 

(ii) Depreciation (as per books) includes ` 1,90,000 on account of revaluation of assets. 
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(iii) Interest on borrowed capital ` 1,00,000 payable to Y, not debited to Statement of profit 

and loss. 

(iv) GST provided in the accounts has been remitted before the due date for filing return 

of income. 

Compute book profits and minimum alternate tax thereon, assuming that Viraj Exports 

is not required to comply with the Indian Accounting Standards (Ind AS). (8 Marks 

Oct 21) 

Answer 19 

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  95,00,000 

Add: Net Profit to be increased by the followings amounts as per 

Explanation 1 below section 115JB(2) 

  

- Depreciation 10,00,000  

- Provision for doubtful debts i.e. provision for 

diminution in value of asset i.e. debtors 

 
2,00,000 

 

- Reserve for currency fluctuation reserve 1,25,000  
13,25,000 

 
Less: Net Profit to be decreased by the followings amounts as 

per 

Explanation 1 below section 115JB(2) 

 1,08,25,000 

- Net agricultural income 5,00,000  

Net agricultural income is to be reduced, since it is 

exempt under section 10(1)] 

  

-       Depreciation other than  deprecation on  revaluation of  

assets is to be reduced while computing book profit 

[10,00,000 – 1,90,000] 

8,10,000  

 
13,10,000 

Book profit under section 115JB 95,15,000 

Computation of Minimum Alternate Tax under section 

115JB 

Particulars ` 

15% of book profit (` 95,15,000 x 15%) 14,27,250 

Add: Health & Education cess@4% 57,090 

Minimum Alternate Tax under section 115JB 14,84,340 

Notes: 

(1) Only the specified items mentioned under Explanation 1 below section 115JB(2) can 

be added back or deducted to 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 in the said Explanation 1, the same cannot be 



 

 

Chapter 5 Profits & Gains from Business & Profession 

5.25 

added back or deducted for computing book profit: 

 Penalty for infraction of law 

 Unpaid interest to financial institutions 

 Profits from a new industrial undertaking eligible for deduction under section 80 -

IA 

 Dividend received on investment in Indian companies 

(2) For computing the book profit, since provisions for GST is an ascertain liability, it is not 

added back. 

(3) No adjustment is required in respect of interest on borrowed capital of ` 1,00,000 

payable to Y, not debited to statement of profit and loss, since the net profit as per the 

Statement of Profit and Loss prepared as per the Companies Act and the items specified 

for exclusion/inclusion under section 115JB alone have to be considered while 

computing the book profit for levy of MAT. 

(4) Depreciation as per Income-tax Act, 1961 is not relevant for computing book profit for 

levy of MAT. 

 

Question 20 

Compute total business income of Sakshi Ltd. (engaged in the manufacture of textile since 

01.05.2010) for A.Y. 2021-22 giving a brief explanation to each item of addition or deletion. 

Ignore MAT provisions and the provisions of section 115BAA. 

Its Statement of Profit and Loss for the financial year ended 31st March, 2021 shows a profit of 

` 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 ` 52 lakhs. 

(b) Industrial power tariff concession of ` 5.40 lakhs, received from Uttar Pradesh Government 

was credited to Statement of Profit and Loss. 

(c) Contribution of ` 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 ` 8 lakhs on sale of a plot of land to  PQR Limited, a domestic company, the entire 

shares    of which are held by the Sakshi Ltd.. The plot was acquired by Sakshi Ltd. on 30th 

June, 2019. 

(e) Payment of ` 3.50 lakhs towards transportation of various materials procured by one of its  

units to M/s BP Transport, a partnership firm, without deduction of tax at source. The firm 

opts  for presumptive taxation under section 44AE and has furnished a declaration to this 

effect. It also furnished its Permanent Account Number in the tender document. 

(f) Interest of 15 lakhs paid on loans taken specifically for purchase of second hand plant  and  

machinery. Out of this ` 5 lakhs is for the period till such machinery was commissioned on 

12.08.2020. 

(g) A debtor who owed the company an amount of ` 20 lakhs was declared insolvent and hence, 

was written off by debiting the Statement of Profit and Loss. 

(h) ̀  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 
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previous year 2014-15. 

(i) In order to expand its overseas business, the company planned online advertisement 

campaign for which it engaged Fastex Inc., a Malaysian company not having any PE in India, 

and paid ` 5 lakhs  for services availed. No tax/TDS was deducted by the company. 

(j) ` 2 lakhs paid to consultant for expert opinion on new business set-up. 

Additional Information: 

(i) Depreciation computed as per Income-tax Rules on the book assets is ` 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 ` 3 lakhs on 31st March, 2021 from a supplier of cotton for 

supply made in March, 2021. The bill was omitted to be recorded in the books in March, 

2021. Payment against the bill was made in April, 2021 and necessary entry was  made  in 

the books then. The  same has been considered in closing inventory valuation during 

physical verification conducted on 31.03.2021. 

(iv)The company has purchased 1000 bales of cotton at ` 5,000 per bale from Enpee LLP, a firm 

in which majority of the directors of Sakshi  Ltd.  are partners. The normal  selling price in  

the market for the same material is ` 4,600  per bale. (14 Marks Nov 21) 

Answer 20 

Computation of Business Income of Sakshi Ltd. for the A.Y.2021-22 
 

Particulars Amount (`) 

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 

(c) Contribution to National Laboratory - 

[Contribution to National laboratory for scientific 

research qualifies for 100% deduction u/s 35(2AA). 

Since 100% has been debited to the statement of profit 

and loss, no adjustment required to be made while 

computing 

business income] 

 

(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 ` 3.50 

lakhs to M/s. BP Transport] 

 

(f) Interest on loan for purchase of plant and machinery 5,00,000 

[Interest on loan taken for purchase of plant and 

machinery for use in business is allowable as 

deduction u/s 36(1)(iii) 
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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 ̀  15 lakhs paid towards such interest, 

only ` 10 lakhs is allowable as deduction. ` 5 lakhs, being 

interest paid upto the the date till such machinery was 

commissioned has to be added back while computing 

business income] 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

68,00,000 

(g) Bad debts written off - 

[No adjustment is required in respect of debt of ` 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] 

 

(i) 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)] 

 

(j) Payment to Consultant for opinion on new business 2,00,000 

[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 (` 5,000 per bale) 

and the fair market value (` 4,600 per bale) multiplied by 

the quantity 

purchased (1000 bales) has to be added back] 

 

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

includible in business income/  permissible 

expenditure and allowances 

 6,28,00,000 

(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] 

 

(d) Profit on sale of plot of land 8,00,000 
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[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] 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

96,75,000 

(h) 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, 1962 71,75,000 

[` 71,00,000, being normal depreciation on book 

assets 

+ ` 75,000, being 15% of ` 5,00,000, being the 

interest on loan taken for acquiring plant and 

machinery upto the date of commissioning] 

 

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.2020- 21 (1/5th of ` 45 lakhs, being 

3% of ` 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, 2021 (i.e., P.Y. 

2020-21), in respect of which bill of ` 3 lakhs received 

in March, 2021, which has been omitted to be  

recorded  in  the books in  this year, it has to be 

deducted to compute  the business income1 It is 

logical to assume that the company is following 

mercantile system of accounting 

 

Profits and gains from business and profession  5,31,25,000 
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Chapter 6 

 Capital Gains 

Question 1 

Mr. Anish, a resident individual, sold a house property on 16.01.2018. 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 15.03.2018. He further invested a sum of ` 50,00,000 

in the same bonds on 14.06.2018. His other income for the financial year 2017-18 was `  90,000. 

Compute the tax payable by  him  for the A.Y.  2018-19. (4 Marks March ‘18) 

Answer 1 

Computation of tax payable by Mr. Anish for the A.Y. 2018-19 

Particulars ` ` 

Tax on long term capital gain @20% on ` 73,90,000 [` 

75,50,000 less   unexhausted   basic   exemption   limit   i.e.,    

`   1,60,000 (` 2,50,000 - ` 90,000)] as per section 112 [See 

Working Note] 

 14,78,000 

Tax on other income of ` 90,000   Nil 

 14,78,000 

Add: Surcharge @ 10%, since total income exceeds ` 50 

lakhs 

  1,47,800 

 16,25,800 

Add: Education cess @ 2%  

Add: Secondary and higher education cess @ 1%  (As per 

amendment 4% ) 

65,032 

Total tax liability 16,90,832 

Total tax liability (rounded off) 16,90,830 

Working Note: 

Computation of total income for the A.Y. 2018-19 

 Particulars ` 

A Long-term capital gains 1,25,50,000 

 Less: Deduction under section 54EC [See Notes 1 & 2 below]    50,00,000 

 Long-term capital gain 75,50,000 

B Other income   90,000 

 Total Income  76,40,000 

Notes: 

(1) In order to claim exemption under section 54EC, the assessee has to invest in specified 

bonds of RECL or NHAI or any other bond notified by Central Government namely, 

PFCL or IRFC bonds within a period of 6 months from the date of transfer of the asset. 

(2) However, investments made in such bonds by an assessee during any financial year 

cannot exceed ` 50 lacs. 

Further, second proviso to section 54EC(1) also provides that the investment made  

by an assessee in these  specified bonds, out of capital gains  arising from transfer of 

one  or more original assets, during the financial year in which  the original asset or 

assets  are transferred and in the subsequent financial year should not exceed fifty 

lakh rupees. 

In this case, Mr. Anish has invested ` 50 lacs in the F.Y.2017-18 and ` 50 lacs in the 

F.Y.2018-19, both within six months from the date of transfer. However, since the 
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amount of investment made during the financial year in which asset transferred and 

in the subsequent financial year cannot exceed ` 50 lacs, he is eligible to claim 

exemption of only ` 50 lacs under section 54EC. 

 

Question 2 

Mr. Rahim sold his residential house in Chennai and purchased two residential flats adjacent 

to each other on the same day vide two separate registered sale deeds from two different 

persons. The builder had certified that he had effected necessary modification to make it 

one residential apartment. Mr. Rahim sought exemption under section 54 in respect of the 

investment made in purchase of the two residential flats. The Assessing Officer, however, 

gave exemption under section 54 to the extent of purchase of one residential flat only 

contending that sub-section (1) of section 54 clearly restricts the benefit of exemption to 

purchase one residential house only and the two flats cannot be  treated as  one residential 

unit since – 

(1) the flats were purchased through different sale deeds; and 

(2) it was found by the Inspector that, before its sale to the assessee, the residential 

flats were in occupation of two different tenants. 

Examine the correctness of the contention of the Assessing Officer. (4 Marks Aug ‘18) 
Answer 2 

This issue came up before the Karnataka High Court in CIT v. D. Ananda Basappa (2009) 309 

ITR 329. The Court observed that the assessee had shown that the flats were situated side by 

side and the builder had also certified that he had effected modification of the flats to make 

them one unit by opening the door between the apartments. Therefore, it was immaterial that 

the flats were occupied by two different tenants prior to sale or that it was purchased through 

different sale deeds. The Court observed that these were not the grounds to hold that the 

assessee did not have the intention to purchase the two flats as one unit. The Court held that 

the assessee was entitled to exemption under section 54 in respect of purchase of both the 

flats to form one residential house. 

Applying the ratio of the above decision to the case on hand, Mr. Rahim is entitled to 

exemption under section 54 in respect of purchase of two flats to form one residential house. 

Therefore, the contention of the Assessing Officer is not correct. 

Question 3 

Neha was carrying on the textile business under a proprietorship concern, Neha Textiles. On 

21.07.2017 the business of Neha Textiles was succeeded by New Look Textile Private Limited 

and all the assets and liabilities of Neha Textiles on that date became the assets and liabilities 

of New Look Textile Private Limited and Neha was given 52% share in the share capital of the 

company. No other consideration was given to Neha on account of this succession.  

The assets and liabilities of Neha Textiles transferred to the company included an urban land 

which was acquired by Neha on 19.7.2011 for Rs. 9,80,000. The company sold the same on 

30.03.2018 for Rs. 15,00,000. 

Examine the tax implication of the above-mentioned transaction and compute the income 

chargeable to tax in such case(s). 

Cost Inflation Index: 2011-12: 184; 2017-18: 272 (6 Marks Oct ‘18) 

Answer 3 

Taxability in case of succession of Neha Textiles by New Look Textile Private Limited 

As per provisions of section 47(xiv), in case a proprietorship concern is succeeded by a 

company in the business carried by it and as a result of which any capital asset is transferred 
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to the company, then the same shall not be treated as transfer and will not be chargeable to 

capital gain tax in case the following conditions are satisfied: 

(1) all the assets and liabilities of sole proprietary concern becomes the assets and 

liabilities of the company. 

(2) the shareholding of the sole proprietor in the company is not less than 50% of the 

total voting power of the company and continues to remain as such for a period of 5 

years from the date of succession. 

(3) the sole proprietor does not receive any consideration or benefit in any form from the 

company other than by way of allotment of shares in the company. 

In the present case, all the conditions mentioned above are satisfied therefore, the transfer 

of capital asset by Neha Textiles to New Look Textiles Private Limited shall not attract capital 

gain tax provided Neha continues to hold 50% or more of voting power of New Look Textiles 

Private Limited for a minimum period of 5 years. 

Taxability in case of transfer of land by New Look Textiles Private Limited 

As per the provisions of section 49(1) and Explanation 1 to section 2(42A), in case a capital 

asset is transferred in the circumstances mentioned in section 47(xiv), the cost of the asset 

in the hands of the company shall be the cost of the asset in the hands of the sole proprietor. 

Consequently, for the determining the period of holding of the asset, the period for which 

the asset is held by the sole proprietor shall also be considered. 

Therefore, in the present case, the urban land shall be a long-term capital asset since it is 

held for more than 24 months by New Look Textile Private Limited and Neha Textiles taken 

together. Cost of acquisition of land in the hands of the company shall be Rs. 9,80,000 i.e., 

the purchase cost of the land in the hands of Neha. 

Computation of capital gain chargeable to tax in the hands of New Look Textile Private Ltd. 

 

Particulars Rs. 

Net Sale Consideration 15,00,000 

Less: Indexed cost of acquisition 9,80,000 × 272/272 (Refer Note 

below) 

9,80,000 

Long-term capital gain 5,20,000 

Note: The year of transfer and the year in which the company first held the asset are the 

same in this case, which is the reason why the numerator and the denominator for 

calculating the indexed cost of acquisition would remain the same. Therefore, in effect, 

there is no benefit of indexation in this case. However, as per the view expressed by Bombay 

High Court in CIT v. Manjula J. Shah 16 Taxman 42, in case the cost of acquisition of the 

capital asset in the hands of the assessee is taken to be cost of such asset in the hands of 

the previous owner, the indexation benefit would be available from the year in which the 

capital asset is acquired by the previous owner. If this view is considered, the indexed cost 

of acquisition would have to be calculated by taking the CII of F.Y.2011-12 i.e., 184, being 

the year in which the capital asset was acquired by the previous owner, Neha, as the 

denominator, in which case, the capital gains chargeable to tax would undergo a change. 

The long-term capital gains in such a case would be Rs. 51,304 [Rs. 15,00,000 - Rs. 14,48,696 

(9,80,000 x Rs. 272/184)]. 
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Question 4 

ABC Ltd. owns the following assets on 01.04.2018: 

 

Assets Rate of Depreciation WDV on 

01.04.2018 

Plant A 15% 3,50,000 

Plant B 15% 1,75,000 

On 10.06.2018, the company acquires Plant C for Rs. 25,000 (rate of depreciation is 15%). 

The company sells the following assets during the previous year 2018-19: 

 

Assets Sale consideration Expenses on transfer 

Plant A 2,25,000 12,000 

Plant B 3,50,000 - 

Plant C 85,000 200 

Determine the amount of depreciation and capital gains for the A.Y. 2019 -20 in the hands 

of ABC Ltd. Further, is it possible for ABC Ltd. to avoid tax on capital gains? 

(a) Depreciation: Nil and Short term capital gain: Rs.97,800. Further, it is not possible for 

ABC Ltd. to avoid tax on capital gains. 

(b) Depreciation: Rs.82,500 and Short term capital gain: Rs.1,80,300. Further, it is not 

possible for ABC Ltd. to avoid tax on capital gains. 

(c) Depreciation: Nil and Short term capital gain: Rs.97,800. Further, ABC Ltd. can avoid tax 

on capital gains if it purchases another plant (eligible for depreciation @15%) during the 

previous year 2018-19 of Rs.97,800 or more. 

(d) Depreciation: Nil and Short term capital gain: Rs.1,10,000. Further, ABC Ltd. can avoid 

tax on capital gains if it purchases another plant (eligible for depreciation @15%) during 

the previous year 2018 -19 of Rs.1,80,300 or more. (2 Marks March ’19) 

Answer 4 

The Answer is (c) 

 

Question 5 

A Foreign Institutional Investor (FIl) has total income which includes short-term capital gains 

on sale of preference shares of Rs.50 lakh. The rate of tax for charging such income to tax is:  

(a) 10% 

(b) 15% 

(c) 30% 

(d) 40% (1 Mark March ’19) 

Answer 5 

The Answer is (c) 

 

Question 6 

Kamal is employed by ABC Ltd. On 15.07.2009, ABC Ltd. has given an option to each 

emp loye e to get 1,000 shares in the company at a pre-determined price of Rs.15 

per share under a notif ied Employees Stock Option Plan (ESOP). Consequently, X has 

been allotted 1,000 shares @ R s. 15 per share on 25.07.2009. On 15.11.2018, Kamal 

gifts his ESOP shares to a friend (market va l ue Rs.210 per share). On 15.12.2018, 
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he gifts a house property to another friend. F ind o ut th e ta x implications in the 

hands of Kamal. 

(a) Capital gains will arise on gift of ESOP shares. However, no capital gain will 

arise on g if t o f house property. 

(b) Capital gains will not arise on gift of ESOP shares. However, capital gain will 

arise on gift o f house property. 

(c) ) No tax implication shall arise in the hands of Kamal. 

(d) Capital gains will arise on gift of ESOP shares as well as gift of house property. (2 Marks 

April ‘19) 

Answer 6 

The Answer is (a) 

 

Question 7 

In which of the following transfers, the benefit of indexation is available in case 

the asset is a long-term capital asset? 

(a) Transfer of securities by a foreign institutional investor u/s 115AD. 

(b) Transfer of undertaking or division in a slump sale u/s 50B. 

(c) Transfer of shares in an Indian Company purchased in foreign currency by  an 

on - resident assessee 

(d) None of the above (1 Mark April ‘19) 

Answer 7 

The Answer is (d) 

 

Question 8 

Mr. Rajan purchased 300 shares in Vaigai Ltd. on 12.1.2017 at a cost of Rs. 2,500 per share. 

The Fair Market Value (FMV) of the share as on 31.1.2018 is Rs. 1,800. Mr. Vaigai sold all 

the shares of Cauvery Ltd. on 15.7.2018 for Rs. 3,200. Mr. Rajan’s brother Mr. Ravi 
purchased 600 shares in Tapti Ltd. on 25.1.2017 at a cost of Rs. 1,900 per share. The FMV 

of the share as on 31.1.2018 is Rs. 2,400. Mr. Ravi sold all the shares of Tapti Ltd. on 

31.1.2019 for Rs. 1,700 per share. What is the chargeable capital gains on sale of shares of 

Vaigai Ltd. and Tapti Ltd. in the hands of M r. Rajan and Mr. Ravi, respectively, for A.Y. 2019-

20? 

(a) Long-term capital gains of Mr. Rajan Rs. 2,10,000; Long-term capital loss of Mr. 

Ravi Rs. 4,20,000 

(b) Long-term capital gains of Mr. Rajan Rs. 4,20,000; Long-term capital loss of Mr. 

Ravi Rs. 4,20,000 

(c) Long-term capital gains of Mr. Rajan Rs. 4,20,000; Long-term capital loss of Mr. 

Ravi Rs. 1,20,000. 

(d) Long-term capital gains of Mr. Rajan Rs. 2,10,000; Long-term capital loss of Mr. 

Ravi Rs. 1,20,000. (2 Marks Oct 19) 

Answer 8 

The Answer is (d) 

 

Question 9 

Mr. Vishal and Mr. Guha sold their residential house property in Pune for Rs.3 crore and Rs.4 
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crore, respectively, in January, 2020. The house property was purchased by them 25 months 

back. The indexed cost of acquisition is Rs.1 crore and Rs.1.75 crore, respectively. Mr. Vishal 

purchased two residential flats, one in Delhi and one in Agra for Rs.70 lakhs and Rs.80 lakhs, 

respectively, in April, 2020. On the same date, Mr. Guha also purchased two residential flats, 

one  in  Mumbai  and the other in Pune, for Rs.80 lakhs and Rs.75 lakhs, respectively. Both of 

them invested Rs.30 lakhs in bonds of NHAI in March, 2020 and Rs.30 lakhs in bonds of RECL in 

April, 2020. What is the income taxable under the head “Capital Gains” for A.Y.2020-21 in the 

hands of Mr. Vishal and Mr. Guha?(2 Marks May ’20) 
 (a) Rs.70 lakhs and Rs.95 lakhs, respectively 

(b) Rs.60 lakhs and Rs.85 lakhs, respectively 

(c) Nil and Rs.95 lakhs, respectively 

(d) Nil and Rs.20 lakhs, respectively 

 

Answer 9 

The Answer is (c) 

 

Question 10 

 Ms. Aparna and Ms. Dimple, Indian citizens residing in California since the year 2010, visit India 

for 

60 days every year. On 1.3.2020, Ms. Aparna transferred to Ms. Dimple in California, for 

consideration of dollar equivalent to Rs.15 lakhs, rupee denominated bonds (issued outside 

India) of X Ltd., a company incorporated in India, which were acquired by her on 1.3.2018 for 

a price of dollar equivalent to Rs.10 lakhs.   What are the capital gains tax implications of such 

transfer in the hands   of Ms. Aparna? (2 Marks May ’20) 

(a) Ms. Aparna is liable to capital gains tax on long-term capital gains arising on transfer of 

rupee denominated bonds; indexation benefit is not available 

(b) Ms. Aparna is liable to capital gains tax on long-term capital gains arising on transfer of 

rupee denominated bonds; indexation benefit is available 

(c) Ms. Aparna is liable to capital gains tax on short-term capital gains arising on transfer of 

rupee denominated bonds 

(d) There is no capital gains tax implication in the hands of Ms. Aparna in respect of this 

transaction 

Answer 10 

The Answer is (d) 

 

Question 11 

Under the provisions of a tax treaty between India and Country P, if a resident of country P 

makes any capital gains by selling the shares in any Indian Company, such capital gains will 

be taxable only in Country P and it will be exempt from tax in India. However, as an exception 

it is also provided that, such exemption is not available if the transferor holds more than 10% 

interest in the equity capital of the Indian Company. PFX Ltd., a resident in Country P floated 

two wholly owned subsidiaries in Country P. On 1.4.2019, both the subsidiaries bought 9% 

shareholding in TRP Co. Ltd., an Indian Company. These subsidiaries do not have any other 

income.  On 31.12.2019, both  of them sold the investment in TRP Co. Ltd. Each of the 

subsidiaries claim exemption from Indian capital gains tax amounting to Rs.2.5 crores from 

such sale, as each is holding less than 10%  equity shares in the Indian Company. Can GAAR 

be invoked in such case to deny the treaty  benefit? 

Will your answer be different if the capital gain tax on such sale is calculated at Rs.1.2 crores 
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each?  (4 Marks May ’20) 
Answer 11 

The arrangement by PFX Ltd., a resident in Country P, of floating two wholly owned 

subsidiaries and splitting the investment in equity shares of the Indian company through 

such subsidiaries appears to be with the intention of obtaining tax benefit under the treaty 

between India and Country P, so that the individual subsidiaries do not hold more than 10% 

interest in the equity capital of the Indian company. 

Further, there appears to be no commercial substance in creating two subsidiaries as they do 

not change the economic condition of investor PFX Ltd. in any manner (i.e. on business risks or 

cash flow), and reveals a tainted element of abuse of tax laws. 

Since the tax benefit in the P.Y.2019-20 in aggregate is Rs. 5 crores (Rs. 2.5 crores x 2), which 

exceeds the specified threshold of Rs. 3 crores, the arrangement can be treated as an 

impermissible avoidance arrangement and GAAR can be invoked. Consequently, treaty 

benefit would be denied by ignoring the two subsidiaries, or by treating the two  subsidiaries 

as  one and the same company for tax computation purposes. 

If the capital gains tax on such  sale is calculated  at  Rs.  1.2  crores  each,  the  tax  benefit  

of Rs. 2.4 crores would be less than the specified threshold of Rs. 3 crores. Hence, GAAR 

cannot be invoked in such case 

Question 12 

Mr. Ranveer, a non-resident earned interest income of ` 6,20,000 during the P.Y. 2019-20 

on bonds, issued by Tilt Ltd., an Indian company, under a scheme notified  by  the Central  

Government,  which were purchased by him in convertible foreign currency, is – 

(a) Not taxable 

(b) Taxable @10.4% 

(c) Taxable @15.6% 

(d) Taxable @20.8% (1 Mark Oct ‘20) 

Answer 12 

The Answer is the (b) 

 

Question 13 

Mr. Suresh a retailer of spare parts, purchases goods from Petal LLP. He purchased goods 

worth ` 55 lakhs from Petal LLP on 1.11.2020. Petal LLP wishes to collect the TCS from Mr. 

Suresh on the given sale at the time of receipt of the consideration. In order to meet the 

compliances, it calls for the PAN of Mr. Suresh. However, Mr. Suresh provides only his Aadhar 

card. Even after continuous  follow up, Mr. Suresh refuses to provide his PAN. What amount 

of TCS to be collected on the given sale assuming Petal LLP turnover for the F.Y. 2019-20 was 

` 12 crores. 

(a) ` 5,000 

(b) ` 500 

(c) ` 375 

(d) ` 25,000 (2 Marks Oct 21) 

 

Answer 13 

(c) 
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Income from Other Sources 

Question 1 

Examine, in the context of provisions of the Income-tax Act, 1961, the taxability or otherwise of 

the income/receipt in each of the following cases for the A.Y. 2018-19: 

(I) Ms.  Anisha,  born  and  brought  up  in  the  State  of   Sikkim,  has   a   net  profit  of   Rs. 

4,28,000 from the business located in Sikkim and interest of Rs. 32,000 on the securities 

issued by the Central Government. 

(II) Receipt by Smt. Vimla, widow of Mr. Chadda (who was an employee of M/s. Tri Ltd.), on 

25.10.2017 of Rs. 7.40 lakhs, being amount standing to the credit of Mr. Chadda’s NPS 

Account, in respect of which deduction has been allowed under section 80CCD to Mr. 

Chadda in the earlier previous years.  Such amount was received by her as a nominee  on 

closure of the account. (4 Marks April 18) 

Answer 1 

(I) Section  10(26AAA)  exempts  the  income  which  accrues  or  arises  to  a  Sikkimese individual 

from any source in the State of Sikkim and the income by way of dividend or interest on 

securities. Therefore, the income of Ms. Anisha from a business located in Sikkim and interest 

income on the securities issued by the Central Government shall not be subject to tax. 

(II) The proviso to section 80CCD(3) provides that the amount received by  the  nominee, inter 

alia, on closure of NPS account on the death of the assessee, shall not be deemed to be the 

income of the nominee. Accordingly, the amount of Rs. 7.40 lakhs standing to the credit of Mr. 

Chadda’s NPS Account, received by the nominee Smt. Vimla, on closure of the account after death 

of her husband, would not be deemed to be her income. 

 

Question 2 

Ashiyana  Ltd.,  a  domestic  company,  has  distributed  on  15/11/2018,  dividend  of  Rs.350  

lakh  to  its shareholders.  On  20/10/2018,  Ashiyana  Ltd.  has  received  dividend  of  Rs.90  lakh  

from  its  domestic subsidiary company Luxury Ltd., on which Luxury Ltd. has paid dividend 

distribution tax under section 115-O. The additional income-tax payable by Ashiyana Ltd. under 

section 115-O is – 

(a) Rs.45.4272 lakhs 

(b) Rs.53.4438 lakhs 

(c) Rs.52.9299 lakhs 

(d) Rs.44.9904 lakhs (2 Marks March ’19) 

Answer 2 

 The Answer is (b) 

As per amendment :With effect from the assessment year 2021-22, dividend will be taxable in the 

hands of shareholders. Therefore, section 115-O has been amended (with effect from the assessment 

year 2021-22) to provide that dividend declared, distributed or paid on or after April 1, 2020 shall not 

be covered under the provisions of dividend distribution tax of section 115-O. 
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Question 3 

Examine with reasons whether the following transactions are subject to tax as deemed income. 

(i) MOON Ltd. is a broadcaster of News Channel in India. It had made payments to a 

Australian company having no PE in India for downlinking Television  Channels  into  India  

and international footprint through a channel. 

(ii) Mr. Andrew, a foreign citizen and a diamond merchant  from  US,  has  earned  income  

of Rs.18 crores from display of uncut and unassorted diamonds in the Best Diamond 

Bourse, a notified special zone  in Surat. (6 Marks April ‘19) 

Answer 3 

(i) As per section  9(1)(vi)(b),  any  income  by  way  of  royalty  payable  by  a  person  who  is  a 

resident would be deemed to accrue or arise in India in the hands of the recipient, except  

where the royalty is payable in respect of any  right,  property  or  information  or  services  

utilised  for the  purposes of 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. 

Explanation 2 to section 9(1)(vi) defines “royalty” to mean consideration for the transfer of 
any right in respect of, inter alia, a process. Explanation 6 to section 9(1)(vi) clarifies that 

“process” includes transmission by satellite (including conversion for down-linking of any 

signal). 

Accordingly, the payment made by MOON Ltd., a resident in India (since it is an Indian 

company), for downlinking television channels into  India  and  international  footprint  through 

the channel, would constitute “royalty”. 
Such royalty income would be deemed to accrue or arise in India in the hands  of  the  

Australian company not having a PE in India, since it is paid by MOON Ltd., a  company resident 

in India in relation to its business in India. 

(ii)  As  per section 9(1)(i)(e), in the case of a foreign company engaged in the business of mining    

of diamonds, no income shall be deemed to accrue or arise in India to it through or from the 

activities which are confined to display of uncut and unassorted diamonds  in  any notified 

special zone. 

Since this benefit is available only in case of a foreign company engaged in the business of 

mining of diamonds, Mr. Andrew, a foreign citizen and a diamond merchant from US, cannot 

avail of such benefit. 

The income of Rs.18 crores from display of uncut and unassorted diamonds would, 

accordingly, be deemed to accrue or arise in the hands of Mr. Andrew by virtue of business 

connection in India. 

 

Question 4 

Gamma Ltd. has distributed on 15/12/2018 dividend of Rs. 460 lakhs to its shareholders. On 

12/11/2018, Gamma Ltd. has received dividend of Rs. 120 lakhs from its domestic subsidiary 

company Phi Ltd., on which Phi Ltd. has paid dividend distribution tax under section 115-O. 

Compute the additional income-tax payable by Gamma Ltd. under section 115-O. 

(a) Rs. 59,40,480 

(b) Rs. 66,76,800 
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(c) Rs. 69,88,800 

(d) Rs. 80,37,120 (2 Marks Oct 19) 

Answer 4 

 The Answer is (c) 

As per amendment :With effect from the assessment year 2021-22, dividend will be taxable in 

the hands of shareholders. Therefore, section 115-O has been amended (with effect from the 

assessment year 2021-22) to provide that dividend declared, distributed or paid on or after 

April 1, 2020 shall not be covered under the provisions of dividend distribution tax of section 

115-O. 

Question 5 

In the P.Y.2018-19, Mr. Ganguly, a resident individual aged 60 years, earned income from 

profession (computed) Rs. 1,45,000, winnings from card games Rs. 1,50,000 (gross). He also has 

interest of Rs. 40,000 on fixed deposit with banks and Rs. 9,000 on savings bank account with 

banks. He deposited Rs. 1,50,000 in PPF. What is the total income of Mr. Ganguly for P.Y.2018-

19? 

(a) Rs. 1,45,000 

(b) Rs. 1,50,000 

(c) Rs. 1,85,000 

(d) Rs. 1,90,000 (1 Mark Oct 19) 

Answer 5 

The Answer is (b) 

 

Question 6 

Mr. Jaideep, a resident aged 32 years, and his brother Mr. Pradeep, a non-resident aged 36 

years, incurred interest expenditure of Rs.1.80 lakh and Rs.1 lakh, respectively, on loan taken 

for investing in shares of Beta Ltd, an Indian company. Beta Ltd. declared and distributed 

dividend during the P.Y.2020-21. Dividend payable to Mr. Jaideep and Mr. Pradeep was Rs.8 

lakhs and Rs.6 lakhs, respectively, which was duly received by them after deduction of tax at 

source. What is the gross tax liability of Mr. Jaideep and Mr. Pradeep on such dividend income, 

assuming it is the only source of income of Mr. Jaideep and Mr. Pradeep and they wish to make 

maximum tax savings? 

(a) Rs.42,120 and Rs.13,000, respectively 

(b) Rs.42,120 and Rs.1,24,800, respectively 

(c) Rs.27,560 and Rs.13,000, respectively 

(d) Rs.27,560 and Rs.1,24,800, respectively (2 Marks April ‘21) 

Answer 6 

The Answer is the (d) 
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Aggregation of Income, Set-off & carry forward of losses 

Question 1 

SD & Co. a partnership firm, was dissolved and as per dissolution deed of  the partnership  firm, 

with effect from 17th August, 2017. Sanjay, one of the partners of erstwhile firm took over the 

entire business of the partnership firm in his individual capacity including fixed assets, current 

assets and liabilities and the other partners was paid his dues. He then continued the business 

as a sole proprietor with effect from that date. The assessee, relying on section 78(2), claimed 

the set-off of the losses suffered by the erstwhile partnership firm against his income earned 

as an individual proprietor, considering the case as a inheritance of business. The claim of the 

assesse was disallowed by the Assessing Officer. Examine the  correctness of the action of the  

Assessing Officer. (4 Marks March ‘18) 

Answer 1 

Section 78(2) deals with carry forward of losses in case of succession of business. It provides that 

only the person, who has incurred the losses, and no one else, would be entitled to carry forward 

the same and set it off. An exception provided hereunder is in the case of succession by 

inheritance. 

Upon dissolution, the partnership firm SD & Co. ceased to exist. Also, the  partnership firm, SD  & 

Co., and the sole proprietor concern are two separate and distinct units for the purpose of 

assessment. The income earned by the sole proprietor would include his share of loss as an 

individual but not for the loss suffered by the erstwhile partnership firm in which he was a partner. 

The exception given in section 78(2), permitting carry forward of losses by the successor in case 

of inheritance is not acceptable in the present case since the partnership firm was dissolved and 

ceased to continue. Taking over of business by a partner cannot be considered as a case of 

inheritance due to death as per the law of succession. 

It was so held by the Delhi High Court in Pramod Mittal v. CIT (2013) 356 ITR 456. 

Therefore, the action of the Assessing Officer in disallowing the claim of set-off of losses  suffered 

by the erstwhile partnership firm SD & Co. against the income earned as an individual proprietor, 

is correct. 

 

Question 2 

Petal Limited, engaged in the business of manufacturing of mobile accessories also effected 

the sales and purchase of shares of other companies. It suffered loss from such transactions: 

(1) Whether such company can set off its losses from share trading from the profit of 

manufacturing business? 

(2) If principal business of such company is sale and purchase of shares of other company, 

then, what would be your answer? (4 Marks Aug ‘18) 

Answer 2 

As per section 73(1), loss in speculation business can be set-off only against the profits of any other 

speculation business and not against any other business or professional income. 

Explanation below section 73(1) clarifies that where any part of the business of a company consists 

in the purchase and sale of the shares of other companies, such a company shall be deemed to be 
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carrying on speculation business to the extent to which the business consists of the purchase and 

sale of such shares. 

However, this deeming provision does not apply, inter alia, to a company, the principal business 

of which is the business of trading in shares. 

(1) Since part of the business of Petal Ltd. consists of sale and purchase of shares of other 

companies, the company would be deemed to be carrying on speculation business to the 

extent of purchase and sale of such shares. 

Thus, the loss from speculative business i.e., loss from share trading cannot be set -off 

against the profit of manufacturing business of Petal Ltd. 

(2) If the principal business of Petal Ltd. is to sell and purchase shares of other companies, 

Petal Limited would not be deemed to be carrying on speculation business. 

In such a case, the loss arising from the sale and purchase of shares of other company can 

be set-off against any other business income. Petal Ltd. can, accordingly, set-off such 

losses against its profits from manufacturing business. 

 

Question 3 

A private limited company (not being an eligible start up referred to in section 80-IAC) has 

share capital   in   the   form   of   equity   share   capital.   The   shares   were   held   up   till   

31st March, 2016 by four members Aarav, Varun, Charan and Dinesh equally. The company 

made losses/profits for the past three assessment years as follows: 

 

Assessment 

Year 

Business Loss 

Rs. 

Unabsorbed 

Depreciation 

Rs. 

Total 

Rs. 

2014-15 Nil 16,00,000 16,00,000 

2015-16 Nil 12,00,000 12,00,000 

2016-17 10,00,000 7,00,000 17,00,000 

Total 10,00,000 35,00,000 45,00,000 

The above figures have been accepted by the tax department. 

During the previous year ended 31.3.2017, Aarav sold his shares to Ganesh and during the 

previous year ended 31.3.2018, Varun sold his shares to Rajesh. The profits for the 

P.Y. 2016-17 and P.Y.2017-18 are as follows: 

31.3.2017 Rs. 20,00,000 (before charging depreciation of Rs. 8,00,000) 

31.3.2018 Rs. 50,00,000 (before charging depreciation of Rs. 10,00,000) 

Compute taxable income for A.Y.2018-19. Workings must form part of your answer. (8 Marks 

Oct ‘18) 
Answer 3 

Aarav, Varun, Charan and Dinesh are the four shareholders of a private limited company. The 

shareholding pattern of the company in the three financial years are given below: 
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As on 31st 

day of 

March 

Aarav Varun Charan Dinesh Ganesh Rajesh 

 % % % % % % 

2016 25 25 25 25 - - 

2017 - 25 25 25 25 - 

2018 - - 25 25 25 25 

Section 79 provides that, in case of a closely held company not being an eligible start up 

referred to in section 80-IAC, no loss incurred in the previous year shall be carried forward 

and set off against the income of the subsequent previous year unless t he shares carrying 

at least 51% of the voting power of the company are beneficially held on the last day of the 

previous year in which the loss is sought to be set off, by the same shareholders, who 

beneficially held the shares carrying at least 51% of the voting power on the last day of the 

previous year in which the loss was incurred. 

Since shareholders holding at least 51% of the voting power are the same on 31st March 

2016 and 2017, the restriction imposed by section 79 is not applicable for set-off of losses 

of the 

P.Y. 2015-16 against income of the P.Y. 2016-17. Thus, the taxable income for the 

assessment year 2017-18 would be: 

 

Particulars Rs. 

Business profit 20,00,000 

Less: Current year's depreciation 8,00,000 

 12,00,000 

Less: Brought forward business loss [as per section 72(2)] 10,00,000 

Unabsorbed depreciation [as per section 32(2)] 2,00,000 

Taxable income for A.Y. 2017-18 Nil 

Balance Unabsorbed depreciation relating to the earlier assessment years can be carried 

forward to the next assessment year i.e., A.Y.2018-19. There is no brought forward business 

loss and section 79 is not applicable in case of carry forward of unabsorbed depreciation. 

Section 32 governs the carry forward and set off of depreciation for which the shareholding 

pattern is not relevant at all. Consequently, the income for A.Y.2018-19 will be determined 

as under - 

 

Particulars Rs. Rs. 

Business income  50,00,000 

Less: Current year’s depreciation 10,00,000 

 

Less: Unabsorbed depreciation:-

Assessment year 2014-15 

      Assessment year 2015-16 

                       Assessment year 2016-17 

Taxable Income for A.Y.2018-19 

 

 

14,00,000 

12,00,000 

7,00,000 

40,00,000 

 

 

 

33,00,000 

 7,00,000 
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Question 4 

Mr. Ram, is carrying on business of trading in furniture, whose annual turnover is around Rs.70 

to Rs.80 lakhs. From A.Y.2018-19, he declares his profits on presumptive basis under section 

44AD. His brother, Mr. Shyam, is carrying on business of wholesale trading in food grains and his 

annual turnover is around Rs.3 crores. Mr. Shyam also exports food grains to South East Asian 

countries directly as well  as  through his associates. The following are the particulars relating to 

Mr. Ram and Mr. Shyam from A.Y.2017-18 to A.Y.2019-20 – 

 

Mr. Ram 

(i) Filed return of A.Y.2017-18 on 30.4.2019 in response to notice under section 148 served 

on 20.3.2019 

(ii) Filed return of A.Y.2018-19 on 12.9.2018 

(iii) Filed return of A.Y.2019-20 on 25.9.2019 

Mr. Shyam 

(i) Filed return of A.Y.2017-18 on 30.4.2019 in response to notice under section 148 served 

on 9.4.2019 

(ii) Filed return of A.Y.2018-19 on 30.9.2018 

Assessing Officer made a reference to the Transfer Pricing Officer on 2.4.2019 under 

section 92CA(1) during the course of proceeding for assessment of A.Y.2018-19 and the 

Transfer  Pricing Officer passed an order on 4.8.2019. 

(iii) Filed return of A.Y.2019-20 on 1.10.2019 

(iii) Assuming that Mr. Ram and Mr. Shyam have business losses pertaining to A.Y.2019-20, 

can they carry forward such loss for set-off against the business income of A.Y.2020-21? 

For the  purpose of this MCQ, assume that Mr. Ram has never opted for section 44AD. 

(a) Yes, both Mr. Ram and Mr. Shyam can carry forward their business losses of A.Y. 

2019-20 for set-off against the business income of A.Y.2020-21. 

(b) Mr. Ram can carry forward business losses of A.Y.2019-20 for set-off against his 

business income of A.Y.2020-21; however, Mr. Shyam cannot do so. 

(c) Mr. Shyam can carry forward business losses of A.Y.2019-20 for set-off against his 

business income of A.Y.2020-21; however, Mr. Ram cannot do so. 

(d) No, both Mr. Ram and Mr. Shyam cannot carry forward their business losses of 

A.Y. 2019-20for set-off against the business income of A.Y.2020-21. .(2 Marks May 

’20) 
Answer 4 

The Answer is  (c) 
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Deduction from Gross Total Income 

Question 1 

Sun Ltd. has two units, unit 'Angel' and unit 'Jupiter'. Unit 'Angel' engaged in the business of power 

generation installed a windmill and had a profit of Rs. 100 lakhs in Assessment Year 2018-19. Sun  

Ltd. claimed depreciation of  Rs.  120 lakhs on  windmill against the profit of   Rs. 100 lakhs from 

power generation business which was eligible for deduction under section 80-IA. Unit 'Jupiter', 

engaged in manufacturing of wires, non-eligible business, had a profit of Rs. 70 lakhs for 

Assessment Year 2018-19. 

The loss of Rs. 20 lakhs, i.e., balance depreciation not set off pertaining to unit ‘Angel' was set-off 

against the profits of unit 'Jupiter' carrying on non-eligible business, by the assessee, Sun Ltd. The 

Assessing Officer was of the view that depreciation relating to a business eligible for deduction 

under section 80-IA cannot be set-off against non-eligible business income. Hence, unabsorbed 

depreciation should be carried forward to the subsequent year to be set off against eligible 

business income of the assessee of that year. 

Examine the correctness of the action of the Assessing Officer. (4 Marks April 18) 

Answer 1 

In CIT v. Swarnagiri Wire Insulations Pvt. Ltd. (2012) 349 ITR 245, the Karnataka High Court 

observed that it is a generally accepted principle that the deeming provision of a particular section 

cannot be breathed into another section. Therefore, the deeming provision contained in section 

80-IA(5) cannot override the provisions of section 70(1). 

In this case, Sun Ltd. had incurred loss in eligible business (power generation) on account of claiming 

depreciation of Rs. 120 lacs. Hence, section 80-IA becomes insignificant, since there is no profit from 

which this deduction can be claimed. 

It is, thereafter, that section 70(1) comes into play, whereby an assessee is entitled to set off the 

losses from one source against income from another source under the same head of income. 

Accordingly, Sun Ltd. is entitled to the benefit of set off of loss of Rs. 20 lacs (representing balance 

depreciation not set-off) pertaining to Unit ‘Angel’ engaged in eligible business of power 

generation against profit of Rs. 70 lacs of Unit ‘Jupiter’ carrying on non- eligible business. Therefore, 

the net profit of Rs. 50 lacs would be taxable in the A.Y.2018-19. 

However, once set-off is allowed under section 70(1) against income from another source under 

the same head, a deduction to such extent is not possible in any subsequent assessment year i.e., 

the loss (arising on account of balance depreciation of eligible business) so set-off under section 

70(1) has to be first deducted while computing profits eligible for deduction under section 80-IA in 

the subsequent year. Accordingly, in the A.Y.2019-20, the  net profits of Unit Angel has to be 

reduced by Rs. 20 lacs for computing the profits eligible for deduction under section 80-IA in that 

year. 

The action of the Assessing Officer in not permitting set-off of loss of eligible business against profits 

of non-eligible business in this case is, therefore, not correct. 
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Chapter 10  

 

Assessment of Various Entities 

Question 1 

The accounts of Viraj  Exports are prepared in accordance with the provisions of  the Companies  

Act, 2013. Its Statement of Profit and Loss for the previous year ended 31st March, 2018 shows a 

net profit of ` 95 Lacs after debiting or crediting the following items: 

Credits in Profit and Loss A/c ` 

(1) Profit from a new industrial undertaking qualifying for deduction 

under section 80-IA (Net) 

17,00,000 

(2) Long-term capital gains 3,00,000 

(3) Dividend received from Investment in Indian companies 2,50,000 

(4) Net agricultural income 5,00,000 

Debits in Profit and Loss A/c  

(1) Depreciation 10,00,000 

(2) Penalty for infraction of law 1,00,000 

(3) Provision for GST 3,00,000 

(4) Provision for doubtful debts 2,00,000 

(5) Interest on financial institutions unpaid before due date of filing 

return of income 

1,50,000 

(6) Reserves of currency foreign fluctuation 1,25,000 

Other Information: 

(a) Depreciation admissible under the Income-tax Rules, 1962 for the previous year is 

` 19,50,000. 

(b) Depreciation (as per books) includes ` 1,90,000 on account of revaluation of assets. 

(c) The capital gain has been invested in specified assets under section 54EC. 

(d) Interest on borrowed capital ` 1,00,000 payable to Y, not debited to profit and loss 

account. 

(e) GST provided in the accounts has been remitted before the due date for filing return of 

income. 

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

assuming that Viraj Exports is not required to comply with the Indian Accounting Standards 

(Ind AS). (14 Marks March ‘18) 

Answer 1 

Computation of book profit for levy of MAT under section 115JB for A.Y. 2018-19 

Particulars ` ` 

Net Profit as per Statement of Profit and Loss  95,00,000 

Add: Net Profit to be increased by the followings amounts as per 

Explanation 1 below section 115JB(2) 

  

- Depreciation 10,00,000  
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[to be added back as per clause (g) of Explanation 1 below 

section 115JB(2)] 

  

- Provision for doubtful debts i.e. provision for 
diminution in value of asset i.e. debtors 

 

2,00,000 

 

[to be added back as per clause (i) of Explanation 1 below 

section 115JB(2)] 

  

- Reserve for currency fluctuation reserve 1,25,000  

[amount carried to any reserves, by whatever name 

called, to be added back as per clause (b) of Explanation 

1 below  section 115JB(2)] 

  

 

 

13,25,000 

 

Less: Net Profit to be decreased by the followings amounts as 

per Explanation 1 below section 115JB(2) 

 1,08,25,000 

- Dividend received on investment in Indian companies 

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 

2,50,000 

(NIL) 

 

[Dividend income is to be reduced while computing the 

book profits as per clause (ii) of Explanation 1 below 

section 115JB(2), since such dividend is exempt under 

section 10(34) 

  

- Net agricultural income 5,00,000  

Net agricultural income is to be reduced as per clause (ii) 

of Explanation 1 below section 115JB(2), since it is exempt 

under section 10(1)] 

  

-       Depreciation other than  deprecation on  revaluation of  

assets is to be reduced while computing book profit as per 

clause (iia) of Explanation 1 below section 115JB(2) 

[10,00,000 – 1,90,000] 

8,10,000  

 

13,10,000 

Book profit under section 115JB 95,15,000 

Computation of Minimum Alternate Tax under section 115JB 

Particulars ` 

18.50% of book profit (` 95,15,000 x 18.50%) 17,60,275 

Add: Education cess@2%  

Secondary and higher education cess@1% (as per amendment 4%) 70,411 

Minimum Alternate Tax under section 115JB 18,30,686 

MAT Liability (rounded off) 18,30,680 

Notes: 

(1) Only the specified items mentioned under Explanation 1 below section 115JB(2) can 

be added back or deducted to 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 in the said Explanation 1, the same cannot be 

added back or deducted for computing book profit: 
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 Penalty for infraction of law 

 Unpaid interest to financial institutions 

 Profits from a new industrial undertaking eligible for deduction under section 80 -

IA 

(2) For computing the book profit, since provisions for GST is an ascertain l iability, it is not 

added back. 

(3) No adjustment is required in respect of interest on borrowed capital of ` 1,00,000 

payable to Y, not debited to statement of profit and loss, since the net profit as per the 

Statement of Profit and Loss prepared as per the Companies Act and the items specified 

for exclusion/inclusion under section 115JB alone have to be considered while 

computing the book profit for levy of MAT. 

(4) Depreciation as per Income-tax Act, 1961 is not relevant for computing book profit for 

levy of MAT. 

(5) Long-term capital gains cannot be deducted while computing book profit even if such 

amount of capital gains is invested in specified assets under section 54EC, since book  

profit has to  be computed by adding/deducting the items mentioned under 

Explanation 1 below section 115JB(2) alone. Capital Gains reflected in the statement of 

profit and loss shall be part of  book profit under section 115JB. Capital gains exempted 

under section 54EC cannot also be excluded for computing book profit. [CIT v. 

Veekaylal Investment Co. P. Ltd. (2001) 249 ITR 597 (Bom.) & N J Jose and Co. (P) Ltd. 

v. ACIT (2010) 321 ITR 132 (Ker.)] 

Question 2 

A business trust, registered under SEBI (Real Estate Investment Trusts) Regulations, 2014, gives 

particulars of its income for the P.Y.2017-18: 

(1) Interest income from Star Ltd. – Rs. 4 crore; 

(2) Dividend income from Star Ltd. – Rs. 2 crore; 

(3) Short-term capital gains on sale of listed shares of Star Ltd. – Rs. 1.5 crore; 

(4) Short-term capital gains on sale of developmental properties – Rs. 50 lakh. 

(5) Long-term capital gains on sale of developmental properties – Rs. 50 lakh. 

(6) Interest received from investments in unlisted debentures of real estate companies – 

Rs. 10 lakh; 

(7) Rental income from directly owned real estate assets – Rs. 2.50 crore 

Star Ltd. is an Indian company in which the business trust holds controll ing interest. The 

business trust holds 100% of the shareholding of Star Ltd. 

From the above details given, you are required to analyse, integrate and apply the 

relevant provisions of the Income-tax Act to determine the tax consequences of the 

above income earned  by the business trust in its hands and in the hands of the unit 

holders, assuming that the business trust has distributed Rs. 10 crore to the unit holders 

in the P.Y.2017-18. Are there any TDS obligations in the hands  Star Ltd. and business 

trust? Advise. (14 Marks April 18) 
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Answer 2 

Tax consequences in the hands of the business trust and its unit holders and  TDS  obligations 

in the hands of the Star Ltd and business trust. 

(1) Interest income of  Rs. 4 crore from Star Ltd.: There would be no tax liability in the 

hands   of business trust due to pass-through status enjoyed by it under sub-clause (a) 

of section 10(23FC) in respect of interest income from Star Ltd., being the special 

purpose vehicle. Therefore, Star Ltd. is not required to deduct tax at source on interest 

payment to the business trust. 

However, the business trust has to deduct tax at source under section 194LBA – 

- @ 10%, on interest component of income distributed to resident unit holders; and 

- @ 5%, on interest component of income distributed to non-corporate non-resident 

unit holders and foreign companies. 

Interest component of income distributed to unit holders is taxable in the hands of the 

unit holders @ 5% under section 115A(iiiac), in case of unit holders, being non-corporate 

non- residents or foreign companies; and at normal rates of tax, in case of resident unit 

holders. 

Section 115UA(1) provides that any income distributed by a business trust to its unit 

holders shall be deemed to be of the same nature and in the same proportion in the hands 

of the unit holder, as it had been received by, or accrued to the business trust. 

Thus, the interest component of income received from the business trust in the hands of 

each unit-holder would be determined in the proportion of 4/11.1, by virtue of section 

115UA(1). 

(2) Dividend income of  Rs. 2 crore from Star Ltd.:  Star Ltd. is an Indian company in which  

the business trust holds controlling interest and 100% of shareholding, thus, it is a 

special purpose vehicle. It is presumed that Star Ltd. fulfills the other conditions 

specified in the regulations to qualify as an SPV. 

The dividend distributed by the SPV to the business trust is exempt by virtue of section 

115 - O(7). Further, there would be no tax liability in the hands of the business trust, due 

to specific exemption provided under sub-clause (b) of section 10(23FC). 

Any distributed income referred to in section 115UA, to the extent it does not comprise 

of interest [referred to in sub-clause (a) of section 10(23FC)] and rental income from real 

estate assets owned directly by the business trust [referred to in section 10(23FCA)] 

received by unit holders, is exempt in their hands under section 10(23FD). Therefore, by 

virtue of section 10(23FD), there would be no tax liability on the dividend component 

[referred to in sub-clause (b) of section 10(23FC)] of income distributed to unit holders 

in their hands. 

(3) Short-term capital gains of Rs. 1.50 crore on sale of listed shares of Star Ltd.: As per 

section 115UA(2), the business trust is liable to pay tax@15% under section 111A in 

respect  of short-term capital gains on sale of listed shares of special purpose vehicle. 

There would, however, be no tax liability on the capital gain component of income 

distributed to unit holders, by virtue of the exemption contained in section 10(23FD). 

(4) Short-term capital gains of Rs. 50 lakh on sale of developmental properties: It is 

taxable at maximum marginal rate of 35.535% in the hands of the business trust as per 
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section 115UA(2). There would be no tax liability in the hands of the unit holders on 

the capital gain component of income distributed to them, by virtue of the exemption 

contained in section 10(23FD). 

(5) Long-term capital gains of Rs. 50 lakh on sale of developmental properties: As per 

section 115UA(2), the business trust is liable to pay tax@20%  under section 112 in  

respect  of long-term capital gains on sale of developmental properties. There would, 

however, be no tax liability on the capital gain component of income distributed to  unit 

holders, by  virtue of  the exemption contained in section 10(23FD). 

(6) Interest of Rs. 10 lakh received in respect of investment in unlisted debentures of real 

estate companies: Such interest is taxable@35.535%, being the maximum marginal 

rate, in the hands of the business trust, as per section 115UA(2) . However, there would 

be no tax liability in the hands of the unit holders on the interest component of income 

distributed to them, by virtue of section 10(23FD). 

(7) Rental income of  Rs.  2.50 crore from directly owned real estate assets:  Any income 

of a business trust, being a REIT, by way of renting or leasing or letting out any real 

estate asset owned directly by such business trust is exempt in the hands of the trust 

as per section 10(23FCA). 

Where the income by way of rent is credited or paid to a business trust, being a REIT, 

in respect of any real estate asset held directly by such REIT, no tax is deductible at 

source under section 194-I. 

The distributed income or any part thereof, received by a unit holder from the REIT, 

which is  in the nature of income by way of renting or leasing or letting out any real 

estate asset owned directly by such REIT is deemed income of the unit holder as per 

section 115UA(3). The business trust has to deduct tax at source@10% under section 

194LBA in case of distribution to a resident unit holder and at rates in force in case of 

distribution to a non-resident unit holder. 

The rental income component received from the business trust in the hands of each unit 

- holder would be determined in the proportion of 2.5/11.1, by virtue of section 115UA(1). 

 

Question 3 

Penta Ltd., a domestic company, provides the following information of its Statement of  Profit 

and Loss for the year ended on 31/03/2018. It earned profit of Rs. 15 lakhs after 

debiting/crediting of the below items: 

Items debited to Statement of Profit and Loss: 

No. Particulars Rs. 

1. Provision for the loss of subsidiary 70,000 

2. Provision for doubtful debts 75,000 

3. Provision for income-tax 1,05,000 

4. Provision for gratuity based on actuarial valuation 2,00,000 

5. Depreciation 3,60,000 

6. Interest to financial institution (unpaid before filing of return) 1,00,000 

7. Penalty for infraction of law 50,000 
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Items credited to Statement of Profit and Loss: 

No. Particulars Rs. 

1. Profit from unit established in special economic zone 5,00,000 

2. Share in income of an AOP as a member 1,00,000 

3. Income from units of UTI 75,000 

4. Long term capital gains on sale of a plot 3,00,000 

Other Information: 

(i) Provision for income-tax includes Rs. 45,000 of interest payable on income-tax. 

(ii) The capital gain has been invested in specified assets under section 54EC. 

(iii) Depreciation includes Rs. 1,50,000 on account of revaluation of fixed assets. 

(iv) Depreciation as per Income-tax Rules is Rs. 2,80,000. 

(v) Brought forward loss of Rs. 10 lakhs include unabsorbed depreciation of Rs. 4 lakhs. 

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

Compute   minimum   alternate   tax   under   section   115JB   of   the   Income-tax  Act,   

1961, for A.Y. 2018-19, assuming that Penta Ltd. is not required to comply with the Indian 

Accounting Standards. (14 Marks Aug ‘18) 
Answer 3 

Computation of “Book Profit” for levy of MAT under section 115JB for A.Y.2018 -19 

Particulars Rs. Rs. 

Net Profit as per Statement of Profit and Loss  15,00,000 

Add: Net profit to be increased by the following amounts   

as per Explanation 1 to section 115JB:   

- Provision for the loss of subsidiary 70,000  

- Provision for doubtful debts, being the amount set aside as 75,000  

provision for diminution in the value of any asset   

- Provision for income-tax 1,05,000  

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 Rs. 45,000 towards interest payable has to be   

added back]   

- Depreciation 3,60,000   6,10,000 

  21,10,000 

Less: Net profit to be decreased by the following amounts   

as per Explanation 1 to section 115JB:   

- Share in income of an AOP as a member 1,00,000  

[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   

profit and loss account]   

- Income from units in UTI 75,000  
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[Income from units in UTI shall be reduced while computing   

the book profits, since the same is exempt under section   

10(35)]   

- Depreciation other than depreciation on revaluation of   

assets (Rs. 3,60,000 – Rs. 1,50,000) 2,10,000  

- Unabsorbed depreciation or brought forward business loss,   

whichever is less, as per the books of account.   

Lower of unabsorbed depreciation Rs. 4,00,000 and brought   

forward business loss Rs. 6,00,000 as per books of accounts   

has to be reduced while computing the book 

profit] 

4,00,000 
 7,85,000 

Book Profit  13,25,000 

Computation of MAT liability under section 115JB 

Particulars Rs. 

18.50% of book profit 2,45,125 

Add: Education cess@2%  

Secondary and higher education cess@1% (as per amendment 

4%) 

     9,805 

Minimum Alternate Tax liability  2,54,930 

MAT liability (rounded off) 2,54,930 

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. 

(4) Long-term capital gains cannot be deducted while computing book profit even if such 

amount of capital gains is invested in specified assets under section 54EC, since book 

profit has to be computed by adding/deducting the items mentioned under Explanation 

1 to section 115JB alone. Capital Gains reflected in the statement of profit and loss shall 

be part of book profit under section 115JB. Capital gains exempted under section 54EC 

cannot also be excluded for computing book profit. [CIT v. Veekaylal Investment Co. P. 

Ltd. (2001) 249 ITR 597 (Bom.) & N J Jose and Co. (P) Ltd. v. ACIT (2010) 321 ITR 132 

(Ker.)] 
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Question 4 

Ms. Mamta, a resident Individual has earned income from the following sources during the 

previous year 2017-18: 

(i) Share of profit from a partnership firm in Kolkata Rs. 30 lakhs. 

(ii) Income (taxable) from a sole-proprietary concern in Kolkata Rs. 50 lakhs. 

(iii) Agricultural Income from tea estate in Country XYZ which has no DTAA with India, USD 

70000 (gross). Withholding Tax on the above income USD 10500 (Assume 1 USD = Rs 

64). 

(iv) Brought forward Business Loss for the previous year 2014-15 in Country XYZ was USD 

10000 which is not permitted to be set off against other income as per the laws of that 

country. (Assume foreign currency conversion rate on 31.3.2015 was Rs. 64/USD) 

Compute taxable income and tax payable by  Ms. Mamta for the  A.Y. 2018-19 (6 Marks 

Aug ‘18) 

Answer 4 

Computation of taxable income and tax payable of Ms. Mamta for A.Y. 2018-19 

Particulars Rs. Rs. 

Profits and gains from business and profession 

Income from sole proprietary concern in India 

Share of profit from a partnership firm in India of Rs. 30 lakhs, 

is exempt 

Business profit 

Less: Business Loss in Country A (USD 10,000 x Rs. 64/USD), 

since eight assessment years has not expired from the 

assessment year in which such business loss was incurred. 

Income from Other Sources 

Agricultural income from tea estate in Country XYZ is taxable in 

India (USD 70,000 x Rs. 64/USD) 

Gross Total Income/ Total Income 

 

50,00,000 

 

  Nil 

50,00,000 

 

  6,40,000 

 

 

 

 

 

 

 

43,60,000 

 

 

 

44,80,000 

88,40,000 

Tax on total income   

Tax on Rs. 88,40,000 [30% x Rs. 78,40,000 plus Rs. 1,12,500]  24,64,500 

Add: Surcharge@10%, since total income exceeds Rs. 50 lakhs    2,46,450 

  27,10,950 

Add: Education cess & SHEC @3% (as per amendment 4%)    1,08,438 

  28,19,388 

Average rate of tax in India 31.89%  

[i.e., Rs. 28,19,388/Rs. 88,40,000 x 100]   

Average rate of tax in Country XYZ 15%  

[i.e., USD 10,500/USD 70,000]   

Doubly taxed income [Rs. 44,80,000 – Rs. 6,40,000] 38,40,000  

Rebate under section 91 on Rs. 38,40,000 @15%   

(lower of average Indian tax rate and rate of tax in Country XYZ]    5,76,000 

Tax payable in India [Rs. 27,92,279 – Rs. 5,76,000]  22,43,388 
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Tax payable (rounded off)  22,43,380 

Note: 

Since Ms. Mamta is resident in India for the P.Y.2017-18, her global income would be 

subject to tax in India. She would be allowed deduction under section 91 provided all the 

following conditions are fulfilled:- 

(a) She is a resident in India during the relevant previous year. 

(b) Income accrues or arises to her outside India during that previous year. 

(c) Such income is not deemed to accrue or arise in India during the previous year. 

(d) The income in question has been subjected to income-tax in Country XYZ in her hands 

and she has paid tax on such income in Country XYZ. 

(e) There is no agreement under section 90 for the relief or avoidance of double taxation 

between India and Country XYZ, where the income has accrued or arisen. 

Ms. Mamta is eligible for deduction under section 91 since all the conditions specified 

thereunder stand fulfilled by her during the previous year. 

 

Question 5 

Compute the total income of M/s. LMN, a firm, consisting of three partners namely, Lalit, Mohit 

and Gagan for the assessment year 2018-19 from the following information. Lalit, Mohit and 

Gagan  were partners in their individual capacity. 

(i) The firm carried on the business of purchase and sale of refrigerators in wholesale and 

manufacture and sale of footballs under a deed of partnership executed on 1.4.2010. 

The  deed of partnership provided for payment of salary amounting to Rs. 1,25,000 

each to Lalit  and Gagan, who were the working partners. 

(ii) A new deed of partnership was executed on 1.10.2017 which, apart from providing for 

payment of salary to the two working partners as mentioned in the deed of partnership 

executed on 1.4.2010, for the first time provided for payment of simple interest @ 12% 

per annum on the balances standing to the credit of the Capital accounts of partners 

from 1.4.2017. 

(iii) The firm was dissolved on 31.3.2018 and the capital assets of the firm were distributed 

among the partners on 20.4.2018. 

(iv) The net profit of the firm for the year ended 31.3.2018 after payment of salary to the 

working partners  and  debit/credit  of  the  following  items  to  the  Profit  and  Loss  

Account  was   Rs. 1,50,000: 

 Interest amounting to Rs. 1,00,000 paid to the partners on the balances standing 

to the credit of their capital accounts from 1.4.2017 to 31.3.2018. 

 Interest amounting to Rs. 50,000 paid to the partners on the balances standing 

to the credit of their Current accounts from 1.4.2017 to 31.3.2018 

 Interest amounting to Rs. 20,000 paid to the Hindu undivided family of 

partner Lalit @ 18% per annum. 

 Depreciation amounting to Rs. 15,000 on motor car bought and used exclusively 

for business purposes, but registered in the name of partner ‘Lalit’. 

 Depreciation under section 32(1)(ii) amounting to Rs. 37,500 on new machinery 
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bought and installed for manufacture of footballs on 1.11.2017 at a cost of Rs. 

5,00,000. Payment was made by an A/c Payee Cheque. 

 Interest amounting to Rs. 25,000 received from bank on fixed deposits made out 

of surplus funds. 

 Payment of Rs. 25,000 towards purchase of refrigerators (stock in trade) made by 

crossed cheque on 1.11.2017. 

 Rs. 30,000 being the value of gold jewellery received as gift from a manufacturer 

for achieving sales target. 

(v) Other information: 

(a) Closing stock-in-trade was valued at Rs. 60,000 as per the method of lower of cost 

or  net realizable value consistently followed by it. The net realizable value of the 

closing stock-in-trade was Rs. 65,000. 

(b) Brought forward business loss relating to the assessment year 2017 -18 was Rs. 

50,000. 

(c) The fair market value of the capital assets as on 31.3.2018 was Rs. 20,00,000 and 

the cost of their acquisition was Rs. 15,00,000. 

You are required to furnish the explanations for the treatment of the above items. (14 Marks 

Aug ‘18) 

Answer 5 

Computation of total income of M/s. LMN for the A.Y. 2018-19 

Particulars Rs. Rs. 

Net profit as per profit & loss account  1,50,000 

Add: Interest to partners on capital accounts for the period from 
1.4.2017 to 30.9.2017 disallowed (total interest Rs. 1,00,000 
but deduction 

50,000  

limited to 6 months only hence 50% thereof is deductible and the   
balance is added) [Note (i)]   

Interest to partners on current accounts from 1.4.2017 to 
31.3.2018 

50,000  

– not authorized by the deed, hence disallowed [Note (ii)].   

100% of Rs. 25,000 paid towards purchase of refrigerators 
otherwise than by way of account payee cheque, bank draft 
or through ECS 

25,000  

(being stock in trade, hence disallowed) [Note (iv)].   
Difference on account of valuation of closing stock-in-trade at 
market 

5,000  

value (Rs. 65,000 less Rs. 60,000) [Note (ix)]   

Salary paid to working partners considered separately. 2,50,000 3,80,000 

  5,30,000 

Less: Additional depreciation on new machinery (Rs. 5,00,000 x 

20%) = Rs. 1,00,000. Only 50% is allowable as deduction. 

[Note (vii)] 

 

Less: Interest received from bank on fixed deposits considered 

separately (since not taxable as business income) [Note 

(viii)] 

 

  
  50,000 

 4,80,000 

 
  25,000 

 4,55,000 

 
2,70,000 
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Less: Salary to working partners - 

(i) As per limit in section 

40(b) On first Rs. 3,00,000 

@ 90% 

On the balance of Rs. 1,55,000 @ 60% 

 

(ii) Salary actually paid 

Deduction allowed being (i) or (ii) whichever is less 

 

Less: Business loss relating to assessment year 2017-18 set off 

Income from business Income 

from other sources 

Interest received from bank on fixed deposits 

Total Income 

  93,000  

3,63,000  

2,50,000  

 2,50,000 

 2,05,000 

    50,000 

 1,55,000 

 
   25,000 

 1,80,000 

Explanation for the treatment of various items 

(i) Interest to partners authorised by the partnership deed will be allowed as deduction only 

for the period beginning with the date of the partnership deed and not for any earlier 

period as per section 40(b)(iv). Therefore, interest paid to the partners on the balances 

standing to the credit of their capital accounts from 1.10.2017 alone is eligible for 

deduction, since the partnership deed was executed only on 1.10.2017. Interest for the 

period prior to 1.10.2017 is not allowed. 

(ii) The partnership deed of 1.10.2017 provides for payment of interest on balances in 

capital accounts of partners only. As such, the interest paid on the balances standing to 

the credit of the current accounts of partners is not allowable under section 40(b). The 

Kerala High Court has, in Novel Distributing Enterprises v. DCIT (2001) 251 ITR 704 (Ker) 

, on identical facts, held that interest paid to the partners on their current account 

balances is not allowable. 

(iii) Since Lalit is a partner in his individual capacity, interest paid to the Hindu Undivided 

Family of partner Lalit does not attract disallowance under section 40(b)(iv). 

(iv) Section 40A(3) provides for disallowances @100% of the expenditure incurred otherwise 

than by an account payee cheque / account payee bank draft or use of ECS through bank 

account. Since the firm has made payment of Rs. 25,000 towards purchase of 

refrigerators by a crossed cheque and not by an account payee cheque, 100% of such 

expenditure would be disallowed. 

(v) Gold jewellery valued at Rs. 30,000 received as gift from a manufacturer for achieving 

sales target is taxable under section 28(iv), being a benefit arising from business. 

(vi) Depreciation on motor car bought and used exclusively for the purposes of business is 

allowable though not registered in the name of the firm in view of the ratio of the 

decision of the Supreme Court in Mysore Minerals Ltd. v. CIT (1999) 239 ITR 775. 

(vii) The firm is entitled to additional depreciation @ 20% under section 32(1)(iia) in respect 

of the new machinery installed for manufacture of footballs. Since the new machinery is 

put to use for less than 180 days during the relevant previous year, the additional 

depreciation is restricted to 50% of the prescribed rate of 20% i.e. it is restricted to 10%. 

The balance additional depreciation can be claimed in the immediately succeeding 

financial year. 

(viii) Interest received from bank on fixed deposits made out of surplus funds is assessable 
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under the head 'Income from other sources'. Hence, it is not taken into account for the 

purpose of computing business profit. 

(ix) As per para 24 of ICDS II: Valuation of Inventories, closing stock has to be valued at net 

realizable value in the case of a dissolved firm. As such, the closing stock-in-trade of the 

firm has to be valued at the net realizable value. 

(x) Net profit shown in the profit and loss account computed in the manner laid down in 

Chapter IV-D as increased by the aggregate amount of the remuneration paid or payable 

to all the partners constitutes book profit as per Explanation 3 to section 40(b). Carry 

forward and set off of business loss is covered under Chapter VI. Hence, brought forward 

business loss relating to the assessment year 2017-18 is not considered for calculation of 

book-profit. 

(xi) Section 45(4) is not applicable to the firm for the assessment year 2018 -19, though the 

dissolution of the firm took place on 31.3.2018, as there was no transfer by way of 

distribution of capital assets during the relevant previous year. The distribution of the 

capital assets took place on 20.4.2018. The capital gains will, therefore, be assessable in 

the assessment year 2019-20. 

 

Question 6 

Sai LLP, a limited liability partnership set up a unit in Special Economic Zone (SEZ) in the financial 

year 2013-14 for production of washing machines. The unit fulfills all the conditions of section 

10AA of the Income-tax Act, 1961. During the financial year 2016-17, 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 became operational with effect 

from 1st April, 2017 and the expenditure of Rs. 75 lakhs was capitalized in the books on that 

date. 

Relevant details for the financial year 2017-18 are as follows: 

Particulars Rs. 

Profit of unit located in SEZ 40,00,000 

Export sales of above unit 80,00,000 

Domestic sales of above unit 20,00,000 

Profit from operation of warehousing facility (before considering 

deduction under Section 35AD). 

1,05,00,000 

Compute income tax (including AMT under Section 115JC) payable by Sai LLP for Assessment 

Year 2018-19. (10 Marks Oct ‘18) 

Answer 6 

Computation of total income and tax liability of Sai LLP for A.Y.2018-19 (under the regular 

provisions of the Income-tax Act, 1961) 

Particulars Rs. Rs. 

Profits and gains of business or profession   

Unit in SEZ 40,00,000  

Less: Deduction under section 10AA [See Note (1) 

below] 

32,00,000  
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Business income of SEZ unit chargeable to tax  8,00,000 

Profit from operation of warehousing facility 1,05,00,000  

Less: Deduction under section 35AD [See Note (2) 

below] 

65,00,000  

Business income of warehousing facility chargeable to 

tax 

 40,00,000 

Total Income  48,00,000 

Computation of tax liability (under the normal/regular   

provisions)   

Tax@30% on Rs. 48,00,000  14,40,000 

Add: Education cess@2% and SHEC@1%      43,200 

Total tax liability  14,83,200 

Computation of adjusted total income of Sai LLP for levy of Alternate Minimum Tax 

Particulars Rs. Rs. 

Total Income (as computed above)  48,00,000 

Add: Deduction under section 10AA  32,00,000 

  80,00,000 

Add: Deduction under section 35AD 65,00,000  

Less: Depreciation under section 32   

On building @10% of Rs. 65 lakhs1 6,50,000 58,50,000 

Adjusted Total Income  1,38,50,000 

Alternate Minimum Tax@18.5%  25,62,250 

Add: Surcharge@12% (since adjusted total income > Rs.1 

crore) 

   3,07,470 

  28,69,720 

Add: Education cess@2% and SHEC@1% (as per 

amendment 4%) 

   1,14,789 

  29,84,509 

Tax liability under section 115JC (rounded off)  29,84,510 

1 Assuming the capital expenditure of Rs.65 lakhs is incurred entirely on buildings 

 

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@3%. Therefore, the tax liability is Rs. 

29,55,810. 

 

AMT Credit to be carried forward under section 115JEE Rs. 

Tax liability under section 115JC 29,84,510 

Less: Tax liability under the regular provisions of the Income-tax Act, 

1961 

14,83,200 

 15,01,310 
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Notes: 

(1) Deduction under section 10AA in respect of Unit in SEZ = 

Profit of the unit in SEZ × 
𝐸𝑥𝑝𝑜𝑟𝑡 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 𝑜𝑓 𝑡ℎ𝑒 𝑢𝑛𝑖𝑡 𝑖𝑛 𝑆𝐸𝑍𝑇𝑜𝑡𝑎𝑙 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟  𝑜𝑓 𝑡ℎ𝑒 𝑢𝑛𝑖𝑡 𝑖𝑛 𝑆𝐸𝑍  

Rs. 40,00,000 × 
𝑅𝑠.80,00,000𝑅𝑠.1,00,00,000 = Rs. 32,00,000 

(2) Deduction@100% of the capital expenditure is available under section 35AD for 

A.Y. 2018-19 in respect of specified business of setting up and operating a 

warehousing facility for storage of agricultural produce which commences 

operation on or after 01.04.2009. 

Further, the expenditure incurred, wholly and exclusively, for the purposes of 

such specified business, shall be allowed as deduction during the previous year 

in which he commences operations of his specified business if the expenditure is 

incurred prior to the commencement of its operations and the amount is 

capitalized in the books of account of the assessee on the date of 

commencement of its operations. 

Deduction under section 35AD would, however, not be available on expenditure 

incurred on acquisition of land. 

In this case, since the capital expenditure of Rs. 65 lakhs (i.e., Rs. 75 lakhs – Rs. 

10 lakhs, being expenditure on acquisition of land) has been incurred in the 

F.Y.2016 -17 and capitalized in the books of account on 1.4.2017, being the date 

when the warehouse became operational, Rs. 65,00,000, being 100% of Rs. 65 

lakhs would qualify for deduction under section 35AD. 

Question 7 

Avantika Hospitality Limited is engaged in the business of running hotels of 3 -star category. The 

company's Statement of Profit and Loss for the previous year ended 31 st March, 2018 shows a 

profit of Rs. 152 lakhs after debiting or crediting the following items: 

(i) Payment of Rs. 0.25 lakh and Rs.  0.30  lakh  in  cash  on  3rd December,  2017  and  

10th December, 2017 respectively for purchase of crab, lobster and squid to Mr. Suraj, 

a fisherman, and Mr. Uday, a middleman for these products, respectively. 

(ii) Contribution towards employees' pension scheme notified by the Central Government 

under section 80CCD for a sum of Rs. 3 lakhs calculated at 12% of basic salary and 

Dearness Allowance payable to the employees. 

(iii) Payment of Rs. 6.50 lakhs towards transportation of various materials procured by one 

of its hotels to M/s. Bansal Transport, a partnership firm, without deduction of tax at 

source. The firm opts for presumptive taxation under section 44AE and has furnished 

a declaration to this effect. It also furnished its Permanent Account Number in the 

tender document. 

(iv) Profit of Rs. 12 lakhs on sale of a plot of land to X Limited, a domestic company, the 

entire shares of which are held by the assessee company. The plot was acquired by 

Avantika Hospitality Limited on 1st June, 2016. 

(v) Contribution of Rs. 2.50 lakhs to Indian Institute of Technology with a specific direction 

for use of the amount for scientific research programme approved by the prescribed 

authority. 

(vi) Expense of Rs. 10 lakhs on foreign travel of two directors for a collaboration agreement 
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with a foreign company for a brewery project to be set up. The negotiation did not 

succeed and the project was abandoned. 

(vii) Fees of Rs. 1 lakh paid to independent directors for attending Board meeting without 

deduction of tax at source under section 194J. 

(viii) Depreciation charged Rs. 10 lakhs. 

(ix) Rs. 10 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 2013-14. 

(x) Dividend received from a foreign company Rs. 5 

lakhs. Additional information: 

(i) As a corporate debt restructuring, the bank has converted unpaid interest of Rs. 10 

lakhs upto 31st March, 2017 into a new loan account repayable in five equal annual 

installments. The first installment of Rs. 2 lakhs was paid in March, 2018 by debiting 

new loan account. 

(ii) Depreciation as per Income-tax Act, 1961 Rs. 15 lakhs. 

(i) The company received a bill for Rs. 2 lakhs on 31st March 2018 from a supplier of 

vegetables for supply made in March, 2018. The bill was omitted to be recorded in the 

books in March, 2018. The bill was paid in April, 2018, by an A/c payee cheque and the 

necessary entry was made in the books then. 

Compute total income of Avantika Hospitality Limited for the Assessment Year 2018-19 

indicating the reason for treatment of each item. Ignore the provisions relating to 

minimum alternate tax. (14 Marks Oct ‘18) 

Answer 7 

Computation of Total Income of Avantika Hospitality Ltd. for the A.Y.2018-19 

Particulars Amount (Rs.) 

Profit as per Statement of profit and loss  1,52,00,000 

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

disallowed   

(i) Payment to middleman for purchase of crab etc. in an 

amount exceeding Rs. 10,000 

30,000  

[Under section 40A(3), disallowance is attracted in respect   

of expenditure for which cash payment exceeding   

Rs. 10,000 is made on a day to a person. Payment of   
Rs. 25,000 to fishermen for purchase of crab etc. is covered   
by exception under Rule 6DD. However, payment of   

Rs. 30,000 to middlemen for purchase of crab etc. is not   
covered under the exception - CBDT Circular 10/2008 dated   

5/12/2008].   

(ii) Contribution towards employees’ pension scheme in 
excess of 10% of salary disallowed under section 40A(9) 

50,000  

[Contribution to the extent of 10% of salary (basic salary +   

dearness allowance, if it forms part of pay for retirement   
benefits) is allowable as deduction under section 36(1)(iva).   

In this case, it is presumed that dearness allowance forms   
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part of pay for retirement benefits]   

(iii) Payment to transport contractor without deduction of 

tax at source 

-  

[Since the contractor opts for presumptive taxation under   

section 44AE and furnished a declaration to this effect, tax is   
not required to be deducted at source under section 194C in   

respect of payment to transport contractor].   

(vi) Expenses on foreign travel of two directors for a 

collaboration agreement which failed to materialize 

10,00,000  

[Where expenditure is incurred for a project not related the   

existing business and the project was abandoned without   
creating a new asset, the expenses are capital in nature as   

per Mc Gaw-Ravindra Laboratories (India) Ltd. v. CIT (1994)   
210 ITR 1002 (Guj.). Brewery project is not related to the   

existing business of running three star hotels]   

(vii) Fees paid to directors without deducting tax at source 

[30% of Rs. 1 lakh] 

30,000   11,10,000 

[Disallowance@30% would be attracted under section   

40(a)(ia) for non-deduction of tax at source from director’s   

remuneration on which tax is deductible under section 194J]   

  1,63,10,000 

Less: Items credited but to be considered separately or not   

taxable/Expenditure to be allowed   

(iv) Profit on sale of plot of land to 100% subsidiary 12,00,000  

[Short-term capital gains arises 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 

and the subsidiary company is an Indian company, the 

same would not constitute a transfer for levy of 

capital gains tax as per section 47(iv). Since this 

amount has been credited to the statement of profit 

and loss, the same has to be deducted for computing 

business income]. 

  

(v) Contribution to IIT for scientific research 1,25,000  

[Contribution to IIT for scientific research programme   

approved by the prescribed authority qualifies for 

weighted 

  

deduction@150% under section 35(2AA). Since 100% 

of 

  

contribution has already been debited to the 

statement of 

  

profit and loss, the balance 50% has to be deducted 

while 

  

computing business income].   

(viii) Depreciation 5,00,000  

[Depreciation allowable under the Income-tax Act, 

1961 is 

  

Rs.15 lakhs whereas the depreciation as per books of   

account debited to the statement of profit and loss is   
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Rs. 10 

lakhs. Hence, the additional amount of Rs. 5 lakhs has 

to be 

  

deducted while computing business income]   

(ix) Additional compensation received from State 

Government 

10,00,000  

[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]   

(x) Dividend received from foreign company 5,00,000  

[Dividend received from foreign company is taxable 

under 

  

the head  “Income from other sources”.Since the said   

dividend has been credited to the statement of profit 

and 

  

loss, the same has to be deducted while computing 

business 

  

income]   

(I) Interest paid during the year 2,00,000  

[Conversion of unpaid interest into loan shall not be   

construed as payment of interest for the purpose 

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.2017-18, the same is allowable as   

deduction]   

(III) Purchases omitted to be recorded in the books 2,00,000 37,25,000 

[Since the purchase is made in March, 2018 (i.e., 

P.Y.2017 - 

  

18), in respect of which bill of Rs. 2 lakhs received on   

31.3.2018 has been omitted to be recorded in the 

books in 

  

that year, it has to be deducted to compute the 

business 

  

income [Kedarnath Jute Manufacturing Company Ltd. 

v. CIT 

  

(1971) 82 ITR 363 (SC)]. It is logical to assume that the   
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company is following mercantile system of 
accounting.]. 

 

Income under the head “Profits and Gains of Business or 
Profession” 

1,25,85,000 

Income from Other Sources  

Dividend received from foreign company  

[Dividend received from a foreign company is chargeable to 

tax under the head “Income from other sources”.] 

 

    5,00,000 

Gross Total Income 1,30,85,000 

Less: Deduction under Chapter VI-A   Nil 

Total Income 1,30,85,000 

 

Question 8 

The profit as per the statement of profit and loss of Harsha Ltd. for the year ended on 31.3.2019 

is Rs.14,25,000 arrived at after making the following adjustments: 

 Particulars Rs. 

(i) Provision for loss of subsidiary 70,000 

(ii) Interest on deposit credited to buyers on 28.2.2019 for advance received 

from them, on which TDS was deducted in May 2019 and was deposited on 

24.8.2019 

1,00,000 

(iii) Provision for income-tax 1,05,000 

(iv) Expenses on purchase/sale of equity shares 15,000 

(v) Income from units of UTI 75,000 

(vi) Depreciation 3,60,000 

(vii) Long term capital gain on sale of equity shares on which securities 

transaction tax was paid at the time of acquisition and sale 

3,60,000 

The company provides the following additional information: 

(i) Depreciation includes Rs.1,50,000 on account of revaluation of fixed assets. 

(ii) Depreciation allowable as per Income-tax Rules is Rs.2,80,000. 

(iii) Brought forward loss or unabsorbed depreciation: 

 

F.Y. Amount as per books Amount as per Income-tax 

 Loss (including 

depreciation) 

Rs. 

Depreciation 

 

Rs. 

Loss (including 

depreciation) 

Rs. 

Depreciation 

 

Rs. 

2015-2016 5,50,000 3,00,000 4,50,000 2,50,000 

2016-2017 2,70,000 2,70,000 2,80,000 1,80,000 

2017-2018 6,65,000 3,15,000 3,30,000 2,10,000 

(iv) revaluation surplus for assets of Rs.1,50,000 in accordance with the Ind AS 16 and Ind AS 

38 to credited to other comprehensive income. 

You are required to: 
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(i) compute the total income of the company for the assessment year 2019 -20 giving the 

reasons for treatment of items and 

(ii) examine the applicability of section 115JB of the Income-tax Act, 1961, and compute book 

profit and the tax credit to be carried forward. 

Assume the tax rate applicable to Harsha Ltd for the P.Y. 2018-19 is 30%. (14 Marks March ’19) 

Answer 8 

Computation of total income of Harsha Ltd. for the A.Y. 2021-22 

Particulars Rs. Rs. 

Profit as per Statement of Profit & Loss  14,25,000 

Add: Items disallowed/ considered separately   

- Provision for loss of subsidiary [since it is not wholly 

and exclusively for the purpose of business of the 

assessee] 

70,000  

- Interest on deposit credited on 28.2.2019 and tax 
deducted 

  

in May 2019 which was deposited on 24.8.2019 [30% not   
allowed under section 40(a)(ia) since, tax is deducted only in   

the next year]. 30,000  

- Provision for income-tax [disallowed under section 

40(a)(ii)] 

1,05,000  

- Expenses on transfer of shares [not deductible from 

business income. It is to be deducted from gross sale 

consideration while computing capital gains] 

- Depreciation debited to statement of profit and loss 

[only depreciation calculated as per the Income-tax 

Rules, 1962 is allowable as deduction] 

 

 

15,000 

 

 

3,60,000 

 

 

 

 

 

5,80,000 

 

Less: Items credited but not includible under business 

income or are exempt under the provisions of the Act/ 

permissible expenditure and allowances 

- Income from UTI, since it is not a business income 

- Long-term capital gain on sale of equity shares on which 

securities transaction tax was paid, since it is not a 

business income. 

- Revaluation surplus for assets in accordance with the Ind 

AS 16 and 38 credited to other comprehensive income 

[No treatment is required under the regular provisions of 

the Act. Since, the same has not been credited to 

statement of profit or loss, no adjustment is required] 

- Depreciation (allowable as per the Income-tax Rules, 

1962) 

Less: Set-off of brought forward business loss and 

 20,05,000 

 

75,000 

 

 

3,60,000 

 

 

 

- 

 

2,80,000 7,15,000 

 12,90,000 
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unabsorbed depreciation 

Brought forward business loss under section 72 

excluding depreciation 

Brought forward depreciation under section 32 

Income from business 

Capital Gains 

Long term capital gain on sale of equity shares on which 

securities transaction tax was paid at the time of acquisition 

and sale 

Income from Other Sources 

Income from units of UTI 

Less: Exempt under section 10(35) (*) 

Total Income 

Tax on LTCG exceeding Rs.1 lakh @10% 

 Tax on other income of Rs.3,05,000 @30% 

 

Add: Health and Education cess @4% 

Tax Payable as per the Income-tax Act, 1961 

 

4,20,000 

 

6,40,000 10,60,000 

 2,30,000 

  

3,60,000 

 

75,000 

 

75,000 

(NIL) 

75,000 

 6,65,000 

26,000 

91,500 

     1,17,500 

4,700 

1,22,200 

Computation of Book Profit under section 115JB 

Particulars Rs. Rs. 

Profit as per Statement of Profit & Loss  14,25,000 

Add: Net Profit to be increased by the following amounts as 

per Explanation 1 below section 115JB(2) 

Provision for loss of subsidiary Provision for income-tax 

Depreciation debited to statement of profit and loss 

 

 

70,000 

1,05,000 

3,60,000 

 

 

 

 

 

5,35,000 

  19,60,000 

Less: Net Profit to be reduced by the following amounts as   

per Explanation 1 below section 115JB(2)   

Depreciation debited to profit and loss account (excluding 2,10,000  

depreciation on account of revaluation of fixed assets)   

(i.e., Rs.3,60,000 – Rs.1,50,000)   

Income from UTI [since it is an income exempt u/s 10(35)] 

*(as per amendment exemption under section 10(35) of the 

Income Tax Act shall not be available to income arising in 

respect of units received on or after 1st April 2020.) 

75,000 

(NIL) 

 

Brought forward loss excluding depreciation or unabsorbed   

deprecation as per books of account, whichever is less, 

taken on cumulative basis 
6,00,000 8,10,000 

Book Profit computed in accordance with Explanation 1 to  11,50,000 

section 115JB(2)  

Add: Item credited to OCI that will not be reclassified to  
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statement of profit or loss  

Revaluation surplus for assets of Rs.1,50,000 in accordance 
with 

- 

the Ind AS 16 and 38 [Book profit not to be increased by  

revaluation surplus for assets]  

Book Profit 11,50,000 

18.50% of book profit 2,12,750 

Add: Health and Education cess @4% 8,510 

 2,21,260 

In case of a company, it has been provided that where income-tax payable on total income 

computed as per the provisions of the Act is less than 18.50% of book profit, the book profit 

shall be deemed as the total income and the tax payable on such total income shall be 

18.50% thereof plus health and education cess @4%. 

Accordingly, in this case, since income-tax payable on total income computed as per the 

provisions of the Act is less than 18.50% of book profit, the book profit of Rs.10,75,000 is 

deemed to be the total income and income-tax is payable @ 18.50% thereof plus health 

and education cess @4%. The tax liability, therefore, works out to be Rs.2,06,830. 

Section 115JAA provides that where tax is paid in any assessment year in relation to the 

deemed income under section 115JB(1), the excess of tax so paid, over and above the tax 

payable under the other provisions of the Income-tax Act, 1961, will be allowed as tax 

credit in the subsequent years. 

The tax credit is, therefore, the difference between the tax paid under section 115JB(1) and 

the tax payable on the total income computed in accordance with the other provisions of 

the Act. This tax credit is allowed to be carried forward for 15 assessment years succeeding 

the assessment year in which the credit became allowable. 

Such credit is allowed to be set off against the tax payable on the total income in an 

assessment year in which the tax is computed in accordance with the provisions of the Act, 

other than section115JB, to the extent of excess of such tax payable over the tax payable 

on book profits in that year. 

 

Particulars Rs. 

Tax on book profit under section 115JB 2,21,260 

Less: Tax on total income computed as per the other provisions of the 

Act 

1,22,200 

Tax credit to be carried forward under section 115JAA 99,060 

 

Question 9 

Which of the following is NOT TRUE in respect of provisions of Alternate Minimum Tax 

(AMT) : 

(i) AMT provisions are not applicable to an individual, Hindu Undivided Family (HUF) 

and firm (including LLP) whose adjusted total income does not exceed Rs.20,00,000. 

(ii) T he provisions of AMT will apply to every corporate taxpayer who has claimed 

deduction under section 35AD 

(iii) Every non-corporate taxpayer to whom the provisions of AMT apply is requir ed to 
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obtaina report from a Chartered Accountant in Form No. 29C on or before the due 

date of filing the return of income 

(a) (i) only 

(b) (i) & (ii) 

(c ) (ii) & (iii) 

(d)   (i) & (iii) (1 Mark April ‘19) 

Answer 9 

The Answer is (b) 

 

Question 10 

Ganga Ltd. is engaged in the business of manufacturing fertilizers since 1st April  2009. Its 

statement of  profit and loss shows a net profit of Rs.350 lakhs for the year ended 31-03-2019, 

after debiting and  crediting the following items: 

(a) Depreciation provided in accounts as per straight line basis Rs.50 lakhs. 

(b) The opening and closing stock for the year were Rs.200  lakhs and  Rs.255  lakhs, 

respectively. They were overvalued by 10%. 

(c) Fees of Rs.1  lakh paid to  independent directors for attending Board meeting without 

deduction of  tax at source under section 194J. 

(d) Rs.9 lakhs contribution to a National Laboratory approved under section 35(2AA). 

(e) GST of Rs.2.10 lakhs, pertaining to P.Y.2018-19, was paid on 27-12-2019. 

(f) The company has also purchased goods of Rs.63 lakhs from M/s. Jamuna Ltd. in which 

directors have substantial interest. The market value of the goods is Rs.58 lakhs. 

(g) The company has made cash payments for purchases and expenditure 

as below: On 10-05-2018 Rs.8 lakhs (Due to strike by bank staff) 

On 17-08-2018 Rs.5 lakhs (Due to cash demanded by the supplier) 

Cash payments made to transport operator for hiring of lorry are as 

follows: 06-06-2018 - Rs.40,000; 03-07-2018 - Rs.35,000; 15-01-

2019 - Rs.52,000. 

(h) The company has incurred legal expenses of Rs.5 lakhs and Rs.4 lakhs for issue of bonus 
shares 

and for issue of right shares, respectively. 

(i) Donation paid to a registered political party by way of cheque Rs.17 lakhs 

Additional Information: 

(i) Normal depreciation allowable as per the Income-tax Rules, 1962 is Rs.62 lakhs. 

(ii) A debt of Rs.4 lakh was claimed as bad  debt in  the  previous  year  2014-15. A sum  of 

Rs.2 lakh was recovered during the P.Y. 2018-19. The effect of recovery  of  bad  debt  was  

not  given  in books of account. 

Compute the total income and tax liability of the company for the A.Y.2019-20  by integrating, 

analysing and applying the relevant provisions  of  the  income-tax  law  and decided case laws. 
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Give brief reasons for treatment of each item. Ignore MAT provisions. 

Assume the  tax rate  applicable to Ganga Ltd for  the P.Y. 2018-19 is 30%. (14 Marks April 

‘19) 

Answer 10 

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

Particulars Amount (Rs.) 

Profits and Gains from Business and Profession   

3,50,00,000 

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

disallowed 

  

Depreciation provided on straight line basis (Note 1) 50,00,000 

Fees paid to directors without deducting tax  at  source  [30%  of  

Rs.1 lakh] (Note 2) 
30,000 

Contribution to a National Laboratory (considered separately for 

weighted deduction) (Note 3) 
9,00,000 

GST deposited on 27.12.2019 (Note 4) 2,10,000  

 

 

 

 

 

 

 

 

 

   95,32,000 

Disallowance under section 40A(2) for excess payment to related 

person (Note 5) 
5,00,000 

Disallowance under section 40A(3) for payment exceeding 

Rs.10,000 made in cash for purchases and expenditure (Note 6) 

5,00,000 

Disallowance under section 40A(3) for cash payment exceeding 

Rs.35,000 in a day to transport operators for hiring of lorry (Note 

7) 

92,000 

Legal expenses for issue of bonus shares (Note 8) - 

Legal expenses for issue of right shares (Note 8) 4,00,000 

Donation to a registered political party (Note 9) 17,00,000 

Bad debt written off earlier, recovered now (Note 10) 2,00,000 

 

Less: Items credited but to be considered separately or to be 

allowed/ Expenditure to be allowed 

 4,45,32,000 

Depreciation allowableunder the Income-tax Act, 1961 (Note 1) 62,00,000  

Over-valuation of stock [Rs.55 lakhs x 10/110] 

[The amount bywhich stock is over-valued has to be reducedfor 

computing business income. Rs.50 lakhs, being the difference 

between closing and opening stock, has to be adjusted to remove 

the effect of over-valuation] 

5,00,000  

Weighted deduction @ 150% in respect of contributionof 

Rs.8 lakhs to National Laboratory under section 35(2AA) (Note 3) 

 

13,50,000 

 

   80,50,000 

Gross Total Income 3,64,82,000 

Less: Deduction under Chapter VI-A 

U/s 80GGB [Donation to registered political party] (Note 9) 

 

   17,00,000 

Total Income 3,47,82,000 

Computation of tax liability of Ganga Ltd. for A.Y.2019-20 

Particulars Rs. 
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Tax@30% on total income of Rs.3,47,82,000 1,04,34,600 

Add: Surcharge@7% (since total income exceeds Rs.1 crore but does not 

exceed Rs.10 crores) 

 

  7,30,422 

Tax payable including surcharge 1,11,65,022 

Add: Health and Education cess@4%     4,46,601 

Total tax payable 1,16,11,623 

Tax payable (Rounded off) 1,16,11,620 

Notes: 

Depreciation provided in the accounts on straight line basis (i.e., Rs.50  lakhs) has to  be  added  

back and depreciation calculated as per Income-tax Rules, 1962 (i.e. 

(1) Rs.62 lakhs) is allowable as deduction under section 32. 

(2) Disallowance@30% would be attracted under section 40(a)(ia) for non-deduction of tax at 

source 

from director’s remuneration on which tax is deductible under section 194J. 

(3) Contribution to a National Laboratory under section  35(2AA)  qualifies  for  weighted 

deduction@150%. Hence, the contribution of Rs.9 lakhs is first added back  and  thereafter, 

deduction of Rs.13.50 lakhs (i.e.,150% of Rs.9 lakhs) has been provided under section 

35(2AA). 

(4) GST liability of Rs.2.10 lakhs would  attract  disallowance  under  section  43B, since  it was  

paid  only on 27.12.2019 (i.e., after the due date of filing return of income of A.Y.2019-20). It 

would be allowed in the year of payment (i.e., P.Y.2019-20). Hence, it has to be added back 

for computing business income. 

(5) Jamuna Ltd. is a related person under section 40A(2), since the directors of Ganga Ltd. have 

substantial interest in Jamuna Ltd. Therefore, excess payment of Rs.5 lakh to Jamuna Ltd. for 

purchase of goods would attract disallowance under section 40A(2). 

(6) Cash payments exceeding Rs.10,000 a  day  attracts  disallowance  under  section  40A(3).  

However, Rule 6DD provides for certain  exceptions, which  includes,  inter  alia,  payments  

which are required to be made on a day on which the banks were  closed  on  account  of  

strike.  Therefore, cash payment of Rs.8 lakhs made on the day of strike by bank staff would 

not attract disallowance under section 40A(3), assuming that the payment was required to 

be made on that specific date. However, cash payment of Rs.5 lakhs made on  17-8-2018  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. 

(7) In respect of cash payments to transport operators, a higher limit of Rs.35,000 per day  is  

permissible. Therefore, cash payment of Rs.35,000 on 03-07-2018 would not attract 

disallowance under section 40A(3). However, cash payments of Rs.40,000 and Rs.52,000 on 

06-06-2018 and 15-01-2019, respectively, would attract disallowance under section  40A(3)  

since  the  same  exceeds Rs.35,000 per day. 

(8) There is no fresh inflow of funds or increase in capital employed  on  account of issue  of 

bonus shares and there is only reallocation of the company’s fund. Consequently, since there is no 

increase in the capital base of the company, legal  expenses  of  Rs.5  lakhs  in  connection  

with issue of bonus shares is  revenue  expenditure  and  is  hence,  allowable as deduction. 

It has been so held by Apex Court in case of CIT vs. General Insurance Corpn. (2006) 286 ITR 

232. 
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However, Rs.4 lakhs, being legal expenses in relation to issue  of  rights  shares  results  in  

expansion of the capital base of the company and is, hence, a capital expenditure. Therefore, 

the same is not allowable as deduction. It has  been  so  held  in  Brooke Bond India Ltd. v. CIT 

(1997) 225 ITR 798 (SC). 

(9) Donation paid to a 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 a 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 is made by cheque the same is allowed as deduction under section 

80GGB. 

(10) The amount of bad debt written off  earlier  when  recovered  subsequently,  such  recovery  

is taxable under section 41(4). 

 

Question 11 

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: 
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(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. 

(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 11 

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 
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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   

 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 

- 
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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 

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] 

 

 

 

 

 

3,20,000 

 

 

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. 

 

5,00,000 

88,85,000 
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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 
 

AI(5) Additional depreciation on new plant and machinery   

Since plant and machinery was purchased only on 18.11.2018, it 
was 

  

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 



 

 

Chapter 10 Assessment of Various Entities 

10.30 

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 

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 12 

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. 
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(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%). 

(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) 
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Question 13 

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.  

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. 
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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. 

(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 13 

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 
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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 

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] 
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 (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] 

   

(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] 
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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 

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

3,75,000  
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31.1.2018 [Rs. 2,500 per share 

- Full value of consideration [Rs. 2,750 

per share] 

 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 14 

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 14 

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 
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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: 

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 
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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 

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 15 

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) 
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Answer 15 

The Answer is  (a) 

 

Question 16 

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- 

 

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 16 

The Answer is  (c) 

 

Question 17 

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 
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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. 

(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 17 

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 
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(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 

[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 

-  
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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 

to be deducted for computing business income 

6,00,000  

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]. 
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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 

 

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 18 

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 
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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 18 

Computation of total income of XYZ LLP for A.Y. 2020-21 

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 
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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 

 

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 19 

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; 
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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. 

(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 19 

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  
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[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 

  

(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 
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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 

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 20 

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 
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(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 20 

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%   
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= 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 

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 21 

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 
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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 

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 21 

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 

  

  2,47,00,000 
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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 

 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   

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 
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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  

[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   
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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  

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 22 

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 
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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 22 

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 

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 
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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. 

to the F.Y. 2021-22. 

Question 23 

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 23 

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. 
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(4) it holds a certificate of eligible business from the notified IMBC 

Therefore, Worldclass 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) 

 

Question 24 

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 24 

(a) 

 

Question 25 

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 25 

(b) 
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Question 26 

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). 

(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 26 

1. Computation of Total Income of Pure Ltd. for the A.Y. 2021-22 
 

Particulars Amount (`) 

Profits and Gains from Business and Profession  
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Net profit as per profit and loss account   
4,50,00,000 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 

- 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 
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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 

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 
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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 

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 27 

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) 
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(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) 

Answer 27 

(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 
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 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. 

(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 28 

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 
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Nov 21) 

Answer 28 

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 

(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 11 

 

Charitable & Religious Trusts and Institutions, Political Parties and Electoral 

Trusts 

Question 1 

Educare, a trust created with the objective of promoting primary education in rural areas, filed 

an application for registration under section 12A on 30th April, 2017. 

Since the application was not disposed of by the Commissioner on or before 31st October, 2017 

as required under section 12AA(2), the trust contended that it was deemed to be registered as 

per the provisions of section 12AA(1). Examine the correctness of contention of the trust and 

determine the total income of the trust for the assessment year 2018-19 from the following 

details. 

S. No. Particulars ` in crores 

(i) Fees collected from students 14.00 

(ii) Construction of a new computer science laboratory 0.50 

(iii) Land acquired to be used as a cricket field for the 

students 

2.00 

(iv) Amount earmarked and set apart for construction of an 

arts block within the next 4 years. 

4.00 

(6 Marks March ‘18) 
 

Answer 1 

As per the provisions of section 12AA(2), every order granting or refusing registration under 

section 12AA(1)(b), shall be passed by the registering authority before the expiry of  six months 

from the end of the month in which the application was received. 

The Supreme Court, in CIT v. Society for Promotion of Education (2016) 382 ITR 6, held that 

once an application under section 12A was made and the same was not responded to within six 

months, the trust would be deemed as registered. 

Applying the rationale of the above Supreme Court ruling in this case, the trust would be 

deemed as registered. The contention that the trust is deemed to be registered, since its 

application for registration has not been disposed of within six months is, therefore, correct.  

As per section 12A(2), the benefit of exemption under section 11 and 12 would be available 

from the A.Y. 2018-19, being the assessment year relevant to the financial year in which such 

application is made. 

Computation of total income of the institution for the A.Y. 2018-19 

Particulars ` (in crores) 

Fees received 14.00 

Less: 15% (exempt even if not spent for the objects of the 

institution) 

2.10 

 11.90 

Less: Accumulated for specified purpose (See Note 2) 4.00 

Balance to be spent 7.90 

Actual amount spent on construction of computer science 

laboratory (See Note 1) 

0.50 

Actual amount spent on purchase of land for cricket field (See Note 

1) 

2.00 
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Total Income 5.40 

Notes: 

(1) The institution must utilise 85% of its income within the previous year for the 

objects of the institution. The institution can apply its income either for revenue 

expenditure or for capital expenditure provided the expenditure is incurred for 

promoting the objects of the institution. Land acquired and meant for use as 

cricket field for students is a capital expenditure incurred for promoting the objects 

of the institution and hence, eligible for deduction. Likewise, the amount spent on 

construction of computer science laboratory   is also eligible for deduction. 

(2) Section 11(2) provides that a trust/institution can accumulate or set apart its 

income for  a specified purpose by furnishing statement in prescribed format to 

the concerned Assessing Officer. However, the period for which the funds can be 

accumulated cannot exceed 5 years. The amount so accumulated should be 

invested in the specified forms and modes. In this case, the institution has to 

furnish statement in Form 10 on or before the due date of filing return of income 

to the Assessing Officer, stating the purpose for which the income is being 

accumulated or set apart and the period for which the income is being 

accumulated or set apart, which shall, in no case, exceed five years. Further,  the 

institution has to invest ` 4 crore in the specified forms and modes. 

 

Question 2 

Examine the correctness or otherwise of the claims made by the following charitable trusts, 

registered under section 12AA, while computing income for the P.Y.2017 -18: 

(I) Sahitya charitable trust, having its main object as medical relief, earned the 

following income during the P.Y.2017-18: 

 Particulars Rs. in lakh 

(i) Dividend income 0.50 

(ii) Income from mutual funds specified under section 

10(23D) 

0.85 

(iii) Agricultural income 3.25 

The trust claims exemption under section 10(1), 10(34) and 10(35) in respect of its 

agricultural income, dividend and income from mutual funds, respectively, without 

complying with the conditions laid down under section 11. 

(II) Sahayataa charitable trust, having its main object as promoting education in rural 

areas, purchased computers and laptops for Rs. 15 lakh in March, 2017 for the 

purposes of the trust and claimed the same as application of income in the 

P.Y.2016-17. It also claims depreciation @ 40% on such computers and laptops for 

P.Y.2017-18, while computing income for the purpose of application for  that year.

 (6 Marks April 18) 

Answer 2 

(I) 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 
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consequently has to be governed by the provisions of these sections. 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 Sahitya, a 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 

(II) 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 and laptops (i.e., Rs. 15 lakh) has 

been claimed and allowed as application of income under section 11 while  computing  

the income of the trust for the P.Y.2016-17, depreciation on computers and laptops 

will not be allowed for the purpose of determining income for the purposes of 

application in the P.Y.2017-18. 

Therefore, the depreciation claim made by Sahayataa charitable trust is not correct. 

Question 3 

A charitable trust, whose income can be exempt under section 11 of the Income-tax Act, 

1961, was formed on 1st March, 2015. For the accounting year ended 31st March, 2018, it 

earned an income of Rs. 5,30,000. 

It filed with the Commissioner of Income-tax its application for registration on 31st August, 

2017 explaining that for good and sufficient reasons, it was prevented from filing the 

application for so long. 

Examine by which date the application for registration should have been filed by  the  trust. 

Can the trust be deemed to be registered, in case the order of registration is not passed by  

the Commissioner. (6 Marks Aug ‘18) 

Answer 3 

(a) The requirement of filing an application for registration under section 12A within one year 

of creation of the trust has been removed. The application can be filed at any time now. 

Accordingly, the provisions of sections 11 and 12 would apply from the assessment year 

relevant to the financial year in which the application is made i.e. the exemption would be 

available only with effect from the assessment year relevant to the previous year in which 

the application was filed. 

However, where registration has been granted to the trust under section 12AA and on the 

said date, assessment proceedings relating to earlier assessment years are pending, then, 

the benefit of sections 11 and 12 shall be available in respect of income derived from 

property held under trust in those years, provided the objects and activities of the trust 

remain unchanged. 

(b) As per section 12AA(2), every order granting or refusing registration should be passed before 

the expiry of 6 months from the end of the month in which the application was received 

under section 12A. The Supreme Court, in CIT v. Society for Promotion of Education (2016) 

382 ITR 6, held that the trust would be deemed as registered if the application under section 

12AA is not disposed of within the stipulated period of six months. Therefore, in this case, 

the trust would be deemed as registered with effect from1st March, 2018. The benefit of 

exemption under section 11 and 12 would be available from A.Y. 2018-19, being the 

assessment year relevant to the financial year in which the application is made. 
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Question 4 

An institution having its main object as “advancement of general public utility” received Rs. 
30 lakhs in aggregate during the P.Y.2017-18 from an activity in the nature of trade. The total 

receipts of the institution, including donations, was Rs. 140 lakhs. It applied 85% of its total 

receipts from such activity during the same year for its main object i.e. advancement of 

general public utility. 

(I) What would be the tax consequence of such receipt and application thereof by the 

institution? 

(II) Would your answer be different if the institution’s total receipts had been Rs. 150 
lakhs (instead of Rs. 140 lakhs) in aggregate during the P.Y.2017-18? 

(III) What would be your answer if the main object of the institution is “relief of the poor” 
and the institution receives Rs. 30 lakhs from a trading activity, when its total receipts 

are Rs. 140 lakhs and applies 85% of the said receipts for its main object? (6 Marks 

Oct ‘18) 

 

Answer 4 

(I) As the main object of the institution is “advancement of object of general public utility”, 
the institution will lose its “charitable” status for the P.Y.2017 -18, since it has received 

Rs. 30 lakhs from an activity in the nature of trade, which exceeds Rs. 28 lakhs, being 

20% of the total receipts of the institution undertaking that activity for the previous 

year. The application of 85% of such receipt for its main object during the year would 

not help in retaining its “charitable” status for that year. The institution will lose its 

charitable status and consequently, the benefit of exemption of income for the P.Y.2017 

-18, irrespective of the fact that its approval is not withdrawn or its registration is not 

cancelled. 

(II) If the total receipts of the institution is Rs. 150 lakhs, and the institution receives Rs. 30 

lakhs in aggregate from an activity in the nature of trade during the P.Y.2017 -18, then 

it will not lose its “charitable” status since receipt of upto 20% of the total receipts of 
the institution in a year from such activity is permissible. The institution can claim 

exemption subject to fulfilment of other conditions under sections 11 to 13. Further, 

such activity should also be undertaken in the course of actual carrying out of such 

advancement of any other object of general public utility. 

(III) The restriction regarding carrying on of a trading activity for a cess, fee or other 

consideration will not apply if the main object of the institution is “relief of the poor”. 
Therefore, receipt of Rs. 30 lakhs from a trading activity by such an institution will not 

affect its “charitable” status, even if it exceeds 20% of the total receipts of the 
institution. The institution can claim exemption subject to fulfilment of other conditions 

under sections 11 to 13. 

 

Question 5 

Sheetal charitable trust, having its main object as medical relief, earned the following 

income during the P.Y.2018-19: 

 Particulars ` in lakh 

(i) Dividend income 0.70 

(ii) Income from mutual funds specified under section 

10(23D) 

0.65 
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(iii) Agricultural income 2.75 

The trust claims exemption under section 10(1), 10(34) and 10(35) in respect of its 

agricultural income, dividend and income from mutual funds, respectively, without 

complying with the conditions laid down under section 11. 

Examine the correctness or otherwise of the claims made by the charitable trusts, 

registered under section 12AA, while computing income for the P.Y.2018-19: (3 

Marks March ’19) 

Answer 5 

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. 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 Sheetal 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 

Question 6 

A public charitable trust registered under section 12AA furnished the following particulars 

for the previous year ending 31.3.2019: 

  (Rs. in Lacs) 

(a) Income from properties held by trust 10 

(b) Income from business (incidental to main objects) 4 

(c) Voluntary contributions from public 7 

(d) Anonymous Donations 10 

(e) Excess of expenditure over income in the P.Y. 2017-18 1 

The trust applied a sum of Rs.11.50 lacs towards charitable purposes during the 

year which includes Rs.4 lakhs, being the amount applied for the benefit of the 

founder of trust. The trust repaid the loan taken for construction of orphanage of 

Rs.4 lacs. 

You are required to compute the total income of the trust in such a manner that it 

can avail the optimal benefit within the four corners of the Income-tax Act, 1961 (5 

Marks March ’19) 

Answer 6 

Computation of taxable income of public charitable trust 

 Particulars Rs. 

(i) Income from property held under trust 10,00,000 

(ii) Income from business (incidental to main objects) 4,00,000 
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(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 

(iv) Anonymous donations [to the extent not chargeable to 

tax@30% under section 115BBC(1)(i)] [See Note below] 

 

1,00,000 

  22,00,000 

 Less: 15% of the income eligible for retention / 

accumulation without any conditions 

3,30,000 

18,70,000 

 Less: Amount applied for the objects of the trust 

(i) Amount spent for charitable purposes 

(excluding amount applied for the 

benefit of the founder) (Rs.11,50,000 -

Rs. 4,00,000) 

(ii) Repayment of loan for 

construction of orphanage 

(iii) Excess of expenditure over income in 

the P.Y. 2017-18 

 

7,50,000 

 

  

4,00,000 

 

 
1,00,000 12,50,000 

  

Add: Amount applied for the benefit of the founder of the 

trust chargeable to tax under section 12(2) read with 

section 13(6) 

Anonymous donation taxable @30% under

 section 115BBC(1)(i) [See note below] 

Total Income of the trust (including anonymous donation 

taxable @30%) 

6,20,000 

 
4,00,000 

 
9,00,000 

 19,20,000 

Note: As per section 115BBC(1)(i), the anonymous donation in excess of the higher 

of the following would be subject to tax@30%; 

- Rs.85,000, being 5% of the total donation received i.e., 5% of Rs.17 lakhs; or  

- Rs.1 lakh. 

Therefore, anonymous donation of Rs.9 lakhs (Rs.10 lakhs – Rs.1 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. 

Alternative view – As per plain reading of section 13(7), it is possible to take a view 

that the entire anonymous donation may not be eligible for benefit of exclusion 

from total income under sections 11 and 12. If this view is taken, then, Rs.1 lakh 

should not be added to Rs.21 lakhs. Accordingly, Rs.3,15,000, being 15% of Rs.21 

lakhs would be the income eligible for accumulation without any condition. The 

total income of the trust (including anonymous donations) would be Rs.19,35,000. 
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Question 7 

Mr. Ashok, aged 81 years, is a renowned painter who has been involved in creating and 

developing various paintings from his childhood. At present, he is the owner of 150 

paintings. As Mr. Ashok is in his old age and is worried about the fate of his paintings 

after hi s death, h e h as decided to gift all his paintings to a public charitable trust namely, 

‘Helping Hand Trust’. Helping Hand Trust has been established in the month of April,  

2018 and is registered under Section 12AA. Mr. Ashok has approached you for drafting a 

gift deed and enlighten him regarding the income tax implications that can arise in the 

hands of Mr. Ashok and Helping H and Trust on account of the said transaction. Comment 

upon the said income tax implications. 

(a) Mr. Ashok shall be liable to tax under the head “Capital Gain s” on account of 

transfer of capital asset and Helping Hand Trust shall be liable to tax under the 

h e ad “ Income f r om other sources” on the Fair Market Value of paintings. 

(b) No tax implication shall arise in the hands of Mr. Ashok but Helping H and Trust 

shall b e liable to tax under the head “Income from other sources” on the 

Fair Market Value of paintings. 

(c) No tax implications shall arise in the hands of Mr. Ashok and Helping Hand Trust. 

(d) Mr. Ashok shall be liable to tax under the head “Capital Gain s” on account of transfer 

of capital asset but no tax implication shall arise in the hands of Helping Hand Trust.  

(2 Marks April ‘19) 

Answer 7 

The Answer is (c) 

 

Question 8 

The following are the particulars of Healthcare Trust relevant for the  previous year  ended  

31st  March, 2019. Healthcare Trust running hospitals is registered under section 12AA. 

(i) Income from running of hospitals Rs.108 lakhs. 

(ii) Income from medical college (gross receipts Rs.95 lakhs) Rs.24 lakhs 

(iii) Donation received (including anonymous donation Rs.3 lakhs) Rs.8 lakhs. 

(iv) Amount applied for the purposes of hospital Rs.93.50 lakhs. 

 

(v) The trust had accumulated Rs.20 lakhs under section 11(2) in the financial year 

2012-13 for   a period of five years  for  extension  of one  of its  hospitals. The 

trust has spent  Rs.15 lakhs for the said purpose till 31st March, 2018. No 

amount was spent in the year 2018 -19. 

You are required to compute taxable income and tax liability of the trust for A.Y.2019-20. 

(8 Marks April ‘19)  

Answer 8 

Computation of taxable income of Healthcare Trust for A.Y. 2019-20 

Particulars Rs. 

Income from running of hospitals 1,08,00,000  
Income from medical college [exempt u/s 10(23C)(iiiad)] Nil 

Donation other than anonymous  donation  of  Rs.2,00,000 

taxable @30% (Rs.3,00,000, being reduced by 5% of 
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Rs.8,00,000 or Rs.1,00,000, whichever is higher)5 

[Rs.8,00,000 – Rs.2,00,000] 

6,00,000 1,14,00,000 

Less: 15% of income of Rs.114  lakhs  accumulated  or  set  

apart under section 11(1)(a) 

 
 17,10,000 

  96,90,000 

Less: Amount applied for the purposes of hospital  93,50,000 

 

Add: Amount accumulated for extension of a hospital but not 

spent deemed to be income under section 11(3) (Rs.20 

lakhs – Rs.15 lakhs) (See Note 1 below) 

 3,40,000 

  

5,00,000 

8,40,000 

Add: Anonymous donation taxable @30% under  section  

115BBC (See Note 2 below) 

  

2,00,000 

Total Income  10,40,000 

Tax on total income 
  

Tax on anonymous donation of Rs.2 lacs @30% 

(See Note 2 below) 

 60,000 

Tax on other income of Rs.8,40,000 at normal rates   

Upto Rs.2,50,000 Nil  

Over Rs.2,50,000 up to Rs.5,00,000 @ 5% 12,500  

Over Rs.5,00,000 upto Rs.8,40,000@20% 68,000 80,500 

 1,40,500 

Health and education cess@4%     5,620 

Tax payable 1,46,120 

Notes: 

(1) Section 11(3) provides that  if  the  income accumulated for certain purpose is not 

utilized for the said purpose within the period (not exceeding 5 years) for which it 

was accumulated, or in the year immediately following the expiry thereof, then the 

unutilised amount is deemed to be the income  of the charitable institution for the 

previous year  immediately following the expiry  of the period of accumulation. In 

the instant case, Healthcare  Trust accumulated Rs.20,00,000 in the previous year 

2012-13 for extension of one of its hospitals for a period of 

5 years. Period of accumulation thus expired on 31.3.2018. The assessee has spent 

Rs.15,00,000 out of accumulated sum of Rs.20,00,000 up to 31.3.2018. Therefore, 

the unutilised amount of Rs.5,00,000, which is not utilized in the  P.Y.2018-19  also, 

is deemed to be income of the previous year 2018-19 (A.Y. 2019-20). 

(2) Only the anonymous donations in excess of the exemption limit specified below 

would be subject to tax@30% under section 115BBC. 

The exemption limit is the higher of the following – 

(i) 5% of the total donations received by the assessee [i.e., Rs.40,000 (5% x Rs.8 

lakhs)]; or 

(ii) Rs.1 lakh. 

Therefore, in this case the exemption would be Rs.1 lakh. The total tax payable by 

such institution would be – 

(i) tax@30% on the anonymous donations exceeding the exemption limit as  

calculated above [i.e., tax@30% on Rs.2,00,000, being Rs.3,00,000 – 

Rs.1,00,000)]; and 

(ii) tax on the balance income i.e., total income as reduced by Rs.2,00,000, being 
the aggregate amount of anonymous donations in excess of Rs.1 lakh. 
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Question 9 

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 9 

The Answer is (d) 

 

Question 10 

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 10 

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. 

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. 
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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 11 

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 11 

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 12 

“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. 

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 
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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 12 

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 

- 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 
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(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 13 

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 13 

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 



 

 

Chapter 11 Charitable & Religious Trusts and Institutions, Political Parties and Electoral Trusts  

11.13 

- 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 14 

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 14 

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. 

10,50,00,000 
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1,050 lakhs, being stamp duty value as on the specified date i.e., 

31.1.2021] 

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 15 

“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 15 

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  
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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 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 16 

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 
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valuation of its assets and liabilities. 

(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 

  ` ` ` 

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 16 

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 
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Working Notes:  

(1) Aggregate fair market value of total assets on the date of merger  

- 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 17 

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 17 

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 
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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. 

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 18 

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 18 

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 12  

Tax Planning, Tax Avoidance & Tax Evasion 

Question 1 

As per the terms of appointment of the Chief Executive Officer (CEO) of A Ltd., an air- conditioner 

costing ` 51,000 is installed at his residence but A Ltd. treats it as fitted in quality control section in 

the factory. This is with the objective to treat it as plant for the purpose of computing depreciation. 

Specify with reason, the nature of transaction as 

(i) Tax planning; or (ii) Tax management; or (iii) Tax evasion. (2 Marks March ‘18) 

Answer 1 

An air conditioner fitted at the residence of  a  Chief Executive Officer(CEO) as  per the terms of his 

appointment would be a furniture qualifying for depreciation@10%, whereas an air conditioner 

fitted in a factory would be a plant qualifying for a higher depreciation@15%. The wrong treatment 

unjustifiably increases the amount of depreciation and consequently, reduces profit and 

consequent tax liability. Treatment of air-conditioner fitted at the residence of a CEO as a plant 

fitted at the factory would tantamount to furnishing of false particulars with an attempt to evade 

tax. Thus, this transaction would be considered as Tax Evasion. 

 

Question 2 

Ria Ltd. issued a credit note for  Rs.  90,000 as brokerage payable to Mr.  Swarnim who   is the son 

of the managing director of the company. The purpose is to increase the total income of Mr. 

Swarnim from Rs. 3,60,000 to Rs. 4,50,000 and reduce the income of Ria Ltd. correspondingly. 

Specify with reason, the nature of transaction as (i) Tax planning;  or (ii) Tax management; or (iii)  

Tax evasion. (2 Marks Aug ‘18) 

Answer 2 

Issuance of a credit note  for  Rs.  90,000 by  Ria Ltd.  as  brokerage payable to  Mr. Swarnim, the son 

of the Managing Director, to increase his total income from Rs. 3,60,000 to Rs. 4,50,000 and to 

correspondingly reduce the company’s total income is a method of reducing the tax liability of the 
company by recording a fictitious transaction. 

The company is liable to tax at a flat rate of 30%/25%, as the case may be, plus surcharge, if any, 

whereas Mr. Swarnim is liable to pay tax @ 5% above the basic exemption limit of Rs. 2,50,000, since 

his total income does not exceed Rs. 5,00,000. Reducing tax liability by recording a fictitious 

transaction would tantamount to tax evasion. Thus, this transaction would be considered as Tax 

Evasion. 

 

Question 3 

Mr. Ganesh sought voluntary retirement from a Government of India Undertaking and received 

compensation of Rs. 40 lacs on 31st January, 2018. He is planning to use the money as capital for a 

business dealership in electronic goods. The manufacturer of the product requires a security 

deposit of Rs. 15 lacs, which would carry interest at 8% p.a. Ganesh’s wife is a graduate and has 

worked as marketing manager in a multinational company for 15 years. She now looks for a change 

in employment. She is willing to join her husband in running the business. She expects an annual 

income of Rs. 5 lacs. Mr. Ganesh would like to draw a monthly remuneration of Rs. 40,000 and also 
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interest @10% p.a. on his capital in the business. Mr. Ganesh has approached you for a tax efficient 

structure of the business. 

Discuss the various issues, which are required to be considered for formulating your advice. 

Computation of income or tax liability is not required. (6 Marks Oct ‘18) 

Answer 3 

The selection of the form of organisation to carry on any business activity is essential in view of the 

differential tax rates prescribed under the Income-tax Act, 1961 and specific concessions and 

deductions available under the Act in respect of different entities. For the purpose of formulating 

advice as to the tax efficient structure of the business, it is necessary for the tax consultant to 

consider the following issues: 

 In the case of sole proprietary concern, interest on capital and remuneration paid to the 

proprietor is not allowable as deduction under section 37(1) as the expenditure is of personal 

nature. On the other hand, in the case of partnership firm, both interest on capital and 

remuneration payable to partners are allowable under section 37(1) subject to the conditions 

and limits laid down in section 40(b). Remuneration and interest should however, be 

authorised by the instrument of partnership and paid in accordance with such instrument. 

Such interest and salary shall be taxable in the hands of partners to the extent the same is 

allowed as deduction in the hands of the firm under section 40(b). Interest to partners can 

be allowed upto 12% on simple interest basis, while the limit for allowability for partners' 

remuneration is based on book profit under section 40(b). As per section 40(b)(v), partners’ 
remuneration shall be allowed to the extent of aggregate of - 

(a) On the first Rs. 3,00,000 of book profit or in case of loss – Rs. 1,50,000 or at the rate of 90% 

of book profits, whichever is more 

(b) On the balance of book profit – at the rate of 60% 

 Partner's share in the profits of firm is not taxed in the hands of the partners by virtue of 

section 10(2A). 

 If a proprietary concern is formed, the salary of Mrs. Ganesh shall be allowed as deduction 

under section 37(1). 

 The possibility of invoking section 40A(2) cannot be ruled out as salary is payable to a 

relative, who is an interested person within the meaning of section 40A(2). However, it can 

be argued successfully that salary of Rs. 5 lacs is justified in view of her long experience as 

marketing manager of a multinational company and the fair market value of services to be 

rendered by her to the concern. 

 An issue arises as to whether remuneration of Mrs. Ganesh would be includible in the total 

income of Mr. Ganesh. Under section 64(1)(ii), remuneration of the spouse of an individual 

working in a concern in which the individual is having a substantial interest shall be included 

in the total income of the individual. However, the clubbing provision does not apply if the 

spouse possesses technical or professional qualification and the income is solely attributable 

to the application of his or her technical or professional knowledge and experience. Further, 

technical or professional qualification would not necessarily mean the qualifications 

obtained by degree or diploma of any recognized body [Batta Kalyani vs. CIT (1985) 154 ITR 

0059 (AP)]. The experience of Mrs. Ganesh as a marketing manager in a multinational 

company for 15 years may reasonably be considered as a professional qualification for this 

purpose. 

 If Mrs. Ganesh joins the proprietary concern or partnership concern of her husband as 
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employee, remuneration of Rs. 5 lacs shall be taxed in her hands under the head "salary". 

 lf she joins as partner in the business, remuneration shall be taxed in her hand as business 

income under section 28 to the extent such remuneration is allowed in the hands of the firm 

under section 40(b). 

 The tax rate applicable to an individual depends on the level of his/her income, whereas for 

partnership firms it is flat rate at 30%. Surcharge@12% would be attracted only if total 

income exceeds Rs. 1 crore. For individuals, the rate of tax is 5% on income exceeding Rs. 

2.50 lakhs but not exceeding Rs. 5 lakhs, 20% for total income exceeding Rs. 5 lakhs but not 

exceeding Rs. 10 lakhs and @30% in respect of income exceeding Rs. 10 lakhs for the 

assessment year 2018-19. The surcharge for total income exceeding Rs. 50 lakhs but not 

exceeding Rs. 1 crore is 10% and for total income exceeding Rs. 1 crore is 15% of tax payable. 

Education cess@2% and Secondary and higher education cess@1% is attracted in both the 

cases. 

 

Question 4 

Mr. Akash and Mr. Manish are partners in AM & Co. They were engaged in business of selling 

packaging material in the state of UP. In order to save tax, they sold goods to their respective 

HUFs. HUFs further sold goods to their customers. This arrangement led to tax saving of Rs. 2 lac 

for A.Y. 2019-20 by AM & Co. Revenue took a stand that this is a case of “Tax Evasion” and issued 
notice u/s 148 to the firm AM & Co. On the basis of judicial decisions, what is the correct nature 

of this arrangement undertaken by Mr. Akash and Mr. Manish: 

(a) Tax Planning 

(b) Tax Avoidance 

(c) Tax Evasion 

(d) Tax Management (2 Marks March ’19) 

Answer 4 

The Answer is (b) 

Question 5 

A gift from a person who is not a relative of the Assessee is reported in the Income-tax 

Return o f the Assessee as a gift from a Relative. The said reporting will fall under 

which of the following? 

(a) Tax Avoidance 

(b) Tax Planning 

(c ) Tax Evasion 

(d)   Tax Management (1 Mark April ‘19) 

Answer 5 

The Answer is (c) 

Question 6 

Examine whether the following acts can be considered as (i) Tax planning; or  ( ii)  Tax  

management; or (iii) Tax evasion. Give brief reasons for your answer. 

(I) Miss Kashish deposits Rs.1,50,000 in PPF account so as to reduce her total income 
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from Rs.5,90,000 to Rs.4,70,000, so as to fall in the 5% total income slab. 

(II) A company installed an air-conditioner costing Rs.70,000  at the  residence  of a  

director  as per terms of his appointment but treats it  as  fitted  in  quality control  

section  in  the  factory. This is with the objective of treating it as plant for the purpose 

of computing depreciation. (4 Marks April ’19 & Oct ‘20) 

Answer 6 

Tax Planning / Tax Management / Tax Evasion 

 Answer Reason 

(i) Tax planning Depositing money in PPF and claiming deduction under section 80C is as 

  per the provisions of law. Hence, it is a legitimate tax planning measure 
which enables her to reduce her tax liability by claiming a deduction 
permissible under the Income-tax Act, 1961. 

(iii) Tax evasion An air conditioner fitted at the  residence  of a  director  as  per  the  terms 

of his appointment would be  a  furniture  qualifying  for  depreciation@10%, 

whereas an air conditioner  fitted  in  a factory would be a plant qualifying 

for a higher depreciation@15%.  The  wrong treatment unjustifiably 

increases the amount of depreciation and consequently, reduces profit and 

consequent tax liability. Treatment of air-conditioner fitted at the residence  

of  a  director  as  a  plant  fitted  at the factory would tantamount to 

furnishing of false particulars with an attempt to evade tax. 

Question 7 

Examine whether the following acts can be considered as (i) Tax planning; or (ii)  Tax  

management; or (iii) Tax evasion. Give brief reasons for your answer. 

(I) Miss Kavita, a resident, deposits `1,50,000 in PPF account so as to reduce her total income 

from ` 6,30,000 to ` 4,80,000. 

(II) A company installed an air-conditioner costing ` 55,000 at the residence of a director as per 

terms of his appointment but treats it as fitted in quality control section in the factory. This 

is with the objective of treating it as plant for the purpose of computing depreciation. (4 

Marks Nov 21) 

Answer 7 

Tax Planning / Tax Management / Tax Evasion 
 

 Answer Reason 

(i) Tax planning Depositing money in PPF and claiming deduction under section 80C is as per 

the provisions of law. Hence, it is a legitimate tax planning measure which 

enables her to reduce her tax liability by claiming a deduction permissible 

under the Income-tax Act, 1961. 

(ii) Tax evasion An air conditioner fitted at the residence of  a  director as  per the  terms 

of his appointment would be a furniture qualifying  for  depreciation@10%, 

whereas an air conditioner fitted in a factory would be a plant qualifying 

for a higher depreciation@15%. The wrong treatment unjustifiably 

increases the amount of depreciation and consequently, reduces profit 

and consequent tax liability. Treatment of air-conditioner fitted at the 

residence of  a  director as  a plant fitted at  the factory would tantamount 

to furnishing of false particulars with an attempt to evade tax. 
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Chapter 13  

Deduction, Collection & Recovery of Tax 

Question 1 

(i) Purchase commission of ` 25,000 was paid to Mr.  Kashi, an agent, on 11th  August, 

2017 by   Mac Ltd. towards purchase made from him without deducting tax at source. 

Later on, a further commission of ` 55,000 was due to him on 31st January, 2018 from 

which tax of ` 4,000 was deducted at source. The tax so deducted was deposited on 25 

th August, 2018. Compute the amount of interest chargeable  under section 201(1A).

 (4 Marks March ‘18) 
(ii) ABC Ltd. failed to deduct tax at source under section 194J in respect of fees for 

professional services paid by it. The Assessing Officer levied penalty under section 

271C for failure to deduct tax at source. In addition, the Assessing Officer also levied 

penalty under section 272A(2)(c) for failure to furnish return under section 206 and 

under section 272A(2)(g) for failure to  furnish certificate of  tax deducted at source 

as per the requirement of section 203.  Is the action of the Assessing Officer correct 

in law? (4 Marks March ‘18) 

(iii) Examine the applicability of the provisions relating to deduction of tax at source in the 

following transactions: 

I. On 15.5.2017, 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 books of accounts on 31.10.2017 under the contract dated 25th September, 

2017, towards manufacturing a product according to specification of X Ltd. by 

using materials purchased from X Ltd. 

III. A notified infrastructure debt fund eligible for exemption under section 10(47) of 

the Income-tax Act, 1961 pays interest of ` 6.5 lakhs to a company incorporated 

in UK. The UK Company incurred expenditure of ` 20,000 for earning such 

interest. (6 Marks March ‘18) 

 Answer 1 

(i) In this  case, tax is deductible@5% (as per amendment 3.75%)   under section 194H in  respect 

of  purchase commission  since the same exceeds the threshold limit of ` 15,000 for non-

deduction of tax at source thereunder. Tax has to be deducted at the time of credit of such 

commission to the account    of Mr. Kashi or at the time of payment of such commission, 

whichever is earlier. Tax of ` 1,250 (5% of ` 25,000) was deductible on 11.8.2017 but actually 

deducted on 31.01.2018. 

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 194-H has been reduced to 3.75%. 

 

Tax of ` 3,000 [3.75% of ` 80,000 (i.e., ` 25,000 + ` 55,000)] deducted on 31.01.2018 was paid 
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only on 25.8.2018. Since, there has been a delay in deduction and deposit of tax, interest 

under section 201(1A) is attracted. 

As per the provisions of section 201(1A), if a person who is liable to deduct tax at source fails 

to deduct tax at source or after deducting such tax, fails to pay the tax as required by the Act, 

then he is liable to pay interest as follows – 

(i) 1% for every month or part of month on the amount of such tax from the date on which 

such tax was deductible to the date on which such tax is actually deducted. 

(ii) 1½% for every month or part of month on the amount of such tax from the date on 

which such tax was deducted to the date on which tax is actually paid. 

Therefore, in the given case, interest under section 201(1A) would be computed as 

follows – 

 ` 

1% on tax deductible but not deducted i.e., 1% on ` 1,250 for 6 months 75 

1½% on tax deducted but not deposited i.e. 1½% on ` 4,000 for 7 months 420 

Interest chargeable under section 201(1A) 495 

(ii) This issue came up before the High Court of Allahabad in CIT-II, Lucknow vs. Sahara 

India Financial Corporation Ltd. (2007) 158 Taxman 0435. The High Court held that the 

provisions  of sections 203 and 206 would be applicable only if tax has been deducted 

at source by the person concerned and he commits default in complying with any of 

the provisions of section 203 or 206. However, in a case where no tax has been 

deducted at source, the aforesaid provisions would not be attracted. For failure of the 

assessee in deducting tax at source, penalty can be imposed upon him under section 

271C. Once a person concerned has been subjected to a penalty under section 271C 

for not deducting tax at source, there would not arise any occasion for levying penalty 

under section 272A(2)(c) and 272A(2)(g) for non- 

compliance of the provisions of sections 206 and 203. In other words, in case the tax has 

not been deducted at source, the question of issuing the certificate of tax deducted 

under section 203 and that of filing of return under section 206 would not arise at all. 

Therefore, the question of imposing penalty for violation of the provisions of section 203 

and 206 would also not arise. 

Therefore, the action of the Assessing Officer imposing penalty under sections 

272A(2)(c)  and 272A(2)(g) in a case where tax has not been deducted at source is not 

correct in law. 

(iii)  

I. Section 194H requires deduction of tax at source @5% (as per amendment 3.75%)   

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 5%(as per 
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amendment 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 @ 2%(as per amendment 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. 

III. As per section 194LB, tax would be  deductible @5% (as per amendment 3.75%)    

on gross interest paid/credited by  a notified infrastructure debt fund, eligible for 

exemption under section 10(47), to a foreign company. 

In this case, since the payment is made to a foreign company, education cess @2% 

and secondary higher education cess @1% have to be added to the applicable rate 

of TDS. Therefore, the tax is deductible under section 194LB @5% (as per 

amendment 3.75%)   plus education cess @2% and secondary higher education 

cess @1% on the amount of interest paid by the fund. 

Question 2 

Triple Line Ltd. paid Rs. 10 lakhs to a lawyer on 01-08-2017 for the professional services rendered 

by  him  to  the  company,  without  deducting  tax  at  source.  Again,  another   payment   of  Rs.  

5 lakhs was due on 31-12-2017. The company deducted tax at source before making payment on 31-

12-2017 for the entire amount of Rs. 15 lakhs. 

The tax deducted at source was, however, remitted by the company on 28th March, 2018. 

Compute the interest chargeable under section 201(1A) of the Income-tax Act, 1961. (3 Marks 

April 18) 

Answer 2 

Computation of interest chargeable under section 201(1A) 

As per the provisions of section 201(1A), if a person who is liable to deduct tax at source fails   to 

deduct tax at source or after deducting such tax, fails to pay the tax as required by or under the Act, 

then he is liable to pay simple interest as follows – 

- @ 1% for every month or part of month on the amount of such tax from the date on which 

such tax was deductible to the date on which such tax is actually deducted; and 

- @ 1½% for every month or part of month on the amount of such tax from the date on which 

such tax was deducted to the date on which tax is actually paid. 

In this case, tax is deductible@10% under section 194J in respect of fees for professional services. 

Tax of Rs. 1 lakh (10% of Rs. 10 lakh) was deductible on 1.8.2017 but actually deducted on 

31.12.2017. Tax of Rs. 1.50 lakhs [10% of Rs. 15 lakh (i.e., Rs. 10 lakh + Rs. 5 lakh)] deducted on 

31.12.2017 was paid only on 28.3.2018. Since there has been a delay in deduction and deposit of 

tax, interest under section 201(1A) is attracted. 

Therefore, in the given case, interest under section 201(1A) would be computed as under: 
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Particulars Rs. 

1% on tax deductible but not deducted i.e., 1% on Rs. 1,00,000 for 

5 months (from 01.08.2017 to 31.12.2017) 

5,000 

1½% on tax deducted but not deposited i.e., 1½% on Rs. 1,50,000 for 

3 months (from 31.12.2017 to 28.03.2018) 

6,750 

Total interest payable under section 201(1A) 11,750 

Question 3 

Aashiana Hospitals Pvt. Ltd., has recently been accorded recognition by several insurance 

companies to admit and treat patients on cashless hospitalization basis. Payment to the  

assessee hospital will be made by Third Party Administrators (TPA) who will process the claims 

of the patients admitted and make payments to the various hospitals including the  assessee. All 

TPAs are corporate entities. The assessee wants to know whether the TPAs are bound to deduct 

tax at source under section 194J or under section 194C? Examine. (4 Marks April 18) 

Answer 3 

This issue has been clarified by the CBDT Circular No.8/2009 dated 24.11.2009. As per provisions 

of section 194J(1), any person, who is responsible for paying to a resident any sum by way of fees 

for professional services, shall, at the time of credit of such sum to the account of the payee or at 

the time of payment thereof in cash or by issue of a cheque or draft or by  any other mode, 

whichever is earlier, deduct an amount equal to 10% of such sum as TDS. 

Further, as per clause (a) of Explanation to section 194J “professional services” includes services 

rendered by a person in the course of carrying on medical profession. 

The services rendered by hospitals to various patients are primarily medical services and, therefore, 

the provisions of section 194J are applicable on payments made by TPAs to hospitals etc. Further, 

for invoking provisions of section 194J, there is no stipulation that the professional services have to 

be necessarily rendered to the person who makes payment to hospital. Therefore, TPAs who are 

making payment on behalf of insurance companies to hospitals for settlement of medical/ insurance 

claims etc. under various schemes including Cashless Schemes are liable to deduct tax at source 

under section194J on all such payments to hospitals etc. 

In view of the above, all such transactions between TPAs and hospitals would fall within the ambit 

of provisions of section 194J. 

 

Question 4 

Mr. Varun has been running a sole proprietary business whose accounts are audited under 

section 44AB with turnover of Rs. 202 lakhs for the A.Y. 2017-18. He pays a monthly rent of Rs. 

10,000 for the office premises to Mr. Shubham, the owner of building and an individual. 

Besides, he also pays service charges of Rs. 6,000 per month to Mr. Shubham towards the use 

of furniture, fixtures and vacant land appurtenant thereto. Examine the liability for tax 

deduction at source of Mr. Varun in respect of rent and service charges paid during the previous 

year 2017-18. (3 Marks April 18) 

Answer 4 

Where the payer is an individual or HUF whose turnover for the preceding previous year exceeds 

the monetary limits specified in clause (a) of section 44AB, he has to deduct tax at source.  

 

As per amendment- 
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The above provisions (applicable in the case of an individual / HUF) have been amended. With 

effect from April 1, 2020, tax shall be deducted under section 194A by an individual/HUF if his 

total sales, turnover or gross receipts from the business or profession carried on by him exceed 

Rs. 1 crore in the case of business (or Rs. 50 lakhs in the case of profession) during the financial 

year immediately preceding the financial year in which the income is to be credited or paid. 

 

Since the turnover of Mr. Varun was Rs. 202 lakhs  for the A.Y.2017-18, he is  liable  to deduct 

tax at source under section 194-I in respect of rental payments during the financial year 2017-

18. 

Accordingly, Mr. Varun is liable to deduct tax at source under section 194-I on the rental 

payments made. Section 194-I provides that rent includes any payment, by whatever name 

called, for the use of land or building together with furniture, fittings etc. Therefore, in the  given 

case, apart from monthly rent of Rs. 10,000 p.m will attract TDS under sec 194-I(b)., service 

charge  of Rs. 6,000 p.m. for use of furniture and fixtures would also attract TDS under section 

194 -I(a). Since the aggregate rental payments to Mr. Shubham during the financial year  2017-

18 exceeds  Rs.  1,80,000, Mr. Varun is liable to deduct tax  at  source @10% (as per amendment 

7.5%)  under section  194-I(b) and @2% (as per amendment 1.5%) under section 194-I(a) from  

rent  paid  to  Mr. Shubham. 

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 194-I(b) has been reduced to 7.5% & 194-I(a) to 1.5%. 

 

 

Question 5 

Shiv is working with TP Ltd. He is entitled to a salary of Rs. 45,000 per month w.e.f. 1.4.2017. He 

has a house property which is self-occupied. He paid an interest of Rs. 80,000 on loan, during the 

previous year 2017-18. The loan was taken for construction of house. He has notified his employer 

TP Ltd. that there will be a loss of Rs. 80,000 in respect of this house property for financial year 

ended 31.3.2018. Examine and compute the liability for deduction of tax at source in the hands of 

TP Ltd., if any. (4 Marks April 18) 

Answer 5 

Section 192 provides that tax is required to be deducted on the payment made as salaries. Tax 

is to be deducted on the estimated income at the average of income tax computed on the basis 

of the rates in force for the financial year in which payment is made. 

The employee may declare details of his other incomes (including loss under the head “Income 

from house property” but not any other loss) to his employer. In this case, since Mr. Shiv has notified his 

employer TP Ltd. of loss from self-occupied house property, the employer has to take the same 

into consideration for deduction of tax at source. 

Therefore, TP Ltd. is required to deduct tax at source on the salary of Rs. 45,000 per month paid 

to Mr. Shiv, in the following manner: 

Particulars Amount in 

Rs. 

Income under the head salaries (45,000 x 12) 5,40,000 
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Income under the head “house property”  (80,000) 

Gross total income 4,60,000 

Less: Deduction under Chapter VI-A   Nil 

Total Income 4,60,000 

Tax@5% on Rs. 2,10,000, being the amount arrived at after 

reducing the basic exemption limit of Rs. 2,50,000 from Rs. 

4,60,000 

 

10,500 

Add: Education cess@2% and secondary and higher education 

cess@1% (as per amendment 4%) 

 

  420 

Tax to be deducted at source 10,920 

Question 6 

 Prime  (P) Ltd., an  Indian company  established  in  the year 2010, reports  total income  of   Rs. 

15 lakh for the previous year ended 31st March, 2018. 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: 

Date of payment Advance tax paid (Rs.) 

13-06-2017 38,000 

15-09-2017 73,000 

12-12-2017 92,000 

14-03-2018 77,000 

The company filed its return of income for the A.Y. 2018-19 on 22rd October, 2018. 

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. 

Note – Turnover of Prime (P) Ltd. for P.Y. 2015-16 was Rs. 55 crore. (8 Marks Aug ‘18) 

Answer 6 

Interest under section 234A: Since the return of income has been furnished by Prime (P) Ltd. on 

22nd October, 2018 i.e., 22 days after the due date for filing return of income (30.9.2018), 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 30.9%)(as per amendment 31.2%) 
(Since turnover of P.Y. 2015- 

4,68,000 

16 > Rs. 50 crore)  

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 



 

 

Chapter 13 Deduction, Collection & Recovery of Tax 

13.7 

234B. 

Computation of assessed tax Rs. 

Tax on total income (Rs. 15,00,000 x 30.9%) 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 Prime (P) Ltd. (Rs. 2,80,000) is more than 90% of the 

assessed tax (Rs. 2,75,310), it is not liable to pay interest under section 234B. 

Interest under section 234C 

Particulars Rs. 

Tax on total income (Rs. 15,00,000 x 30.9%) (as per amendment 

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.) 

15.6.2017 38,000 15% 12% 37,248 - Nil (See Note 

below) 

15.9.2017 1,11,000 45% 36% 1,11,744 - 700 x 1% x 3 

months= 

21 

15.12.2017 2,03,000 75% 75% 2,32,800 26,425 29,800 x 1% x 

3 months = 

894 

15.3.2018 2,80,000 100% 100% 3,10,400 25,900 30,400 x 1% 

= 304 

Interest payable under section 234C (Nil + Nil + Rs. 792 + Rs. 259) Rs. 1,219 

Note: Since the advance tax paid by Prime (P) Ltd. on 13th June, 2017 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. 

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 31.12.2018. 

Question 7 
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Examine the applicability of the provisions relating to deduction of tax at source in the 

following transactions: 

I. Mr. Shivam, a resident, is due to receive Rs. 4.50 lakhs on 31.3.2018, towards maturity 

proceeds of LIC policy taken on 1.4.2015, for which the sum assured is Rs. 4 lakhs and 

the annual premium is Rs. 1,25,000. 

II. On 1.6.2017, Mr. Sahil made three nine month fixed deposits of Rs. 1 lakh each carrying 

interest@9% with Shatabadi Puram Branch, Adarsh Nagar Branch and Gayatri Vihar 

Branch of PQR Bank, a bank which has adopted CBS. The fixed deposits mature on 

28.2.2018. 

III. Champion India Club, a renowned hockey club, has engaged Shaurya Mishra, a resident 

in India, as its coach at a remuneration of Rs. 6 lacs per annum. (6 Marks Aug ‘18) 

Answer 7 

I. Since the annual premium exceeds 10% of sum assured in respect of a policy taken after 

31.3.2012, the maturity proceeds of Rs. 4.50 lakhs are not exempt under section 10(10D) in 

the hands of Mr. Shivam. Therefore, tax is required to be deducted@5%( as per amendment 

3.75%) under section 194DA on the maturity proceeds of Rs. 4.50 lakhs payable to Mr. 

Shivam. 

II. PQR Bank has to deduct tax at source@10% under section 194A (as per amendment 7.5%), 

since the aggregate interest on fixed deposit with the three branches of the bank is Rs. 20,250 

[1,00,000 × 3 × 9% × 9/12], which exceeds the threshold limit of Rs. 10,000. Since PQR Bank 

has adopted CBS, the aggregate interest credited/paid by all branches has to be considered. 

Since the aggregate  interest  of  Rs.  20,250  exceeds  the  threshold  limit  of  Rs. 10,000, tax 

has to be deducted@10%  (as per amendment 7.5%)under section 194A. 

III. 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 Rs. 30,000 in a financial year. 

As per Explanation (a) to section 194J, professional services includes services rendered by a 

person in the course of carrying on such other profession as is notified by the CBDT for the 

purposes of section 194J. 

Accordingly, the CBDT has, vide Notification No.88 dated 21.8.2008, in exercise of the powers 

conferred by clause (a) of the Explanation to section 194J notified the services rendered by 

coaches and trainers in relation to the sports activities as professional services for the 

purposes of section 194J. 

Therefore, the club is liable to deduct tax at source under section 194J from the remuneration 

payable to the Coach, Shaurya Mishra. 

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: 

 

 

Question 8 

In respect of the taxes due from a private limited company, which could not be recovered 

from it, the Tax Recovery Officer attached the properties of an erstwhile director for recovery 
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thereof. It was contended by the director that a notice under section 156 had not been served 

on him and therefore, the proceedings for recovery were not valid. What is the correct legal 

position? (5 Marks Aug ‘18) 

Answer 8 

(i) The liability of a director of a private limited company for arrears due from the company is 

provided in section 179. There is no necessity to issue a notice to a director, because the 

position of a person on whom liability is fastened is equated to that of an ‘assessee’ in default. 
For the purpose of section 220(4), the person held liable under section 179 would be deemed 

to be an assessee-in-default. This may be contrasted with the arrears of a partnership firm 

which may be recovered from the erstwhile partners only after issue of a notice under section 

156 and a default is committed by them. 

Under section 179, every person who was a director of a private limited company at any time 

during the relevant previous year shall be jointly and severally liable for the payment of taxes 

which cannot be recovered from the company, unless he proves that the non-recovery cannot 

be attributed to any gross negligence, misfeasance or breach of duty on his part in relation to 

the affairs of the company. 

(ii) TRI Bank credited Rs. 73,50,000 towards interest on the deposits in a separate account for 

macro-monitoring purposes by using Core-branch Banking Solutions (CBS) software. No tax 

was deducted at source in respect of interest on deposits so credited even where the interest 

in respect of some depositors exceeded the limit of Rs. 10,000. 

 

Question 9 

The Assessing Officer disallowed 30% of interest expenditure, where the interest on time 

deposits credited exceeded the limit of Rs. 10,000 and also levied penalty under section 271C. 

Decide the correctness of action of the Assessing Officer. (4 Marks Oct ‘18) 

Answer 9 

 The Explanation below section 194A(1) provides that where any income by way of interest 

other than interest on securities is credited to any account, whether called ‘interest payable 
account’ or ‘suspense account’ or by any other name, in the books of account of the person 
liable to pay such income, such crediting shall be deemed to be credit of such income to the 

account of the payee and provisions of section 194A, shall, thus, apply. 

However, the CBDT has, vide Circular No.3/2010 dated 2.3.2010, clarified that Explanation to 

section 194A will not apply in cases of banks where credit is made to provisioning account on 

daily/monthly basis for the purpose of macro monitoring only by the use of CBS software. 

Since no constructive credit to the depositor's / payee's account takes place while calculating 

interest on daily / monthly basis in the CBS software used by banks, tax need not be deducted 

at source on such provisioning of interest by banks for the purposes of macro monitoring only. 

In such cases, tax shall be deducted at source on accrual of interest at the end of the financial 

year or at periodic intervals as per practice of the bank or as per the depositor's or payee’s 
requirement or on maturity or on encashment of time deposit, whichever event takes place 

earlier and wherever the aggregate amount of interest income credited or paid or likely to be 

credited or paid during the financial year by the bank exceeds the limits specified in section 

194A i.e., Rs. 10,000. 

In view of the above, the action of the Assessing Officer in disallowing the interest expenditure 
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credited in a separate account for macro monitoring purpose is not valid and consequent 

initiation of penalty proceedings under section 271C is not tenable in law. 

 

Question 10 

Discuss the following issues in the context of the provisions of the Income-tax Act, 1961, with 

specific reference to clarification given by the Central Board of Direct Taxes - 

(I) Star TV, a television channel, made payment of Rs. 50 lakhs to a production house for 

production of programme for telecasting as per the specifications given by the 

channel. The copyright of the programme is also transferred to Star TV. Would such 

payment be liable for tax deduction at source under section 194C? Discuss. 

Also, examine whether the provisions of tax deduction at source under section 194C 

would be attracted if the payment was made by Star TV for acquisition of telecasting 

rights of the content already produced by the production house. 

(II) Shipra Ltd., an advertising company, has retained a sum of Rs. 15 lakhs, towards 

charges for procuring and canvassing advertisements, from payment of Rs. 1 crore due 

to Sky TV, a television channel, and remitted the balance amount of Rs. 85 lakhs to the 

television channel. Would the provisions of tax deduction at source under section 

194H be attracted on the sum of Rs. 15 lakhs retained by the advertising company? (8 

Marks Oct ‘18) 

Answer 10 

(I) In this case, since the programme is produced by the production house as per the 

specifications given by Star TV, a television channel, and the copyright is also transferred 

to the television channel, the same falls within the scope of definition of the term ‘work’ 
under section 194C. Therefore, the payment of Rs. 50 lakhs made by Star TV to the 

production house would be subject to tax deduction at source under section 194C. 

If, however, the payment was made by Star TV for acquisition of telecasting rights of the 

content already produced by the production house, there is no contract for ‘’carrying out 
any work”, as required in section 194C(1). Therefore, such payment would not be liable 
for tax deduction at source under section 194C. 

(II) The issue of whether fees/charges taken or retained by advertising companies from media 

companies for canvasing/booking advertisements (typically 15% of the billing) is 

'commission' or 'discount' to attract the provisions of tax deduction at source has been 

clarified by the CBDT vide its Circular No.5/2016 dated 29.2.2016. 

The relationship between the media company and the advertising agency is that of a 

'principal-to-principal' and, therefore, not liable for TDS under section 194H. In view of 

the same, the CBDT has clarified that no liability to deduct tax is attracted on payments 

made by television channels to the advertising agency for booking or procuring of or 

canvassing for advertisements. 

Accordingly, in view of the clarification given by CBDT, no tax is deductible at source on 

the amount of Rs. 15 lakhs retained by Shipra Ltd., the advertising company, from 

payment due to Sky TV, a television channel. 

 

Question 11 
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PQR Ltd. took on sub-lease a building from Ms. Sara with effect from 1.7.2018 on a rent of 

Rs.20,000 per month. It also took on hire machinery from Ms. Sara with effect from 1.10.2018 

on hire charges of Rs.15,000 per month. PQR Ltd. entered into two separate agreements with 

Ms. Sara for sub-lease of building and hiring of machinery. Which of the following statements 

are correct with reference to PQR Ltd.'s liability to deduct tax at source, assuming that one-

month's rent was received as security deposit, which is refundable at the end of the lease 

period? 

(a) No tax needs to be deducted at source since rent for building does not exceed Rs.1,80,000 

p.a. and rent for machinery also does not exceed Rs.1,80,000 p.a. Security deposit 

refundable at the end of the lease term is not rent for the purpose of TDS 

(b) Tax has to be deducted@10% on rent of Rs.2,00,000 (including security deposit) for 

building, but no tax needs to be deducted on rent for machinery (including security 

deposit), since the same does not exceed Rs.1,80,000. 

(c) Tax has to be deducted@10% on Rs.2,00,000 and @2% on Rs.1,05,000 (i.e. rent including 

security deposit) 

(d) Tax has to be deducted@10% on Rs.1,80,000 and @2% on Rs.90,000. Security deposit 

refundable at the end of the lease period is not rent. (2 Marks March ’19) 

Answer 11 

The Answer is (d) 

 

Question 12 

Mr. X acquired a house property at Delhi from Mr. Y, a resident, for a consideration of Rs.85 

lakhs, on 21.7.2018. On the same day, Mr. X made two separate transactions, thereby acquiring 

an urban plot in Gwalior from Mr. C for a sum of Rs.50,00,000 and rural agricultural land from 

Mr. D for a consideration of Rs.60 lakhs. Which of the following statements are correct? 

(a) No tax deduction at source is required in respect of any of the three payments.  

(b) TDS@1% (as per amendment 0.75%)  is attracted on all the three payments. 

(c) TDS@1% (as per amendment 0.75%) on Rs.85 lakhs and Rs.50,00,000 are attracted. No TDS 

on payment of Rs.60,00,000 for acquisition of rural agricultural land 

(d) TDS@1% (as per amendment 0.75%) on Rs.85 lakhs is attracted. No TDS on payments of 

Rs.50,00,000 and Rs.60,00,000. 

(2 Marks March ’19) 

Answer 12 

The Answer is (c) 

Question 13 

Interest income earned by a non-resident during the P.Y. 2018-19 on bonds, issued by ABC Ltd., 

an Indian company, under a scheme notified by the Central Government, which were purchased 

by him in convertible foreign currency, is – 

(a) Taxable @10% (as per amendment 7.5%) 

(b) Taxable @15% 

(c) Taxable @20% 
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(d) Not taxable (1 Mark March ’19)  

Answer 13 

The Answer is (a) 

 

Question 14 

A Ltd., an Indian company, has a wholly owned subsidiary in Sri Lanka, and it extends corporate 

guarantee to the said non-resident subsidiary. If the amount guaranteed is Rs.190 crore, the 

Assessing Officer has to accept the guarantee fee declared by A Ltd. for F.Y.2018 -19, if the 

guarantee fee declared is – 

(a) Rs.95 lakhs 

(b) Rs.1 crore 

(c) Rs.1.9 crore 

(d) Either (a) or (b) (1 Mark March ’19) 

Answer 14 

The Answer is (c) 

 

Question 15 

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 lac paid on 18.7.2018 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) Amit, a part time director of ABC 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 .4.2018 to 30.6.2018. 

(4 Marks March ’19) 

Answer 15 

I. Section 194D requires deduction of tax at source@5% (as per amendment 3.5%) 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. 

II. Section 194J provides for deduction of tax at source @10%(as per amendment 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 
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section 192. 

Hence, tax is to be deducted at source under section 194J @10% by ABC Pvt. Ltd. on the 

commission of Rs.3,10,000 paid to Amit, a part-time director. The tax deductible under 

section 194J would be Rs.31,000, being 10% of Rs.3,10,000. 

 

Question 16 

Mr. Anish’s, aged 40 years, total income comprises of long -term capital gains on sale of 

land Rs.5 lakhs; short-term capital gains on sale of STT paid listed equity shares Rs.3 

lakhs; income from lottery Rs.2 lakh and savings bank interest Rs.50,000. He invests 

Rs.1.50 lakhs in PPF. His ta x liability for A.Y.2019-20 is – 

(a)    Rs.2,13,200 

(b)    Rs.2,11,150 

(c )    Rs.1,61,200 

(d)   Rs.1,59,650 (2 Marks April ‘19) 

Answer 16 

The Answer is (c) 

 

Question 18 

An amount of Rs.80,000 was paid to Mr. Himesh on 01 -07-2018 towards fees for 

professional services without deduction of tax at source. Subsequently, another pay m 

ent of Rs .50,000 w a s due to Mr. Himesh on 28-02-2019, from which tax @ 10% 

(amended to 7.5%) (amounting to Rs.9,750) on the entire amount of Rs.1,30,000 was 

deducted. However, this tax of Rs.13,000 was deposited only o n 23 - 07-2019. Compute 

the amount of interest chargeable under section 201(1A). 

(a) Rs.975 

(b) Rs.1,610 

(c) Rs.1,690 

(d)   Rs.1,615 (1211.25) (2 Marks April ‘19) 

Answer 18 

The Answer is (d) 

Question 19 

Mr. A, non-resident aged 65 years, has income under the following heads for P.Y.2018 -19; 

 Interest income taxable under “Income from other sources” 

 Income from Capital Gains 

His estimated tax liability is Rs.1,05,575. Tax of Rs.20,000 was deducted on interest income. 

Mr. A has not paid any advance tax during P.Y. 2018-19. Calculate the amount of interest 

payable u/s 234B, if applicable, assuming he file his return of income on 15.07.2019 

(a) Interest u/s 234B is not applicable 

(b) Rs.3,420 
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(c ) Rs.4,264 

(d)   Rs.5,130 (2 Marks April ‘19) 

Answer 19 

The Answer is (b) 

 

Question 20 

While calculating advance tax liability for PQR Ltd. for A.Y. 2019 -20 , which o f the 

following is immaterial – 

a. Turnover of the preceding previous year 2016-17 

b. Losses declared in return, if any in the preceding previous year 2017-18 

c. Dividend declared in the preceding previous year 2017-18 

d. Deduction under Chapter  VI-A for the current year (1 Mark April ‘19) 

Answer 20 

The Answer is (c) 

 

Question 21 

Examine the liability for tax deduction at source in the following cases for the  assessment year 

2019-20: 

(i) An Indian company pays gross salary including allowances and monetary  perquisites 

amounting to Rs.9,20,000 to its General Manager. Besides, the company provides 

non-monetary perquisites to him whose value is estimated at Rs.1,40,000. 

(ii) Mr. Aryan, a resident, acquired a house property at  Chennai  from  Mr. Josh  for  a 

consideration of Rs.85 lakhs, on 21.7.2018. On the same day, Mr. Aryan made two 

separate transactions, thereby acquiring an urban plot in Mumbai from Mr. Akash 

for a sum of Rs.49,00,000 and rural agricultural land from Mr.  Dhanush  for  a  

consideration  of  Rs.55  lakhs. 

(iii) A notified infrastructure debt fund eligible for exemption under section  10(47)  of  

the  Income-tax Act, 1961 pays interest of Rs.6 lakhs to a company incorporated in 

Canada. The Canadian Company incurred expenditure of Rs.15,000 for  earning  such  

interest. The fund also pays interest of Rs.2.5 lakhs to Mr. A, who is a resident of a 

notified jurisdictional area. 

(iv) Fly Ltd. has paid amount of Rs.18  lacs  during  the  year  ended  31-3-2019  to  Airports 

Authority of  India  towards landing  and parking charges. (8 Marks April ‘19) 

A 

nswer 21 

  Rs. 

Gross  salary, allowances  and monetary perquisites  9,20,000 

Non-Monetary perquisites  1,40,000          

10,60,000 
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 Less: Standard deduction  under section 16(ia)                    40,000 

10,20,000 

Tax Liability                            1,23,240 

Average  rate  of  tax (Rs.1,23,240 / Rs.10,20,000 × 100) 12.08% 

The company can deduct Rs.1,23,240 at source from the salary of the General Manager. 

Alternatively, the company can pay tax on non-monetary perquisites as under – 

Tax on non-monetary perquisites = 12.08% of Rs.1,40,000 = Rs.16,912  

Balance to be deducted from salary = Rs.1,06,328 

If   the   company  pays   tax  of  Rs.16,912   on  non-monetary  perquisites,  the  same  is  not  
a deductible   expenditure   as   per   section   40(a).   The   amount   of   tax   paid   towards 
non- monetary perquisite by the employer,  however,  is  not  chargeable  to  tax  in  the  
hands  of  the employee as per section 10(10CC). 

(ii) Since the consideration  for  transfer  of  house  property  at  Chennai  exceeds  Rs.50  

lakhs, Mr. Aryan, being the transferee, is required to deduct  tax  @1% (as per 

amendment 0.75% ) under  section  194 -IA  on Rs.85 lakhs, being the amount of 

consideration for transfer of property. 

Mr. Aryan is not required to deduct tax as  source  under  section  194-IA  from  the 

consideration of Rs.49,00,000 paid to Mr. Akash for transfer of urban plot, since the 

consideration is less than Rs.50 lakhs. 

Mr. Aryan is also not required to deduct tax at source under section 194-IA from the 

consideration of Rs.55 lakhs paid to Mr. Dhanush  for transfer of rural  agricultural  land, 

since the same is specifically excluded from the  scope of immovable  property for  the  

purpose  of tax deduction under section 194-IA. 

(iii) 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 

foreign company. 

In the first case, since the payment is  to  a  foreign  company,  health  and  education  

cess @4% has to be added to the applicable rate of TDS. Therefore, the tax deductible  

under section 194LB would be Rs.31,200 (i.e., 5.20% of Rs.6 lakhs). 

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% (plus health and education cess@4%) under section 94A, even 

though  section 194LB provides for deduction of tax at a concessional rate of 5%. 

Therefore, the tax deductible in respect of payment of Rs.2.5 lakh to Mr. A, who is a 

resident of a notified jurisdictional area, would be Rs.78,000, being 31.2% of Rs.2,50,000. 

(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  

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%(as per amendment 1.5%) under section 194C by the airline 

company, Fly Ltd.,  on payment of Rs.18  lacs made towards landing  and  parking  
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charges to  the  Airports  Authority  of India for the previous year 2018-19. 

 

Question 22 

Mr. Sidney Crosby, a foreign national hockey player (who is non-residents in India) participated 

in hockey tournaments in India and earned Rs.45  lakhs. He  also  contributed  an  article  

relating  to the sport of hockey in a sports magazine in India and earned  Rs.  10,000.  He  also  

earned  winnings from lotteries (net) of Rs. 69,100. 

With reference to the provisions of the Income-tax Act, 1961, you are required to – 

(i) Examine whether the above income are subject to deduction of tax at source. 

(ii) Decide whether it is necessary for him to file his return of income for A.Y.2019-20. (3 

Marks April ‘19) 

Answer 22 

(i) Yes, the above income are subject to deduction of tax at source. 

Income referred to in section 115BBA (i.e., Participation in hockey tournaments in India 

and Contribution of an article relating to the sport of hockey in a sports  magazine  in  

India)  is subject to deduction of tax at source@20% under section 194E. 

Income referred to in section 115BB  (i.e.,  winnings  from  lotteries)  is subject to 

deduction of tax at source@30% under section 194B. 

Since Mr. Sidney Crosby is non-resident, the amount of tax to be deducted calculated at 

the prescribed rates mentioned above, would be increased by health and education 

cess@4%. 

(ii) Section 115BBA provides that if the total income of  the  non-resident  sportsman  or 

non-resident entertainer comprises of only income referred to in that section  and  tax  

deductible at source has been fully deducted, it shall not  be  necessary for  him  to  file  

his return of income. 

In this case, although Mr. Sidney Crosby is a non-resident sportsman, he has winnings 

from lotteries as well. Therefore, he cannot avail the benefit of exemption from filing of 

return of income as contained in section 115BBA. Hence, he has to file his return of 

income for A.Y.2019-20. 

 

Question 23 

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 23 
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The Answer is (c) 

 

Question 24 

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 24 

The Answer is (d) 

 

Question 25 

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 

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 25 

The Answer is (c) 

Question 26 

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 - 
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(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 26 

 The Answer is (c) 

 

Question 27 

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 27 

The Answer is (d) 

 

Question 28 

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 28 

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 
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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 29 

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 29 

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 

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 30 

6. 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) 
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(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 30 

The Answer is (a) 

 

Question 31 

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. 

(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 31 

(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 
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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 

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 
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6It was so held by the Supreme Court in CIT v. Kotak Securities Ltd (2016) 383 ITR 1 

 

Question 32 

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 32 

(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 

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 33 

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 
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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 33 

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 34 

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 

(d)  Rs. 2,00,000 (2 Marks March ‘21) 

Answer 34 

   The Answer is (c) 

Question 35 

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  
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 (b) Rs. 2,625 

(c)    Rs. 3,000 

(d)   Rs. 3,500 (2 Marks March ‘21) 

Answer 35 

   The Answer is (b) 

 

Question 36 

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 36 

(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. 

(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 37 

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 
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(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 37 

(b) 

 

Question 38 

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 38 

(b) 

 

Question 39 

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 39 

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  
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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 40 

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 

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 40 

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. 
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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 41 

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 41 

(b) 

 

Question 42 

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 

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 42 

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. 
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Question 42 

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 42 

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 

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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Income Tax Authorities 

Question 1 

Explain the circumstances under which the Assessing Officer can resort  to  provisional  

attachment of the property of the assessee. Also, state the period of time for which such 

attachment can take place. When can the Assessing Officer revoke provisional assessment  of 

property? Discuss. (5 Marks March ‘18) 

Answer 1 

As per the provisions of  section 281B, there can be  provisional  attachment to  protect the  

interest of Revenue if - 

(a) The proceeding for the assessment of any income or for the assessment or reassessment 

of any income which has escaped assessment should be pending. 

(b) Such attachment should be necessary for the purpose of protecting the interest of 

Revenue in the opinion of the Assessing Officer. 

(c) The previous approval of the Principal Chief Commissioner or Chief Commissioner, 

Principal Commissioner or Commissioner, Principal Director General or Director General 

or Principal Director or Director has been obtained by the Assessing Officer. 

(d) The Assessing Officer, may, by an order in writing attach provisionally any property 

belonging to the assessee in the manner provided in the Second Schedule. 

Such provisional attachment shall cease to have effect after the expiry of a period of six months 

from the date of order made under section 281B(1). However, the period can be extended by the 

Principal Chief Commissioner or Chief Commissioner, Principal Commissioner or Commissioner, 

Principal Director General or Director General or Principal Director or Director, as the case may 

be, for the reasons to be recorded in writing for a further period or periods as he thinks fit. The 

total period of extension in any case cannot exceed 2 years or 60 days after the date of order of 

assessment or reassessment, whichever is later. 

The Assessing Officer shall, by order in writing, revoke provisional attachment of a property made 

under section 281B(1) in a case where the assesse furnishes a guarantee from a scheduled bank, 

for an amount not less than the fair market value of such provisionally  attached property or for 

an amount which is sufficient to protect the interests of the revenue. 

 

Question 2 

An Assessing Officer entered a hotel run by a person, in respect of whom he exercises jurisdiction, 

at 8 p.m. for the purpose of collecting information, which may be useful for the purposes of the Act. 

The hotel is kept open for business every day between 9 a.m. and 9 p.m. The hotelier claims that 

the Assessing Officer could not enter the hotel after sunset. 

The Assessing Officer wants to take away with him the books of account kept at the hotel. 

Examine the validity of the claim made by the hotelier and the proposed action of the Assessing 

Officer with reference to the provisions of section 133B of the Income-tax Act, 1961. (4 Marks 

April 18) 
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Answer 2 

Section 133B(2) of the Income-tax Act, 1961 empowers an income-tax authority to enter any place 

of business during the hours at which such place is open for the conduct of business. The hotel is 

open from 9.00 a.m. to 9.00 p.m. for the conduct of business. The Assessing Officer entered the 

hotel at 8.00 p.m. which falls  within the  working hours.  The  claim made by the hotelier to the 

effect that the Assessing Officer could not enter the hotel after sunset is not in accordance with 

law. 

Section 133B(3) provides that an income tax authority acting under this section shall, on no 

account, remove or cause to be removed from the place wherein he has entered, any  books  of 

account. In view of this clear prohibition in section 133B(3), the proposed action of the Assessing 

Officer to take away with him the books of account kept at the hotel is not valid in law. 

 

Question 3 

Cash of Rs. 51 lacs was seized on 12.9.2017 in a search conducted as per section 132 of the  Act. 

The assessee moved an application on 27.10.2017 to release such cash after explaining the 

sources thereof, which was turned down by the department (not satisfied with the explanation 

given by the assessee). Can the department withhold the explained money? Examine. (4 Marks 

Aug ‘18) 

Answer 3 

The proviso to section 132B(1)(i) provides that where the person concerned makes an application 

to the Assessing Officer, within 30 days from the end of the month in which the asset was seized, 

for release of the asset and the nature and source of acquisition of the asset is explained to the 

satisfaction of the Assessing Officer, then, the Assessing Officer may, with the prior approval of the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, 

release the asset after recovering the existing liability under the Income-tax Act, 1961, etc. out of 

such asset. ‘Existing liability’, however, does not include advance tax payable. Such asset or portion 

thereof has to be released within 120 days from the date on which the last of the authorizations for 

search under section 132 was executed. 

In the present case, the Department can withhold the explained money, since the assessee’s 
application for release of the asset, explaining the sources thereof, was turned down by the 

Department due to the reason that it was not satisfied with the explanation given by the assessee 

as to the nature and source of acquisition of the asset, even though the application was made to 

the Assessing Officer within the 30 day period. 

 

Question 4 

A petition for stay of demand was filed before ITAT by XYZ Ltd. in respect of a disputed demand 

for which appeal was pending before it, on which stay was granted by the ITAT vide order dated 

1.1.2017. The bench could not function thereafter till 1.2.2018 and therefore, the disputed matter 

could not be disposed off. The Assessing Officer attached the bank account on 16.2.2018 and 

recovered the amount of Rs. 15 lacs against the arrear demand of Rs. 25 lacs. The assessee 

requested the Assessing Officer to refund back the amount as it holds stay over it. The Assessing 

Officer rejected the contention of the assessee. Now the assessee seeks your opinion.  (4 

Marks Oct ‘18) 
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Answer 4 

The Appellate Tribunal may, on merit, pass an order of stay in any proceedings relating to an 

appeal. However, such period of stay cannot exceed 180 days from the date of such order. The 

Appellate Tribunal has to dispose off the appeal within this period of stay. Where the appeal has 

not been disposed off within this period and the delay in disposing the appeal is not attributable 

to the assessee, the Appellate Tribunal can further extend the period of stay originally allowed. 

Section 254(2A) provides that the aggregate of the period originally allowed and the period or 

periods so extended or allowed shall not, in any case, exceed 365 days, even if the delay in 

disposing of the appeal is not attributable to the assessee. If the appeal is not disposed of within 

such period or periods, the order of stay shall stand vacated after the expiry of such period or 

periods. 

Accordingly, even if an appeal is not heard by the bench, say, due to the bench not functioning or 

due to the department seeking adjournment, the stay granted by the Appellate Tribunal shall 

stand vacated after the period of 365 days, inspite of the assessee having taken all steps to ensure 

speedy disposal of the appeal and having a good prima facie case. 

In the present case, the period of 365 days has expired on 31.12.2017, after which date the order 

of stay stands vacated. Accordingly, the recovery of Rs. 15 lacs against the arrear demand of Rs. 

25 lacs made by the Assessing Officer is in order. 

 

Question 5 

The Director General of Income Tax after getting the information that Mr. Mahesh is in possession 

of unaccounted cash of Rs. 50 lacs, issued orders by invoking powers vested in him as per section 

131(1A), for its seizure. Is the order for seizure of cash issued by the Director General of Income 

Tax correct? If not, does the Director General of Income Tax have any other power to seize such 

cash? (4 Marks Oct ‘18) 

Answer 5 

The powers under section 131(1A) deal with power of discovery and production of evidence. They 

do not confer the power of seizure of cash or any asset. The Director General, for the purposes 

of making an enquiry or investigation relating to any income concealed or likely to be concealed 

by any person or class of persons within his jurisdiction, shall be competent to exercise powers 

conferred under section 131(1), which confine to discovery and inspection, enforcing attendance, 

compelling the production of books of account and other documents and issuing commissions. 

Thus, the power of seizure of unaccounted cash is not one of the powers conferred on the Director 

General under section 131(1A). 

However, under section 132(1), the Director General has the power to authorize any Additional 

Director or Additional Commissioner or Joint Director or Joint Commissioner etc. to seize money 

found as a result of search [Clause (iii) of section 132(1)], if he has reason to believe that any person 

is in possession of any money which represents wholly or partly income which has not been 

disclosed [Clause (c) of section 132(1)]. Therefore, the proper course open to the Director General 

is to exercise his power under section 132(1) and authorize the Officers concerned to enter the 

premises where the cash is kept by Mr. Mahesh and seize such unaccounted cash 

Question 6 

An Assessing Officer entered a hotel run by a person, in respect of whom he exercises jurisdiction, 

at 8.30 p.m. for the purpose of collecting information, which may be useful for the purposes of 

the Act. The hotel is kept open for business every day between 8 a.m. and 10 p.m. As per the 
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provisions of section 133B, 

(a) The A.O. cannot enter the premises at 8.30 p.m. since it is after sunset 

(b) The A.O. can enter premises at 8.30 p.m. and take away books of account kept at the 

hotel after taking prior approval of the Principal Chief Commissioner or Chief 

Commissioner. 

(c) The A.O. can enter premises at 8.30 p.m. and take away books of account kept at the 

hotel after recording reasons for doing so. 

(d) The A.O. can enter premises at 8.30 p.m. but cannot take away books of account kept at 

the hotel. (1 Mark March ’19) 

Answer 6 

The Answer is (d) 

 

Question 7 

On 27th August, 2018, a search was conducted under section 132 in the business premises of Kabir. 

At that time, reassessment proceeding under section 147 for A.Y. 2015-16 and assessments under 

section 143(3) for A.Y. 2016-17 and A.Y. 2017-18 were pending before the Assessing Officer. 

(I) What are the assessment years for which notice can be issued for making post-

search assessment? 

(II) What would be the fate of pending assessments and reassessment? (4 Marks March ’19) 

Answer 7 

The notice under section 153A can be issued for six assessment years preceding the assessment 

year relevant to the previous year in which the search is conducted. In this case, the search is 

conducted in the previous year 2018-19, the relevant assessment year for which is A.Y.2019-20. 

Therefore, notice can be issued for the six preceding assessment years i.e. for assessment years 

2013-14 to 2018-19. 

Further, notice for assessment or reassessment can be issued by Assessing Officer for the relevant 

assessment year or years (i.e. for A.Y.2009 -10 to A.Y.2012-13) if the following conditions are 

satisfied: 

(a) The Assessing Officer has in his possession, books of account or other documents or 

evidence which reveal that the income, represented in the form of asset, which has escaped 

assessment amounts to or is likely to amount Rs. 50 lakhs or more in the relevant 

assessment year or in aggregate in the relevant assessment years. 

(b) The income so referred above has escaped assessment for such year or years; and 

(c) The search under section 132 is initiated or requisition under section 132A is made on or 

after 01.04.2017 (This condition is satisfied since the search has taken place in August, 

2018). 

Note - The expression "relevant assessment year" shall mean an assessment year preceding the 

assessment year relevant to the previous year in which search is conducted or requisition is made 

which falls beyond six assessment years but not later than ten assessment years from the end of 

the assessment year relevant to the previous year in which search is conducted or requisition is 

made. 

"Asset" shall include immovable property being land or building or both, shares and securities, 
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loans and advances, deposits in bank account. 

(ii) As per section 153A, the assessment or reassessment relating to any assessment year, falling 

within the above period of six assessment years and for the relevant assessment year or 

years, pending on the date of initiation of the search under section 132, shall abate. In other 

words, they will cease to be applicable. Therefore, the assessments under section 143(3) for 

assessment years 2016 -17 and 2017-18 and the reassessment proceeding under section 147 

for assessment year 2015 -16 shall abate. 

 

Question 8 

Explain  the  circumstances under  which  the  Assessing  Officer  can  resort  to  provisional 

attachment of the property of the assessee. Also, state the period of  time  for  which  such  

attachment can take place. (4 Marks April ‘19) 

Answer 8 

As per the provisions of section 281B, there  can  be  provisional attachment of property in a case, 

where - 

(i) The proceeding for the assessment of any income or for the assessment or 

reassessment of any income which has escaped assessment is pending. 

(ii) Such attachment is necessary for the purpose of protecting the interest of Revenue in 

the opinion of the Assessing Officer. 

(iii) The previous approval of the  Principal  Chief  Commissioner  or  Chief  Com missioner, 

Principal Commissioner or Commissioner, Principal Director General or Director General 

or Principal Director or Director has been obtained by the Assessing Officer. 

The Assessing Officer, may, by an order  in  writing  attach  provisionally any property 

belonging  to the assessee in the manner provided in the Second Schedule. 

Such provisional attachment shall cease to have effect after  the  expiry of a  period of six 

months  from the date of order made under section 281B(1). However, the period can be 

extended by the Principal Chief Commissioner or Chief Commissioner, Principal 

Commissioner or Commissioner, Principal Director General or Director  General  or  Principal  

Director or Director, as the  case may be, for the reasons to be recorded in writing  for  a  

further  period  or  periods as he  thinks fit. The total period of extension in any case cannot 

exceed 2 years or 60 days after the date of order of assessment or reassessment, whichever 

is later. 

The Assessing Officer shall, by order in writing, revoke provisional attachment of a property 

made under section 281B(1) in a case where the assessee  furnishes a  guarantee  from  a  

scheduled bank, for an amount not less  than  the  fair  market value of such provisionally 

attached property or for an amount which is sufficient to protect the interests of the revenue. 

 

Question 9 

The Assessing Officer within his jurisdiction surveyed a popular Cyber Café at 1 a.m. in night for 

the purpose of collecting information which may be useful for the purposes of the Income-tax 

Act, 1961. The Cyber Café is kept open for business every day between 2 p.m. and 2 a.m. He 

impounded and retained in his custody, books of account and other documents inspected by 

him, after recording his reasons for doing so, for 12 days. Which of the following statements are 

correct? 
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(a) The Assessing Officer’s action in entering the cyber café at 1 a.m. and impounding books  

of account and documents inspected by him are in order. 

(b) The Assessing Officer’s action in entering the cyber café at 1 a.m. is not in order, since he 

can enter the cyber café only after sunrise but before sunset 

(c) The Assessing Officer’s action in entering the cyber café at 1 a.m. and in impounding 
books of account and documents inspected by him are not in order, since he can enter 

the cyber café only after sunrise but before sunset and he does not have the power 

to impound books of account under section 133B 

(d) The Assessing Officer’s action in entering the cyber café at 1 a.m. is in order but 
impounding books of account and documents inspected by him is not in order, since 

he does not have the power to impound books of account under section 133B 

(1 Mark Oct 19) 

Answer 9 

The Answer is (a) 

Question 10 

The Commissioner of Income-tax issued notice to revise the order passed by an Assessing Officer 

under section 143. During the pendency of proceedings before the Commissioner, on the basis of 

material gathered during survey under section 133A after issue of the first notice, the 

Commissioner of Income-tax issued a second notice, the contents of which were different from 

the contents of the first notice. Examine whether the action of the Commissioner is justified as 

to the second notice. (4 Marks Oct 19) 

Answer 10 

The action of the Commissioner in issuing the second notice is not justified. The term “record” 
has been defined in clause (b) of Explanation to section 263(1). According to this definition 

“record” shall include and shall be deemed always to have included all records relating to any 
proceeding under the Act available at the time of examination by the Commissioner. In other 

words, the information, material, report etc. which were not in existence at the time the 

assessment was made and came into existence afterwards can be taken into consideration by the 

Commissioner for the purpose of invoking his jurisdiction under section 263(1). However, at the 

same time, in view of the express provisions contained in clause (b) of the Explanation to section 

263(1), such information, material, report etc. can be relied upon by the Commissioner only if the 

same forms part of record when the action under section 263 is taken by the Commissioner, 

Issuance of a notice under section 263 succeeds the examination of record by Commissioner. In 

the present case, the Commissioner initially issued a notice under section 263, after the 

examination of the record available before him. The subsequent second notice was on the basis 

of material collected under section 133A, which was totally unrelated and irrelevant to the issues 

sought to be revised in the first notice. Accordingly, the material on the basis of which the second 

notice was issued could not be said to be “record” available at the time of examination as 
emphasized in Explanation (b) to section 263(1). 
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Question 11 

The Director General of Income-tax after getting the information that Mr.  Sujay  is  in  

possession of unaccounted cash of Rs. 85 lacs, issued orders by invoking powers vested in him 

as per section 131(1A), for its seizure. Is the order for seizure of cash issued by the Director 

General of Income-tax correct? If not, does the Director General of Income-tax have any other 

power to seize such cash? (4 Marks May ’20) 

Answer 11 

The powers under section 131(1A) deal  with power of discovery and production of  evidence.  

They do not confer the power of seizure of cash or any asset. The Director General, for the 

purposes of making an enquiry or investigation relating to any income concealed or likely to be 

concealed by any person or class of persons within his jurisdiction, shall be competent to exercise 

powers conferred under section 131(1), which confine to discovery and inspection, enforcing 

attendance, compelling the production of books of account and other documents and issuing 

commissions. 

Thus, the power of seizure of unaccounted cash is not one of the powers conferred on the 

Director General under section 131(1A). 

However, under section 132(1), the Director General has the power to authorize any Additional 

Director or Additional Commissioner or Joint Director or Joint Commissioner etc. to  seize money 

found as a result of search [Clause (iii) of section 132(1)], if he has reason to believe that any 

person is in possession of any money which represents wholly or partly income which has not 

been disclosed [Clause (c) of section 132(1)]. Therefore, the proper course open to the Director 

General is to exercise his power under section 132(1) and authorize the Officers concerned to 

enter the premises where the cash is kept by Mr. Sujay and seize such unaccounted cash. 

Question 12 

Explain the circumstances under which the Assessing Officer can resort to provisional 

attachment   of the property of the assessee. Also, state the period of time for which such 

attachment can take place. (4 Marks May ’20) 

Answer 12 

As  per the provisions of  section 281B, there can be provisional attachment of property to  

protect  the interest of Revenue in certain cases i.e.- 

(i) The proceeding for the assessment of any income or for the assessment or 

reassessment of any income which has escaped assessment should be pending. 

(ii) Such attachment should be necessary for the purpose of protecting  the interest of  

Revenue in the opinion of the Assessing Officer. 

(iii) The previous approval of the Principal Chief Commissioner or Chief Commissioner, 

Principal Commissioner or Commissioner, Principal Director General or Director 

General or Principal Director or Director has been obtained by the Assessing Officer. 

(iv) The Assessing Officer, may, by an order in writing attach provisionally any property 

belonging to the assessee in the manner provided in the Second Schedule. 

Such provisional attachment shall cease to have effect after the expiry of a period of six months 

from the date of order made under section 281B(1). However, the period can be extended by the 

Principal Chief Commissioner or Chief Commissioner, Principal Commissioner or Commissioner, 

Principal Director General or Director General or Principal Director or Director, as  the case may 
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be, for the reasons to be recorded in writing for a further period or periods as he thinks fit. The 

total period of extension in any case cannot exceed 2 years or 60 days after the date of order of 

assessment or reassessment, whichever is later. 

The Assessing Officer shall, by order in writing, revoke provisional attachment of a property made 

under section 281B(1) in a case where the assessee furnishes a guarantee from a scheduled bank, 

for an amount not less than the fair market value of such provisionally attached property or for an 

amount which is sufficient to protect the interests of the revenue. 

Question 13 

The Assessing Officer issued notices under section 133 with the prior approval of Principal 

Director to four banks requiring particulars relating to a customer in a specific format duly 

verified in a prescribed manner. One of the banks refused to part with the information on the 

ground that the notice did not specify about any proceeding pending against the said customer 

under the Income - tax Act, 1961. Examine the correctness of action of the bank in refusing to 

furnish the particular s  as required by the Assessing Officer. (4 Marks Oct 21) 

Answer 13 

As per section 133(6), power is given to an Assessing Officer to issue notice, for the purposes of the 

Act, requiring any person, including a banking company, to furnish information in respect of such 

points or matters or to furnish statement of accounts and affairs verified in the manner  specified 

by the Assessing Officer, as may be useful for, or relevant to, any enquiry or proceeding under the 

Act. Therefore, the provisions of this section can be invoked even in case of any enquiry and it is 

not necessary that any proceeding should be pending against the customer for the same. 

However, in respect of an enquiry, in case where no proceeding is pending, this power cannot be 

exercised by any Income-tax authority below the rank of Principal Director or Director or Principal 

Commissioner or Commissioner, other than the Joint Director or Deputy Director or Assistant 

Director, without the prior approval of the Principal Director or Director or Principal 

Commissioner or Commissioner, as the case may be. 

Therefore, the Assessing Officer can issue notice under section 133(6) asking for particulars 

relating to a customer in the specified format duly verified in the prescribed manner from the 

banking company, even if no proceeding is pending against such customer, provided he has 

obtained the prior approval of the Principal Director or Director or the Principal Commissioner or 

Commissioner, as the case may be. 

Hence, in such a case, the action of bank in refusing to provide the particulars relating to a customer 

as required by the Assessing Officer on the ground that no proceeding was pending against the 

customer, is not correct. 

Note - The Supreme Court, in the case of Kathiroor Service Co-operative Bank Ltd. v. CIT(CIB)(2014) 

360 ITR 0243, held that information of general nature could be called for from banks. In that case, 

since notices had been issued after obtaining the approval of the  Commissioner, the assessing 

authority has not erred in issuing the notices to the assessees requiring them to furnish 

information regarding account holders. The Supreme Court, therefore, held that for such enquiry 

under section 133(6), the notices could be validly issued by the assessing authority. 

Question 14 

Explain the circumstances under which the Assessing Officer can resort to provisional attachment   

of the property of the assessee. Also, state the period of time for which such attachment can take 

place. When can the Assessing Officer revoke provisional assessment of property? Discuss. (4 

Marks Oct 21) 
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Answer 14 

As  per the provisions of section 281B, there can be  provisional attachment to  protect the 

interest  of Revenue in certain cases i.e., - 

(a) The proceeding for the assessment of any income or for the assessment or 

reassessment of any income which has escaped assessment should be pending. 

(b) Such attachment should be necessary for the purpose of protecting  the interest of  

Revenue in the opinion of the Assessing Officer. 

(c) The previous approval of the Principal Chief Commissioner or Chief Commissioner, 

Principal Commissioner or Commissioner, Principal Director General or Director 

General or Principal Director or Director has been obtained by the Assessing Officer. 

(d) The Assessing Officer, may, by an order in writing attach provisionally any property 

belonging to the assessee in the manner provided in the Second Schedule. 

Such provisional attachment shall cease to have effect after the expiry of a period of six months 

from the date of order made under section 281B(1). However, the period can be extended by the 

Principal Chief Commissioner or Chief Commissioner, Principal Commissioner or Commissioner, 

Principal Director General or Director General or Principal Director or  Director, as  the case may 

be, for the reasons to be recorded in writing for a further period or periods as he thinks fit. The total 

period of extension in any case cannot exceed 2 years or 60 days after the date of order of 

assessment or reassessment, whichever is later. 

The Assessing Officer shall, by order in writing, revoke provisional attachment of a property made 

under section 281B(1) in a case where the assesse furnishes a guarantee from a scheduled bank, for 

an amount not less than the fair market value of such provisionally attached property or for an 

amount which is sufficient to protect the interests of the revenue. 

 

Question 15 

Mr. Vihaan, a stockbroker, has defaulted with regard to his  income-tax  payments  and  the Assessing 

Officer has attached his membership card of Stock  Exchange  under section 281B of  the Income-tax 

Act, 1961. Mr. Vihaan contends that the  membership card  is  not transferable and is not his personal 

asset. Discuss the validity of attachment of  the  card by  the Assessing Officer  in the context of 

Section 281B. (4 Marks Nov 21) 

Answer 15 

 The right of membership is not a private asset and it is merely a personal privilege granted to the 

member. It is non-transferable and incapable of alienation by the member or his legal 

representative except to the limited extent provided in the rules and regulations of the stock 

exchange and subject to the fulfillment of conditions prescribed by the stock exchange. The 

nomination, even if permitted, is subject to the rules and is not automatic. The right of nomination   

is vested in the stock exchange absolutely in the case of death of or default of a member. 

Thus, the membership card is not the property of the assessee and therefore cannot be attached 

under section 281B. It has been so held by the Apex Court in the case of Stock Exchange Ahmedabad 

vs. ACIT (2001) 248 ITR 209. 
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Assessment Procedure 

Question 1 

“Noorie”, a resident of India, owned for the financial year  ended on  31 -03-2018, a  house  

property in Australia purchased in July, 2008; a shop in London purchased in June, 2009 and 

space in a commercial complex in Dubai purchased in April, 2015. She is also having authority to 

operate the bank account (maintained with Citibank, Australia) of a company owned by her 

daughter and son-in-law since August, 2016. 

She has been served in July, 2018 with the notices issued under section 148 of the Act for 

assessment years 2007-08 to 2017-18. She, for the reason of challenging the action of the 

Assessing Officer for issuing notices under section 148 for last 11 years, seeks your opinion. 

Advise her suitably. (4 Marks March ‘18) 

Answer 1 

Income chargeable to tax shall be deemed to have escaped assessment for the purpose of  section 

147, where a person, being a resident other than not ordinarily resident in India, holds, as a 

beneficial owner or otherwise any asset located outside India or is a beneficiary of any asset located 

outside India or has a signing authority in any account located outside India. Accordingly, the 

Assessing Officer can serve a notice under section 148 on such assessee requiring him to furnish a 

return of income within the specified period, for the purpose of making an assessment, 

reassessment or recomputation under section 147. 

Under section 149, an extended time limit of sixteen years is available for issue of notice  under 

section 148 for an assessment or reassessment, in case income in relation to such assets located 

outside India has escaped assessment. 

As per Explanation to section 149, the above provisions, so amended by the Finance Act, 2012, would 

also apply to any assessment year prior to A.Y.2013 -14. 

In this case, income chargeable to tax shall be deemed to have escaped assessment for the purpose 

of section 147, since Noorie has assets located outside India. 

Therefore, on this basis, the Assessing Officer formed a belief that the income has escaped 

assessment and consequently, issued notice under section 148 for 11 assessment years i.e. from 

A.Y.2007-08 to A.Y.2017-18. 

Hence, the Assessing Officer is justified in invoking reassessment provisions in respect of the earlier 

assessment years also. However, the extended time limit of 16 years for invoking  reassessment 

proceedings would be available only in respect of A.Y.2009-10 and thereafter, since Noorie first 

purchased an asset outside India only in July 2008. 

Accordingly, in view of the above provisions, the action of the Assessing Officer in issuing notices to 

Noorie under section 148 for nine assessment years i.e., from A.Y. 2009-10 to A.Y. 2017-18 is in order. 

However, he cannot issue notice under section 148 for A.Y. 2007-08 and A.Y.2008-09, since the time 

limit of 4 years or 6 years, as the case may be, has since elapsed. 

 

Question 2 

M/s. Aryan Ltd. has received a notice under section 148 for the Assessment Year 2014 -15 on 02-

02-2018. They also anticipate similar notices for the Assessment Years 2012 -13 and 2013- 14 for 

which they have already furnished return of income. On examination of the books of account 
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produced, you have noticed huge amounts of concealed income. As a consultant, what is your 

advice to  Aryan Ltd.? (4 Marks April 18) 

Answer 2 

As per section 245C, an assessee may, at any stage of a case relating to him, make an application 

in the prescribed form and manner to the Settlement Commission. 

“Case” means any proceeding for assessment which may be pending before an Assessing Officer on the 

date on which such application is made. 

A proceeding for assessment or reassessment or recomputation under section 147 is  deemed to 

have commenced from the date of issue of notice under section 148. Where a notice under section 

148 is issued for any assessment year, a proceeding under section 147 shall be deemed to have 

commenced on the date of issue of such notice and the assessee can approach the Settlement 

Commission for other assessment years as well, even if notice under section 148 for such other 

assessment years have not been issued but could  have been issued on that date. However, a return 

of income for such other assessment years should have been furnished under section 139 or in 

response to notice under section 142. 

In the case on hand, M/s Aryan Ltd. has received a notice under section 148 for the A.Y.2014- 15 

and also anticipates similar notices for the A.Y.2012-13 and A.Y.2013-14, for which return of 

income has been furnished. Thus, a proceeding for assessment is pending before an Assessing 

Officer i.e., the basic condition for approaching Settlement Commission is satisfied. 

Moreover, since after examination of the books of account, huge amount of concealed income is also 

noticed, it is presumed that the second condition that the additional amount of income- tax payable 

on the income disclosed in the application should exceed Rs. 10 lakhs has also been satisfied. 

Based on these facts, assuming that the necessary conditions are fulfilled, our advice as consultant 

to M/s Aryan Ltd. would be to approach the Settlement Commission to have his case settled and 

apply for grant of immunity from penalty and prosecution. 

 

Question 3 

“Proceedings cannot be initiated under the Act, unless a proper notice to this effect has been 

served upon.” In this context answer: 

(I) What are the prescribed modes of service of such notice? 

(II) On whom should the notice be addressed and served upon in the cases where the 

assessee is a 

- dissolved firm 

- partitioned HUF. (5 Marks Aug ‘18) 

Answer 3 

As per section 282(1), the service of notice or summon or requisition or order or any other 

communication under this Act may be made by delivering or transmitting a copy thereof to the 

person named therein - 

(1) by post or such courier services as approved by the CBDT; or 

(2) in such manner as provided in the Code of Civil Procedure, 1908 for the purposes of service 

of summons; or 

(3) in the form of any electronic record as provided in Chapter IV of the Information Technology 
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Act, 2000; or 

(4) by any other means of transmission of documents as may be provided by rules made by the 

CBDT in this behalf. 

The CBDT is empowered to make rules providing for the addresses (including the address 

for electronic mail or electronic mail message) to which such communication may be 

delivered or transmitted to the person named therein. 

The service of notice in the given cases should be on the persons mentioned here 

under:- 

Person Notice to be addressed and served on 

A dissolved 

firm 

Any person who was a partner (not being a minor) immediately 

before dissolution. 

A partitioned 

HUF 

Last Manager of the HUF, or, if he is dead, then, all adult members 

of the erstwhile HUF. 

 

Question 4 

Shipra Ltd. filed its return of income for assessment year 2017-18 on 6th June, 2017. The return 

is selected for regular assessment under section 143(3) for which notice under section 143(2) is 

served on the company on 3rd October, 2018. The company responded to the notice under 

section 143(2). Examine whether the service of the notice is within time and if not, whether the 

assessment order can be challenged by the assessee. (4 Marks Aug ‘18) 

Answer 4 

The time limit for service of notice under section 143(2) is six months from the end of the financial 

year in which the return of income was furnished by the assessee. The return of income for 

assessment year 2017-18 was filed by the assessee on 6th June, 2017. Therefore, the notice under 

section 143(2) has to be served by 30th September, 2018. However, the notice was served on the 

assessee only on 3rd October, 2018. Hence, the notice issued under section 143(2) is time-barred. 

However, as per section 292BB, where an assessee had appeared in any proceedings or co- 

operated in any enquiry relating to an assessment or reassessment, it shall be deemed that any 

notice required to be served upon him, has been duly served upon him in time in accordance with 

the provisions of the Act and such assessee shall be precluded from raising any objection in any 

proceeding or enquiry that the notice was (a) not served upon him or (b) not served upon him in 

time or (c) served upon him in an improper manner. 

The above provision shall not be applicable where the assessee has raised such objection before 

the completion of such assessment or reassessment. Therefore, in the instant case, if the assessee, 

Shipra Limited, had raised an objection to the proceeding, on the ground of non-service of the 

notice under section 143(2) upon it on time, then, the validity of the assessment order can be 

challenged. In absence of such objection, the assessment order cannot be challenged. 

 

Question 5 

The assessment of Mr. Sahaj for A.Y.2010-11 was made on 28.3.2012 making an addition of Rs. 

3,25,000 for a certain income received during the P.Y.2009 -10. The assessee contested the 

addition before Commissioner (Appeals) but lost the case. The Appellate Tribunal passed an 

order on 26.2.2017 holding that the said income was not taxable in the P.Y.2009 -10 but the 
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same was taxable in the year of accrual, being P.Y.2004-05 relevant to A.Y.2005-06. The 

Assessing Officer issued notice under section 148 for A.Y.2005-06 in March 2017 bringing to tax 

the sum of Rs. 3,25,000. Is the notice valid? 

Would your answer change if in the said case, the assessment order for A.Y.2010 -11 was made 

on 4.4.2012 instead of 28.3.2012? (4 Marks Oct ‘18) 

Answer 5 

Section 149 requires issue of notice under section 148 within a period of 6 years from the end of 

the relevant assessment year, where income escaping assessment exceeds Rs. 1 lakh. 

Accordingly, in respect of A.Y.2010-11, notice can be issued upto 31.3.2017. Section 150(1) 

enables issue of notice at any time to give effect to a finding contained in an appellate order. 

However, this is subject to the provisions of section 150(2), which places a restriction that if on 

the date of passing of the order which was the subject-matter of appeal, no notice could have 

been issued, then, such notice cannot be issued by virtue of the enabling provision contained in 

section 150(1). 

In this case, the income was taxable in the A.Y.2005-06 as per the order of the Appellate Tribunal. 

The six year time limit, in this case, expires on 31.3.2012. Since the original assessment in respect 

of such income was made on 28.3.2012, the notice issued under section 148 consequent to the 

Appellate Tribunal order is valid. 

Had the assessment order for A.Y.2010-11 been made on 4.4.2012 (instead of 28.3.2012), then 

the same would have been outside the six year time limit from A.Y.2005 -06. Hence, since notice 

could not have been issued at that point of time, it cannot be now issued invoking the provisions 

of section 150(1). 

 

Question 6 

“JUPITER” is a shipliner, used in carrying passengers and cargo, owned by M/s Saturn of U.K. The 

ship carried the passengers and cargo in June, 2017 from Singapore to Chennai and vice versa 

and collected charges thereof amounting to Rs. 200 lacs. It left Chennai port on 15.6.2017 for its 

journey to Korea. No other journey to India was undertaken by any of the vessels of the company 

during the year ended on 31.3.2018. The non-resident company had authorized its Indian agent 

to comply with the income tax provisions. 

You are consulted by the company to explain about the procedure as to return of income to be 

filed and the period within which the assessment thereof will be completed by the Assessing 

Officer. (4 Marks Oct ‘18) 

Answer 6 

M/s. Saturn of U.K shall be required to file the return of income in India for the journey of its 

ship before it leaves for onward journey to Korea. 

However, as per the proviso to section 172(3), where the Assessing Officer is satisfied that it is 

not possible for the master of the ship to furnish the return before the departure of the ship 

from the port, and if satisfactory arrangements have been made for filing of return and payment 

of tax by the authorised agent in India, he may permit filing of return within 30 days of departure 

of the ship. 

Section 172(4A) provides a time limit of 9 months for completion of assessment in such cases. 

The period of 9 months is reckoned from the end of the financial year in which the return under 

section 172(3) is furnished. 
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Question 7 

For A.Y. 2017-18, XYZ Ltd. filed its return of income on 14.09.2017 declaring total income of 

Rs.80 Lakhs. The Assessing Officer issued notice under Section 143(2) to XYZ Ltd. on 23.09.2018 

stating that there are certain points in connection with the return of income submitted by the 

Company on which he would like to seek some other information. The Company attended the 

assessment proceedings and the Assessment Order for A.Y. 2017-18 was passed under Section 

143(3) by the Assessing Officer on 31.05.2020. Determine whether the said Assessment Order is 

barred by limitation. 

(a) Yes, the Assessment Order is barred by limitation as the time limit for passing Assessment 

Order expired on 31.12.2019. 

(b) Yes, the Assessment Order is barred by limitation as the time limit for passing Assessment 

Order expired on 31.03.2020. 

(c) No, the Assessment Order is not barred by limitation as the time limit for passing 

Assessment Order expires on 31.12.2020. 

(d) No, the Assessment Order is not barred by limitation as the time limit for passing 

Assessment Order expires on 31.03.2021. (2 Marks March ’19) 

Answer 7 

The Answer is (a) 

 

Question 8 

After serving proper notice under the respective sections, which of the following assessments 

can be concluded without giving opportunity of being heard to assessee? 

(a) Assessment under section 143(3) 

(b) Re-assessment under section 147 

(c) Assessment under section 144 

(d) Assessment under 153A in conformity with the directions issued under section 144C(5)

 (1 Mark March ’19) 

Answer 8 

The Answer is (d) 

 

Question 9 

What is the time limit for completion of assessment where reference is made to TPO during 

the course of proceeding for reassessment u/s 147, where notice is served on 28.3.2019? 

(a) 31.12.2021 

(b) 30.09.2021 

(c) 31.03.2021 

(d) 31.12.2020 (1 Mark March ’19) 

Answer 9 

The Answer is (d) 
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Question 10 

Jaya Bank credited Rs.65,50,000 towards interest on the deposits in a separate account for 

macro-monitoring purposes by using Core-branch Banking Solutions (CBS) software. No tax was 

deducted at source in respect of interest on deposits so credited even where the interest in 

respect of some depositors exceeded the limit of Rs.10,000. 

The Assessing Officer disallowed 30% of interest expenditure, where the interest on time 

deposits credited exceeded the limit of Rs.10,000 and also levied penalty under section 271C. 

Decide the correctness of action of the Assessing Officer. (4 Marks March ’19) 

Answer 10 

The Explanation below section 194A(1) provides that where any income by way of interest other 

than interest on securities is credited to any account, whether called „interest payable account‟ 
or „suspense account‟ or by any other name, in the books of account of the person liable to pay 
such income, such crediting shall be deemed to be credit of such income to the account of the 

payee and provisions of section 194A, shall, thus, apply. 

However, the CBDT has, vide Circular No.3/2010 dated 2.3.2010, clarified that Explanation to 

section 194A will not apply in cases of banks where credit is made to provisioning account on 

daily/monthly basis for the purpose of macro monitoring only by the use of CBS software. 

Since no constructive credit to the depositor's / payee's account takes place while calculating 

interest on daily / monthly basis in the CBS software used by banks, tax need not be deducted at 

source on such provisioning of interest by banks for the purposes of macro monitoring only.  

In such cases, tax shall be deducted at source on accrual of interest at the end of the financial 

year or at periodic intervals as per practice of the bank or as per the depositor's or payee‟s 
requirement or on maturity or on encashment of time deposit, whichever event takes place 

earlier and wherever the aggregate amount of interest income credited or paid or likely to be 

credited or paid during the financial year by the bank exceeds the limits specified in section 194A 

i.e., Rs.10,000. 

In view of the above, the action of the Assessing Officer in disallowing the interest expenditure 

credited in a separate account for macro monitoring purpose is not valid and consequent 

initiation of penalty proceedings under section 271C is not tenable in law. 

 

Question 11 

Which of the followings are the consequences to be borne by an assessee on account 

of filing o f return of income for A.Y. 2019 -20 after the due date prescribed under 

section 139(1) of the Income-tax Act, 1961? 

 

(i) Liability to pay interest u/s 234A.  

(ii) Liability to pay late filing fee u/s 234F.  

(iii) Unabsorbed depreciation cannot be carried forward.  

(iv) Deduction u/s 80-IA will not be available.  

(v) Belated return of income cannot be revised.  

(vi) Business loss incurred cannot be carried forward to subsequent years.  

(a) (i), (ii), (iv), (v), (vi)  
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(b) (i), (ii), (iv), (vi)  

(c ) (i), (iii), (iv), (v), (vi)  

(d) (i), (ii), (iv), (v) (2 Marks April 
‘19) 

Answer 11 

The Answer is (b) 

 

Question 12 

Mr. Kamesh completed his studies in April, 2007 and started his export business in Mumbai 

in July 2007. He purchased a flat in Mizoram in the January, 2008, a plot of land in UAE in 

February, 2011 and a flat in New York in September, 2015. In April, 2019, the Assessing 

Officer issued notice under section 148 in respect of A.Y.2008-09 to A.Y.2018-19. Which of 

the statements is correct? 

(a) The action of the Assessing Officer is not correct, since notice u/s 148 can be issued 

only in respect of A.Y.2016-17 to A.Y.2018-19. 

(b) The action of the Assessing Officer is not correct, since notice u/s 148 can be issued 

only in respect of A.Y.2013-14 to A.Y.2018-19. 

(c) The action of the Assessing Officer is not correct, since notice u/s 148 can be issued 

only in respect of A.Y.2011-12 to A.Y.2018-19. 

(d) The action of the Assessing Officer in issuing notice u/s 148 in respect of A.Y.2008 -09 

to A.Y.2018-19 is correct, since notice u/s 148 can be issued within 16 years from the 

end of the relevant assessment year, in case income in relation to any asset outside 

India has escaped assessment. In this case, income chargeable to tax is deemed to 

have escaped assessment since Mr. Kamesh owns assets located outside India.  

(1 Mark Oct 19) 

Answer 12 

The Answer is  (c) 

 

Question 13 

The return for A.Y.2019-20 was filed on time as per section 139(1) and proceedings were taken 

up for assessment under section 143(3). Later on, the assessee, noticed certain omissions and 

therefore filed a revised return on 20.4.2020. The Assessing Officer ignoring the revised return 

so filed framed the order on 25.4.2020. Is the action of Assessing Officer correct? Examine. (2 

Marks Oct 19) 

 

Answer 13 

The original return for A.Y.2019-20 was filed in time and the proceedings were already taken up 

for assessment under section 143(3). A revised return was filed by the assessee after the end of 

the relevant assessment year. The action of the Assessing Officer in making the assessment in 

disregard of the revised return filed on 20.4.2020 is correct because as per the provisions of 

section 139(5) the assessee can file the revised return only within the end of the relevant 

assessment year to which the return relates or before completion of the assessment, whichever 
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is earlier. 

Theory Diagnostics is a diagnostic laboratory in Kanpur and has a branch at Lucknow. A survey 

under section 133A was conducted, consequent to which the assessee filed return of income. 

On the basis of certain incriminating documents and materials unearthed during the survey, a 

notice under section 148 was issued. Subsequently, the incom es were assessed for assessment 

years 2017-18 and 2018-19 under section 143(3) read with section 147. 

The assessee raised additional jurisdictional grounds before the Appellate Tribunal. The 

assessee contended that for the relevant assessment years, the assessment was completed 

under section 143(3) read with section 147. However, a notice under section 143(2) was not 

issued by the Assessing Officer for those years. The Tribunal held that in view of section 292BB, 

the assessee’s participation in the reassessment proceedings would condone the omission to 
issue a notice. 

 

Question 14 

Discuss, with the aid of a Supreme Court case law, whether failure to issue notice under section 

143(2) would vitiate the assessment notwithstanding the assessee’s participation in the 
proceedings. Would section 292BB come to the rescue of the Revenue authority if they omit to 

issue notice under section 143(2)? Examine. (4 Marks Oct 19) 

Answer 14 

The issue under consideration in this case is, whether omission to issue notice under section 

143(2) is a defect not curable in spite of section 292BB 

This issue came up before the Apex Court in Asstt. CIT v. Hotel Blue Moon (2010) 321 ITR 362, 

wherein it was held that without the statutory notice under section 143(2), the Assessing Officer 

could not assume jurisdiction. In that case, the Assessing Officer recorded his inability to 

generate a notice due to certain reasons. Such defect cannot be cured subsequently, since it is 

not procedural but one that goes to the root of the jurisdiction. Even though the assessee had 

participated in the proceedings, in the absence of mandatory notice, section 292BB cannot help 

the Revenue officers who have no jurisdiction, to begin with. Section 292BB helps Revenue in 

countering claims of assessees who have participated in proceedings once a due notice has been 

issued. 

Applying the rationale of the Supreme Court ruling to the case on hand, the failure to issue 

notice under section 143(2) would vitiate the assessment proceedings notwithstanding the 

assessee’s participation in the proceedings. Section 292BB would not come to the rescue of the 

Revenue Authority if they omit to issue notice under section 143(2). 

Question 15 

Mr. Ram, is carrying on business of trading in furniture, whose annual turnover is around Rs.70 

to Rs.80 lakhs. From A.Y.2018-19, he declares his profits on presumptive basis under section 

44AD. His brother, Mr. Shyam, is carrying on business of wholesale trading in food grains and his 

annual turnover is around Rs.3 crores. Mr. Shyam also exports food grains to South East Asian 

countries directly as well  as  through his associates. The following are the particulars relating to 

Mr. Ram and Mr. Shyam from A.Y.2017-18 to A.Y.2019-20 – 
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Mr. Ram 

(i) Filed return of A.Y.2017-18 on 30.4.2019 in response to notice under section 148 served 

on 20.3.2019 

(ii) Filed return of A.Y.2018-19 on 12.9.2018 

(iii) Filed return of A.Y.2019-20 on 25.9.2019 

Mr. Shyam 

(i) Filed return of A.Y.2017-18 on 30.4.2019 in response to notice under section 148 served 

on 9.4.2019 

(ii) Filed return of A.Y.2018-19 on 30.9.2018 

Assessing Officer made a reference to the Transfer Pricing Officer on 2.4.2019 under 

section 92CA(1) during the course of proceeding for assessment of A.Y.2018-19 and the 

Transfer  Pricing Officer passed an order on 4.8.2019. 

(iii) Filed return of A.Y.2019-20 on 1.10.2019 

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

questions – (3 x 2 Marks = 6 Marks) 

 

(i) What is the time limit available to the Assessing Officer for completion of Assessment of 

Mr. Ram and Mr. Shyam for A.Y.2017-18? 

(a) 31.3.2020 in both cases 

(b) 31.3.2020 and 31.12.2020, respectively 

(c) 31.12.2019 and 31.3.2021, respectively 

(d) 31.3.2020 and 31.3.2021, respectively.(2 Marks May ’20) 

Answer (i) 

The Answer is (c) 

(ii) What is the time limit available to the Assessing Officer for completion of assessment by 

passing order under section 143 for A.Y.2018-19 for Mr. Ram and Mr. Shyam? 

(a) 30.9.2020, in both cases 

(b) 31.3.2020 and 31.3.2021, respectively 

(c) 30.9.2020 and 30.9.2021, respectively 

(d) 31.12.2020 and 31.12.2021, respectively.(2 Marks May ’20) 

Answer (ii) 

The Answer is (c) 

 

 

Question 16 

 Mrs. Ram, born on 1.4.1960, has a gross total income of Rs.2,90,000 for A.Y.2020 -21 

comprising of his salary income and interest on savings bank account. He does not claim 

any deduction under Chapter VI-A. He pays electricity bills of Rs.10,000 per month. He 

made a visit to Melbourne along with his wife for a month for which he incurred to and fro 

flight charges of Rs.1.20 lakhs. The remaining expenditure for his visa, stay and sightseeing 

amounting to Rs.80,000 was met by his son residing in Melbourne.  Is Mr. Ram required to 

file return of income, and if so, why? (1 Mark May ’20) 
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(a) No, Ram is not required to file his return of income. 

(b) Yes, Ram is required to file his return of income, since his gross total income/total 

income exceeds the basic exemption limit. 

(c) Yes, Ram is required to file his return of income since he pays electricity bills of 

Rs.10,000 per month. 

(d) Yes, Ram is required to file his return of income since he has incurred foreign travel 

expenditure exceeding Rs.1 lakh. 

Answer 16 

The Answer is (c) 

 

Question 17 

Smt. Vimal engaged in the business of growing, curing, roasting and grounding of coffee after 

mixing chicory had a total income of Rs. 5,00,000 from this business which was her only source of 

income during the year ended on 31.3.2020. She consults you to have an opinion whether she is 

required to file return of income for the A.Y. 2020 -21 as per provisions of section 139(1). 

Would your answer change if she had travelled to Australia during the P.Y.2019-20 and incurred 

Rs. 2.50 lakhs for the same? (4 Marks May ’20) 

Answer 17 

The clarification regarding filing of return of income by the coffee growers being individuals 

covered by Rule 7B of the Income-tax Rules, 1962 is given in Circular No.10/2006 dated 16.10.2006. 

According to the Circular, an individual deriving income from growing, curing, roasting and 

grounding of coffee with or without mixing chicory, would not be required  to file the return of 

income if the aggregate of 40% of his or her income from growing, curing, roasting and grounding 

of coffee with or without mixing chicory and income from all other sources liable to tax in 

accordance with the provisions of this Act, is equal to or less than the basic exemption limit 

prescribed in the First Schedule of the Finance Act of the relevant year. 

In this case, Smt. Vimal has a total income of Rs. 5,00,000 from this business, which was her only 

source of income for P.Y.2019-20. 40% of her total income works out to Rs. 2,00,000, which is less 

than the basic exemption limit of Rs. 2,50,000 in respect of an individual assessee. 

Therefore, Smt. Vimal is not required to file a return of income for the A.Y.2020-21 as per the 

provisions of section 139(1). 

If Smt. Vimal had travelled to Australia during the P.Y.2019-20 and incurred Rs. 2.50 lakhs on such 

travel, she would be required to mandatorily file a return of income for A.Y.2020-21 on or before the 

due date specified u/s 139(1), even though her total income does not exceed the basic exemption 

limit. 

 

Question 18 

Mr. Mahesh is found to be the owner of two gold chains of 50 gms each (market value of which is 

` 1,45,000 each) during the financial year ending 31.3.2020 but he could offer satisfactory 

explanation for ` 50,000 spent on acquiring these gold chains. As per section  115BBE, Mr.  

Mahesh  would  be  liable to pay tax of – 

(a)    ` 1,87,200 
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(b) ` 2,26,200 

(c) ` 1,49,760 

(d) ` 1,80,960 (2 Marks Oct ‘20) 

Answer 18 

The Answer is the (a) 

 

Question 19 

Which of the following cannot be adjusted while computing total income while processing the 

return of income for A.Y. 2021-22 under section 143(1)? 

(a) any arithmetical error in the return 

(b) an incorrect claim apparent from any information in the return 

(c) disallowance of expenditure indicated in the audit report but not taken into account in 

computing total income in the return. 

(d) addition of income appearing in Form 26AS which has not been included in  computing  

total income in the return. (2 Marks March ‘21) 

Answer 19 

    The Answer is (d) 

 

Question 20 

A   search  was   conducted  under  section  132   in   the  business   premises  of   Kabir   on  15th 

December, 2020. At that time, assessments under section 143(3) for A.Y. 2018-19 and A.Y. 

2019-20 and reassessment proceeding under section 147 for A.Y. 2017-18 were  pending before 

the Assessing Officer. 

(I) What are the assessment years for which notice can be issued for making post-search 

assessment? 

(II) What would be the fate of pending assessments and reassessment? (4 Marks March ‘21)  

 

Answer 20 

(I) The notice under section 153A can be issued for six assessment years preceding the assessment 

year relevant to the previous year in which the search is conducted. In this case, the search is 

conducted in the previous year 2020-21, the relevant assessment year for which is A.Y.2021-22. 

Therefore, notice can be issued for the six preceding assessment years i.e. for assessment years 

2015-16 to 2020-21. 

Further, notice for assessment or reassessment can be issued by Assessing Officer for the relevant 

assessment year or years (i.e. for A.Y.2011-12 to A.Y.2014-15) if the following conditions are 

satisfied: 

(a) The Assessing Officer has in his possession, books of account  or  other  documents or 

evidence which reveal that the income, represented in the form of asset, which has escaped 

assessment amounts to or is likely to amount Rs. 50 lakhs or more in the relevant assessment 

year or in aggregate in the relevant assessment years. 
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(b) The income so referred above has escaped assessment for such year or years; and 

(c) The search under section 132 is initiated or requisition  under section 132A is  made on or 

after 01.04.2017 (This condition is satisfied since the  search  has  taken place in December, 

2020). 

The expression "relevant assessment year" shall mean an assessment year preceding the 

assessment year relevant to the previous year in which search is conducted or requisition is 

made which falls beyond six assessment years but not later than ten assessment years from 

the end of the assessment year relevant to the previous year in which search is conducted or 

requisition is made. 

"Asset" shall include immovable property being land or building or both, shares and 

securities, loans and advances, deposits in bank account. 

(II) As per section 153A, the assessment or  reassessment  relating  to  any  assessment year, falling 

within the above period of six assessment years and for the relevant assessment year or years, 

pending on the date of initiation of the search under section 132, shall abate. In other words, 

they will cease to be applicable. Therefore, the assessments under section 143(3) for assessment 

years 2018-19 and 2019-20 and the reassessment proceeding under section 147 for assessment 

year 2017-18 shall abate. 

 

Question 21 

M/s Suhaas & Co. is a partnership firm carrying on trading activity. It  has filed all  its  returns  

promptly up to the Assessment Year 2019-20. The firm suffered losses year after year due to 

market conditions and some of its major debtors defaulted in payment of their dues.  It  was 

decided by the partners on 17-9-2020, when the scrutiny assessment for the Assessment Year 

2019-20 was in progress, that the business of the firm should be discontinued and a notice of 

discontinuance of business was given to the Assessing Officer on 12-12-2020. In these 

circumstances, you are required to advise on the tax implications for the firm. (4 Marks March 

‘21) 

 

Answer 21 

In this case, the business of the firm, M/s. Suhaas & Co., has been discontinued when scrutiny  

assessment of A.Y.2019-20 was in progress and notice of discontinuance was given to the 

Assessing Officer on 12.12.2020. The firm has, however, filed returns on time upto A.Y.2019-20. 

As per section 189, the  Assessing Officer is  required to make  an assessment of the total income  

of the firm as if no such discontinuance has taken place. Accordingly, all the provisions of the 

Income-tax Act, 1961, including provisions relating to levy of penalty or any other sum chargeable 

under any provision of the Act would apply to such assessment. 

If the Assessing Officer, is satisfied that the firm was guilty of any act for which penalty can be 

imposed under the Act, he may direct imposition of penalty. 

Every person who was a partner at the time of  discontinuance would  be  jointly  and severally  

liable for the amount of tax, penalty or other sum payable. The provisions of the Income-tax Act, 

1961 would apply to any such assessment or imposition of penalty or other sum. 

In this case, since the discontinuance has taken place after scrutiny assessment proceedings for 

A.Y.2019-20 has commenced, the proceedings may be continued against the persons who were 

partners of the firm (at the time of discontinuance) from the stage at which the proceedings stood   

at the time of discontinuance. 
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Question 22 

ABC Ltd. filed its return of income for A.Y.2020-21 on 29th September, 2020 and  XYZ Ltd. filed  

its  return of income for A.Y.2020-21 on 30th November, 2020. Both  returns have been  filed  

within the  due date u/s 139(1). The returns are selected for regular assessment u/s 143(3) for 

which notice u/s 143(2) has been served on ABC Ltd. and XYZ Ltd. on 25th October, 2021. Which 

of the following statements are correct? 

(a) Notice has been issued to ABC Ltd. and XYZ Ltd. u/s 143(2) within the time permitted under 

the Income-tax Act, 1961. 

(b) Notices issued to both ABC Ltd. and XYZ Ltd. u/s 143(2) are time-barred. 

(c) Notice issued u/s 143(2) to ABC Ltd. is time-barred. However, notice has been issued to 

XYZ Ltd. u/s 143(2) within the time permitted under the Income-tax Act, 1961. 

(d) Notice issued u/s 143(2)  to XYZ Ltd. is time-barred.  However, notice has been issued to 

ABC    Ltd.  u/s 143(2) within the time permitted under  the Income-tax Act, 1961. (2 

Marks April ‘21) 

Answer 22 

The Answer is the (b) 

 

Question 23 

During search conducted on premises of assessee, some gold bars were seized by the department 

from lockers of assessee. Assessee voluntarily disclosed some income during course of search. 

Assessee moved  an  application before Assessing  Officer, for adjustment of tax liability on 

income surrendered during search by  sale of seized gold bars. However  said application was 

turned down by the Assessing Officer. Examine whether  action of the  AO is justified, in light of 

relevant  case laws. (4 Marks April ‘21) 

Answer 23 

As per  section 132B, the amount of  existing liability under the Income-tax Act and the  amount 

of liability determined on completion of assessment under section 153A may be recovered out 

of assets seized under section 132. The words “existing liability” postulates a liability that is 

crystallized by adjudication. 

Likewise, “a liability is determined” only on completion of the assessment. Until the assessment 

is complete, it cannot be postulated that a liability has been crystallized. 

It is only when the liability is determined on the completion of  assessment that it would  stand 

crystallized and in pursuance of which a demand can be raised and recov ery can be initiated. 

Accordingly, the assessee may make an application to  the  Assessing  Officer within 30 days from 

the end of the month in which the asset was seized, for release of the assets seized. 

However, in the present case, the assessee moved an application before the Assessing Officer for 

adjustment of tax liability on income surrendered during search  by  sale  of seized gold bars. 

In this case, assessment is not complete and the liability has not been crystallised. 

Therefore, the action of the Assessing Officer in turning down the application of the  assessee is 
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in order, since the assets seized cannot be adjusted against tax liability on income surrendered 

during search. 

 

Question 24 

In the case of Mr. Vinod, a summary assessment was made under  section  143(1)  for  

Assessment Year 2018-19 without calling him. Thereafter, Mr. Vinod has received a notice 

under section 148 on 6th April, 2020 for  reopening of  assessment. Can Mr. Vinod  challenge 

the legality of the notice on the ground of change  of opinion? (4 Marks April ‘21) 

Answer 24 

Under section 143(1) the total income or loss shall be computed after making the following 

adjustments viz. 

- any arithmetical error in the return, 

- incorrect claim which is apparent from any information in the return, 

- disallowance of loss claimed where return of income for set-off of loss is claimed was 

filed beyond the due date under section 139(1), 

- disallowance of expenditure indicated in the audit report but not taken into account 

in computing total income in the return and 

- disallowance of deduction claimed under section 10AA, sections 80-IA  to  80-IE,  

where  return is furnished beyond due date, 

In short, what is permissible is  only correction of errors apparent on  the basis of the return 

and tax audit report filed. 

Therefore, the intimation given under section 143(1) is only a preliminary assessment, 

commonly referred to as a summary assessment without calling the assessee. The same cannot 

be  treated  as an order of assessment under section 143(3). Since there has been no 

assessment under section 143(3) in this case, the question of change of opinion does not 

arise. 

Therefore, Mr. Vinod cannot challenge the legality of the notice issued under section 148 for 

reopening of assessment on the ground of change of opinion in a case where no assessment is 

made under section 143(3)4. 

Question 25 

Flash Inc, a company incorporated in Japan, 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 April ‘21)  

Answer 25 

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). 
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As per section 9(1)(vi), income by way of royalty payable by a person who is a non-resident would 

be deemed to accrue or arise in India, where the royalty is payable in respect of any right, property 

or information used or services utilized for the purposes of a business or profession carried on by 

such person in India or for the purposes of making or earning any income from any source in India. 

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 not correct. 

 

Question 26 

“Neerja”, a resident of India, owned for the  financial year ended on 31-03-2021, a house 

property   in Australia purchased in July, 2010; a shop in London purchased in June, 2012 and 

space in a commercial complex in Dubai purchased in April, 2018. She is also having authority to 

operate the bank account (maintained with Citibank, Australia) of a company owned by her 

daughter and son- in-law since August, 2019. 

She has been served in July, 2022 with the notices issued under section 148 of the Act for 

assessment years 2008-09 to 2021-22. She, for the reason of challenging the action of the 

Assessing Officer for issuing notices under section 148 for last 14 years, seeks your opinion. 

Advise her suitably. (4 Marks Oct 21) 

Answer 26 

Income chargeable to tax shall be deemed to have escaped assessment for the purpose of section 

147, where a person, being a resident other than not ordinarily resident in India, holds, as a 

beneficial owner or otherwise any asset located outside India or is a beneficiary of any asset  

located outside India or has a signing authority in any account located outside India. Accordingly, 

the Assessing Officer can serve a notice under section 148 on such assessee requiring him to 

furnish a return of income within the specified period, for the purpose of making an assessment, 

reassessment or recomputation under section 147. 

Under section 149, an extended time limit of sixteen years is available for issue of notice under 

section 148 for an assessment or reassessment, in case income in relation to such assets located 

outside India has escaped assessment. 

As per Explanation to section 149, the above provisions, so amended by the Finance Act, 2012, 

would also apply to any assessment year prior to A.Y.2013-14. 

In this case, income chargeable to tax shall be deemed to have escaped assessment for the purpose 

of section 147, since Neerja has assets located outside India. 

Therefore, on this basis, the Assessing Officer formed a belief that the income has escaped 

assessment and consequently, issued notice under section 148 for 14 assessment years i.e. from 

A.Y.2008-09 to A.Y.2021-22. 
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Hence, the Assessing Officer is justified in invoking reassessment proceedings in respect of the 

earlier assessment years also. However, the extended time limit of 16 years for invoking 

reassessment proceedings would be available only in respect of A.Y.2011-12 and thereafter, since 

Neerja first purchased an asset outside India only in July 2010. 

Accordingly, in view of the above provisions, the action of the Assessing Officer in issuing notices  

to Neerja under section 148 for 11 assessment years i.e., from A.Y. 2011-12 to A.Y. 2021-22 is in 

order. However, he cannot issue notice under section 148 for A.Y. 2008-09 to A.Y.2010-11, since 

the time limit of 4 years or 6 years, as the case may be, has since elapsed. 

 

Question 27 

(i) Where a notice under section 143(2) is issued to the assessee, it is not required to process 

under section 143(1), the return of income filed by the assessee. 

(ii) Only an individual can be regarded as a Tax Return Preparer under section 139B. 

(iii) Expenses of special audit conducted under section 142(2A) shall be paid by the Central 

Government. 

Which of the above statements are true? 

(a) (i) & (ii) 

(b) (i), (ii) & (iii) 

(c) (ii) & (iii) 

(d) (ii) only (2 Marks Nov 21) 

Answer 27 

(c) 
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Chapter 16 

Appeals & Revisions 

Question 1 

Examine the correctness or otherwise of the following with reference to the provisions of the 

Income-tax Act, 1961. 

I. Commissioner (Appeals) has no power to decide a matter that was not raised before  

him. 

II. The Income-tax Appellate Tribunal cannot amend its orders. 

III. A case before the Appellate Tribunal cannot be dealt when there is a difference of 

opinion amongst the members of  the Bench. (6 Marks March ‘18) 
Answer 1 

(a) This proposition is not correct. Under the Explanation to section 251(2)  the Commissioner 

(Appeals) in disposing of an appeal, may consider and decide any matter arising out of the 

proceedings in which the order appealed against was passed, even if such matter was not 

raised before him by the appellant. The power of admission of any grounds of appeal is 

conferred on the CIT (Appeals) under section 250(5), if he is satisfied that the omission in 

the grounds of appeal was not wilful or unreasonable. 

(b) The proposition is not correct. Under section 254(2), the Tribunal may, within 6 months 

from the end of the month in which the order was passed, rectify any mistake apparent 

from record if it is brought to its notice either by the Assessing Officer or by the assessee. 

However, an amendment which has the effect of enhancing an assessment or reducing  a 

refund or otherwise increasing the liability of the assessee shall not be made unless a notice 

has been given to the assessee of the intention to do so and a reasonable opportunity of 

being heard has been given. The Tribunal, however, has no inherent power to re-

appreciate the correctness of its own decision on merits. 

(c) This proposition has been  negatively stated and is  not correct.  Under section 255(4),  if 

the members of a Bench of the Tribunal differ in opinion on any point, the point shall   be 

decided according to the opinion of the majority, if there is a majority. If the members are 

equally divided, they shall state the point or points on which they differ and the case shall 

be referred by the President of the Appellate Tribunal for hearing on such point or points 

by one or more members of the Tribunal. Such point shall be decided according  to the 

opinion of majority of the members of the Tribunal who heard the case, including those 

who first heard it. 

 

 

Question 2 

 TRP Private Ltd.’s assessment for assessment year 2011-12 was completed under section 143(3) 

on 31st August, 2012. The company went in appeal to the Commissioner (Appeals) and the appeal 

was decided on 16th August, 2013 and the appeal effect was duly given by the Assessing Officer on 

25th August, 2013. Thereafter, on 1st September, 2017 the Assessing Officer noticed a mistake in 

calculation of depreciation on a particular block of assets, which reduced the income excessively by 

Rs. 1.65 lacs. The Assessing Officer issued notice under section 154 for the purpose of rectifying the 

mistake. Is such rectification permissible? (4 Marks April 18) 
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Answer 2 

Any rectification order under section 154 has to be  passed within 4 years from the end of  

financial year in which the order sought to be amended was passed. Order sought to be amended 

does not necessarily mean the original order. It could be any order including the amended or 

rectified order. Where any matter has been considered and decided in any proceeding by way of 

appeal or revision, the authority passing such order may amend the order in relation to any 

matter other than the matter which has been so considered and decided. 

For subsequent rectification, the time limit of 4 years shall be from the end of the financial  year 

in which the earlier rectification order was passed. [Hind Wire Industries Ltd vs. CIT (1995) 212 ITR 

639 (SC)]. In the given case, the time limit of 4 years has to be reckoned from the end of the 

financial year in which the order giving effect to the CIT(Appeal)'s decision was passed. Therefore, 

the rectification order can be passed by the Assessing Officer at any time before expiry of 4 years 

from the end of the financial year 2013-14 i.e. on or before 31st March, 2018. In this case, the 

mistake was noticed by the Assessing Officer on 1 st September, 2017, for which he issued notice 

under section 154 for rectifying the mistake. Such rectification is permissible as the time limit of 

4 years expires only on 31st March, 2018. 

Question 3 

Assessment of Bharat Ltd. was completed under section 143(3) with an addition of Rs. 15 lakhs 

to the returned income. The assessee-company preferred appeal before the Commissioner 

(Appeals) which is pending now. 

In this backdrop, answer the following: 

(I) Based on fresh information that there was escapement of income for the same 

assessment year, can the Assessing Officer initiate reassessment proceedings when 

the appeal is pending before Commissioner (Appeals)? 

(II) Can the assessee-company seek revision under section 264 in respect of matters 

other than those preferred in appeal? 

(III) Can the Commissioner make a revision under section 263 both in respect of matters 

covered in appeal and other matters? (6 Marks April 18) 

Answer 3 

(I) As per the third proviso to section 147,  the Assessing Officer may assess or reassess  such 

income, other than the income involving matters which are the subject matters of any 

appeal, reference or revision, which is chargeable to tax and has escaped assessment. The 

doctrine of partial merger would apply in this case. 

Therefore, even when an appeal is pending before Commissioner (Appeals), the Assessing 

Officer can initiate reassessment proceedings in respect of income chargeable to tax which 

has escaped assessment, provided such income is not the subject matter of the appeal 

before the Commissioner (Appeals) i.e., such income which has    escaped    assessment    

does    not    form     part     of     the     additions     of   Rs. 15 lakhs to the returned income, 

which is the subject matter of appeal. 

(II) As per section 264(4), the Principal Commissioner or Commissioner shall not revise any 

order under section 264, where such order has been made the subject of an appeal to  the 

Commissioner (Appeals). Thus, the concept of total merger would apply in the case of 

section 264. 

Therefore, under section 264, the Principal Commissioner or Commissioner cannot revise 
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an order which is pending before the Commissioner (Appeals), even if the revision pertains 

to a matter, other than the matter(s) covered in the appeal. 

(III) As per section 263, the Commissioner has the power to revise an order prejudicial to 

revenue, even if the order is the subject matter of appeal before Commissioner (Appeals). 

However, the power of the Commissioner under section 263 shall extend to only such 

matters as had not been considered and decided in such appeal. Here again, the doctrine 

of partial merger would apply. 

In a case where the appeal is pending but not yet decided, the Commissioner cannot exercise 

his revisionary jurisdiction in respect of those issues which are the subject matter of appeal 

[CWT v. Sampathmal Chordia (2002) 256 ITR 440 (Mad.)]. 

 

Question 4 

The assessment of Vijaya Ltd. was completed under section 143(3) with an addition of Rs. 28 

lakhs to the returned income. Vijaya Ltd. preferred appeal before the Commissioner (Appeals) 

which is pending now. 

In this backdrop, examine the  following issues: 

(I) Can the Assessing Officer pass an order under section 154 for rectification of 

mistake in respect of issues not being subject matter of appeal? 

(II) Can the assessee-company seek revision under section 264 in respect of matters 

other than those preferred in appeal? 

(III) Can the Commissioner make a revision under section 263 both in respect of 

matters covered in appeal and other matters? (6 Marks Aug ‘18) 

Answer 4 

(i) As per section 154(1A), the Assessing Officer can pass an order under 154(1) to rectify a 

mistake apparent from the record, provided the rectification is in relation to a matter, 

other than the matter which has been considered and decided in the appeal before 

Commissioner (Appeals). Thus, the doctrine of partial merger holds good for section 154. 

Since the issue under consideration in this case relates to rectification of a mistake in 

respect of a matter which is not the subject matter of appeal, the Assessing Officer can 

pass an order under section 154 for rectification of the same provided the same is a 

mistake apparent from the record. 

(ii) As per section 264(4), the Commissioner shall not revise any order under section 264, 

where such order has been made the subject of an appeal to the Commissioner (Appeals). 

Thus, the concept of total merger would apply in the case of section 264. 

Therefore, under section 264, the Commissioner cannot revise an order which is pending 

before the Commissioner (Appeals), even if the revision pertains to a matter, other than 

the matter(s) covered in the appeal. 

(iii) As per section 263, the Commissioner has the power to revise an order prejudicial to 

revenue, even if the order is the subject matter of appeal before Commissioner (Appeals). 

However, the power of the Commissioner under section 263 shall extend to only such 

matters as had not been considered and decided in such appeal. Here again, the doctrine 
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of partial merger would apply. 

In a case where the appeal is pending but not yet decided, the Commissioner cannot 

exercise his revisionary jurisdiction in respect of those issues which are the subject matter 

of appeal [CWT v. Sampathmal Chordia (2002) 256 ITR 440 (Mad.)]. 

 

Question 5 

An order for A.Y. 2016-17 was passed by the Assessing Officer as per section 143(3), but the 

typist wrongly typed in the order, the assessment year as A.Y.2015 -16 and the relevant previous 

year as ending on 31.3.2015. The assessee claimed in appeal that the same is an invalid order 

which was not accepted by the CIT (Appeals) on the ground of the error being of clerical nature. 

Discuss the correctness of the order of the CIT(Appeals). (4 Marks Oct ‘18) 

Answer 5 

Section 292B provides that no return of income, assessment, notice or summons furnished or 

made or issued or taken in pursuance of any of the provisions of the Income-tax Act, 1961 shall 

be invalid or deemed to be invalid merely by reason of any mistake, defect or omission in such 

return of income, assessment or notice etc., if such return of income, assessment, notice, 

summons etc. is in substance and effect in conformity with or according to the intent and 

purpose of the Act. Therefore, a clerical mistake cannot invalidate an otherwise valid 

assessment. Thus, the typographical error in the assessment order as to assessment year and 

previous year does not make the same invalid unless established otherwise. 

Accordingly, the action of the CIT(Appeals) in not accepting the claim of the assessee is valid. 

 

Question 6 

Mr. X received an assessment order dated 11.11.2018 on 15.11.2018 wherein his total income 

was assessed at Rs.20 lakh. The returned income of X was Rs.5 lakh. However, Mr. X did not 

accept the assessment order and filed an appeal against the same before the Commissioner of 

Income Tax (Appeals). Now, while contesting the appeal, he wishes to submit some evidences 

that were not submitted by him before the Assessing Officer. As the Tax Consultant of Mr. X,  

what will be your advise to him regarding the submission of the said evidences? 

(a) Commissioner of Income Tax (Appeals) has no power to accept any evidences other than 

the evidences already submitted before the Assessing Officer. 

(b) Commissioner of Income Tax (Appeals) may accept the additional evidences if the conditi 

ons given in Rule 46A(1) of the Income-tax Rules, 1962 are satisfied. 

(c) Commissioner of Income Tax (Appeals) may accept the additional evidences if the 

conditions given in Rule 46(1) of the Income-tax Rules, 1962 are satisfied. 

(d) Commissioner of Income Tax (Appeals) has no power to reject any evidences which the 

Appellant wishes to submit before him during the appellate proceedings. (2 Marks March 

’19) 

Answer 6 

The Answer is (b) 
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Question 7 

Examine the correctness or otherwise of the following propositions in the context of the Income 

- tax Act, 1961: 

(I) At the time of hearing of rectification application, the Income-tax Appellate Tribunal 

can re- appreciate the evidence produced during the proceedings of the appeal 

hearing. 

(II) The High Court cannot interfere with the factual finding recorded by the lower 

authorities and the Tribunal, without any valid reasons. (4 Marks March ’19) 

Answer 7 

(i) The proposition is not correct as per law. This is because section 254(2) specifically empowers 

the Appellate Tribunal to amend any order passed by it, either suo-moto or on an application 

made by the assessee or Assessing Officer, with a view to rectify any mistake apparent from 

record, at any time within 6 months from the end of the month of the order sought to be 

amended. 

The powers of the Tribunal under section 254(2) relating to rectification of its order are very 

limited. Such powers are confined to rectifying any mistake apparent from the record. The 

mistake has to be such that for which no elaborate reasons or inquiry is necessary. 

Accordingly, the re-appreciation of evidence placed before the Tribunal during the course of 

the appeal hearing is not permitted. It cannot re-adjudicate the issue afresh under the garb 

of rectification [CIT vs. Vardhman Spinning (1997) 226 ITR 296 (P & H), CIT v. Ballabh Prasad 

Agarwalla (1998) 233 ITR 354 (Cal.) & Niranjan & Co. Ltd. v. ITAT (1980) 122 ITR 519 (Cal.)]  

(ii) The proposition is correct in law. A finding of fact cannot be disturbed by the High Court in 

exercise of its powers under section 260A. The Income-tax Appellate Tribunal is the final fact 

finding authority and the findings of fact recorded by the Tribunal can be interfered with by 

the High Court under section 260A only on the ground that the same were without evidence 

or material, or if the finding is contrary to the evidence, or is perverse or there is no direct 

nexus between conclusion of fact and the primary fact upon which that conclusion is based. 

In CIT vs. P. Mohanakala (2007) 291 ITR 278 and M. Janardhana Rao v. Joint CIT (2005) 273 

ITR 50, the Apex Court observed that the High Court had set aside the factual findings of the 

lower authorities and the Tribunal without any valid reason. The Apex Court held that the 

findings of fact could not be interfered with by the High Court without carefully considering 

the facts on record, the surrounding circumstances and the material evidence. There is no 

scope for interference with the factual findings, unless the findings are per se without reason 

or basis, perverse and/or contrary to the material on record. 

Hence, only if the issue gives rise to a substantial question of law, an appeal shall lie before 

the High Court. 

 

Question 8 

Your client Mr. Satish, did not oppose during the proceedings of scrutiny assessment. 

T he Assessing Officer passed the order with a demand to be paid. Mr. Satish, however, 

now he feels that he missed to report a major expenditure during filing of return and 

proceedings. 

Assuming he can act in time limit, the remedial course available to him is to – 

(a) File an appeal before Commissioner of Income- tax (Appeals) under section 246A(1) 
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(b) Move a revision petition before the Principal Commissioner or Commissioner of In 

come - ta x under section 264 

(c) Either of the above. However revision option can be opted for only if time limit 

for  filing appeal has expired, unless Mr. Shah has waived his right of appeal 

(d) He  cannot opt  for  remedial course since he  did not oppose during proceedings. (2 

Marks April ‘19) 

Answer 8 

The Answer is (c) 

 

Question 9 

You are representing Ms. Deepak in proceedings initiated under section 147. You had 

appeared couple of times and shared the submissions as asked by Assessing O f f ice r . H ow 

eve r, before conclusion, it came to your knowledge, that Ms. Deepak was not served the 

notice for assessment properly. What can be the possible course of action? 

(a) Appeal on the ground of invalid notice to CIT(A) 

(b) Object against non-service of notice anytime before completion of assessment 

(c) Appeal on the ground of invalid notice to Appellate Tribunal 

(d) Not object,  since  you  have appeared and co -operated in the proceedings

 (2 Marks April ‘19)  

Answer 9 

The Answer is (b) 

 

Question 10 

The Assessment Order under section 143(3) in the case of Mr. Zahir was passed on 3 1 

.0 3. 2019 and the notice of demand was served on the assessee on 02.04.2019 for levy 

of tax and interes t . Mr. Zahir paid the tax and interest due on 12.4.2019. An application 

was filed by Mr. Zahir u nder Section 270AA on 27.04.2019 before the Assessing Officer 

to grant immunity from imp ositi on o f penalty and the said application was rejec 

ted by the Assessing Officer vide order dated 14.05.2019. The said order was served 

on Mr. Zahir on 15. 05 .2 019. By w h a t d ate a n a p peal against the Assessment Order 

should be presented by Mr. Zahir before the CIT (Appeals)? 

(a)   02.05.2019 

(b)   22.05.2019 

(c )   21.05.2019 

(d)   30.04.2019 (2 Marks April ‘19) 

Answer 10 

The Answer is (c) 
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Question 11 

An  Income-tax authority did  not file  an  appeal  to  the  Income-tax Appellate  Tribunal against 

an order of the Commissioner (Appeals) decided against the Income-tax department on a 

particular issue in case of one assessee, Bela  for  assessment year  2018-19  on the ground that 

the tax effect of such dispute was less than the monetary limit prescribed by CBDT. In assessment 

year 2019-20, similar issue arose in the assessments  of  Bela  and  her  sister Tara, which was 

decided by the Commissioner (Appeals) against the Department. Can the Income-tax department 

move an appeal  to  the  Tribunal  in  respect of A.Y.  2019-20  against the orders of the  

Commissioner (Appeals)  for Bela and  her sister Tara? (4 Marks April ‘19) 

Answer 11 

Under  section  268A(1), the  CBDT  is empowered to  issue  orders, instructions or directions to 

the other income-tax authorities, fixing such monetary limits, as it may deem fit,  to regulate filing 

of appeal or application for reference by any income-tax authority. 

Under section 268A(2), where an income-tax authority has  not  filed  any  appeal  or application 

for reference on any issue in the  case  of an  assessee for any assessment year, due to above-

mentioned order/instruction/direction of the CBDT, such authority shall not be precluded from  

filing an appeal or application for reference on the same issue in the case of  the same assessee 

for any other  assessment  year  or any other assessee  for the  same or  any other assessment 

year. Further, in such a case, it shall not be lawful for an assessee to contend that the income-tax  

authority has  acquiesced  in  the decision on the disputed issue by not filing an appeal or 

application for reference in any case. 

In view of above provision, it would be in order for the Income-tax Department to move  an appeal 

to the Tribunal against the orders of the CIT(A)  in  respect of A.Y.  2019-20  both  for Bela and 

Tara. 

 

Question 12 

Mr. X is aggrieved by an order passed under section 143(3) by the Assessing Officer. Mr. Y is 

aggrieved by an order passed under section 272A by the Director General. What is the remedy 

available to Mr. X and Mr. Y and the time limit within which they should exercise the remedy? 

(a) Both Mr. X and Mr. Y have to file an appeal before Commissioner (Appeals) under 

section 246A within 30 days from the date on which the order sought to be appealed 

against is communicated to them. 

(b) Both Mr. X and Mr. Y have to file an appeal before the Appellate Tribunal under section 

253 within 60 days from the date on which the order sought to be appealed against is 

communicated to them. 

(c) Mr. X has to file an appeal before Commissioner (Appeals) under section 246A within 

30 days from the date of service of the notice of demand relating to the assessment. 

Mr. Y has to file an appeal before the Appellate Tribunal within 60 days from the date 

on which the order sought to be appealed against is communicated to him. 

(d) Mr. Y has to file an appeal before Commissioner (Appeals) under section 246A within 

60 days from the date on which the order sought to be appealed against is 

communicated to him. Mr. X has to file an appeal before the Appellate Tribunal within 

30 days from the date of service of the notice of demand relating to the assessment. (2 

Marks Oct 19) 
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Answer 12 

 The Answer is (c) 

 

Question 13 

The assessment of M/s. Epsilon Associates for A.Y.2017-18 was made u/s 143(3) on 28th July, 

2019. The Assessing Officer added Rs. 3 lakh being 30% of Rs. 10 lakh, for non-deduction of tax 

at source and Rs. 4 lakh on account of unexplained investments. The assessee contested the 

addition on account of unexplained investments in appeal before Commissioner (Appeals). The 

appeal was decided against the assessee in December, 2019. What is remedy available to the 

assessee in respect of disallowance under section 40(a)? 

(a) The assessee can file an application for revision to the Commissioner under section 264 

(b) The assessee can file an application for rectification under section 154, if it is a 

mistake apparent from the record 

(c) The assessee can opt for either (a) or (b) 

(d) The assessee can neither opt for remedy stated in (a) nor for remedy stated in (b) 

(1 Mark Oct 19) 

Answer 13 

The Answer is (b) 

 

Question 14 

In an order of assessment for the A.Y. 2018-19, the assessee noticed a mistake for which 

application under section 154 was moved and the order was rectified. Subsequently, the assessee 

moved further application for rectification under section 154 which was rejected by the Assessing 

Officer on the ground that the order once rectified cannot be rectified again. Examine the 

correctness or otherwise of the contention of the Assessing Officer. (2 Marks Oct 19) 

Answer 14 

It has been held by the Apex Court in the case of Hind Wire Industries Ltd. v. CIT (1995) 212 ITR 

639 that the order once amended can also be rectified subsequently provided the mistake 

apparent from record is rectifiable under section 154. The Apex Court enlarged the scope of the 

words used in that section by stating that it does not necessarily mean the original order. It 

could be any order including the amended or rectified order. The action of the Assessing Officer 

is, therefore, incorrect. 

 

Question 15 

 Mr. Rajesh is aggrieved by an order passed by the Commissioner of Income-tax imposing 

penalty under section 270A for under-reporting of income. What is the appellate remedy 

available to him under the Income-tax Act, 1961 and the specified time limit within which he 

has to file an appeal? (1 Mark May ’20) 

(a) He can file an appeal to Commissioner (Appeals) u/s 246A within 30 days of service of 

such order. 
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(b) He can file an appeal to Commissioner (Appeals) u/s 246A within 60 days of service of 

such order. 

(c) He can file an appeal to Appellate Tribunal u/s 253 within 30 days of service of such 

order. 

(d) He can file an appeal to Appellate Tribunal u/s 253 within 60 days of service of such 

order. 

 

Answer 15 

The Answer is (d) 

 

Question 16 

A petition for stay of demand was filed before ITAT by TRY Ltd. in respect of a disputed demand 

for which appeal was pending before it, on which stay was granted by the ITAT vide order dated 

1.1.2019. The bench could not function thereafter till 1.2.2020 and therefore, the disputed 

matter could not be disposed off. The Assessing Officer attached the bank account on 

16.2.2020and recovered the amount of Rs. 21 lacs against the arrear demand of Rs. 25 lacs. The 

assessee requested the Assessing Officer to refund back the amount as it holds  stay over it. The 

Assessing Officer rejected the contention of the assessee. Now the assessee seeks your opinion.

 (4 Marks May ’20) 

Answer 16 

The Appellate Tribunal may, on merit, pass an order of stay in any proceedings relating to an 

appeal. However, such period of stay cannot exceed 180 days from the date of such order. The 

Appellate Tribunal has to dispose off the appeal within this period of stay. Where the appeal  

has not been disposed off within this period and the delay in disposing the appeal is not 

attributable to the assessee, the Appellate Tribunal can further extend the period of stay 

originally allowed. Section 254(2A) provides that the aggregate of the period originally allowed 

and the period or periods so extended or allowed shall not, in any case, exceed 365 days, even 

if the delay in disposing of the appeal is not attributable to the assessee. If the appeal is not 

disposed of within such period or periods, the order of stay shall stand vacated after the expiry 

of such period or periods. 

Accordingly, even if an appeal is not heard by the bench, say, due to the bench not functioning or 

due to the department seeking adjournment, the stay granted by the Appellate Tribunal shall 

stand vacated after the period of 365 days, inspite of the assessee having taken all steps to ensure 

speedy disposal of the appeal and having a good prima facie case. 

In the present case, the period of 365 days has expired on 31.12.2019, after which date the 

order of stay stands vacated. Accordingly, the recovery of Rs. 21 lacs against the arrear demand 

of Rs. 25 lacs made by the Assessing Officer on 16.2.2020 is in order. 

 

Question 17 

 An Income-tax authority did not file an appeal to the Income-tax Appellate Tribunal against    

an order of the Commissioner (Appeals) decided against the Income-tax department on a 

particular issue in case of one assessee, Sarita for assessment year  2019-20  on  the  ground 

that the tax effect of such dispute was less than the monetary limit prescribed by CBDT. In 

assessment year 2020-21, similar issue arose in the assessments of  Sarita  and her brother 
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Sagar, which was decided by the Commissioner (Appeals) against the Department. Can the 

Income-tax department move an appeal to the Tribunal in respect of 

A.Y. 2020-21 against the orders of the Commissioner (Appeals) for Sarita and her brother 

Sagar? (4 Marks Oct ‘20) 

 

Answer 17 

Under section 268A(1), the CBDT is empowered to issue orders, instructions or directions to   the 

other income-tax authorities, fixing such monetary limits, as it may deem fit, to regulate filing of 

appeal or application for reference by any income-tax authority. 

Under section 268A(2), where an income-tax authority has not filed any  appeal  or  application 

for reference on any issue in the case of an assessee for any assessment year, due to above-

mentioned order/instruction/direction of the CBDT, such authority shall not be precluded from 

filing an appeal or application for reference on the same issue in the case of the same assessee 

for any other assessment year or any other assessee for the  same  or  any other assessment year. 

Further, in such a case, it shall not be lawful for an assessee to contend that the income-tax 

authority has acquiesced in the decision on the disputed  issue  by not filing an appeal or 

application for reference in any case. 

In view of above provision, it would be in order for the Income-tax Department to move an appeal 

to the Tribunal against the orders of the CIT(A) in respect of A.Y.2020-21 both for  Sarita and 

Sagar, if it meets the criterion laid down vide CBDT Circular. 

 

Question 18 

Examine the correctness or otherwise of the following propositions in the context of the 

Income-tax Act, 1961: 

(I) At the time of hearing of  rectification application, the  Income-tax Appellate  Tribunal 

can re-appreciate the evidence produced during the proceedings of  the  appeal  hearing. 

(II) The High Court cannot interfere with the factual finding recorded by the  lower  

authorities and the Tribunal, without any  valid reasons. (4 Marks March ‘21) 

Answer 18 

(I) The proposition is not correct as per law. This is because section 254(2) specifically empowers 

the Appellate Tribunal to amend any order passed by it,  either suo-moto or on an application 

made by the assessee or Assessing Officer, with a view to rectify any mistake apparent from  

record, at  any time within from the end of the month of the order sought to be amended. 

The powers of the Tribunal under section 254(2) relating to rectification of its order are very 

limited. Such powers are confined to rectifying any mistake apparent from the record. The 

mistake has to be such that for which no elaborate reasons or inquiry is necessary. Accordingly, 

the re-appreciation of evidence placed before the Tribunal during the course of the appeal 

hearing is not permitted. It cannot re-adjudicate the  issue afresh under the garb of rectification 

[CIT vs. Vardhman Spinning (1997) 226 ITR 296 (P & H), CIT v. Ballabh Prasad Agarwalla (1998) 

233 ITR 354 (Cal.) & Niranjan &  Co. Ltd. v. ITAT (1980) 122 ITR 519 (Cal.)] 

(II)  The proposition is correct in law. A  finding of fact cannot be disturbed by the High  Court in 

exercise of  its powers under section 260A. The Income-tax Appellate Tribunal  is the final fact 

finding authority and the findings  of  fact  recorded by  the Tribunal can  be interfered with by 

the High Court under section 260A only on the ground that the  same were  without evidence or 
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material, or if the finding is contrary to the evidence, or  is perverse or there is no direct nexus 

between conclusion of fact and the primary fact upon which that conclusion is based. 

In CIT vs. P. Mohanakala (2007) 291 ITR 278 and M. Janardhana Rao v. Joint CIT (2005) 273 ITR 

50, the Apex Court observed that the High Court had set aside the factual findings of the lower 

authorities and the Tribunal without any valid reason. The Apex Court held that the findings of 

fact could not be interfered with by the High Court without carefully considering the facts on  

record,  the surrounding circumstances and  the material evidence. There is no scope for 

interference with the factual findings,  unless the findings are per se without reason or basis, 

perverse and/or contrary to the material on record. 

Hence, only if the issue gives rise to a substantial question of law, an appeal shall lie before the 

High Court. 

 

Question 19 

A petition for stay of demand was filed before ITAT by XYZ Ltd. in respect of a disputed demand 

for which appeal was pending before it, on  which stay  was  granted by  the ITAT vide order 

dated 1.1.2020. The bench could not function thereafter till 1.2.2021  and  therefore, the 

disputed matter could not be disposed off. The Assessing Officer attached the bank account on 

16.2.2021 and recovered the amount of Rs. 18 lacs against the arrear demand of Rs. 22 lacs. 

The assessee requested the Assessing Officer to refund back the amount as it holds stay over 

it. The Assessing Officer rejected the contention of  the  assessee.  Now the assessee seeks  your 

opinion. (4 Marks March ‘21) 

Answer 19 

The Appellate Tribunal may, on merit,  pass an  order of stay in  any proceedings relating to  an 

appeal. However, such period of stay cannot exceed 180 days from the date  of such   order. The 

Appellate Tribunal has to dispose off the appeal within this period of stay. Where the appeal has 

not been disposed off within this period and the  delay  in  disposing  the appeal is not 

attributable to the assessee, the Appellate Tribunal can further extend  the  period of stay 

originally allowed. Section 254(2A) provides that the aggregate of the period originally allowed 

and the period or periods so extended or allowed shall not, in any case, exceed 365 days, even 

if the delay in disposing of the appeal is not attributable to t he assessee. If the appeal is not 

disposed of within such period or  periods, the  order of  stay shall stand vacated after the expiry 

of such period or periods. 

Accordingly, even if an appeal is not heard by the bench, say, due to the bench not  functioning 

or due to the department seeking adjournment, the stay granted by the Appellate Tribunal 

shall stand vacated after the period of 365 days, inspite of the assessee having   taken all steps 

to ensure speedy disposal of the appeal and having a good prima facie case. 

In the present case, the period of 365 days has expired on 31.12.2020, after which date the order 

of stay stands vacated. Accordingly, the recovery of Rs. 18 lacs against the arrear demand of Rs. 

22 lacs made by the Assessing Officer on 16.2.2021, is in order. 
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Question 20 

The assessment of ABC Associates, a LLP, for A.Y.2018-19 was made u/s 143(3) on 31st  August, 

2020. The Assessing Officer made two  additions  to  the  income  of  the  LLP  –  (i)  Disallowance  

of Rs. 3.25 lakhs u/s 40(a)(ia) due to non-furnishing of evidence of remittance of TDS and (ii) 

addition of Rs. 7 lakhs on account of unexplained investment. The LLP contested the addition 

on account of unexplained investment in appeal to the Commissioner (Appeals). The appeal  

was  decided  in  January, 2021 against the assessee. In February, 2021, ABC Associates seeks 

your advi ce as to the course of action as regards disallowance u/s 40(a)(ia). What would be the 

right course of action as regards disallowance u/s 40(a)(ia), if it is a mistake apparent from the 

record? 

(a) Apply for revision to the Commissioner u/s 264. 

(b) Apply for rectification to the Assessing Officer u/s 154. 

(c) Either (a) or (b). 

(d) Apply for revision to the Commissioner  u/s 263. (2 Marks April ‘21) 

Answer 20 

The Answer is the (b) 

 

Question 21 

Mr. Sourabh received an assessment order dated 11.11.2020 on 15.11.2020 wherein his total 

income was  assessed  at  Rs.20  lakh.  The  returned  income  of  Mr.  Sourabh was  Rs.5  lakh.  

However,   Mr. Sourabh did not accept the assessment order and filed an appeal against the same 

before the Commissioner (Appeals). Now, while contesting the appeal, he wishes to submit some 

evidences that were not submitted by him before the Assessing Officer. As the Tax Consultant of 

Mr. Sourabh, what  will be your advice to him regarding the submission of the said evidences? 

(a) Commissioner (Appeals) has no power to accept any evidences other than the evidences 

already submitted before the Assessing Officer. 

(b) Commissioner (Appeals) may accept the additional evidences in the exceptional 

circumstances mentioned in Rule 46A(1) of the Income-tax Rules, 1962, subject to 

recording reasons for its admission. 

(c) Commissioner (Appeals) may accept the additional evidences if the conditions giv en  in  

Rule  46(1) of the Income-tax Rules, 1962 are satisfied. 

(d) Commissioner (Appeals) has no power to reject any evidences which the Appellant wishes 

to  submit before him during the appellate proceedings. (2 Marks April ‘21) 

Answer 21 

The Answer is the (b) 

 

Question 22 

M/s M & Co., a proprietary concern of Mr. Manan, failed to furnish its Return of Income (ROI) 

for A.Y. 2020-21 within the due date u/s 139(1). The A.O. in turn lodged a complaint against the 

proprietor u/s 276CC. The tax payable on assessed income as reduced by the tax deducted at 

source and advance tax paid was ` 1,40,000. Mr. Manan  filed an  appeal before CIT(A) against  

the order of assessment and got part relief. Accordingly, A.O. passed an order giving effect to the 
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order of CIT(A). The tax payable as per said order of A.O. was ` 18,500. The A.O. accepted the 

order of CIT(A) and did not prefer an appeal against it to ITAT. 

M/s M & Co. seeks your advice on the maintainability of proceedings u/s 276CC. 

Also, briefly mention would your answer be different if M & Co. is a private limited company. (4 

Marks Nov 21) 

Answer 22 

Section 276CC provides for prosecution for willful failure to furnish a return of income within the 

prescribed time, in a case where tax would have been evaded had the failure not been discovered. 

Since the amount of tax which would have been evaded does not exceed ` 25 lakh, the 

imprisonment would be for a term of 3 months to 2 years. In addition, fine would also be attracted. 

However, in a case where the return of income of A.Y. 2020-21 is not filed within the due date, 

prosecution proceedings will not be attracted if the tax payable by a person, other  than  a  

company, on the total income determined on regular assessment, as reduced by the advance 

tax,   if any, paid and any tax deducted at source, does not exceed ` 10,000. 

In this case, not only the tax liability of M/s. M & Co., proprietary concern, for A.Y.2020-21 as 

per the original order of assessment exceeded ` 10,000, but the reduced tax liability of ` 18,500 

as a result of the order of the Commissioner  (Appeals) also exceeds  `  10,000. Therefore, since 

the  tax liability of the proprietary concern on final assessment for A.Y.2020-21 was determined 

at 

` 18,500, which exceeds ` 10,000, the prosecution proceedings are maintainable. 

In case of a company also, the answer would be the same and prosecution proceedings  would    

be maintainable. 
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Settlement of Tax Cases 

Question 1 

The Settlement Commission passed an order on 25.6.2018 under section 245D(4). The applicant 

noticed a mistake apparent from the record and filed an application for rectification on 3.7.2018. 

Under section 245D(6B), the Settlement Commission can amend its order on or before - 

(a) 25.12.2018 

(b) 31.12.2018 

(c)      3.1.2019 

(d) 31.1.2019 

(1 Mark Oct 19) 

Answer 1 

The Answer is  (d) 

 

Question 2 

Mr. Aniket had approached the Settlement Commission for waiver of interest under sections 234A 

to 234C of the Income-tax Act, 1961. The Settlement Commission partially waived the interest but 

refused to grant interest on refund on the grounds that section 244A does not provide for payment 

of interest in such cases. Further, the Settlement  Commission  contended that its power to waive 

interest does not enable it to provide for  payment of  interest under  section 244A. Discuss the 

correctness of the Settlement Commission’s action  in denying to grant interest on refund. (4 

Marks Oct ‘20) 

Answer 2 

This issue came up before the Supreme Court in  K. Lakshmansa and Co. v. Commissioner   of 

Income-tax and Anr [2017] 399 ITR 657. The Supreme Court observed that the right to  claim 

refund is automatic once the statutory provisions have been complied with. The  statutory 

obligation to refund, being non-discretionary, carries with it the right to interest. Section 244A 

is clear and plain – it grants a substantive right of interest and is  not  procedural. 

Under section 244A, it is enough if the refund becomes due under the Income-tax Act, 1961,  in 

which case, the assessee shall, subject to the provisions of that section, be entitled to receive 

simple interest. The expression “due” only means that a refund becomes due pursuant to an order 

under the Act which either reduces or waives tax or interest. It does not matter that the interest 

being waived is discretionary in nature; the moment that discretion is exercised and refund 

becomes due consequently, a concomitant right to claim interest  springs into being in favour 

of the assessee. 

Applying the rationale of the Supreme Court ruling to the case on hand, the action of the 

Settlement Commission in refusing to grant interest on refund is not correct. 
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Question 3 

“The Authority for Advance Rulings has the powers of compelling the production of books of 

account”. Examine the correctness or  otherwise of this statement. (3 Marks April ‘21) 

Answer 3 

The statement is correct. 

Under section 245U, the Authority for Advance Rulings shall have all the powers  vested in  the 

Civil Court under the Code of Civil Procedure, 1908 as are referred to in section 131. 

Accordingly, the Authority for Advance Rulings shall have  the same powers  as are vested in  a 

court under the Code of Civil Procedure, 1908, when trying a suit in  respect  of  the  following 

matters, namely - 

(1) discovery and inspection; 

(2) enforcing the attendance of any person, including any officer  of  a  banking company  and 

examining him on oath; 

(3) compelling the production of books of account and other documents; and 

(4) issuing commissions. 

Therefore, the Authority for Advance Ruling has the powers of compelling the production 

of books of account. 
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Penalities 

Question 1 

Examine the taxability and/or allowability of the following receipts or expenditures under the 

provisions of the Income-tax Act, 1961, for the assessment year 2018-19: 

(I) RS Ltd. receives a sum of Rs. 10 lakhs from KP Ltd. on 3rd January, 2018 for agreeing 

not to carry on any business relating to computer software in India for the next five 

years. 

(II) Secret commission was  paid during the previous year 2017-18. (4 Marks April 18) 

Answer 1 

(I) As per section 28(va), any sum received under an agreement for not carrying out any activity 

in relation to any business / profession (i.e., non-compete fee) is chargeable to income-tax 

under the head “Profits and gains of business or profession”. 

Accordingly, Rs. 10 lakhs received by RS Ltd. from KP Ltd. for agreeing not to carry on any 

business relating to computer software in India for the next five years is chargeable to 

income-tax under the head “Profits and gains of business or profession”. 

The amount shall be allowed as deduction in the hands of KP Ltd. provided tax has been 

deducted at source under section 194J on the payment so made to RS Ltd. If tax is not deducted 

at source, 30% of the expenditure shall be disallowed under section 40(a)(ia). 

(II) Secret commission is one of the forms of commission payment generally made by business 

organizations. Secret commission is a payment for obtaining business orders  or contracts 

from parties and /or customers and paid to employees and / or officials of those parties and 

/ or customers or companies from whom business orders are obtained by the assessee. 

Explanation 1 below section 37(1) of Income-tax Act, 1961 provides that any expenditure 

incurred by an assessee for any purpose which is an offence or which is prohibited by law, 

shall not be deemed to have been incurred for the purpose of business and no deduction or 

allowance shall be made in respect of such expenditure. In view of the Explanation, any 

expenditure incurred for a purpose which is an offence and prohibited by law cannot be 

allowed as expenditure. Therefore, if secret commission payment could be established as a 

payment for an offence prohibited by law, the same cannot be allowed as deduction. 

 

Question 2 

An assessee had credited a sum of Rs. 80,000 in cash in the account of Manan, said to represent 

a loan obtained from him. The Assessing Officer, having gone into the genuineness of   the   

transaction,   disbelieved    the    story    of    loan    and    treated    the    sum    of  Rs. 80,000 as 

the income of the assessee from undisclosed sources. He also started proceedings under section 

271D and levied a penalty of Rs. 1,00,000 on the assessee for having accepted the loan in 

contravention of section 269SS. Examine the correctness of the levy. (4 Marks Aug ‘18) 

Answer 2 

There are several flaws in the penalty levied by the Assessing Officer. Firstly, the penalty leviable 

under section 271D cannot exceed the sum equal to the loan taken. Hence, the maximum penalty 

leviable would be Rs. 80,000. Secondly, any penalty imposable under section 271D shall be imposed 
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by the Joint Commissioner. Hence, unless the Assessing Officer happens to be a Joint Commissioner 

the levy of penalty will be invalid. Thirdly, the Assessing Officer cannot, on the one hand, treat the 

loan as undisclosed income of the assessee and on the other, treat it as a loan for the purpose of 

section 269SS read with section 271D. Such a  treatment  will  be  self-contradictory.  The  moment  

the  amount  of  Rs. 80,000 is treated as undisclosed income, it ceases to bear the character of loan 

and therefore, the foundation for the levy of penalty under section 271D disappears. [Diwan 

Enterprises v. CIT and Others (2000) 246 ITR 571]. 

 

Question 3 

Mr. Rakesh, a non-resident individual aged 61 years, has not furnished his return of income for 

A.Y.2019- 

20. However, the total income assessed in respect of such year under section 144 is Rs.13 lakh. 

Determine the quantum of penalty leviable under section 270A? 

(a) Penalty leviable is Rs.2,10,600, being tax payable on total income of Rs.13 lakh 

(b) Penalty leviable is Rs.1,05,300, being 50% of tax payable on Rs.13 lakh 

(c) Penalty leviable under section 270A is Rs.66,300, being 50% of tax payable on under-

reported income of Rs.10.50 lakhs (i.e., Rs.13 lakhs - basic exemption limit of Rs.2.50 lakhs) 

(d) Penalty leviable under section 270A is Rs.58,500, being 50% of tax payable on under-

reported income of Rs.10 lakhs (i.e., Rs.13 lakhs - basic exemption limit of Rs.3 lakhs)

(2 Marks March ’19) 

Answer 3 

 The Answer is (b) 

Question 4 

In the course of search operations under section 132 in the month of May, 2019, Mr. Anurag 

makes a declaration under section 132(4) on the earning of income not disclosed in respect of 

P.Y. 2018 -19. He also explains the manner in which he has derived such income and he pays the 

tax together with interest on such income and declares such income in the return of income filed 

by him in the month of July, 2019. Is penalty leviable in this case? 

(a) No penalty is attracted since Mr. Anurag has voluntarily made a declaration under section 

132(4). 

(b) Penalty@10% of undisclosed income would be attracted even if Mr. Anurag has voluntarily 

made a declaration under section 132(4). 

(c) Penalty@30% of undisclosed income would be attracted even if Mr. Anurag has 

voluntarily made a declaration under section 132(4). 

(d) Penalty@60% of undisclosed income would be attracted even if Mr. Anurag has 

voluntarily made a declaration under section 132(4). (1 Mark March ’19) 

Answer 4 

The Answer is (c) 
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Question 5 

The following are the particulars furnished by Dreamland Ltd. for A.Y.2019-20. 

 Particulars of total income (Rs.) 

(1) As per the return of income furnished u/s 139(1) (10,00,000) 

(2) Determined under section 143(1)(a) (5,00,000) 

(3) Assessed under section 143(3) (2,50,000) 

(4) Reassessed under section 147 7,00,000 

Is penalty leviable under section 270A on Dreamland Ltd., and if so, what is the 

quantum of penalty? 

Note - The total turnover of Dreamland Ltd. for the P.Y.2016-17 was Rs.250 crore. (4 

Marks March ’19) 

Answer 5 

Dreamland Ltd. is deemed to have under-reported its income since: 

(1) the assessment under 143(3) has the effect of reducing the loss determined in a 

return processed under section 143(1)(a); and 

(2) the reassessment under section 147 has the effect of converting the loss 

assessed under section 143(3) into income. 

Therefore, penalty is leviable under section 270A for under-reporting of income. 

Computation of penalty leviable under section 270A 

Particulars Rs. Rs. 

Assessment under section 143(3)   

Under-reported income:   

Loss assessed u/s 143(3) (2,50,000)  

(-) Loss determined under section 143(1)(a) (5,00,000)  

 2,50,000  

Tax payable on under-reported income@25% 62,500  

Add: Health and education cess@4% 2,500  

 65,000  

Penalty leviable@50% of tax payable  32,500 

Reassessment under section 147   

Under-reported income:   

Total income reassessed under section 147 7,00,000  

(-) Loss assessed under section 143(3) (2,50,000)  

 9,50,000  

Tax payable on under-reported income@25% 2,37,500  

Add: Health and education cess@4% 9,500  

 2,47,000  

Penalty leviable@50% of tax payable  1,23,500 

Note – The applicable rate of tax for Dreamland Ltd. for A.Y.2019-20 is 25%, since its 

turnover for the P.Y.2016-17 does not exceed Rs.250 crores. 
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Question 6 

Mr. Akash, an individual, has deposited with Tri Finance & Investment Ltd., a residuary non- 

banking company, Rs.15,000 on 10th July, 2016 for 48 months by bearer cheque and made 

another deposit of Rs.15,000 on 1st August, 2018 in cash to purchase a new certificate of 48 

months tenure. 

On 25th March, 2019, Mr. Akash has applied for premature withdrawal against both the 

certificates. On 27th March, 2019, the company has paid him Rs.16,500, by a bearer cheque, 

against principal and interest, due against his first certificate (purchased in 2016) and Rs.15,300 

in cash on 28th March, 2019, against the second certificatez 

Discuss the violation of income tax provision, if any, and consequential penalty for each 

transaction. (4 Marks March ’19) 

Answer 6 

There is no violation of section 269SS at the time of acceptance of the first deposit of Rs.15,000 

by bearer cheque on 10.7.2016, since it is not in excess of the threshold limit of Rs.20,000. 

However, violation under section 269SS is attracted at the time of acceptance of the second 

deposit in cash on 1st August, 2018, since as on that date, there is already an outstanding 

deposit of Rs.15,000 and another cash deposit of Rs.15,000 would take the aggregate to 

Rs.30,000, which exceeds the threshold limit of Rs.20,000. Therefore, penalty under section 

271D of a sum equal to the amount of deposit taken from Mr. Akash is attracted for failure to 

comply with the provisions of section 269SS. 

In case of withdrawal, there is a violation of the provisions of section 269T at the time of first 

repayment by bearer cheque on 27th March, 2019, since on that date, the aggregate amount of 

deposits held by Mr. Akash with the non-banking company (together with interest payable on 

such deposits) is more than Rs.20,000. Therefore, penalty under section 271E equal to the 

amount of deposit so repaid will be attracted for failure to comply with the provisions of section 

269T. 

However, the second repayment of Rs.15,300 on 28th March, 2019 in cash cannot be considered 

as a violation of section 269T, since neither the amount of deposit with interest thereon nor the 

aggregate amount of deposits held by Mr. Akash on that date together with interest exceeds 

the threshold limit of Rs.20,000. 

 

Question 7 

Dinesh, a resident individual of age of 47 years, has not furnished his return of income for 

the A.Y. 2019-20. However, his total income for such year as assessed u/s 144 is Rs. 18 

lakhs. Is penalty under section 270A attracted and if so, what is the quantum of penalty? 

(a) No; penalty under section 270A is not attracted since he has not filed his return of 

income, hence, this is not a case of underreporting or misreporting of income. 

(b) Yes; penalty is Rs. 3,66,600, assuming it is a case of underreporting of income 

(c) Yes; penalty is Rs. 1,83,300, assuming it is a case of underreporting of income 

(d) Yes; penalty is Rs. 1,44,300, assuming it is a case of underreporting of income 

(1 Mark Oct 19) 

Answer 7 

The Answer is  (c) 
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Question 8 

Mr. X made a fixed deposit of Rs. 12,000 with a non-banking finance company (NBFC) on 

1.4.2018 in cash. Thereafter, he made another fixed deposit of Rs. 7,500 with the same 

NBFC on 1.8.2018 by bearer cheque. On 31.3.2019, he made yet another fixed deposit of 

Rs. 8,000 with the same NBFC by an account payee cheque. Which of the following 

statements are correct? 

(a) Penalty under section 271D is attracted at the time of acceptance of first deposit on 

1.4.2018 

(b) Penalty under section 271D is attracted at the time of acceptance of second deposit 

on 1.8.2018 

(c) Penalty under section 271D is attracted at the time of acceptance of third deposit on 

31.3.2019 

(d) Penalty under section 271D is not attracted. (1 Mark Oct 19) 

Answer 8 

The Answer is (d) 

 

Question 9 

Examine the following cases and state whether the same are liable for penalty as per the 

provisions of the Income-tax Act, 1961. 

(I) Harish & Associates had made payment in excess of the limits prescribed to the 

contractors for carrying out labour job work at various sites, but had not deducted tax 

at source as per section 194C. 

(II) Sunshine Hotels were asked by Income-tax Officer (CIB) to furnish details of all such 

tourists who stayed in their hotels and had paid bill amount in excess of Rs. 10,000. They 

have not furnished the requisite information in spite of various reminders. (4 Marks Oct 

19) 

Answer 9 

(I) Penalty under section 271C is attracted for failure to deduct tax at source. The penalty 

would be a sum equal to the amount of tax which such person has failed to deduct. Such 

penalty can be imposed only by the Joint Commissioner. Therefore, Harish & Associates 

shall be liable for penalty under section 271C equal to the amount of tax which they have 

failed to deduct under section 194C from the payments made to the contractors. The 

penalty would be in addition to the disallowance of 30% of expenditure/payment under 

section 40(a)(ia). 

(II) Section 133(6) empowers the Income-tax authority to require any person to furnish 

information in relation to such points or matters which will be useful for or relevant to 

any enquiry or proceeding under the Act. Failure on the part of an assessee to furnish the 

information in relation to such points or matters as required makes him liable for penalty 

under section 272A(2) of Rs. 100 for every day during which the failure continues. 

Note – In a case where no proceeding is pending, the Income-tax authority can exercise 

this power only after obtaining the approval of the Principal Director/Director or Principal 

Commissioner/Commissioner as the case may be. In this case, it is presumed that the 

Income-tax authority has obtained the approval of the Principal Director/Director or 

Principal Commissioner/ Commissioner before exercising this power. 
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Question 10 

Mr. Ramkumar an agriculturist has made an agreement to sell his 10 acres of agricultural land 

situated in a remote village at a price of Rs. 1 lakh per acre to Mr. Bhaskar, a builder, for 

constructing a farmhouse. Mr. Ramkumar has received an advance of Rs. 1 lakh by way of a 

crossed cheque. Later on, the agreement was rescinded as Mr. Bhaskar could not  pay  the 

balance amount within the stipulated time as per the agreement. Mr. Ramkumar returned the  

advance by a crossed cheque. The Assessing Officer has proposed to levy a  penalty  under 

section 271D on Mr. Ramkumar. Examine the validity of the Assessing Officer's action.  

(4 Marks March ‘21) 

 

Answer 10 

Section 269SS prohibits acceptance of any advance of Rs.  20,000 or  more in relation to transfer  

of immovable property otherwise than by way of account payee cheque/bank draft or use of 

ECS through a bank account or credit card, debit card, net banking,  IMPS,  UPI,  RTGS,  NEFT  or 

BHIM, whether or not the transfer has actually taken place. 

This provision will not be applicable in a case where both the payer  and  recipient  have  

agricultural income and neither of them has any income chargeable to tax in India. 

In this case, Mr. Ramkumar has accepted an advance of  Rs.1 lakh by  way  of a crossed cheque 

for transfer of immovable property, i.e., agricultural land, which is in contravention of section  

269SS. Further, the exemption from applicability of this provision would not be available even 

though Mr. Ramkumar, the recipient, has agricultural income because Mr. Bhaskar, the payer of 

advance, is not having agricultural income. 

Accordingly, penalty under section 271D equal to the amount of such  advance  would  be  

attracted. This is irrespective of Mr. Ramkumar having returned the advance by  a  crossed  

cheque. However, such penalty can be imposed only by the Joint Commissioner. 

Accordingly, the proposed action for levy of penalty under section 271D by the Assessing Officer 

would be valid, only if the Assessing Officer is a Joint Commissioner. If he is not a Joint 

Commissioner, the proposed action for levy of penalty under section 271D would not be valid. 

 

Question 11 

Mr. Vyomesh, a non-resident individual aged 61 years, has not furnished his return of income 

for A.Y.2021-22. However, the total income assessed in respect of such year under section 

144 is Rs. 13 lakh. Determine the quantum of penalty leviable under section 270A (Ignore the 

provisions of section 115BAC). 

(a) Rs. 2,10,600, being tax payable on total income of Rs. 13 lakh 

(b) Rs. 1,05,300, being 50% of tax payable on Rs. 13 lakh 

(c) Rs. 66,300, being 50% of tax payable on under-reported income of Rs. 10.50 lakhs (i.e., 

Rs. 13 lakhs - basic exemption limit of Rs. 2.50 lakhs) 

(d) Rs. 58,500, being 50% of tax payable on under-reported income of  Rs. 10  lakhs (i.e., Rs.  

13  lakhs - basic exemption limit of Rs.  3 lakhs) (2 Marks April ‘21) 

 

Answer 11 

The Answer is the (b) 
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Question 12 

Mr. A, an agriculturist has made an agreement to sell his 10 acres of agricultural land situated in 

a remote village at a price of ` 1 lakh per acre to Mr. B, a builder for constructing a farmhouse. 

Mr. A has received an advance of ` 1 lakh by way of a crossed cheque. Later on, the agreement 

was rescinded as Mr. B could  not pay the balance amount within the stipulated time as per the 

agreement. Mr. A returned the advance by A/c payee cheque. Would penalty be leviable on Mr. 

A under section 271D? If yes, what would be the amount of penalty? 

(a) Yes, penalty of ` 1 lakh is leviable on Mr. A, since Mr. B has income other than agricultural 

income. 

(b) No, penalty would not be leviable, since Mr. A returned the advance by an A/c payee 

cheque. 

(c) No, penalty would not be leviable, since Mr. A is an agriculturist. 

(d) Yes, penalty of ` 20,000 is leviable on Mr. A, since Mr. B has income other than agricultural 

income. (2 Marks Nov 21) 

Answer 12 

(a) 

 

Question 13 

Examine the following cases and state whether the same are liable for penalty as per the 

provisions of the Income-tax Act, 1961. 

(I) Blue &  Associates had made payment in excess of the limits prescribed to the contractors    

for carrying out labour job work at various sites, but had not deducted tax at source as 

per section 194C. 

(II) Sunshine Hotels were asked by Income-tax Officer (CIB) after obtaining the approval of 

the Principal Director to furnish details of all such tourists  who  stayed in  their hotels and  

had paid bill amount in excess of ` 10,000. They have not furnished the requisite 

information in spite of various reminders. (4 Marks Nov 21) 

Answer 13 

(I) Penalty under section 271C is attracted for failure to deduct tax at source. The penalty 

would  be a sum equal to the amount of  tax which such person has failed to deduct. 

Such penalty  can be imposed only by the Joint Commissioner. Therefore, Blue  &  

Associates  shall  be liable for penalty under section 271C equal to the amount of tax 

which they have failed to deduct under section 194C from the payments made  to  the 

contractors. The penalty would  be in addition to the disallowance of 30% of 

expenditure/payment under section 40(a)(ia). 

(II) Section 133(6) empowers the Income-tax authority to require any  person  to  furnish  

information in relation to such points or matters which will be useful for or relevant to 

any enquiry or proceeding under the Act. Failure on the part of an assessee to furnish 

the information in relation to such points or matters as required makes  him  liable  for 

penalty under section 272A(2) of Rs. 100 for every day during which the failure 

continues. 
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Offences & Prosecutions 

Question 1 

The Assessing Officer issued notices under section 133 to four banks requiring particulars 

relating to a customer in a specific format duly verified in a prescribed manner. One of the banks 

refused to part with the information on the ground that the letter did not specify about any 

proceeding pending against the said customer under the Income-tax Act, 1961. Examine the 

correctness of action of the bank in refusing to furnish the particulars as required by the 

Assessing Officer. (4 Marks March ‘18) 
Answer 1 

As per section 133(6), power is given to an Assessing Officer to issue notice, for the purposes of 

the Act, requiring any person, including a banking company, to furnish information  in respect of 

such points or matters or to furnish statement of accounts and affairs verified in the manner 

specified by the Assessing Officer, as may be useful for, or relevant to,  any enquiry  or proceeding 

under the Act. Therefore, the provisions of this section can be invoked even in case of any enquiry 

and it is not necessary that any proceeding should be pending against  the customer for the same. 

However, in respect of an enquiry, in case where no proceeding is pending, this power cannot be 

exercised by any Income-tax authority below the rank of Principal Director or Director or Principal 

Commissioner or Commissioner, other than the Joint Director or Deputy Director or Assistant 

Director, without the prior approval of the Principal Director or Director or Principal Commissioner 

or Commissioner, as the case may be. 

Therefore, the Assessing Officer can issue notice under section 133(6) asking for particulars relating 

to a customer in the specified format duly verified in the prescribed manner from the banking 

company, even if no proceeding is pending against such customer, provided he has obtained the 

prior approval of the Principal Director or Director or the Principal Commissioner or Commissioner, 

as the case may be. 

Hence, in such a case, the action of bank in refusing to provide the particulars relating to a customer 

as required by the Assessing Officer on the ground that no proceeding was pending against the 

customer, is not correct. 

Note - The Supreme Court, in the case of Kathiroor Service Co-operative Bank Ltd. v. CIT(CIB)(2014) 

360 ITR 0243, held that information of general nature could be called for from banks. In that case, 

since notices had been issued after obtaining the approval of the Commissioner, the assessing 

authority has not erred in issuing the notices to the assessees requiring them to furnish 

information regarding account holders. The Supreme Court, therefore, held that for such enquiry 

under section 133(6), the notices could be validly issued by the assessing authority. 

Question 2 

The proceedings before the Income-tax Authorities either can be attended by the assessee in  

person or through an authorized representative. Who can be treated as an authorized 

representative of the assessee? (5 Marks April 18) 

Answer 2 

As per section 288, the proceedings before the income-tax authorities can be attended by an 

assessee in person or through an authorised representative, i.e., a person authorized by the 

assessee in writing to appear on his behalf, being - 
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 a person who is a relative or a regular employee of the assessee; or 

 any officer of a Scheduled Bank in which the assessee maintains a current 

account or has other regular dealings; or 

 a legal practitioner who is entitled to practise in any civil court in India; or 

 a chartered accountant within the meaning of the Chartered Accountants Act, 

1949; or who hold a valid certificate of practice 

 any person who has passed any accountancy examination recognized in this 

behalf by the CBDT for this purpose; or 

 any person who has acquired such educational qualifications as prescribed by  

the CBDT; or 

 any person who, before the coming into force of this Act in the Union territory of 

Dadra and Nagar Haveli, Goa1, Daman and Diu, or Pondicherry, attended any 

proceedings before an income-tax authority in the said territory on behalf of any 

assessee otherwise than in the capacity of an employee or relative of that 

assessee 

 any person who was actually practising as an income-tax practitioner, 

immediately before commencement of the Income-tax Act, 1961. 

 

Question 3 

The  Assessing  Officer  lodged  a  complaint against M/s. M  & D, a  firm, under section  276CC of 

the Income-tax Act, 1961 for failure to furnish its  return  of  income  for  the  A.Y.2018-19 within 

the due date under section 139(1). The tax payable on the assessed  income,  as reduced by the 

advance tax paid and  tax  deducted  at source, was  Rs.60,000. The appeal filed   by   the   firm   

against  the   order   of  assessment  was   allowed   by  the  Commissioner 

(Appeals). The Assessing Officer passed an order giving effect to the order  of  the Commissioner 

(Appeals). The tax payable by the firm as per the said order of the Assessing Officer was Rs. 1,000. 

The Assessing Officer has accepted the order of the Commissioner (Appeals) and has not 

preferred an appeal against it to  the Income Tax Appellate Tribunal.  The firm desires to know  

of the  maintainability of the  prosecution  proceedings in  the  facts and circumstances of the 

case. (4 Marks April ‘19) 

Answer 3 

Section 276CC provides  for  prosecution  for  wilful  failure  to furnish a return of income within 

the prescribed time, in a case where tax would have been evaded had the failure not been 

discovered. Since the amount of tax which would have been evaded does not exceed Rs.25 lakh, 

the imprisonment would be for a term  of 3  months to  2  years.  In addition, fine would  also be 

attracted. 

However, in a case where the return of income is not filed within the due date, prosecution 

proceedings will not be attracted if the tax  payable  by a  person, other  than  a  company, on the 

total income determined on regular assessment, as reduced  by the  advance tax, if any, paid and 

any tax deducted at source, does not exceed Rs. 3,000. 

In this case, even though the tax liability of the firm as per the original order of assessment 

exceeded Rs. 3,000, however, as a result of the order of the Commissioner (Appeals), it got 

reduced to Rs. 1,000, which is less  than  Rs. 3,000. Therefore, since  the  tax  liability of the firm 

on final assessment was determined at Rs. 1,000, the prosecution proceedings are not 
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maintainable. 

In Guru Nanak Enterprises v. ITO (2005) 279 ITR 30, where the facts were  similar,  the Supreme 

Court held that prosecution was unwarranted. 

Question 4 

The Assessing Officer lodged a complaint against M/s. PQR, a firm, under section 276CC of the 

Income-tax Act, 1961 for failure to furnish its return of income for the A.Y.2020-21 within the due 

date under section 139(1). The tax payable on the assessed income, as reduced by the advance 

tax paid and tax deducted at source, was ` 75,000. The appeal filed by the firm against the order 

of assessment was allowed by the Commissioner  (Appeals).  The  Assessing Officer passed an 

order giving effect to the order of the Commissioner (Appeals). The tax payable by the firm as per 

the said order of the Assessing Officer was ` 2,750. The Assessing Officer has accepted the order 

of the Commissioner (Appeals) and has not preferred an appeal against it to the Income Tax 

Appellate Tribunal. The  firm  desires  to  know of the maintainability of the prosecution 

proceedings in the facts and circumstances of the case. (4 Marks Oct ‘20) 

Answer 4 

Section 276CC provides for prosecution for wilful failure to furnish a return of income within  the 

prescribed time, in a case where tax would have been evaded had the failure not been discovered. 

Since the amount of tax which would have been evaded does not exceed ` 25 lakh, the 

imprisonment would be for a term of 3 months to 2  years. In  addition, fine would also be 

attracted. 

However, in a case where the return of income is not filed within the due date, prosecution 

proceedings will not be attracted if the tax payable by a  person, other than  a  company, on the 

total income determined on regular assessment, as reduced by the advance tax, if any, paid and 

any tax deducted at source, does not exceed ` 10,000. 

In this case, even though the tax liability of the firm as per the original order of assessment 

exceeded ` 10,000, however, as a result of the order of the Commissioner (Appeals), it got 

reduced to  ` 2,750, which is less than ` 10,000. Therefore, since the tax liability of the firm   on 

final assessment was determined at ` 2,750, the prosecution proceedings are not maintainable. 

In Guru Nanak Enterprises v. ITO (2005) 279 ITR 30, where the facts were similar, the Supreme Court 

held that prosecution was unwarranted. 

Question 5 

Jaishree Bank credited Rs.65,50,000 towards interest on the deposits in a separate account   for 

macro-monitoring purposes by using Core-branch Banking Solutions (CBS) software. No tax was 

deducted at source in respect of interest on deposits so credited even where the interest in respect 

of some depositors exceeded the limit of Rs.40,000. 

The Assessing Officer disallowed 30% of interest expenditure, where the interest on time deposits 

credited exceeded the limit of Rs.40,000 and also levied penalty under section 271C. Decide the 

correctness of action of the  Assessing Officer. (4 Marks April ‘21) 

Answer 5 

The Explanation  below section  194A(1) provides that where any  income by  way  of interest  other 

than interest on securities is credited to any account, whether called ‘interest payable account’ or 
‘suspense account’ or by any other name, in the books of account of the person liable to pay such 

income, such crediting shall be deemed to be credit of such income to the account of the payee 

and provisions of section 194A, shall, thus, apply. 
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However, the CBDT has, vide Circular No.3/2010 dated 2.3.2010, clarified that  Explanation to 

section 194A will not apply in cases of banks where credit  is  made  to  provisioning  account on 

daily/monthly basis for the purpose of macro monitoring only by the use of CBS software. 

Since no constructive credit to the depositor's/ payee's account takes place while calculating 

interest on daily/ monthly basis in the CBS software used by banks, tax need  not  be  deducted at 

source on such provisioning of interest by banks for the purposes of macro monitoring only. 

In such cases, tax shall be deducted at source on accrual of interest at the end of the  financial year 

or at periodic intervals as per practice of the bank or as per the depositor's or payee’s requirement 

or on maturity or on encashment of time deposit, whichever event takes place earlier  and  wherever the 

aggregate amount of interest income credited or  paid  or likely to be credited or paid during the 

financial year by the bank exceeds the  limits specified in section 194A i.e., Rs.40,000. 

In view of the above, the action of the Assessing Officer in disallowing the interest  expenditure 

credited in a separate account for macro monitoring purpose is not valid and consequent initiation 

of penalty proceedings under section 271C is not tenable in law. 

 

Question 6 

Mr. Deepak, an individual,  has  deposited  with  Trimurti  Finance  &  Investment  Ltd.,  a  residuary 

non-banking company, Rs.18,000 on 10th July, 2019 for 48 months by bearer cheque and made 

another deposit of Rs.14,000 on 1st August, 2020 in cash to purchase a  new certificate of 48 

months tenure. 

On 25th March, 2021, Mr. Deepak has applied for premature withdrawal against both the 

certificates. On 27th March, 2021, the company has paid him Rs.19,500, by  a  bearer  cheque, 

against principal and interest, due against his first certificate (purchased in 201 9) and Rs.14,600 in 

cash on 28th March, 2021, against the second certificate. 

Discuss the violation of income tax provision, if any, and consequential penalty for each 

transaction. (4 Marks April ‘21) 

Answer 6 

There is no violation of section 269SS at the time  of  acceptance  of  the  first deposit of Rs.18,000 

by bearer cheque on 10.7.2019, since it is not in excess of the threshold limit of Rs.20,000. 

However, violation under section 269SS is attracted  at  the  time  of  acceptance of the second 

deposit in cash on 1st August, 2020, since as on that date, there is already an outstanding deposit 

of Rs.18,000 and another cash deposit of Rs.14,000 would take the aggregate to Rs.32,000, which 

exceeds the threshold limit of Rs.20,000. Therefore, penalty under section 271D of a sum equal 

to the amount of deposit taken from Mr. Deepak is attracted for failure to comply with the 

provisions of section 269SS. 

In case of withdrawal, there is a violation of the provisions of section 269T at the time of first 

repayment by bearer cheque on 27th March, 2021, since on that date, the aggregate amount of 

deposits held by Mr. Deepak with the non-banking company (together  with  interest  payable on 

such deposits) is more than Rs.20,000. Therefore, penalty under section 271E equal to the 

amount of deposit so repaid will be attracted for failure to comply with the provisions of section 

269T. 

However, the second repayment of Rs.14,600 on 28th March, 2021 in cash cannot be considered as 

a violation of section 269T, since neither the amount of deposit with interest thereon nor the 

aggregate amount of deposits held by Mr. Deepak on that date together with interest exceeds the 

threshold limit of Rs.20, 
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Question 7 

The Assessing Officer lodged a complaint against M/s Emerald, a firm, under section 276CC of the 

Income-tax Act 1961 for failure to furnish its return of income for the A.Y.2018 -19 within the due 

date under section 139(1). The tax payable on the assessed income, as reduced by the advance 

tax paid and tax deducted at source, was ` 60,000. The appeal filed by the firm against the order 

of assessment was allowed by the Commissioner (Appeals). The Assessing Officer passed an order 

giving effect to the order of the Commissioner (Appeals). The tax payable by the firm as per the 

said order of the Assessing Officer was ` 1,000. The Assessing Officer has accepted the order of 

the Commissioner (Appeals) and has not referred an appeal against it to the Income-tax Appellate 

Tribunal. The firm desires to know about the maintainability of the prosecution proceeding in the 

facts and circumstances of the case. Advise the firm suitably. (3 Marks March ‘18) 

Answer 7 

Section 276CC provides for prosecution for willful failure to furnish a return of income within 

the prescribed time, in a case where tax would have been evaded had the failure not been 

discovered. 

Since the amount of tax which would have been evaded does not exceed ` 25 lakh, the 

imprisonment would be for a term of 3 months to 2 years. In addition, fine would also be attracted. 

However, in a case where the return of income is not filed within the due date, prosecution 

proceedings will not be attracted if the tax payable by the assessee on the total income 

determined on regular assessment, as reduced by the advance tax, if any, paid and any tax 

deducted at source, does not exceed ` 3,000. 

In this case, even though the tax liability of the firm as per the original order of assessment 

exceeded ` 3,000, however, as a result of the order of the Commissioner (Appeals), it got reduced 

to ` 1,000, which is less than ` 3,000. 

Therefore, since the tax liability of the firm on final assessment was determined at ` 1,000, the 

prosecution proceedings are not maintainable. 

In Guru Nanak Enterprises v. ITO (2005) 279 ITR 30, where the facts were similar, the Supreme Court 

held that prosecution was unwarranted. 
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Chapter 20  

Miscellaneous Provisions 
 

Question 1 

Mr. Varun, a stock broker, has defaulted with regard to his  income-tax  payments  and  the  

Assessing Officer has attached his membership card  of Stock Exchange under  section 281B  of  

the Income-tax Act, 1961. Mr.  Varun  contends that the membership card  is  not transferable 

and  is  not his personal asset.  Discuss the  validity  of attachment of the card by the Assessing 

Officer  in the context of Section 281B. (4 Marks Oct ‘20) 

Answer 1 

The right of membership is not a private asset and it is merely a personal privilege granted to 

the member. It is non-transferable and incapable of alienation by the member or his legal 

representative except to the limited extent provided in the rules and regulations of the stock 

exchange and subject to the fulfillment of conditions prescribed by the stock exchange. The 

nomination, even if permitted, is subject to the rules and is not automatic. The right of nomination 

is vested in the stock exchange absolutely in the case of death of or default of a member. 

Thus, the membership card is not the property of the assessee and therefore cannot be a ttached 

under section 281B. It has been so held by the Apex Court in the case of Stock Exchange 

Ahmedabad vs. ACIT (2001) 248 ITR 209. 
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Transfer Pricing & Other Provisions to check Avoidance of Tax 

Question 1 

RIDA Inc., a German Company, holds 45% of equity in Info tech Ltd., an Indian Company. Info 

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 2017-18, 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 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 

5% of the normal billing rate. No such discount 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 March ‘18) 
 

Answer 1 

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 l ength 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, as 

per section 92A(2)(a), because this company holds shares carrying more 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   

- 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., (5% of 100%)    5.0%  

Arm’s Length gross mark up  
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Cost incurred by Info tech Ltd. for executing RIDA Inc’s work 
[100% - 42.5% = 57.5%] 

42.5% 25,00,000 

Add: Adjusted gross profit (` 25,00,000 x 42.5%/57.5%) 18,47,826 

Arm’s Length billed value 43,47,826 

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   5,97,826 

 

Question 2 

Indico Pvt. Ltd. is a domestic company in India. Den Pvt. Ltd. is a company incorporated  in Country 

‘X’ and it is a non-resident in India. Den Pvt. Ltd. forms a company Zen Pvt. Ltd, its 100% subsidiary, 

in Country ‘Y’. Zen Pvt. Ltd. and Indico Pvt. Ltd. form a joint venture company Revolution (P) Ltd. in 

India on 10.04.2017. There is  no  other act ivity in Zen Pvt. Ltd. As per the  joint venture agreement, 

49%  of  Revolution (P) Ltd‘s equity is allotted to Zen Pvt. Ltd. and 51% is allotted to Indico Pvt. 

Ltd. Zen Pvt. Ltd. is also designated as a permitted transferee of Den Pvt. Ltd. Permitted transferee 

means that though shares of Revolution (P) Ltd. are held by Zen Pvt. Ltd, all rights of voting, 

management, right to sell etc., are vested in Den Pvt. Ltd. On 28.02.2018, the shares of Revolution 

(P) Ltd. held by Zen Pvt. Ltd. are sold to C Pvt.  Ltd.,  a  company connected to the Indico Pvt. Ltd. 

group. The India-Country ‘Y’ tax  treaty provides for non-taxation  of capital gains in the Source 

Country and Country ‘Y’ charges no capital gains tax in its domestic law. So, as per the tax treaty 

with Country ‘Y’, capital gains arising to Zen Pvt. Ltd. are not taxable in India. 

Examine, whether General Anti-Avoidance Rules (GAAR) can be invoked to deny the treaty benefit 

assuming that the other conditions prescribed for application of GAAR are satisfied. (4 Marks 

March ‘18) 

Answer 2 

The arrangement of routing investment through Country ‘Y’ results into a tax benefit. Since there is 
no business purpose in incorporating company Zen Pvt. Ltd. in  Country ‘Y’, it can be said that the 

main purpose of the arrangement is to obtain a tax benefit. The alternate course available in this case 

is direct investment in Revolution (P) Ltd.  joint venture by Den Pvt. Ltd. The tax benefit would be the 

difference in tax liabilities between the two available courses. 

The next question is, does the arrangement have any tainted element? It is evident that there is no 

commercial substance in incorporating Zen Pvt. Ltd. as it does not have any effect on the business 

risk of Den Pvt. Ltd. or cash flow of Den Pvt. Ltd. As the twin conditions of main purpose being tax 

benefit and existence of a tainted element are satisfied, GAAR may be invoked. 

Additionally, as all rights of shareholders of Revolution (P) Ltd. are being exercised by Den Pvt. Ltd 

instead of Zen Pvt. Ltd, it again shows that Zen Pvt. Ltd lacks commercial substance. 

Hence, GAAR provisions can be invoked in this case. 

 

Question 3 

Examine the following transactions and advise 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 

the Income-tax Authorities – 
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 Assessee International transaction Aggregate 

value of 

transactions 

entered into 

in the 

P.Y.2017-18 

Declared 

Operating 

Profit 

Margin 

Operating 

Expense 

(1) Ben Ltd., an 

Indian company 

Provision of data processing 

services with the use of 

information technology to 

Yen Inc., its foreign 

subsidiary. 

 

Rs. 180 crore 

 

Rs. 30 
crore 

 

Rs. 150 
crore 

(2) Den Ltd., an 

Indian company 

Provision of contract R & D 

services relating to generic 

pharmaceutical drug, to XYZ 

Inc., a foreign company which 

guarantees 15% of the total 

borrowings of Den Ltd. 

 

 

Rs. 50 crore 

 

 

Rs. 9 crore 

 

 

Rs. 30 crore 

In all the above cases, it may be assumed that the Indian entity which provides the services 

assumes insignificant risk. It may also be assumed that the foreign entities referred to 

above are non-resident in India. (6 Marks April 18 & Oct 18) 

Answer 3 

(1) Yen Inc., a foreign company, is a subsidiary of Ben Ltd., an Indian company. Hence, Yen Inc.  

and Ben Ltd. are associated enterprises. Therefore, provision of data processing services by 

Ben Ltd., an Indian company, to Yen 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 Ben 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.2017 -18  exceeds  Rs. 

100 crore but does not exceed Rs. 200 crore, Ben 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 Ben Ltd. has declared an operating 

profit margin of 20% (𝑖. 𝑒. , 30150 ×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 Ben Ltd in respect of such international transaction. 

(2) XYZ Inc., a foreign company, guarantees 15% of the total borrowings of Den Ltd., an Indian 

company. Since XYZ Inc. guarantees not less than 10% of the total borrowings of Den Ltd., XYZ 

Inc. and Den Ltd. are deemed to be associated enterprises. Therefore, provision of contract R 

& D services relating to generic pharmaceutical drug by Den Ltd., an Indian company, to XYZ 

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 generic pharmaceutical drug is an eligible 

international transaction. Since Den Ltd. is providing such services to a non-resident 

associated enterprise and has exercised a valid option for safe harbour rul es, it is an eligible 
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assessee. 

Since the value of the international transaction does not exceed Rs. 200 crore, Den Ltd. should 

have declared an operating profit margin of not less than 24% in relation to operating expense, 

to be covered within the scope of safe harbour rules. In this case, since Den Ltd. has declared 

an operating profit margin of 30% (𝑖. 𝑒. , 930 ×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 Den Ltd in respect of such international transaction. 

 

Question 4 

Examine, whether General Anti Avoidance Rules (GAAR) can be invoked in the following cases: 

(I) M/s Footprint Ltd. is a company incorporated in India. It sets up a unit in a Special 

Economic Zone (SEZ) for manufacturing of water bottles. It claims 100% deduction of 

profits earned from that unit as per section 10AA of the Act. (2 Marks April 18) 

(II) In the above case (I), let us presume that M/s Footprint Ltd. has another unit for 

manufacturing of water bottles in a non-SEZ area. The company transfers the product 

of non-SEZ unit to SEZ unit at a price lower than the fair market value. In respect of such 

products transferred from non-SEZ unit, only insignificant manufacturing activity takes 

place in the SEZ unit. In this way, the company is able  to  show higher profits in  SEZ  

unit than in non-SEZ unit, and consequently claims higher deduction in computation of 

income. The sales from bottles transferred from non-SEZ unit constitutes 10% of the  

total turnover of SEZ unit. (3 Marks April 18) 

Answer 4 

I. There is an arrangement of setting up of a unit in SEZ which results in a tax benefit. However, 

this is a case of tax mitigation where the tax payer is taking benefit of a fiscal incentive 

offered to him by complying with the conditions imposed and economic consequences of 

the provisions in the legislation e.g., setting up the business unit in SEZ area. Hence, the 

Revenue would not invoke GAAR as regards this arrangement. 

II. As there is no misrepresentation of facts or false submissions, it is not a case of tax evasion. 

The company has tried to take advantage of tax provisions by transferring profits from non-

SEZ unit to SEZ unit. This is not the intention of providing tax benefits  to units set up in SEZ. 

However, such tax avoidance is specifically dealt with under section 10AA(9) read with 80-

IA(8), wherein inter alia it is provided that where any goods or services held for the purposes 

of any other business carried on by the assessee are transferred to the eligible business and 

the consideration, if any, for such transfer as recorded in the accounts of the eligible 

business does not correspond to the market value of such goods or services as on the date 

of the transfer, then, for the  purposes of the deduction under this section, the profits and 

gains of such eligible  business shall be computed as if the transfer, in either case, had been 

made at the market value of such goods or services as on that date. 

Thus, in this case, due to application of specific anti-avoidance provisions, no tax  benefit 

can be derived by M/s Footprint Ltd. by transferring the products from Non-SEZ unit to SEZ 

unit at less than fair market value. Therefore, there is no specific need to invoke GAAR. 

Note - The CBDT has, vide Circular No. 7/2017 dated 21.1.17, however, clarified that the 

provisions of GAAR and SAAR can coexist and be made applicable, as may be necessary, 

considering the facts and circumstances of the case. Therefore, the possibility in invoking 

GAAR in this case cannot be completely ruled out. 
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Question 5 

Shine Inc., a Korean company has a subsidiary, Sahara Ltd. in India. Shine Inc. sells ROs (water 

purifiers) to Sahara Ltd. for resale in India. Shine Inc. also sells ROs to Rich Ltd., another ROs 

reseller in India. It sells 30,000 ROs to Sahara Ltd. at Rs. 22,000 per unit. The price fixed for Rich 

Ltd. is Rs. 18,000 per unit. The warranty in case of sale of ROs by Sahara Ltd. is handled by itself. 

However, for sale of ROs by Rich Ltd., Shine Inc. is responsible for the warranty for 6 months. 

Both Shine Inc. and Sahara Ltd. offer extended warranty at a standard rate of Rs. 2,500 per 

annum. On these facts, examine how the assessment of Sahara Ltd. is going to be affected. (6 

Marks Aug ‘18) 

Answer 5 

Shine Inc., a foreign company and Sahara Ltd., an Indian company are associated enterprises since 

Shine Inc. is the holding company of Sahara Ltd. Shine Inc. sells ROs to Sahara Ltd. for resale in 

India. Shine Inc. also sells identical ROs to Rich Ltd., which is not an associated enterprise. The 

price charged by Shine Inc. for a similar product transferred in comparable uncontrolled 

transaction is, therefore, identifiable. Therefore, Comparable Uncontrolled Price (CUP) method 

for determining arm’s length price can be applied. 

While applying CUP method, the price in comparable uncontrolled transaction needs to be 

adjusted to account for difference, if any, between the international transaction (i.e. transaction 

between Shine Inc. and Sahara Ltd.) and uncontrolled transaction (i.e. transaction between Shine 

Inc. and Rich Ltd.) and the price so adjusted shall be the arm’s length price for the international 
transaction. 

For sale of ROs by Rich Ltd., Shine Inc. is responsible for warranty for 6 months. The price charged 

by Shine Inc. to Rich Ltd. includes the charge for warranty for 6 months. Hence, the arm's length 

price for ROs being sold by Shine Inc. to Sahara Ltd. would be: 

Particulars No. Rs. 

Sale price charged by Shine Inc. to Rich Ltd.  18,000 

Less: Cost of warranty included in the price charged to Rich   

Ltd. (Rs. 2,500 x 6 /12)    1,250 

Arm's length price  16,750 

Actual price paid by Sahara Ltd. to Shine Inc.  22,000 

Difference per unit    5,250 

No. of units supplied by Shine Inc. to Sahara Ltd. 30,000  

Addition required to be made in the computation of total   

income of Sahara Ltd. (Rs. 5,250 × 30,000)  15,75,00,000 

No deduction under Chapter VI-A would be allowable in respect of the enhanced income of Rs. 

15.75 crores. 

Note: It is assumed that Sahara Ltd. has not entered into an advance pricing agreement or opted 

to be subject to Safe Harbour Rules. 

Question 6 

An Indian company, Sai Ltd., is a closely held company and it is a subsidiary of company Hari Ltd. 

incorporated in country X. Sai Ltd. was regularly distributing dividends but stopped distributing 

dividends from 1.4.2003, the date when dividend distribution tax was introduced in India. Sai Ltd. 

allowed its reserves to grow by not paying out dividends. As a result, no DDT was paid by the 

company. Subsequently, buyback of shares was offered by Sai Ltd. to its shareholder company Hari 
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Ltd. Hari Ltd. paid taxes on the capital gains arising on buyback of shares at the applicable rate. Can 

GAAR be invoked on the ground that there is a deferral of tax liability by Sai Ltd., the Indian 

company? (3 Marks Aug ‘18) 

Answer 6 

Whether to pay dividend to its shareholder, or buy back its shares or issue bonus shares out of the 

accumulated reserves is a business choice of a company. Further, at what point of time a company 

makes such a choice is its strategic policy decision. Such decisions cannot be questioned under 

GAAR. Hence, GAAR provisions cannot be invoked in this case. 

 

Question 7 

In case where primary adjustment to transfer price is made suo moto by an Indian 

company, th e time limit for repatriation of “excess money” is – 

(a) 60 days from 30th September of the A.Y. 

(b) 90 days from 30th September of the A.Y. 

(c ) 60 days from 30th November of the A.Y. 

(d)    90  days from  30 th  November of the A.Y. (1 Mark April ‘19) 

Answer 7 

The Answer is (d) 

 

Question 8 

Which of the following is not an eligible international transaction for application of 

safe harbor rules? 

(i) Preparation of  user documentation 

(ii) Receipt of intra-group loans where the amount of loan is denominated in Indian 

rupees  

(iii) Providing implicit corporate guarantee 

(iv) Purchase and export of core auto components 

(v) Receipt of intra-group services from group 

member Choose the correct option 

(a) Only (ii) 

(b) (ii) & (v) 

(c ) (ii), (iv) & (v) 

(d)    (ii), (iii), (iv) & (v) (1 Mark April ‘19) 

Answer 8 

The Answer is (d) 
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Question 9 

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 Sigma, an Italian company to ABC Ltd., an Indian 

company. Sigma is  a  “specified  foreign  company”  as defined in section 115BBD, in 
relation  to ABC Ltd. 

(ii) Purchase of commodities by Figaro Ltd., an Indian company, from Zylo AG, a German 

company. Figaro Ltd. is the subsidiary of Zylo AG. 

(iii) Transfer of technical knowhow by XYZ Ltd., an  Indian  company,  to  Alcatel  Lucent,  a  

German company, which guarantees  15% of the  borrowings  of XYZ Ltd. (6 Marks 

April ‘19) 

Answer 9 

(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. Sigma  is  a specified foreign company in relation to 

ABC Ltd. Therefore, the condition of ABC  Ltd. holding  shares  carrying  not less than 26% of  

the voting power in Sigma is satisfied, assuming that all shares carry  equal  voting  rights. 

Hence, Sigma and ABC Ltd. are deemed to be associated enterprises under section 92A(2). 

Since the provision of scientific research services by Sigma to ABC Ltd. is an “international 
transaction” between associated enterprises, transfer pricing provisions are attracted in this 
case. 

(ii) Purchase of tangible property falls within the scope of “international transaction”. Tangible 

property includes commodity. Zylo AG and Figaro Ltd. are  associated  enterprises  under 

section 92A, since Zylo AG is a holding company of Figaro Ltd. Therefore, purchase of 

commodities by Figaro Ltd., an Indian company, from Zylo AG, a German company, is an 

international transaction  between  associated  enterprises,  and  consequently,  the  

provisions of transfer pricing are 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. T ransfer of intangible property falls 

within the scope of the term “international transaction”. Since Alcatel Lucent, a German company, 

guarantees not less than 10% of the borrowings of XYZ Ltd., an Indian company, Alcatel Lucent 

and XYZ Ltd. are deemed to  be  associated  enterprises  under  section 92A(2). Therefore, 

since transfer of technical knowhow by XYZ Ltd.,  an  Indian company, to Alcatel Lucent, a 

German company, is an international transaction between associated enterprises, the 

provisions of transfer pricing are attracted in this case. 

 

Question 10 

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 
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(c) Rs. 7.20 crores 

(d) Rs. 9.60 crores (2 Marks Oct 19) 

Answer 10 

The Answer is (c) 

Question 11 

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 11 

The Answer is (a) 

Question 12 

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 12 

(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. 
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(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 13 

 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 13 

The Answer is (c) 

 

Question 14 

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 14 

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 15 

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 
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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 15 

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 

to section 92C(4). 

Question 16 

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 16 
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  The Answer is (d)         

Question 17                                                                                                                                                                                                                        

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 17 

  The Answer is (b) 

Question 18 

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 18 

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 

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 19 

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 
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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 19 

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   

- 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 20 
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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 20 

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 

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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Chapter 22 

Non-Resident Taxation 

Question 1 

The  following  information  pertains  to  Mr.  John,  a   non-resident   Indian   for   the   

previous year 2017-18: 

 

 Particulars ` ` 

(i) Dividend from XYZ Ltd., an Indian Company  1,25,000 

(ii) Interest on debentures of MNO Ltd. (subscribed in convertible 

foreign exchange) 

1,20,000  

 Less: Interest on loan taken for purchase of debentures   20,000 1,00,000 

(iii) Long-term capital gains on sale of debentures subscribed in 

convertible foreign currency: 

  

 Purchased on 10th June, 2004 4,50,000  

 Sale on 15th March 2018 6,25,000  

  1,75,000  

 Less: Commission to brokers   7,000 1,68,000 

(iv) Income from house property located in India (computed) 2,30,000 

(v) Re-investment the sale proceeds for purchase of shares of 

ABC Ltd. on 30th April, 2018 

4,50,000 

Cost Inflation Index: F.Y. 2004-05 - 113; F.Y.2017-18 – 272. 

Compute the amount of tax payable by Mr. john for Assessment Year 2018 -19, if he opts 

for the provisions of Chapter XII-A of the Income-tax Act, 1961. Ignore the effect  of  first  

proviso  to section 48. (6 Marks March ‘18) 

 

Answer 1 

Computation of tax payable by Mr. John for the A.Y. 2018-19 as per Chapter XII-A 

Particulars ` ` 

Tax on long term capital gain (` 45,670 × 10%) [See Notes 1 & 2] 4,567  

Tax   on   interest   on   debentures and dividend income   

being   investment   income    (` 2,40,000 × 20%) [See Notes 

1 & 3] 

48,000  

Tax on balance income of ` 2,30,000   Nil 52,567 

Add: Education cess @ 2%  

Add: Secondary and higher education cess @ 1% (as per 

amendment 4%) 

2,103 

Tax Payable 54,670 

Tax Payable (rounded off) 54,670 

Notes: 

(1) Computation of Total Income of Mr. John for the A.Y. 2018-19 as per provisions of 

Chapter XII-A 
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Particulars ` ` 

Income from house property (computed)  2,30,000 

Capital Gains on sale of debentures   

Sale consideration 6,25,000  

Less: Commission to brokers      7,000  

Net sale consideration 6,18,000  

Less: Cost of acquisition (Refer Note 2)   4,50,000  

Long term capital gain 1,68,000  

Less: Exemption under section 115F 1,22,330 45,670 

1,68,000 x 4,50,000/6,18,000   

(If within a period of six months after the date of 

transfer of a long term foreign exchange asset, the non-

resident Indian invested the whole or part of the net 

consideration in any specified asset, he is eligible to 

claim deduction as per section 115F) 

  

Dividend income received from Indian companies 

[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 

(1,20,000) 

Interest on debentures of Indian company (Refer Note 

3) 

 1,20,000 

Total Income  5,15,670 

(2) As per section 115D, the indexation benefit would not be available for calculating cost 

of acquisition for computing long term capital gains under Chapter XII -A. 

(3) No expenditure is allowed to be deducted from the interest on debentures being the 

investment income as per the provisions of section 115D. Therefore, interest on  loan 

taken  for purchase of debentures is not deductible.  

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 

(4) As per the provisions of section 115E, the tax rate applicable on investment income is 

20% and on the long-term capital gain the tax rate applicable shall be 10%. The 

balance income shall be chargeable to tax as per the normal tax rates.  

(5) The debentures referred to in the question are issued by an Indian company which is 

not a private company and are hence, specified assets. Since the specified assets have 

been subscribed in convertible foreign exchange, they are foreign exchange assets. 

 

Question 2 

Lionel Messi, a foreign national and a soccer player came to India as a member of  Argentina  

national team in the year ended 31st March, 2018. He received Rs. 5 lakhs for participation in 
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matches in India. He also received Rs. 1 lakh for an advertisement of a product on TV. He 

contributed articles in a newspaper for which he received Rs. 10,000. When he stayed in India, he 

also won a prize of Rs. 20,000 from horse racing in Dehradun. He has no other income in India 

during the year. Compute tax liability of Lionel Messi for Assessment Year 2018-19. Also, examine 

whether he is liable to file his return of income for Assessment Year 2018-19? (6 Marks April 18) 

 

Answer 2 

Computation of tax liability of Lionel Messi for the A.Y.2018-19 

Particulars Rs. Rs. 

Income taxable under section 115BBA   

Income from participation in matches in India 5,00,000  

Advertisement of product on TV 1,00,000  

Contribution of articles in newspaper 10,000  

Income taxable under section 115BB   

Income from horse races    20,000  

Total income 6,30,000  

Tax@ 20% under section 115BBA on Rs. 6,10,000 1,22,000 

Tax@ 30% under section 115BB on income of Rs. 20,000 

from horse races 

 

    6,000 

 1,28,000 

Add: Education cess@2% and SHEC@1% (as per 

amendment 4%) 
    5,120 

Total tax liability 1,33,120 

Section 115BBA provides that if the total income of the non-resident sportsman comprises 

of only income referred to in that section and tax deductible at source has been fully 

deducted, it shall not be necessary for him to file his return of income. However, in this 

case, Lionel Messi has income from horse races as well.  Therefore, he cannot avail the 

benefit of  exemption from filing of return  of income as contained in section 115BBA. 

Hence, he would be liable to  file  his return of income for A.Y.2018-19. 

 

Question 3 

Mr. Berlin Kidman, a foreign hockey player and his brother, Mr. Thomas Kidman, a foreign 

dancer, non-residents in India, furnished the following details for the A.Y. 2018-19: 

 Particulars Mr. Berlin 

Kidman 

Mr. Thomas 

Kidman 

(1) Income from participation in hockey 

tournaments in India 

Rs. 45,00,000  

 

 

 

 

Rs. 3,00,000 

(2) Winnings from lotteries (net) Rs. 69,100 

(3) Contribution of an article relating to the sport of 

hockey in a sports magazine in India 

Rs. 10,000 

(4) Performance in an entertainment shows in India  

With reference to the provisions of the Income-tax Act, 1961, you are required to – 

(i) Compute their tax liability for the A.Y.2018-19. 
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(ii) Decide whether it is necessary for them to file their return of income for A.Y.2018 -

19. (6 Marks Aug ‘18) 

Answer 3 

Computation of tax liability of Mr. Berlin Kidman for the A.Y.2018-19 

 

Particulars Rs. Rs. 

Income taxable under section 115BBA 

Income from participation in hockey tournaments 

in India Contribution of article in a magazine in 

India 

Income taxable under section 115BB 

Winnings from lotteries [Rs. 69,100 / (100 - 30.9%)] 

Total Income 

 

Tax @ 20% under section 115BBA on Rs. 45,10,000 

Tax@30% under section 115BB on income of Rs. 

1,00,000 by way of winnings from lotteries 

Add: Education cess@2% and SHEC@1% (as per 

amendment 4%) 

Total tax liability of Mr. Berlin Kidman 

 

45,00,000 

 

 

10,000 

 

1,00,000 

 

 

 

 

 

 

 

 

 

9,02,000 

 

30,000 

46,10,000 

 

9,32,000 

37,280 

        9,69,280 

Mr. Thomas Kidman is a non-resident entertainer, whose income of Rs. 3 lakh from 

entertainment shows in India is taxable@20% under section 115BBA. Therefore, his tax 

liability is Rs. 62,400 [being 20% of Rs. 3 lakh plus education cess@2% and secondary and 

higher education cess@1% (as per amendment 4%)] 

(ii) Section 115BBA provides that if the total income of the non-resident sportsman or non- 

resident entertainer comprises of only income referred to in that section and tax 

deductible at source has been fully deducted, it shall not be necessary for him to file his 

return of income. 

In this case, although Mr. Berlin Kidman is a non-resident sportsman, he has winnings 

from lotteries as well. Therefore, he cannot avail the benefit of exemption from filing of 

return of income as contained in section 115BBA. Hence, he has to file his return of 

income for A.Y.2018-19. 

However, since Mr. Thomas Kidman’s income comprises of only income referred to in 

section 115BBA, in respect of which tax is deductible under section 194E, he need not 

file his return of income for A.Y.2018-19, if tax has been so deducted. 

Question 4 

Examine with reasons whether the following transactions attract income-tax in India, in the 

hands of recipients under section 9 of Income-tax Act, 1961: 

(i) A non-resident Australian company, which did not have a permanent establishment in 

India, entered into an agreement for execution of electrical work in India. Separate 

payments were made towards drawings & designs, which were described as 

"Engineering Fee". The assessee contended that such business profits should be 
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taxable in Australia as there is no business connection within the meaning of 

section9(1)(i) of the Income-tax Act, 1961. 

(ii) A firm of solicitors in Delhi engaged a barrister in Canada for arguing a case before 

Supreme Court of India. A payment of 5000 Canadian Dollars was made as per terms 

of professional engagement. 

(iii) Dream Engineering, a non-resident foreign company entered into a collaboration 

agreement on 25/6/2017, with an Indian Company and was in receipt of interest on 8% 

debentures for Rs. 20 lakhs, issued by Indian Company, in consideration of providing 

technical know-how during previous year 2017-18. (6 Marks Oct ‘18) 

Answer 4 

(i) Fees for technical services is taxable under section 9(1)(vii). In this case, the separate 

payments made towards drawings and designs (described as “engineering fee”) are in the 
nature of fee for technical services and, therefore, it is taxable in India by virtue of section 

9(1)(vii) [Aeg Aktiengesllschaft v. CIT (2004) 267 ITR 209 (Kar.)]. 

As per Explanation to section 9, where income is deemed to accrue or arise in India under 

section 9(1)(vii), such income shall be included in the total income of the non-resident 

Australian company, regardless of whether it has a residence or place of business or business 

connection in India or not. 

(ii) As per section 9(1)(i), all income accruing or arising, whether directly or indirectly, through 

or from any business connection in India is deemed to accrue or arise in India.  

As per amendment-Significant economic presence of a non-resident in India shall also 

constitute business connection in India with effect from 1st April 2022, i.e AY 2022-23. 

In this case, there was a professional connection between the firm of solicitors in Delhi and 

the barrister in Canada. The expression “business” includes not only trade and manufacture; 
it includes, within its scope, “profession” as well. Therefore, the existence of professional 
connection amounts to existence of “business connection” under section 9(1)(i). It was so 
held by the Supreme Court in Barendra Prasad Roy v. ITO (1981) 129 ITR 295. 

Hence, the amount of 5,000 Canadian Dollars paid to the barrister in Canada as per the terms 

of the professional engagement constitutes income which is deemed to accrue or arise in 

India under section 9(1)(i). Hence, it is taxable in India. 

Note – Since he has represented a case in India, income can also be said to accrue or arise in 

India. 

Rs. 20 lakhs, being the value of debentures issued by an Indian company in consideration of 

providing technical know-how, is in the nature of fee for technical services, deemed to 

accrue or arise in India to Dream Engineering, a non-resident foreign company, under section 

9(1)(vii). Hence, it is taxable in India. 

(iii) Further, as per section 9(1)(v), income by way of interest payable by a person who is a 

resident of India is deemed to accrue or arise in India. Therefore, interest income from 

debentures of an Indian company is deemed to accrue or arise in India in the hands of Dream 

Engineering by virtue of section 9(1)(v). Hence, it is taxable in India. 

Note – Since the question specifically requires the candidates to examine the taxability of 

the above transactions under section 9, the provisions of double taxation avoidance 

agreement, if any, applicable in the above cases, have not been taken into consideration.  
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Question 5 

The net result of the business carried on by a branch of foreign company in India for the year 

ended 31.03.2018 was a loss of Rs. 100 lakhs after charge of head  office expenses of Rs. 200 lakhs 

allocated to the branch. Explain with reasons the income to be declared by the branch in its return 

for the assessment year 2018-19. (3 Marks Oct ‘18) 

Answer 5 

 Section 44C restricts the allowability of the head office expenses to the extent of lower of an 

amount equal to 5% of the adjusted total income or the amount actually incurred as is attributable 

to the business of the assessee in India. 

For the purpose of computing the adjusted total income, the head office expenses of Rs. 200 

lakhs charged to the profit and loss account have to be added back. 

The amount of income to be declared by the assessee for A.Y. 2018 -19 will be as under: 

Particulars Rs. 

Net loss for the year ended on 31.03.2018 

Add: Amount of head office expenses to be considered separately 

as per section 44C 

Adjusted total income 

Less: Head office expenses allowable under section 44C is the 

lower of 

(i) Rs. 5 Lakhs, being 5% of Rs. 100 Lakhs, or 

(ii) Rs. 200 Lakhs. 

Income to be declared in return 

(100 lakhs) 

 

200 lakhs 

100 

lakhs 

 

 

  5 lakhs 

95 lakhs 

 

Question 6 

The provision relating to limitation of interest deduction in respect of debt issued by a non-

resident associated enterprise would not apply where the expenditure by way of interest or 

similar nature is – 

(a) Rs.2.10 crore 

(b) Rs.2 crore 

(c) Rs.1.50 crore 

(d) Rs.1 crore (1 Mark March ’19) 

Answer 6 

The Answer is (d) 

 

Question 7 

A Ltd., a resident Indian company, on 1.4.2018 has borrowed Rs.100 crore from M/s Solid Inc., 

a company incorporated in US, at an interest rate of 9% p.a. The said loan is repayable over a 

period of 10 years. Further, loan is guaranteed by M/s X Inc incorporated in US. X Inc. holds 

share carrying 30% of voting power in A Ltd. 

The EBITDA of A Ltd. was Rs.10 crore. Calculate the amount of interest to be disallowed under  
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the head “Profits and gains of business or profession” in the computation of A Ltd .  (3 Marks 

March ’19) 

Answer 7 

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, 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 X Inc holds 30% of voting power i.e., more than 26% of voting power 

in A Ltd., A Ltd. and M/s X Inc are deemed to be associated enterprises. 

Since, loan of Rs.100 crores taken by A Ltd., an Indian company from M/s Solid Inc, is guaranteed 

by M/s X Inc, an associated enterprise of A Ltd., such debt shall be deemed to have been issued 

by an associated enterprise and interest payable to M/s Solid. Inc shall be considered for the 

purpose of limitation of interest deduction. 

Computation of interest to be disallowed in the computation of income under 

the head profits and gains of business or profession of A Ltd. 

Particulars Rs. 

EBITDA 

Interest paid or payable by A Ltd. 

lower of the following would be disallowed 

- Interest  paid  or  payable  in  excess 30% of 6,00,00,000 

EBITDA 

- Interest paid or payable to non-resident AE 9,00,00,000 

10,00,00,000 

9,00,00,000 

Interest to be disallowed as deduction 6,00,00,000 

Question 8 

Mr. Kumar, a non-resident individual, is due to receive interest of Rs.4 lakhs during February 

2019 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. 

Kumar is a resident of a NJA, discuss the tax implications under section 94A, read with sections 

115A and 194LB. (3 Marks March ’19) 

Answer 8 

The interest income received by Mr. Kumar, 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. Kumar in respect of such income 

would be ` 20,800 (being 5% of ` 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. Kumar 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 
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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. Kumar can, however, claim refund of excess tax deducted along with interest.  

 

Question 9 

Ziasha Inc, a company incorporated in Japan, 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 March ’19) 

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 non-resident 

would be deemed to accrue or arise in India, where the royalty is payable in respect of any right, 

property or information used or services utilized for the purposes of a business or profession 

carried on by such person in India or for the purposes of making or earning any income from 

any source in India. 

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 not correct. 

Question 10 

Kevin, a foreign national and a match referee came to India for T-20 matches and other match 

tournaments during the P.Y. 2018-19 for 45 days. He received Rs.9.6 lakhs for T-20 matches in 
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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 Kevin for Assessment Year 

2019-20. (2 Marks March ’19) 

 

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 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 – 9,60,000 @ 20% 92,000 1,04,500 

 1,12,000 

Add: Health and Education cess@4% 4,480 

Tax payable 1,16,480 

 

Question 11 

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 11 

 The answer is (a) 
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Question 12 

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)  

What are the other requirements, if any, under the Income-tax Act, 1961 in this case? 

(3 Marks Oct 19) 

Answer 12 

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 13 

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 
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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 13 

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. 

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 
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Question 15 

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 

 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 15 

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 



 

 

Chapter 22 Non Resident Taxation 

22.13 

 

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 

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 16 

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. 
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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 16 

The Answer is the (b) 

 

Question 17 

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 17 

The Answer is the (b) 

 

Question 18 

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 18 

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. 
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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 19 

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 19 

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]. 

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 20 

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 20 
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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 21 

James (aged 65 years), a foreign national and a match referee came to India for  T-20 and  other 

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 21 

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  
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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 22 

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 

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 22 

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 
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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  

[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 
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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 23 

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: 

 

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 23 

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. 
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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. 

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]  
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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 24 

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 24 

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 

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 25 

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) 
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Answer 25 

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 26 

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 

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) 
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Answer 26 

(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. 

Question 26 

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 26 

Computation of total income and tax liability of Mr. Kashyap for the A.Y. 2021 -22 
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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 

×100) 

 
18.00% 

 

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 27 

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 
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(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 27 

(d) 

Question 28 

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 28 

(a) 

Question 29 

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 29  

(b) 
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Chapter 23 

Double Taxation Relief 

Question 1 

Compute the total  income and  tax  liability  of  Mr.  Kashyap  for  the  assessment  year  2018 

19. 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 2017-18: 

 (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.  (6 

Marks March ‘18) 

Answer 1 

Computation of total income and tax liability of Mr. Kashyap for the A.Y. 2018-19 

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 

` 30,000, 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. 

 

 

 

 

   30,000 

 

 

 

 

  1,80,000 

Total Income   29,90,000 

Tax on Total Income    

Income-tax  7,07,000  

Add: Education cess @ 2%    

Add: Secondary and higher education cess @ 1% (as per 

amendment 4%) 

 28,280 7,35,280 
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Average rate of tax in India 

(i.e. ` 7,35,280/` 29,90,000 × 100) 

 

24.3913% 

 

Average rate of tax in foreign country 

(i.e. ` 2,61,000/` 14,50,000 ×100) 

 

18.00% 

 

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 (` 7,35,280 – ` 2,61,000)  4,74,280 

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 2 

Mrs. Savitri Sinha, (aged 60 years) is a well-known dramatist. She is  resident  and  ordinarily  

resident of India for the Assessment Year 2018-19. She is deriving income of Rs. 1,10,000 from 

theatrical works played abroad. Tax of Rs. 11,000 was deducted in the country where the plays 

were performed. India does not have any Double Tax Avoidance Agreement under section 90  of 

the Income-tax Act, 1961, with that country. Her income in India amounted to Rs. 5,10,000. 

In view of tax planning, she has deposited Rs. 1,50,000 in Public Provident Fund and paid 

contribution to approved Pension Fund of LIC Rs. 32,000. She also contributed Rs. 28,000 to 

Central Government Health Scheme during the previous year and gave payment of medical 

insurance premium of Rs. 26,000 to insure the health of her father, a non-resident aged 84 years, 

who is not dependent on her. Compute the tax liability of Mrs. Savitri Sinha for the Assessment 

year 2018-19. (6 Marks April 18) 

Answer 2 

Computation of tax liability of Mrs. Savitri Sinha for the A.Y. 2018-19 

Particulars Rs. Rs. 

Indian Income  5,10,000 

Foreign Income  1,10,000 

Gross Total Income  6,20,000 

Less: Deduction under section 80C   

Deposit in PPF 1,50,000  

Under section 80CCC   

Contribution to approved Pension Fund of 

LIC 

  32,000  

 

Under section 80CCE 
1,82,000  
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The aggregate deduction under section 80C, 

80CCC and 80CCD(1) has to be restricted to 

Rs. 1,50,000 

 

1,50,000 

 

Under section 80D   

Contribution to Central Government 

Health Scheme Rs. 28,000 is also allowable 

as deduction under section 80D. Since she is 

a resident senior citizen, the deduction is 

allowable to a maximum of Rs. 30,000 (See 

Note 1) 

 

 

28,000 

 

Medical insurance premium of Rs. 26,000 

paid for father aged 84 years. Since the 

father is a non-resident in India, he will not 

be entitled for the higher deduction of Rs. 

30,000 eligible for a senior citizen, who is 

resident in India. Hence, the deduction will 

be restricted to maximum of Rs. 25,000. 

 

 

 

 

 

 

25,000 

 

 

 

 

 

 

2,03,000 

Total Income  4,17,000 

Tax on Total Income   

Income-tax (See Note below) [Rs.1,17,000 x 5%]  5,850 

Add : Education cess @2%   

Add: SHEC @1% (as per amendment 4%)    234 

 

Average rate of tax in India 

(i.e. Rs. 6,084/ Rs. 4,17,000 × 100) 

 

 

1.459% 

6,084 

Average rate of tax in foreign country 

(i.e. Rs. 11,000/ Rs. 1,10,000 ×100) 

 

10% 

 

Rebate under section 91 on Rs. 1,10,000 @ 1.459% 

(lower of average Indian-tax rate or average foreign 

tax rate) 

  

 

1,605 

Tax payable in India (Rs. 6,084 – Rs. 1,605) 4,479 

Tax payable (rounded off) 4,480 

Notes: 

1. Section 80D allows a higher deduction of up to Rs. 30,000 in respect of the medical 

premium paid to insure the health of a senior citizen. Therefore, Mrs. Savitri Sinha will 

be allowed  deduction of Rs. 28,000 under section 80D, since she is a resident Indian of 

the age of 60 years. 

2. The basic exemption limit for senior citizens is Rs. 3,00,000 and the age criterion for 

qualifying as a “senior citizen” for availing the higher basic exemption limit is 60 years. Accordingly, 

Mrs. Savitri Sinha is eligible for the higher basic exemption limit of Rs. 3,00,000, since she 

is 60  years old. 

3. An assessee shall be allowed deduction under section 91 provided all the following 

conditions are fulfilled:- 
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(a) The assessee is a resident in India during the relevant previous year. 

(b) The income accrues or arises to him outside India during that previous year. 

(c) Such income is not deemed to accrue or arise in India during the previous year. 

(d) The income in question has been subjected to income-tax in the foreign country 

in the hands of the assessee and the assessee has paid tax on such income in the 

foreign country. 

(e) There is no agreement under section 90 for the relief or avoidance of double 

taxation between India and the other country where the income has accrued or 

arisen. 

In this case, since all the above conditions are satisfied, Mrs. Savitri Sinha is eligible 

for deduction under section 91. 

 

Question 3 

The following are the particulars of income earned by Miss Aarika, a resident Indian aged 35, 

for the A.Y. 2018-19: 

Particulars (Rs. In lacs) 

Income from playing hockey matches in country XYZ 15.00 

Tax paid in country XYZ 3.00 

Income from playing hockey matches in India 23.00 

Deposit in PPF 1.50 

Medical Insurance Premium paid for her mother aged 75 years (paid 

through credit card), who is not dependent on her. 

0.40 

Compute her total income and tax liability for the A.Y.2018 -19. There is no Double 

Taxation Avoidance Agreement between India and country XYZ. (6 Marks Oct ‘18) 

Answer 3 

Computation of total income and tax liability of Miss Aarika for the A.Y. 2018-19 

Particulars Rs. Rs. 

Indian Income [Income from playing hockey matches in 

India] 

 23,00,000 

Foreign Income [Income from playing hockey matches in 
country 

  

XYZ]  15,00,000 

Gross Total Income  38,00,000 

Less: Deduction under Chapter VI-A   

Deduction under section 80C   

PPF deposit of Rs. 1,50,000 made during the previous year   

is within the overall limit of 1.5 lakh. Hence, fully 

allowable as deduction 

1,50,000  

Deduction under section 80D   

Medical insurance premium of Rs. 40,000 paid for her   

mother aged 75 years. Since her mother is a senior citizen,   
the deduction is allowable to a maximum of   

Rs. 30,000 (assuming that her mother is also a resident in   
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India), even though she is not dependent on her. Further,   
deduction is allowable where payment is made by any   

mode other than cash. Here payment is made by 

credit card hence, eligible for deduction. 30,000  1,80,000 

Total Income  36,20,000 

Tax on Total Income   

Income-tax 8,98,500  

Add: Education cess @ 2%   

Add: Secondary and higher education cess @ 1% ( as per 

amendment 4%) 

    35,940 9,34,440 

Average rate of tax in India   

(i.e. Rs. 9,34,440/Rs. 36,20,000 × 100) 25.81%   

Average rate of tax in foreign country “XYZ”   

(i.e. Rs. 3,00,000/Rs.15,00,000 ×100) 20.00%   

Rebate under section 91 on Rs. 15 lakh @ 20% (lower of 
average 

  

Indian-tax rate or average foreign tax rate)  3,00,000 

Tax payable in India (Rs. 9,34,440 – Rs. 3,00,000)  6,34,440 

Tax payable in India (Rounded off)  6,34,440 

Note: Miss Aarika shall be allowed deduction under section 91, since the following 

conditions are fulfilled : 

(a) She is a resident in India during the relevant previous year. 

(b) The income accrues or arises to her 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 the foreign country XYZ in 

her hands and she has paid tax on such income in the foreign country XYZ. 

(d) There is no agreement under section 90 for the relief or avoidance of double taxation 

between India and country XYZ where the income has accrued or arisen. 

 

Question 4 

Compute the total income and tax liability of Ms. Ayushi, an Indian resident aged 30, 

from the following information furnished by her for the P.Y. 2018-19: 

Particulars (` In lacs) 

Income from playing tennis matches in country X 14.00 

Agricultural income from land situated in Country X 3.00 

Tax paid in country X 3.00 

Income from playing tennis matches in India 21.00 

Deposit in PPF 1.50 

Medical expenditure paid for her mother aged 75 years (paid through credit 

card), who is not dependent on her and no insurance is taken on her health.  

0.60 

There is no Double Taxation Avoidance Agreement between Indian and country X. 

Agricultural income of Rs.3 lakhs is exempt in Country X. (6 Marks March ’19) 
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Answer 4 

Computation of total income and tax liability of Ms Ayushi for the A.Y. 2019-20 

Particulars ` ` 

Indian Income [Income from playing tennis matches in 

India] Foreign Income 

- Income from playing tennis matches in country X 

- Agricultural Income [taxable in India since 

agricultural income from agricultural lands outside 

India is not exempt u/s 10(1)] 

Gross Total Income 

Less: Deduction under Chapter VI-A 

Deduction under section 80C 

PPF deposit of ` 1,50,000 made during the previous year 

is within the overall limit of 1.5 lakh. Hence, fully 

allowable as deduction 

Deduction under section 80D 

Medical expenditure of ` 60,000 paid for her mother 

aged 75 years. Since her mother is a senior citizen, the 

deduction is allowable to a maximum of ` 50,000 

(assuming that her mother is also a resident in India), 

even though she is not 

 21,00,000 

14,00,000 
 

3,00,000 17,00,000 

 38,00,000 

 

1,50,000 

 

dependent on her. Further, deduction is allowable where   
payment is made by any mode other than cash. Here   

payment is made by credit card hence, eligible for 

deduction. 
50,000  2,00,000 

Total Income  36,00,000 

Tax on Total Income   

Income-tax 8,92,500  

Add: Health and education cess @ 4%    35,700 9,28,200 

Average rate of tax in India   

(i.e. ` 9,28,200/` 36,00,000 × 100) 25.78%   

Average rate of tax in foreign country   

“X” (i.e. ` 3,00,000/`14,00,000 ×100) 21.43%   

Rebate under section 91 on ` 14 lakh @ 21.43% (lower of 
average 

  

Indian-tax rate or average foreign tax rate) [Note 2]  3,00,000 

Tax payable in India (` 9,28,200 – ` 3,00,000)  6,28,200 

Notes: 

1. Ms Ayushi shall be allowed deduction under section 91, since the following 

conditions are fulfilled:- 

(a) She is a resident in India during the relevant previous year. 

(b) The income accrues or arises to her 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 the foreign country 
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X in her hands and she has paid tax on such income in the foreign 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. 

2. Rebate under section 91 would not be available in respect of agricultural income, 

since such income is exempt in country X and consequently, is not a doubly taxed 

income. 

 

Question 5 

Shaurya, resident in India, has earned an income of Rs.4 lakh by way of lump sum 

consideration for copyright of a book, being a work on literary from a publisher in 

Country E, with which India does not have a DTAA. The same has been taxed at a flat 

rate of 5% in Country E. In India, his gross total income is Rs.7 lakhs. The double taxation 

relief available is 

(a) Rs.20,000 

(b)   Rs.7,725 

(c )   Rs.1,931 

(d ) Rs.1,950 (1 Mark April ‘19) 

Answer 5 

The Answer is (d) 

 

Question 6 

KLM Ltd. an Indian company paid dividend distribution tax under section 1 15 - O 

inrespect o f dividend distributed by it to its resident and non -resident shareholders. 

Mr. Roy, a shareholder o f KLM Ltd. and a resident of Country Y, has to pay tax in Country 

Y on dividend receive d by him from KLM Ltd., as per the domestic tax laws of Country 

Y. T his is an example of: 

(a) Juridical double taxation 

(b) economic double taxation 

(c ) territorial double taxation 

(d) municipal double taxation (1 Mark April ‘19) 

Answer 6 

The Answer is (b) 
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Question 7 

The following particulars of income  earned  in  India,  Country X and  Country  Y for  the  previous 

year 2018-19 are furnished by Mr. Rajan, an individual resident in India aged 52 years. 

Particulars Rs. 

In India  

Income from profession carried on in India 6,20,000 

In Country X  

Agricultural income (gross) [not exempt in Country X] 82,000 

Royalty income from a literary book (gross) 5,20,000 

Expenses incurred for earning royalty 30,000 

In Country Y  

Dividend received from a company incorporated in Country Y (gross) 97,000 

Business loss (Proprietary business) [Business loss in  Country Y not eligible for set 

off against other incomes as per law of that country.] 
70,000 

Rent from a house situated in Country Y  (gross)  [No  statutory  deduction 

allowable in County Y] 

3,20,000 

Municipal tax in respect of the above house  (not  allowed  as  deduction  in 

Country Y) 
12,000 

India has not entered into double taxation avoidance agreement with  these  two  

countries.  The rates of tax in Country X and Country Y are 12% and 15%, respectively. 

You  are  required  to  compute  total  income and tax payable by Mr. Rajan in India for  

A.Y.2019-20. (6 Marks April ‘19) 

Answer 7 

Computation of total income of Mr. Rajan for A.Y.2019-20 

 

Particulars Rs. Rs. 

Income from House Property [House situated in Country Y]   

Gross Annual Value1 3,20,000  

Less: Municipal taxes (assumed as paid in that country) __12,000  

Net Annual Value 3,08,000  

Less: Deduction under section 24 – 30% of NAV __92,400  

2,15,600 

Profits and Gains of Business or Profession   

Income from profession carried on in India 6,20,000  

Less: Business loss in Country Y set-off2 __70,000  

 

Royalty income from a literary book from Country X  (after 

deducting expenses of Rs.30,000) 

5,50,000  

4,90,000 10,40,000 

Income from Other Sources 
  

Agricultural income in Country X 82,000  
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Dividend received from a company in Country Y 97,000  
_1,79,000 

Gross Total Income 14,34,600 

Less: Deduction under Chapter VIA 

Under section 80QQB – Royalty income of a resident from 

literary work3 

 

 

_3,00,000 

Total Income 11,34,600 

Computation of tax liability of Mr. Rajan for A.Y.2019-20 

 

Particulars Rs. 

Tax on total income [30% of Rs.1,34,600 + Rs.1,12,500] 1,52,880 

Add: Health and Education cess@4%   6,115 

 1,58,995 

Less: Rebate under section 91 (See Working Note below)    66,628 

Tax Payable    92,367 

Tax payable (rounded off) 92,370 

Working Note: Calculation of Rebate under section 91 Rs. Rs. 

Average rate of tax in India [i.e., Rs.1,58,995 / 

Rs.11,34,600 x 100] 

14.01%  

Average rate of tax in Country X 12%  

Doubly taxed income pertaining to Country X   

Agricultural Income 82,000  

Royalty Income [Rs.5,20,000 – Rs.30,000 (Expenses) – 

Rs.3,00,000 (deduction under section 80QQB)]4 

 

1,90,000 

 

 

Rebate under section 91  on  Rs.2,72,000  @12% [being  the 

lower of average Indian tax rate (14.01%) and foreign tax rate 

(12%)] 

2,72,000  

32,640 

Average rate of tax in Country Y 15%  

Doubly taxed income pertaining to Country Y   

Income from house property 2,15,600  

Dividend     97,000  

 3,12,600  

Less: Business loss set-off    70,000  

 

Rebate under section 91 on Rs.2,42,600 @14.01% (being the 

lower of average Indian tax rate (14.01%) and foreign tax 

rate  (15%)] 

2,42,600  

 

33,988 

Total rebate under section 91 (Country X + Country Y) 66,628 

Note: Mr. Rajan 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 (i.e., P.Y.2018-19). 

(b) The income in question accrues or arises to him outside India in foreign countries X and 

Y during that previous  year and such income is not deemed to  accrue or arise in India 

during  the previous year. 



 

 

Chapter 23 Double Taxation Relief 

23.10 

(c) The income  in  question  has been subjected to  income-tax in the foreign countries X 

and Y  in his hands and it is presumed that he has paid tax on such income in those 

countries. 

(d) There is no agreement under section 90 for the relief or avoidance  of  double  taxation 

between India and Countries X and Y where the income has accrued or arisen. 

 

 

 

 

Question 8 

Compute total income and tax payable by Madhuvan, a senior citizen for the A.Y. 2019-20, 

from the following information: 

(i) Taxable income from a sole-proprietary concern in Ranchi Rs. 50 lakhs. 

(ii) Share of profit from a partnership firm in Bhopal Rs. 30 lakhs. 

(iii) Agricultural Income from rubber estate in Country T which has no DTAA with India, 

USD 70000 (Gross). Withholding Tax on the above income USD 10500. 

(iv) Brought forward Business Loss of A.Y. 2016-17 in Country T was USD 10000 which is 

not permitted to be set off against other income as per the laws of that country. 

Note: 1 USD = Rs 64 (6 Marks Oct 19) 

Answer 8 

Computation of total income and tax payable of Madhuvan for A.Y. 2019-20 

Particulars Rs. Rs. 

Profits and gains from business and profession   

Income from sole proprietary concern in India 50,00,000  

Share of profit from a partnership firm in India of Rs. 30 
lakhs, 

  

is exempt   Nil  

Business profit 50,00,000  

Less: Business Loss in Country T (USD 10,000 x Rs. 64/USD) 
 6,40,000 

 

43,60,000 

Income from Other Sources   

Agricultural income from rubber estate in Country T, is 
taxable 

  

in India (USD 70,000 x Rs. 64/USD)  44,80,000 

Gross Total Income/ Total Income  88,40,000 

Tax on total income   

Tax on Rs. 88,40,000 [(30% x Rs. 78,40,000 plus Rs. 
1,10,000) 

 24,62,000 

applicable for an individual, resident in India who is of the 
age 

  

of 60 years or more]   

Add: Surcharge@10%, since total income exceeds Rs. 50 

lakhs 

   2,46,200 
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  27,08,200 

Add: Health & Education cess @4%    1,08,328 

  28,16,528 

Average rate of tax in India 31.86%  

[i.e., Rs. 28,16,528/Rs. 88,40,000 x 100]   

Average rate of tax in Country T 15%  

[i.e., USD 10,500/USD 70,000]   

Doubly taxed income [Rs. 44,80,000 – Rs. 6,40,000] 38,40,000  

Rebate under section 91 on Rs. 38,40,000 @15%   

(lower of average Indian tax rate and rate of tax in Country 

T] 

   5,76,000 

Tax payable in India [Rs. 28,16,528 – Rs. 5,76,000]  22,40,528 

Tax payable (rounded off) 22,40,530 

Note: 

Since Madhuvan, is resident in India for the P.Y.2018-19, his global income would be subject 

to tax in India. He would be allowed deduction under section 91 provided all the following 

conditions are fulfilled:- 

(a) He is a resident in India during the relevant previous year. 

(b) Income accrues or arises to him outside India during that previous year.  

(c) Such income is not deemed to accrue or arise in India during the previous year.  

(d) The income in question has been subjected to income-tax in Country T in his hands 

and he has paid tax on such income in Country T. 

(e) There is no agreement under section 90 for the relief or avoidance of double 

taxation between India and Country T, where the income has accrued or arisen. 

Madhuvan is eligible for deduction under section 91 since all the conditions specified 

thereunder stand fulfilled by him during the previous year. 

 

Question 9 

Examine the tax consequence for Assessment Year 2019-20 in respect of fees for technical 

services (FTS) received by Mr. Richard Grill, a non-resident, from Trim Ltd., an Indian company, 

in pursuance of an agreement approved by the Central Government, if - 

(I) India has no Double Tax Avoidance Agreement (DTAA) with Country F 

(II) India has a DTAA with Country F, which provides for taxation of such FTS @5%. 

(III) India has a DTAA with Country F, which provides for taxation of such FTS @15%. 

Assume that Richard Grill is a resident of Country F and he has no fixed place of his profession 

in India. The technical services are utilised by Trim Ltd. for its business in Indore. (3 Marks Oct 

19) 

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 Trim Ltd. utilizes the technical services for its business in Indore, the fees for technical 
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services payable by Trim Ltd. is deemed to accrue or arise in India in the hands of Mr. Richard 

Grill. 

In accordance with the provisions of section 115A, where the total income of a non- corporate 

non-resident includes any income by way of royalty or 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. 

Section 90(2) makes it clear that where the Central Government has entered in to 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. 

Therefore, if the DTAA provides for a rate lower than 10%, then, the provisions of DTAA would 

apply. 

(I) In this case, since India does not have a DTAA with Country F, of which Richard 

Grill is a resident, the fees for technical services (FTS) received from Trim Ltd., an 

Indian company, would be taxable @10%, by virtue of section 115A. 

(II) In this case, the FTS from Trim Ltd. would be taxable @5%, being the rate specified 

in the DTAA, even though section 115A provides for a higher rate of tax, since the 

tax rates specified in the DTAA are more beneficial. However, since Richard Grill 

is a non- resident, he has to furnish a tax residency certificate from the 

Government of Country F for claiming such benefit. Also, he has to furnish other 

information, namely, his nationality, his tax identification number in Country F and 

his address in Country F. 

(III) In this case, the FTS from Trim Ltd. would be taxable @10% as per section 115A, 

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. 

 

Question 10 

Mr. Ravi, an individual resident in India aged 45 years, furnishes you the following particulars of 

income earned in India, Foreign Countries "S" and "T" for the previous year 2019 -20. 

 

Particulars Rs. 

Indian Income:  

Income from business carried on in Mumbai 4,40,000 

Interest on savings bank with ICICI Bank 42,000 

Income earned in Foreign Country “S” [Rate of tax – 16%]:  

Agricultural income in Country "S" 94,000 

Royalty income from a book on art from Country "S" (Gross) 7,80,000 

Expenses incurred for earning royalty 50,000 

Income earned in Foreign Country “T” [Rate of tax – 20%]:  

Dividend received from a company incorporated in Country "T" 2,65,000 

Rent from a house situated in Country "T" (gross) 3,30,000 
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Municipal tax paid in respect of the above house (not allowed as deduction in 

Country 

“T”) 
10,000 

Compute the total income and tax payable by Mr. Ravi in India for A.Y. 2020 -21 assuming 

that  India has not entered into double taxation avoidance agreement with Countries S & 

T. (6 Marks May ’20) 

 

 

 

Answer 10 

Computation of total income of Mr. Ravi for A.Y.2020-21 

Particulars Rs. Rs. 

Income from House Property [House situated in Country T]   

Gross Annual Value2 3,30,000  

Less: Municipal taxes paid in Country T    10,000  

Net Annual Value 3,20,000  

Less: Deduction under section 24 – 30% of NAV    96,000  

2,24,000 

Profits and Gains of Business or Profession   

Income from business carried on in India 4,40,000  

Royalty income from a book of art in Country S (after 

deducting expenses of Rs. 50,000) 

7,30,000 11,70,000 

Income from Other Sources   

 

 

 

4,01,000 

Interest on savings bank with ICICI Bank 42,000 

Agricultural income in Country S [Not exempt] 94,000 

Dividend received from a company in Country T 2,65,000 

Gross Total Income  17,95,000 

Less: Deduction under Chapter VIA 

Under section 80QQB – Royalty income of a 

resident from a work of art3 

 

 

3,00,000 

Under section 80TTA – Interest on savings bank 

account, subject to a maximum of Rs.10,000. 

 

    10,000 

Total Income 14,85,000 

Note – Since adjusted total income (i.e., Rs. 17,95,000) does not exceed Rs. 20 lakhs, 

AMT would not be attracted in this case. 

2Rental income has been taken as GAV in the absence of other information relating to 

fair rent, municipal value etc. 

Computation of tax liability of Mr. Ravi for A.Y.2020-21 

Particulars Rs. 

Tax on total income [30% of Rs. 4,85,000 + Rs. 1,12,500] 2,58,000 

Add: Health and education cess @4%    10,320 
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 2,68,320 

Less: Rebate under section 91 (See Working Note below) 1,72,197 

Tax Payable    96,123 

Tax payable (rounded off) 96,120 

 

Calculation of Rebate under section 91:  Rs. 

Average rate of tax in India [i.e., Rs. 2,68,320 / Rs. 14,85,000 x 
100] 

18.069%  

 

 

 

 

 

 

83,840 

Average rate of tax in Country S 16% 

Doubly taxed income pertaining to Country S4 Rs. 

Agricultural Income 94,000 

Royalty Income [Rs. 7,80,000  –  Rs.  50,000  (Expenses)  – 

Rs. 3,00,000 (deduction under section 80QQB)] 

4,30,000 

 

Rebate under section 91 on Rs. 5,24,000 @16% [being the 

lower of average Indian tax rate (18.069%) and Country S tax 

rate (16%)] 

5,24,000 

Average rate of tax in Country T 20% 

Doubly taxed income pertaining to Country T  

Income from house property 2,24,000 

Dividend 2,65,000 

 4,89,000 

Rebate under section 91 on Rs. 4,89,000 @18.069% (being 

the lower of average Indian tax rate (18.069%) and Country 

T tax 

rate (20%)] 

 

Total rebate under section 91 (Country S + Country T)  

Note: Mr. Ravi 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 i.e., P.Y.2019-20. 

(b) The income in question accrues or arises to him outside India in foreign countries 

S&T 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 the foreign countries 

“S” and “T” in his hands and it is presumed that he has paid tax on such income 

in those countries. 

(d) There is no agreement under section 90 for the relief or avoidance of double 

taxation between India and Countries S and T where the income has accrued or 

arisen. 

3 It is assumed that the royalty earned outside India has been brought into India in 

convertible foreign exchange within a period of six months from the end of the 

previous year. 
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4Doubly taxed income includes only that part of income which is included in the 

assessees total income. The amount deducted under Chapter VIA is not doubly 

taxed and hence, no relief is allowable in respect of such  amount – CIT v. Dr. 

R.N. Jhanji (1990) 185 ITR 586 (Raj.). 

 

Question 11 

Any term used in a DTAA with a foreign country and not defined in the agreement or  the Act 

but  assigned a meaning in the notification issued by the Central Government in the Official 

Gazette, shall have the meaning assigned in such notification and shall be effective from the - 

(a) Date on which the said DTAA came into for 

(b) Date on which the said notification became effective 

(c) Date on which the said notification published in the Official Gazette 

(d) Date on which the said DTAA  was signed. (1 Mark Oct ‘20)  

Answer 11 

The Answer is the (a) 

 

Question 12 

RPS Ltd., the assessee, has soId goods on 12.01.2021 to LMN Ltd., located in notified 

jurisdictional area (NJA), for Rs. 10.50 crores. During the current financial year, RPS Ltd. charged  

Rs. 11.50 crores from  TP of New York and Rs. 12 crores from  NS of London for  sale of identical 

goods and both of which are neither associated enterprise of RPS Ltd. nor they are situated in 

any NJA. While sales to TP and NS were on CIF basis, the sale to LMN Ltd., was on FOB basis, on 

which LMN Ltd. paid ocean freight and insurance amounting to  Rs. 20 lakhs on purchases from 

RPS 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 Rs. 14 lakhs to all customers except 

LMN Ltd. which procured the same locally at a cost of Rs. 18 lakhs. 

Compute the ALP for the sales made to LMN Ltd., and the amount of consequent increase, if any, 

in the profit of the assessee-company. (6 Marks March ‘21) 

Answer 12 

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 RPS Ltd, an Indian company and LMN Ltd., located in NJA,  

would be deemed to be international transactions between associated enterprises. 

The transactions of RPS Ltd. with TP of New York and  NS  of London for sale of identical goods 

are comparable uncontrolled international transactions, since they are neither associated 

enterprises of RPS 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  



 

 

Chapter 23 Double Taxation Relief 

23.16 

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 TP NS 

Rs. in 

crores 

Rs. in 

crores 

Price charged by RPS Ltd. (on CIF basis) 11.50 12.00 

Less: Ocean freight and insurance, has to  be  reduced 

since the price charged to LMN 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 TP and  

NS  but  not to LMN 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 +Rs.11.66 crores)/2] 11.41 

Less: Price at which goods were sold to LMN Ltd.  10.50 

Arm’s length adjustment [increase in profit of RPS Ltd.]    0.91 

 

Question 13 

During the Previous Year 2020-21, Ms. Anuradha, a citizen of India and resident of India earned 

business income of Rs. 21,00,000 from a foreign country with which India has a Double Taxation 

Avoidance Agreement (DTAA), which provides that "the income would be  taxable  in  country  

where it is earned and not in other country but would be included for computation of tax rate 

in  such other country." 

Her income is Rs. 8,75,000 from business in India. In foreign country, the rate of  tax is  18%.  

During the year, she paid a premium of Rs. 35,000 to insure the health of her mother, a non- 

resident, aged 63 years, through her credit card. You are required to compute the tax payable 

by Ms. Anuradha in India for the A.Y.2021-22. 

Also, show the tax payable by Ms. Anuradha in India, had there been no DTAA with such foreign 

country.   Ms. Anuradha does not want to opt for 115BAC. (6 Marks March ‘21) 

Answer 13 

(i) Computation of tax payable in case where there is a DTAA with the foreign country 

The DTAA with the foreign country provides that the income would be taxable in country 

where it is earned and not in other country, but it would be included for computation of  

tax  rate in such other country. 

Thus, business income of Rs. 21,00,000 in foreign country would not be  taxable in India  in 

the hands of Ms. Anuradha, however, such income has to be included in the total income 

to determine the effective rate of tax applicable on Indian income chargeable to tax in 

India. 

Computation of tax liability of Ms. Anuradha for A.Y.2021-22 

Particulars Rs. 
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Business Income 

- Foreign country 

- In India 

 

21,00,000 

  8,75,000 

Gross Total Income 29,75,000 

Less: Deduction under Chapter VI-A 

Section 80D – Medical insurance premium of Rs. 35,000 allowable to 

the extent of Rs. 25,000 [Since her mother aged 63 years is a non-

resident] 

 

 

  25,000 

Total Income 29,50,000 

Tax on total income [30% of Rs. 19,50,000 + Rs. 1,12,500] 6,97,500 

Add: Health and education cess@4%    27,900 

Tax Liability 7,25,400 

Tax rate [Rs. 7,25,400 / Rs. 29,50,000 x 100] 24.59% 

Tax payable = 24.59% x Rs. 8,50,000 [Rs. 8,75,000 – Rs. 25,000] 2,09,015 

(ii) Computation of tax payable in case where there is no DTAA with the foreign country 

In such case, Ms. Anuradha would be allowed deduction under section 91, since she 

has satisfied the following conditions:- 

(a) She is a resident in India during the relevant previous year i.e., P.Y.2020-21. 

(b) The business income of Rs. 21,00,000 accrues or arises to her outside India and 

such income is not deemed to accrue or arise in India during the previous year. 

(c) Such business income has been subjected to tax in the foreign country@ 18%1 

Computation of tax liability of Ms. Anuradha for A.Y.2021-22 

Particulars Rs. 

Tax Liability (computed above would remain same)  7,25,400 

Less: Rebate under section 91 (See Working Note below)  3,78,000 

Tax Payable  3,47,400 

Working Note:   

Calculation of Rebate under section 91   

Average rate of tax in India [Rs. 7,25,400/Rs. 

29,50,000  x 100] 

24.59%  

Average rate of tax in Foreign Country 18%  

Doubly taxed income (Business income in foreign 

country) 

Rs. 21,00,000  

Rebate u/s 91 on Rs. 21,00,000 @18% [being the lower of average Indian 

tax rate (24.59%) and foreign tax rate (18%)] 

3,78,000 

 

Question 14 

Mr. Rakesh, an individual resident in India aged 65 years, furnishes you the following 

particulars of income earned in India, Country "S" and Country "T" for the previous year 2020-

21. India has not  entered into double taxation avoidance agreement with Country S and 

Country T. 
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Particulars ` 

Income from profession carried on in India 8,00,000 

Agricultural income in Country "S" (gross) 60,000 

Dividend received from a company incorporated in Country "T" (gross) 1,50,000 

Royalty income from a literary book from Country "S" (gross) 6,00,000 

Expenses incurred for earning royalty 1,00,000 

Business loss in Country "T" (Proprietary business) 65,000 

Rent from a house situated in Country "T" (gross) 2,40,000 

Municipal tax paid in respect of the above house in Country "T" (not allowed 

as 

deduction in Country “T”) 

10,000 

Note: Business loss in Country "T" not eligible for set off against other incomes as per law of that 

country. Royalty income brought in India in May, 2021. The rates of tax in Country "S" and 

Country "T" are 10% and 15%, respectively. He does not opt to pay tax as per section 115BAC. 

Compute total income and tax payable by Mr. Rakesh in India for Assessment Year 2021-22 after 

allowing deduction u/s 91. (6 Marks Nov 21) 

Answer 14 

Computation of total income of Mr. Rakesh for A.Y.2021-22 
 

Particulars ` ` 

Income from House Property [House situated in Country T] 

Gross Annual Value2 

 

2,40,000 

 

Less: Municipal taxes paid in Country T    10,000  

Net Annual Value 2,30,000  

Less: Deduction under section 24 – 30% of NAV    69,000 1,61,000 

Profits and Gains of Business or Profession   

Income from profession carried on in India 8,00,000  

Less: Business loss in Country “T” from proprietary business  
   65,000 

 

  
7,35,000 

Income from Other Sources   

Agricultural income in Country S [Not exempt] 60,000  

Royalty  income3 from a literary book from Country S (after 

deducting expenses of ` 1,00,000) 

 
5,00,000 

 

Dividend received from a company in Country T 1,50,000 7,10,000 

Gross Total Income  16,06,000 

Less: Deduction under Chapter VI-A 

Under section 80QQB – Royalty income of a resident 

from literary book allowable as deduction since the 

amount has been bought into India within six months 

from the end of the previous year 

  

 

 
 

  3,00,000 

Total Income  13,06,000 
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Note – Since adjusted total income (i.e., ` 16,06,000) does not 

exceed ` 20 lakhs, AMT would not be attracted in this case. 

  

Computation of tax liability of Mr. Rakesh for A.Y.2021-22   

Tax on total income [30% of ` 3,06,000 + ` 1,10,000,

 since Mr. Rakesh is a senior citizen, he is eligible for higher basic 

exemption limit of 

` 3,00,000] 

2,01,800 

Add: Health and education cess @4%    8,072 

 2,09,872 

Less: Deduction under section 91 (See Note below)    62,900 

Tax Payable 1,46,972 

Tax Payable (rounded off) 1,46,970 

Note 
 

Calculation of deduction under section 91: 

 ` ` 

Doubly taxed income pertaining to Country S4   

Agricultural Income 60,000 

Royalty Income [` 6,00,000 – ` 1,00,000 (Expenses) – 

` 3,00,000 (deduction under section 80QQB)] 

 

2,00,000 
 2,60,000  

Average rate of tax in India [i.e., ` 2,09,870 / ` 13,06,000 x 100] 16.070%  

Average rate of tax in Country S 10%  

Deduction under section 91 on ` 2,60,000 @10% [being the 

lower of average Indian tax rate (16.070%) and Country X tax 

rate (10%)] 

 26,000 

Doubly taxed income pertaining to Country T5 

  

Income from house property 1,61,000  

Dividend 1,50,000  

 
Less: Loss from business set-off against other business income 

3,11,000  

    65,000  

Doubly taxed income 2,46,000  

Average rate of tax in Country T 15%  

Average rate of tax in India [i.e., ` 2,09,870 / 

` 13,06,000 x 100] 

16.070%  

Deduction under section 91 on ` 2,46,000 @15% [being the 

lower of average Indian tax rate (16.070%) and Country T tax 

rate (15%)] 

  
36,900 

Total deduction under section 91  62,900 
 

 

3 Alternatively, royalty income can be taxable under the head “ Profits and gains from business or profession”.  

4Doubly taxed income includes only that part of income which is included in the assessees total income. The amount deducted under 

Chapter VIA is not doubly taxed and hence, no relief is allowable in respect of such amount – CIT v. Dr. 

R.N. Jhanji (1990) 185 ITR 586 (Raj.). 
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Question 15 

KP Ltd., the assessee, has soId goods on 13.12.2020 to LM Ltd., located in notified jurisdictional 

area (NJA), for ` 11.40 crores. During the current financial year, KP Ltd. charged ` 12.60 crores 

from XY of US and ` 13.20 crores from RS  of London for sale of identical goods  and both  of  

which are neither associated enterprise of KP Ltd. nor they are situated in any NJA.  While sales   

to XY and RS were on CIF  basis, the sale  to LM Ltd., was  on  FOB basis, which paid ocean  freight 

and insurance amounting to ` 20 lakhs on purchases from KP Ltd. 

India has a Double Taxation Avoidance Agreement with the US and U.K. The assessee has a  policy 

of providing after sales support service to the tune of  ` 12  lakhs to  all customers except  LM 

Ltd. 

Compute the ALP for the sales made to LM Ltd., and the amount of consequent increase, if any, in 

the profit of KP Ltd. (6 Marks Nov 21) 

Answer 15 

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 KP Ltd, an Indian company and LM Ltd., located in NJA, would  

be deemed to be international transactions between associated enterprises. 

The transactions of KP Ltd. with XY of US and RS of London for sale of identical goods are 

comparable uncontrolled international transactions, since they are neither associated 

enterprises  of KP 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 XY RS 

` in crores ` in crores 

Price charged by KP Ltd. (on CIF basis) 12.60 13.20 

Less: Ocean freight and insurance, has to be reduced since  

the price charged to LM 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 XY and RS but not to LM Ltd.) 

12.40 13.00 

 

0.12 

 

0.12 

Arm’s Length Price 12.28 12.88 

Arithmetic mean of the above prices [(12.28 crores + ` 12.88 crores)/2] 12.58 

Less: Price at which goods were sold to LM Ltd.  11.40 

Arm’s length adjustment [increase in profit of KP Ltd.]    1.18 
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Chapter 24 
  

Advance Ruling 

Question 1 

Thirsty Drink Inc. of  UK entered into contracts with three Indian companies  namely  Thumbs 

Up Ltd., Pepsi Co. Ltd. and Coca Cola Ltd. for supplying know-how. Thirsty Drink Inc. made  an 

application to the Authority for Advance Rulings (AAR) on the rate of withholding tax on receipts 

applicable to it. 

Thumbs Up Ltd. also made an application to the Assessing Officer for determination of the  rate 

at which tax is deductible on the payment made to non-resident company i.e., Thirsty Drink Inc. 

The Authority for Advance Rulings (AAR) rejected the application of Thirsty Drink Inc. on the 

ground that the question raised in the application is already pending before an Income-tax 

authority. Examine whether the rejection of application by the AAR is justified in justified in 

law? (3 Marks March ‘18) 

Answer 1 

The matter relates  to  the admission  or  rejection of  the application  filed before the Authority 

for Advance Rulings on the ground specified in clause (i) of the first proviso to section 245R(2). 

The said clause provides that the Authority shall not allow the application where the question 

raised in the application is already pending before any income-tax authority or Appellate 

Tribunal or any court. 

In this case, no application had been filed or contention urged by the applicant foreign company, 

namely Thirsty Drink Inc., before any income-tax authority/Appellate Tribunal/court, raising the 

question raised in the application filed with AAR. However, one of the Indian companies, 

namely, Thumbs Up Ltd., had raised the question before the Assessing Officer, not on the 

applicant’s behalf or with a view to benefit the applicant, but only to safeguard its own interest, as it had a 

statutory duty to deduct the proper amount of tax from payments made to the foreign company. 

Although the question raised pertains to one of the payments made or to be made to the non-

resident applicant, it was not one pending determination before any income-tax authority in 

the applicant’s case. 

Therefore, as held in Ericsson Telephone Corporation India AB v. CIT (1997) 224 ITR 203 (AAR), the 

application filed by the Indian company, Thumbs Up Ltd., before the Assessing Officer cannot be 

treated to have been filed by the foreign company, Thirsty Drink Inc. 

Hence, the rejection of the application of Thirsty Drink Inc. by the AAR on the ground that the 

question raised in the application is already pending before an income-tax authority is not 

justified. 

 

Question 2 

Mention the cases where a person resident in India can seek advance ruling from the Authority for 

Advance Ruling. (2 Marks April 18) 

Answer 2 

A resident can make an application to the Authority for Advance Ruling to seek an advance 

ruling in the following cases: 

(I) Section 245N(b)(A)(III) enables a resident referred in section 245N(a)(iia) falling within 
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any such class or category of persons as may be notified by the Central Government to 

make an application to Authority for Advance Rulings. Such notified resident applicant 

can seek ruling in relation to his tax liability arising out of a transaction which has been 

undertaken or is proposed to be undertaken by such applicant, and such determination 

shall include the determination of any question of law or of fact specified in the 

application. 

A resident in relation to his tax liability arising out of one or more transactions valuing  

Rs. 100 crore or more in total which has been undertaken or proposed to be 

undertaken would be an applicant for this purpose. 

(II) 245N(b)(A)(IV) enables a resident falling within any such class  or category of  persons  

as may be notified by the Central Government to make an application for Advance  

Ruling. Such notified resident applicant can seek ruling in respect of issues relating to 

computation of total income which is pending before any income-tax authority or the 

Appellate Tribunal. Such a resident applicant can make an application to seek 

determination or decision by the AAR on a question of law or a question of fact relating   

to such computation of total income specified in the application. 

(III) A resident can also make an application seeking advance ruling in relation to the tax 

liability of a non-resident arising out of a transaction undertaken or proposed to be 

undertaken by him with such non-resident. 

Note: Mention any two cases. 

Question 3 

"The term 'Advance ruling' includes within its scope, a determination by the Authority for 

Advance Rulings only in relation to a transaction undertaken by a non-resident applicant". 

Discuss the correctness or otherwise of this statement, as per the income tax law. (3 Marks Aug 

‘18) 

Answer 3 

The statement is not correct. 

As per section 245N, advance ruling not only includes a determination by the AAR in relation to a 

transaction which has been undertaken or is proposed to be undertaken by a non-resident applicant, 

but also includes, inter alia, determination by the AAR - 

(i) in relation to the tax liability of a non-resident arising out of a transaction which has been 

undertaken or is proposed to be undertaken by a resident applicant with such non- 

resident 

(ii) in relation to the tax liability of a resident applicant, arising out of a transaction which has 

been undertaken or is proposed to be undertaken by such applicant and such 

determination shall include the determination of any question of law or of fact specified 

in the application. 

Question 4 

Mr. Bhuwan is a non-resident. The appeal pertaining to the assessment year 2013-14 is pending 

before the Income-tax Appellate Tribunal, the issue involved being computation of export profit 

and tax thereon. The same issue persists for the assessment year 2014 -15 as well. Mr. Bhuwan’s 
brother Mr. Karan has obtained an advance ruling under Chapter XIX - B of Income-tax Act, 1961 

from the Authority for Advance Ruling on an identical issue. Mr. Bhuwan proposes to use the 
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said ruling for his assessment pertaining to the assessment year 2014-15. Can he do so? (3 

Marks Oct ‘18) 

Answer 4 

As per section 245S(1), the advance ruling pronounced under section 245R by the Authority for 

Advance Rulings shall be binding only on the applicant who had sought it and in respect of the 

specific transaction in relation to which advance ruling was sought. It shall also be binding on 

the Principal Commissioner/Commissioner and the income-tax authorities subordinate to him, 

in respect of the concerned applicant and the specific transaction. 

In view of the above provision, Mr. Bhuwan cannot use the advance ruling, obtained on an 

identical issue by his brother, for his assessment pertaining to the assessment year 2014 -15. 

Note – Though the ruling of the Authority for Advance Rulings is not binding on others but there 

is no bar on the Tribunal taking a view or forming an opinion in consonance with the reasoning 

of the Authority for Advance Rulings de hors the binding nature [CIT v. P. Sekar Trust (2010) 321 

ITR 305 (Mad.)]. 

Question 5 

A Bench of the Authority for Advance Rulings (“AAR”) consists of a Chairman/Vice-chairman, one 

revenue member and one law member. An Assessee filed an application before the AAR 

pertaining to interpretation of certain provisions of the Income-tax Act, 1961. Determine which 

of the following persons can be a revenue member of the AAR for the purpose of adjudicating 

the said applicat ion? 

(a) A person from the Indian Revenue Service who is qualified to be a member of CBDT 

(b) A person from the Indian Customs and Central Excise Service who is qualified to be a 

member of CBEC 

(c) A member from the Indian Legal Service 

(d) Any person from the Indian Revenue Service (1 Mark March ’19) 

Answer 5 

The Answer is (a) 

 

Question 6 

“The Authority for Advance Rulings has the powers of compelling the production of books of 
account”. Examine the correctness or otherwise of this statement. (3 Marks March ’19) 

Answer 6 

The statement is correct. 

Under section 245U, the Authority for Advance Rulings shall have all the powers vested in the 

Civil Court under the Code of Civil Procedure, 1908 as are referred to in section 131. 

Accordingly, the Authority for Advance Rulings shall have the same powers as are vested in a 

court under the Code of Civil Procedure, 1908, when trying a suit in respect of the following 

matters, namely - 

(1) discovery and inspection; 

(2) enforcing the attendance of any person, including any officer of a banking 

company and examining him on oath; 
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(3) compelling the production of books of account and other documents; and 

(4) issuing commissions. 

Therefore, the Authority for Advance Ruling has the powers of compelling the 

production of books of account. 

Question 7 

Mr. Sakshat, a non-resident, made an application  to  the  Authority  for  Advance  Rulings  on 

3.7.2018 in relation to  a transaction proposed to  be undertaken by him. On 10.8.2018, he decides   

to withdraw the said application. Can he withdraw the application on 10.8.2018? Examine. (3 

Marks April ‘19) 

 

Answer 7 

Section 245Q(3) of the Income-tax Act, 1961 provides that an applicant, who has sought for an 

advance ruling, may withdraw the application within 30 days from  the  date  of  the  application. 

Since more than 30 days have elapsed from the date of  application  by  Mr.  Sakshat  to  the 

Authority for Advance Rulings, he cannot withdraw the application. 

However, the Authority for Advance Rulings (AAR), in  M.K.  Jain  AAR  No.644  of  2004,  has observed 

that though section 245Q(3) provides that an application may be withdrawn by the  applicant 

within 30 days from the date  of  the  application, this, however, does  not preclude  the  AAR from 

permitting withdrawal of the application after the said period with its permission, if the 

circumstances of the case so justify. 

Question 8 

As per section 245N(a)(iv), advance ruling means determination by the Authority for 

Advance Rulings or decision whether an arrangement, which is proposed to be undertaken 

by a person is an impermissible avoidance arrangement as referred to in Chapter X-A or 

not. For making an application in this regard, the applicant has to be - 

(a) Only a Non-resident 

(b) Only a Resident 

(c) Only a Resident falling within such class or category of persons as notified by the 

Central Government 

(d) Either a resident or a non-resident (1 Mark Oct 19) 

Answer 8 

 The Answer is (d) 

 

Question 9 

Mr. Sarthak, a non-resident, made an application to the Authority for Advance Rulings on 

10.8.2018 in relation to a transaction proposed to be undertaken by him. On 13.9.2018, he 

decides to withdraw the said application. Can he withdraw the application on 13.9.2018? 

Examine. (3 Marks Oct 19) 

Answer 9 

Section 245Q(3) of the Income-tax Act, 1961 provides that an applicant, who has sought for an 

advance ruling, may withdraw the application within 30 days from the date of the application. Since 

more than 30 days have elapsed from the date of application by Mr. Sarthak to the Authority for 

Advance Rulings, he cannot withdraw the application. 
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However, the Authority for Advance Rulings (AAR), in M.K. Jain AAR No.644 of 2004, has observed 

that though section 245Q(3) provides that an application may be withdrawn by the applicant within 

30 days from the date of the application, this, however, does not preclude the AAR from permitting 

withdrawal of the application after the said period with its permission, if the circumstances of the 

case so justify. 

 

Question 10 

Mr. Jakir, a non-resident, wants to file an application before  the AAR pertaining  tax  

implications arising in respect of a service contract entered with an Indian company , under  the  

provisions of the Income-  tax Act, 1961. He is of the opinion that  the following persons  can be 

a revenue member of a Bench of  the AAR for the purpose of adjudicating his advance ruling 

application. 

(i) A person from the Indian Revenue Service who is qualified to be a member of CBDT 

(ii) A officer of the Indian Customs and Central Excise Service who is qualified to be a member 

of  CBEC 

(iii) A member from the Indian Legal Service, who is a Joint Secretary to the Government of India 

Identify, who can be a revenue member of a bench of the AAR for adjudicating his advance 

ruling application? 

(a) (i) or (ii) 

(b) (i) or (iii) 

(c) (i), (ii) or (iii) 

(d) (i) only (2 Marks Oct ‘20 ) 

Answer 10 

The Answer is the (d) 

Question 11 

The Authority for Advance Rulings has the powers of compelling the production of books of 

account– Examine the correctness or otherwise of this statement. (3 Marks March ‘21) 

Answer 11 

The statement is correct. 

Under section 245U, the Authority for Advance Rulings shall have  all the powers vested in  

the Civil Court under the Code of Civil Procedure, 1908 as are referred to in section 131. 

Accordingly, the Authority for Advance Rulings shall have the same powers as are vested in   

a court under the Code of Civil Procedure, 1908, when trying a suit in respect  of  the  

following matters, namely - 

(1) discovery and inspection; 

(2) enforcing the attendance of any person, including any officer of  a  banking company  

and examining him on oath; 

(3) compelling the production of books of account and other documents; and 

(4) issuing commissions. 

Therefore, the Authority for Advance Ruling has the powers of compelling the production of 

books of account. 
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Chapter 25 

Equalization Levy 

Question 1 

With reference to the provisions of Chapter VIII of the Finance Act, 2016, explain the meaning of 

the terms “Equalisation Levy” and  “Specified Services”. (3 Marks March ‘18) 
Answer 1 

Equalisation Levy 

Chapter VIII of the Finance Act, 2016 provides for  an equalisation levy of 6% of the amount   of 

consideration for specified services received or receivable by a non-resident not having 

permanent establishment in India, from a resident in India who carries on business or profession; 

or from a non-resident having permanent establishment in India. 

Meaning of Specified Services 

(1) Online advertisement; 

(2) Any provision for digital advertising space or any other facility or service for the 

purpose of online advertisement; 

(3) Specified Service also includes any other service as may be notified by the Central 

Government. 

As per amendment- 

With effect from April 1, 2020, equalisation levy shall be charged at the rate of 2 per cent of the 

amount of consideration received / receivable by an e-commerce operator from ecommerce 

supply of goods / services made (or provided or facilitated) by it – 

a) to a person resident in India; or 

b) to a non-resident in the “specified circumstance”; or 

c) to a person who buys such goods / services using internet protocol (IP) address located 

in India. 

Question 2 

Zen Inc., a foreign company, carries on business of manufacture and sale of mobile handsets and 

accessories. In India, it carries on this business  through its branch set up in Mumbai. As  a measure 

to boost its sales and profits, the board of the company is considering using digital means of 

advertising. For this purpose, the company enters into talks with Google Inc. for online 

advertisement of its products. It negotiated a sum of INR 20, 00,000, which is paid to Google Inc. 

in June, 2017 for online advertising services. 

What is the tax consequence under the Indian tax laws in the hands of Google Inc., considering 

that it does not have a permanent establishment in India? Is any tax/levy required to be deducted 

at source on such payment to Google Inc.?   Examine. (4 Marks April 18) 

Answer 2 

Chapter VIII of the Finance Act, 2016 provides for  an equalisation levy of 6% of the amount   of 

consideration, for specified services including online advertisement, received or  receivable by 

a non-resident not having permanent establishment (PE) in India, from a resident in India who 

carries on business or profession; or from a non-resident having PE in India. 

The branch in Mumbai would constitute PE in India for Zen Inc., since permanent establishment 



 

 

Chapter 25 Equalization Levy 

25.2 

includes a fixed place of business through which the business of enterprise is carried on. 

Thus, equalisation levy @ 6% would be levied on the Rs. 20,00,000 being the amount of 

consideration received by Google Inc., a non-resident not having a PE in India for online 

advertisement from Zen Inc, a non-resident having a PE in India. 

Zen Inc. is liable to deduct equalization levy of Rs.1.20 lakhs from the amount of Rs. 20  lakhs 

paid to Google Inc. and deposit such amount to the credit of the Central Government by 7th 

July, 2017. 

Question 3 

Pearl Ltd. is an Indian Company involved in manufacturing and trading in kids garments under the 

brand name “CHICOO”. In order to expand its exports sale, it launched a massive publicity 

campaign in overseas market. For the purpose of online advertising, it hired the  Beauty Inc.,  a 

Japanese based company which has no permanent establishment in India and paid Rs. 12 lakhs 

for its services in the previous year 2017-18. Discuss the tax and TDS implications of such 

transaction both in the hands of Pearl Ltd. and Beauty Inc. (3 Marks Aug ‘18) 

Answer 3 

Equalisation levy of 6% is attracted in respect of the amount of consideration exceeding Rs. 1 lakh 

for, inter alia, online advertisement, received or receivable by a non-resident not having permanent 

establishment in India, from, inter alia, a resident in India who carries on business or profession. 

In this case, the payment of Rs. 12 lakhs by Pearl Ltd., a resident in India (since it is an Indian 

company) to Beauty Inc., Japan, a non-resident not having PE in India, for online advertisement 

services would be subject to Equalisation Levy@6%. Such income is, however, exempt under the 

Income-tax Act, 1961 by virtue of section 10(50) thereof. 

Pearl Ltd. is required to deduct equalisation levy of Rs. 72,000 i.e., @6% of Rs. 12 lakhs from such 

payment. 

 

Question 4 

LMN Ltd., an Indian company, is carrying on the business of manufacture and sale of Indo- 

western Apparels under the brand name “STYLE&SHINE”. In order to expand its overseas 
sales/exports, it launched a massive advertisement campaign of its products. For the purpose of 

online advertisement, it utilized the services of Xylo Inc., a London based company. During the 

previous year 2018-19, LMN Ltd. paid Rs. 15 lakhs to Xylo Inc. for such services. Discuss the tax 

implications/TDS implications of such payment and receipt in the hands of LMN Ltd. and Xylo 

Inc., respectively, if Xylo Inc. has no permanent establishment in India. (3 Marks Oct 19) 

Answer 4 

Chapter VIII of the Finance Act, 2016, "Equalisation Levy", provides for an equalisation levy of 

6% of the amount of consideration for specified services received or receivable by a non- 

resident not having permanent establishment in India, from a resident in India who carries out 

business or profession, or from a non-resident having permanent establishment in India. 

“Specified Service” means 

(1) online advertisement; 

(2) any provision for digital advertising space or any other facility or service for the 

purpose of online advertisement and 

(3) any other service as may be notified by the Central Government. 
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As per amendment- 

With effect from April 1, 2020, equalisation levy shall be charged at the rate of 2 per 

cent of the amount of consideration received / receivable by an e-commerce operator 

from ecommerce supply of goods / services made (or provided or facilitated) by it – 

a) to a person resident in India; or 

b) to a non-resident in the “specified circumstance”; or 

c) to a person who buys such goods / services using internet protocol (IP) address 

located in India. 

 However, equalisation levy shall not be levied- 

- where the non-resident providing the specified services has a permanent 

establishment in India and the specified service is effectively connected with such 

permanent establishment. 

- the aggregate amount of consideration for specified service received or 

receivable during the previous year does not exceed Rs. 1 lakh. 

- where the payment for specified service is not for the purposes of carrying out 

business or profession 

In the present case, equalisation levy @6% is chargeable on the amount of Rs. 

15,00,000 received by Xylo Inc., a non-resident not having a PE in India from LMN Ltd., 

an Indian company. Accordingly, LMN Ltd. is required to deduct equalisation levy of Rs. 

90,000 i.e., @6% of Rs. 15 lakhs, being the amount paid towards online advertisement 

services provided by Xylo Inc., a non-resident having no permanent establishment in 

India. Non- deduction of equalisation levy would attract disallowance under section 

40(a)(ib) of 100% of the amount paid while computing business income. 

 

Question 5 

Master Ltd. is  an  Indian Company involved in  manufacturing and trading in  mobile phones  

under the brand name “MY PHONE”. In order to expand its exports sale, it launched  a massive 

publicity campaign in foreign market. For the purpose of online advertising, it hired the 

Sunshine Inc., a Japanese based company which has no permanent establishment in  India and 

paid Rs.15 lakhs for its services in the previous year 2020-21. 

Discuss the tax and TDS implications of such transaction both in the hands of Master Ltd. 

and Sunshine Inc. (3 Marks April ‘21) 

Answer 5 

Chapter VIII of the Finance Act, 2016, "Equalisation Levy", provides for an equal isation levy   of 

6% of the amount of consideration for specified services received or receivable by a non - 

resident not having permanent establishment in India, from a resident in India  who  carries out 

business or profession, or from a non-resident having permanent establishment in India. 

“Specified Service” means 

(1) online advertisement; 

(2) any provision for digital advertising space or any other facility or service  for  the  

purpose of online advertisement and 

(3) any other service as may be notified by the Central Government. 
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However, equalization levy shall not be levied- 

- where the non-resident providing the specified services has  a  permanent  

establishment in India and the specified service is effectively connected with such 

permanent establishment. 

- the aggregate amount of consideration for specified service received or  

receivable during the previous year does not exceed Rs.1 lakh. 

- where the payment for specified service is not for the purposes of  carrying  out  

business or profession 

In the present case, equalisation levy @6% is chargeable on the amount of Rs.15,00,000 

received by Sunshine Inc., a non-resident not having a PE in India from  Master  Ltd., an Indian 

company. Accordingly, Master Ltd. is required to deduct  equalisation  levy  of Rs.90,000 i.e., 

@6% of Rs.15 lakhs, being the amount paid towards online advertisement services provided 

by Sunshine Inc., a non-resident having no permanent establishment in India. Non-deduction 

of equalisation levy would attract disallowance under  section 40(a)(ib)  of 100% of the amount 

paid while computing business income. 

 

Question 6 

M/s. S&J Co. Ltd., Chennai entered into the following agreements with various non-resident 

entities during the previous year 2019-20: 

(i) Paid Rs.3,75,000 to M/s. Star Inc., a company based in Canada for online advertisement 

of  its products. M/s. Star Inc., does not have a PE in India. 

(ii) Paid Rs. 85,000 to Mr. D, a non-resident individual, against providing digital space for 

online advertisement of its products. 

(iii) Paid Rs.1,96,000 to M/s MakeMoney Ltd., for providing a platform for sale of its used 

furniture items. M/s. MakeMoney Ltd., is a company based in China and does not 

have a PE in India. 

Examine the tax implications of  such payments. (6 Marks May ’20) 

Answer 6 

Chapter VIII of the Finance Act, 2016, provides for an equalisation levy of 6% of the amount of 

consideration for specified services received or receivable by a non-resident not having 

permanent establishment (PE) in India, from a resident in India who carries out business or 

profession, or from a non-resident having PE in India. 

“Specified services” means - 

(i) Online advertisement; 

(ii) Any provision for digital advertising space or any other facility or service for the 

purpose of online advertisement; 

(iii) Any other service as may be notified by the Central Government. 

However, equalization levy is not chargeable where the aggregate amount of consideration 

for specified service received or receivable in a previous year by the non-resident from a 

person resident in India and carrying on business or profession, or from a non-resident 

having a PE in India, does not exceed Rs. 1 lakh. 
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Further, equalization levy is not attracted where payment for specified service is not for the 

purposes of carrying out business or profession. 

(i) In this case, equalisation levy @6% is chargeable on the amount of Rs. 3,75,000 received 

by M/s Star Inc., a non-resident not having a PE in India, from M/s S&J Co. Ltd., an Indian 

company for online advertisement of its products.  Accordingly, M/s S&J Co. Ltd. is 

required   to deduct equalisation levy of Rs.22,500 i.e., @6% of Rs.3.75 lakhs, being the 

amount paid towards online advertisement services provided by M/s Star Inc. 

Non-deduction of equalisation levy would attract disallowance under section 40(a)(ib) of 

100% of the amount paid to M/s. Star Inc. while computing business income of M/s. S&J 

Co. Ltd. 

(ii) In this case, equalisation levy is not chargeable as the amount  of  consideration  of 

Rs.85,000  for  digital  space  for  online  advertisement  paid  to  Mr.  D  does  not  exceed  

Rs. 1,00,000. 

(iii) In this case, equalisation levy is not chargeable on the amount of Rs. 1,96,000 received 

by M/s MakeMoney Ltd., a non-resident not having a PE in India, from M/s S&J Co. Ltd., 

an  Indian company, since the said payment was for providing a platform for sale of its 

used furniture items and not for the purposes of carrying on business or profession. 

 

Question 7 

Bright Ltd. is an Indian Company involved in manufacturing and trading in Video games under 

the brand name “FUNTIME”. In order to expand its exports sale, it launched a massive publicity 

campaign in foreign market. For the purpose of online advertising, it hired the Sunshine Inc., 

a Japanese based company which has no permanent establishment in India and paid Rs.15 

lakhs for its services in the previous year 2018-19. Discuss the tax and TDS implications of such 

transaction both in the hands of Bright Ltd. and Sunshine Inc. (3 Marks March ’19) 

Answer 7 

Chapter VIII of the Finance Act, 2016, "Equalisation Levy", provides for an equalisati on levy of 

6% of the amount of consideration for specified services received or receivable by a non- 

resident not having permanent establishment in India, from a resident in India who carries out 

business or profession, or from a non-resident having permanent establishment in India. 

“Specified Service” means 

(1) online advertisement; 

(2) any provision for digital advertising space or any other facility or service for the 

purpose of online advertisement and 

(3) any other service as may be notified by the Central Government. 

However, equalisation levy shall not be levied- 

- where the non-resident providing the specified services has a permanent 

establishment in India and the specified service is effectively connected with 

such permanent establishment. 

- the aggregate amount of consideration for specified service received or 

receivable during the previous year does not exceed Rs.1 lakh. 
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- where the payment for specified service is not for the purposes of carrying out 

business or profession 

In the present case, equalisation levy @6% is chargeable on the amount of Rs.15,00,000 

received by Sunshine Inc., a non-resident not having a PE in India from Bright Ltd., an Indian 

company. Accordingly, Bright Ltd. is required to deduct equalisation levy of Rs.90,000 i.e., 

@6% of Rs.15 lakhs, being the amount paid towards online advertisement services provided 

by Sunshine Inc., a non-resident having no permanent establishment in India. Non-deduction 

of equalisation levy would attract disallowance under section 40(a)(ib) of 100% of the 

amount paid while computing business income. 

Question 8 

X Ltd., an Indian company, to expand its overseas sales/exports, launched a massive 

advertisement campaign of its products. For the purpose of online advertisement, it utilized the 

services of M Inc., a London based company and J Inc., an Australian company. M Inc. has a 

permanent establishment in India, and the services are effectively connected to the permanent 

establishment in India. J Inc. has no permanent establishment in India. During the previous year 

2020-21, X Ltd. paid ` 34 lakhs to M Inc. and ` 20 lakhs to JKL Inc. for such services. 

Discuss the tax implications/TDS implications of such payment and receipt in the hands of X Ltd., 

M Inc. and J Inc. (6 Marks Nov 21) 

Answer 8 

On payment to M Inc. 

Equalisation levy would not be attracted where the non-resident service provider (M Inc., in  this  

case) has a permanent establishment in India and the services are effectively connected to the 

permanent establishment in India. Therefore, X Ltd. is not required to deduct equalisation 

levy on ` 34 lakhs, being the amount paid towards online advertisement services to M Inc, in this 

case. 

However, tax has to be  deducted by  X Ltd. at  the rates in force under section 195 in respect of  

such payment to M Inc. Non-deduction of tax at source under section 195 would  attract  

disallowance under section 40(a)(i) of 100% of the amount paid while computing business 

income. 

M Inc. is chargeable to income-tax in respect of ` 34 lakhs received from X Ltd. @40%(excluding 

surcharge, if any, and HEC) and it can claim credit of tax deducted at source by X Ltd. 

On payment to J Inc. 

Equalisation levy of 6% is attracted in respect of the amount of consideration for, inter alia, 

online advertisement, received or receivable by a non-resident not having permanent 

establishment  in India, from, inter alia, a resident in India, if such consideration exceeds ` 1 lakh. 

In this case, X Ltd. is required to deduct equalisation levy of ` 1,20,000 i.e., @6% of ` 20  lakhs, 

being the amount paid towards online advertisement services provided by J Inc., a non-resident 

having no permanent establishment in India. 

Non-deduction of equalisation levy would attract disallowance under section 40(a)( ib) of 100%  

of  the amount paid while computing business income. 

Section 10(50) provides that any income arising from providing any specified service on or after 

the date on which the provisions of Chapter VIII of the Finance Act, 2016 comes into force, and 

chargeable to equalisation levy under that Chapter would be exempt from income-tax. Therefore, 

` 20 lakh is exempt from income-tax in the hands of J Inc. 
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Chapter 26 

Application & Interpretation of Tax Treaties 

Question 1 

Can treaties have retrospective application? Explain in the context of Article 28 of Vienna 

Convention. (3 Marks April 18) 

Answer 1 

As per Article 28 of Vienna Convention on Non-retroactivity of treaties, unless a different   

intention appears from the treaty or is otherwise established, treaty provisions do not bind a party 

in relation to any act or fact which took place or any situation which ceased to exist before the date 

of the entry into force of the treaty with respect to that party. 

In other words, unless otherwise provided, treaties cannot have retrospective application. 

 

Question 2 

“In addition to allocating the taxing rights and elimination of double taxation, there are various 

other important considerations while entering into tax treaty”. Elucidate. (6 Marks Oct ‘18) 
Answer 2 

In addition to allocating the taxing rights and elimination of double taxation, there are various 

other important considerations while entering into a tax treaty, as mentioned below: 

 Ensuring non-discrimination between residents and non-residents 

 Resolution of disputes arising on account of different interpretation of tax treaty by 

the treaty partner. 

 Providing assistance in the collection of the fair and legitimate share of tax.  

Further, in addition to above, there are some other principles which must be considered 

by countries in their tax system – 

(i) Equity and fairness: Same income earned by different taxpayers must be taxed at the 

same rate regard less of the source of income. 

(ii) Neutrality and efficiency: Neutrality factor provides that economic processes should 

not be affected by external factors such as taxation. Neutrality is two-fold. 

(a) Capital export neutrality and 

(b) Capital import neutrality (CIN). 

Capital export neutrality (CEN) provides that business decision must not be affected by tax 

factors between the country of residence and the target country; whereas CIN provides 

that the level of tax imposed on non-residents as well as the residents must be similar. 

Promotion of mutual economic relation, trade and investment: In some cases, it is observed 

that avoidance of double taxation is not the only objective. The other objective may be to 

give impetus to a country’s overall economic growth and development.  

Question 3 

In order to claim relief under the tax treaty in India, a non-resident – 

(a) Should have a business presence in India 
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(b) Should produce his Permanent Account Number 

(c) Should produce Tax Residency Certificate (TRC) 

(d) Should produce his income-tax return filed in the home country (1 Mark March ’19) 

Answer 3 

The Answer is (c) 

 

Question 4 

Explain the following terms in the context of interpretation of tax treaties: 

(i) Principle of Contemporanea Exposition 

(ii) Teleological Interpretation. (6 Marks March ’19) 

Answer 4 

(i) Principle of Contemporanea Expositio 

A treaty‟s terms are normally to be interpreted on the basis of their meaning at the time 

the treaty was concluded. However, this is not a universal principle. 

In Abdul Razak A. Meman’s (2005) 276 ITR 306, the AAR observed that “there can be 
little doubt that while interpreting treaties, regard should be had to material 

contemporanea expositio. This proposition is embodied in article 32 of the Vienna 

Convention and is also referred to in the decision of the Hon‟ble Supreme Court in K. P. 
Varghese v. ITO [1981] 131 ITR 597. 

(ii) Teleological Interpretation 

In this approach the treaty is to be interpreted so as to facilitate the attainment of the 

aims and objectives of the treaty. This approach is also known as the „objects and 
purpose‟ method. 
In case of Union of India v. Azadi Bachao Andolan 263 ITR 706, the Supreme Court 

observed that “the principles adopted for interpretation of treaties are not the same as 

those in interpretation of statutory legislation. The interpretation of provisions of an 

international treaty, including one for double taxation relie f, is that the treaties are 

entered into at a political level and have several considerations as their bases.” 

One instance is where the Apex Court agreed with the contention of the Appellant that 

“the preamble to the Indo-Mauritius DTAA recites that it is for „encouragement of 
mutual trade and investment‟ and this aspect of the matter cannot be lost sight of while 

interpreting the treaty. 

Question 5 

Explain the following terms in the context of interpretation of tax treaties: 

(i) Principle of Contemporanea Expositio 

(ii) Purposive Interpretation. (6 Marks Oct ’20 & April ‘21) 

Answer 5 

(i) Principle of Contmporanea Expositio 

A treaty’s terms are normally to be interpreted on the basis of their meaning at the time 
the treaty was concluded. However, this is not a universal principle. 
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In Abdul RazakA. Meman’s (2005) 276 ITR 306, the AAR observed that “there can be 
little doubt that while interpreting treaties, regard should be had to material 

contemporanea expositio. This proposition is embodied in article 32 of the Vienna 

Convention and is also referred to in the decision of the Hon’ble Supreme Court in K. P. 

Varghese v. ITO [1981] 131 ITR 597. 

(ii) Purposive Interpretation 

In this approach the treaty is to be interpreted so as to facilitate the attainment of the 

aims   and objectives of the treaty. This approach is also known as the ‘objects and 

purpose’ method. 

In case of Union of India v. AzadiBachaoAndolan263 ITR 706, the Supreme Court 

observed that “the principles adopted for interpretation of treaties are not the same as 
those in interpretation of statutory legislation. The interpretation of provisions of an  

international  treaty, including one for double taxation relief, is that the treaties are 

entered into at  a  political level and have several considerations as their bases.” 

One instance is where the Apex Court agreed with the contention of the Appellant that 

“the preamble to the Indo-Mauritius DTAA recites that it is for ‘encouragement of 
mutual trade and investment’ and this aspect of the matter cannot be lost sight of while 
interpreting the treaty. 

Question 6 

As per  the provisions of a tax treaty between India and Country  X, any capital gains arising  

from the sale of shares of an Indian company would be taxable only in Country X, if the 

transferor is a resident of Country X except where the transferor holds more  than  10% interest 

in the capital stock of Indian company. 

A company, A Ltd., being resident in Country X, makes an investment in an Indian company 

through two wholly owned subsidiaries (M Ltd. and N Ltd.) located in Country X. Each subsidiary 

holds 9.95% shareholding in the Indian Company, the total adding to 19.9% of equity of Indian 

company. The subsidiaries sell the shares of Indian company and claim exemption as each is 

holding less than 10% equity shares in  the  Indian  company.  Can GAAR be invoked to deny 

treaty benefit? 

Note - The applicable tax rate on capital gains in Country X is 5%. (4 Marks April ‘21) 

Answer 6 

The above arrangement of splitting the investment through two  subsidiaries appears to  be   with 

the intention of obtaining tax benefit under the treaty. Further, there appears to be no commercial 

substance in creating two subsidiaries as they do not change the economic condition of investor  

A Ltd. in any manner  (i.e. on business risks or  cash flow), and reveals   a tainted element of abuse 

of tax laws. Hence, the arrangement can be treated as an impermissible avoidance arrangement 

by invoking GAAR, if the tax benefit arising in aggregate, to all the parties to the arrangement 

exceeds Rs. 3 crores. Consequently, treaty benefit would be denied by ignoring M Ltd. and N Ltd., 

the two subsidiaries, or by treating M Ltd. and N Ltd. as one and the same company for tax 

computation purposes. 

Question 7 

As per the provisions of a tax treaty between India and Country A, any capital gains arising from 

the sale of shares of an Indian company would be taxable only in Country A, if the transferor is a 

resident of Country A except where the transferor holds more than 10% interest in the capital 
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stock of Indian company. 

A company, X Ltd., being resident in Country A, makes an investment in an Indian company 

through two wholly owned subsidiaries (L Ltd. and M Ltd.) located in Country A. Each subsidiary 

holds 9.95% shareholding in the Indian Company, the total adding to 19.9% of equity of Indian 

company. The subsidiaries sell the shares of Indian company and claim exemption as each is 

holding less than 10% equity shares in the Indian company. Can GAAR be invoked to deny treaty 

benefit? 

Note - The applicable tax rate on capital gains in Country A is 5%. (4 Marks March ’19) 

Answer 7 

The above arrangement of splitting the investment through two subsidiaries appears to be with 

the intention of obtaining tax benefit under the treaty. Further, there appears to be no 

commercial substance in creating two subsidiaries as they do not change the economic condition 

of investor X Ltd. in any manner (i.e. on business risks or cash flow), and reveals a tainted element 

of abuse of tax laws. Hence, the arrangement can be treated as an impermissible avoidance 

arrangement by invoking GAAR. Consequently, treaty benefit would be denied by ignoring L Ltd. 

and M Ltd., the two subsidiaries, or by treating L Ltd. and M Ltd. as one and the same company 

for tax computation purposes. 

Question 8 

(I) The merger of a loss making company with a profit making one results in losses setting off 

profits, a lower net profit and lower tax liability for the merged company. Would the losses 

be disallowed by applying GAAR? 

(II) In the above facts, let us presume, the profit making company merges with a loss making one. 

This results in losses setting off profits, a lower net profit and lower tax liability for both 

companies taken together. Can this be examined under GAAR? (4 Marks Oct 19) 

Answer 8 

(i) As regards setting off of losses, the provisions relating to merger and amalgamation already 

contain specific anti-avoidance safeguards. Therefore, GAAR need not be invoked  when  

SAAR  is  applicable,  though  as  per  CBDT  Circular  No.  7/2017  dated 27.01.2017, GAAR 

and SAAR can co-exist. 

(ii) In case of merger of a profit-making company with loss making company, there is no specific 

anti-avoidance safeguards. However, since such merger would be under the order of High 

Court, GAAR would not be invoked if the High Court has explicitly and adequately considered 

the tax implication while sanctioning the merger scheme. 

Question 9 

I Pvt. Ltd. is a domestic company in India. D Pvt. Ltd. is a company incorporated in Country ‘X’ and  

it is a non-resident in India. D Pvt. Ltd. forms a company Z Pvt. Ltd, its 100% subsidiary, in Country 

‘Y’. Z Pvt. Ltd. and I Pvt. Ltd. form a joint venture company R (P) Ltd. in India on 10.04.2020. There 

is no other activity in Z Pvt. Ltd. As per the joint venture agreement, 49% of R (P) Ltd‘s equity is 

allotted to Z Pvt. Ltd. and 51% is allotted to I Pvt. Ltd. Z Pvt. Ltd. is also designated as a permitted 

transferee of D Pvt. Ltd. Permitted transferee  means that though shares of R (P) Ltd. are held by    

Z Pvt. Ltd, all rights of voting, management, right to sell etc., are vested in D Pvt. Ltd. On 

28.02.2021, the shares of R (P) Ltd. held by Z Pvt. Ltd. are sold to C Pvt. Ltd., a company connected 

to the I  Pvt. Ltd. group. The India-Country ‘Y’  tax treaty provides for non-taxation of capital gains  
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in the Source Country and Country ‘Y’ charges no capital gains tax in its domestic law. So, as per 

the tax treaty with Country ‘Y’, capital gains arising to Z Pvt. Ltd. are not taxable in India. As per 

India-Country X tax treaties, capital gains is chargeable to tax in the source country. 

Examine, whether General Anti-Avoidance Rules (GAAR) can be invoked to deny the treaty 

benefit, assuming that the prescribed conditions for application of GAAR are satisfied. (4 Marks 

Oct 21) 

Answer 9 

The arrangement of routing investment through Country ‘Y’ results into a tax benefit. Since there 
is no business purpose in incorporating company Z Pvt. Ltd. in Country ‘Y’, it can be said that the 
main purpose of the arrangement is to obtain a tax benefit. The alternate course available in this 

case is direct investment in R (P) Ltd. joint venture by D Pvt. Ltd. The tax benefit wou ld be the 

difference in tax liabilities between the two available courses. 

The next question is, does the arrangement have any tainted element? It is evident that there is 

no commercial substance in incorporating Z Pvt. Ltd. as it does not have any effect on the business  

risk of D Pvt. Ltd. or cash flow of D Pvt. Ltd. As the twin conditions of main purpose being tax  

benefit and existence of a tainted element are satisfied, GAAR may be invoked. 

Additionally, as all rights of shareholders of R (P) Ltd. are being exercised by D Pvt. Ltd instead of  

Z Pvt. Ltd, it again shows that Z Pvt. Ltd lacks commercial substance. 

Hence, GAAR provisions can be invoked in this case. 

Question 10 

Explain the following terms in the context of interpretation of tax treaties: 

(i) Principle of Contemporanea Exposition 

(ii) Purposive Interpretation. (6 Marks Nov 21) 

Answer 10 

(i) Principle of Contmporanea Exposition 

A treaty’s terms are normally to be interpreted on the basis of their meaning at the time the 

treaty was concluded. However, this is not a universal principle. 

In Abdul RazakA. Meman’s (2005) 276 ITR 306, the AAR observed that “there can be little doubt 

that while interpreting treaties, regard should be had to material contemporaneity exposition. 

This proposition is embodied in article 32 of the Vienna Convention and is also referred to in  

the decision of the Hon’ble Supreme Court in K. P. Varghese v. ITO [1981] 131 ITR 597. 

(ii) Purposive Interpretation 

In this approach the treaty is to be interpreted so as to facilitate the attainment of the aims and 

objectives of the treaty. This approach is also known as the ‘objects and purpose’ method. 

In case of Union of India v. Azadi Bachao Andolan263 ITR 706, the Supreme Court observed that 

“the principles adopted for interpretation of treaties are not the same  as  those  in 

interpretation of statutory legislation. The interpretation of provisions of an international 

treaty, including one for double taxation relief, is that the treaties are entered into at a 

political le vel and have several considerations as their bases.” 

One instance is where the Apex Court agreed with the contention of the Appellant that “the 
preamble to the Indo-Mauritius DTAA recites that it is for ‘encouragement of mutual trade and 
investment’ and this aspect of the matter cannot be lost sight of while interpreting the treaty. 
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Chapter 27  

Fundamentals of Base Erosion and Profit Shifting 

Question 1 

What are the different indicators of BEPS activity as per BEPS Action Plan 11? Discuss.(6 Marks 

March ‘18) 

 

Answer 1 

There are six indicators of BEPS activity as per BEPS Action Plan 11. These six indicators of BEPS 

activity highlight BEPS behaviour using different sources of data, employing different metrics, 

and examining different BEPS channels. When combined and presented as a dashboard of 

indicators, they confirm the existence of BEPS, and its continued increase in scale in recent 

years. 

(1) The profit rates of MNE affiliates located in lower-tax countries are higher than their 

group’s average worldwide profit rate - For example, the profit rates reported by MNE  

affiliates located in lower-tax countries are twice as high as their group’s worldwide profit rate on 

average. 

(2) The effective tax rates paid by large MNE entities are estimated to be lower than 

similar enterprises with only domestic operations - This tilts the playing-field against 

local businesses and non-tax aggressive MNEs, although some of this may be due to MNEs’ 
greater utilisation of available country tax preferences. 

(3) Foreign direct investment (FDI) is increasingly concentrated - FDI in countries with net 

FDI to GDP ratios of more than 200% increased from 38 times higher than all other 

countries  in 2005 to 99 times higher in 2012. 

(4) The separation of taxable profits from the location of the value creating activity is 

particularly clear with respect to intangible assets, and the phenomenon has grown 

rapidly - For example, the ratio of the value of royalties received to spending on 

research   and development in a group of low-tax countries was six times higher than 

the average ratio for all other countries, and has increased three-fold between 2009 

and 2012. 

(5) Royalties received by entities located in these low-tax countries accounted for 3% of 

total royalties - This provides evidence of the existence of BEPS, though not a direct 

measurement of the scale of BEPS. 

(6) Debt from both related and third-parties is more concentrated in MNE affiliates in 

higher statutory tax-rate countries - The interest-to-income ratio for affiliates of the 

largest global MNEs in higher-tax rate countries is almost three times higher than their 

MNE’s worldwide third-party interest-to-income ratio. 

 

Question 2 

 In the context of BEPS Action Plan 4, explain the fixed ratio rule and the group ratio rule. (3 Marks 

April 18) 

 

Answer 2 

The 2015 Action 4  Report set out  a  common approach to  address  BEPS involving interest and 
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payments economically equivalent to interest. This included a 'fixed ratio rule' which limits an 

entity's net interest deductions to a set percentage of its tax -EBITDA and a 'group ratio rule' to 

allow an entity to claim higher net interest deductions, based on a relevant financial ratio of its 

worldwide group. 

 

Question 3 

What is the meaning of, and difference between, a hybrid mismatch and branch mismatch? 

Briefly mention the reasons why hybrid mismatch arrangements arise. Which Action Plan of BEPS 

gives recommendations in this regard? (6 Marks Aug ‘18) 
 

Answer 3 

A hybrid mismatch is an arrangement that exploits a difference in the tax treatment of an entity 

or an instrument under the laws of two or more tax jurisdictions to achieve double non-taxation. 

Branch mismatches arise where the ordinary rules for allocating income and expenditure between 

the branch and head office result in a portion of the net income of the taxpayer escaping the 

charge to taxation in both the branch and residence jurisdiction. Unlike hybrid mismatches, which 

result from conflicts in the legal treatment of entities or instruments, branch mismatches are the 

result of differences in the way the branch and head office account for a payment made by or to 

the branch. 

Hybrid mismatch arrangements arise due to - 

(i) Creation of two deductions for a single borrowal 

(ii) Generation of deductions without corresponding income inclusions 

(iii) Misuse of foreign tax credit 

(iv) Participation exemption regimes 

Specific country laws that allow taxpayers to opt for the tax treatment of certain domestic and 

foreign entities may aid hybrid mismatches. 

BEPS Action Plan 2 gives recommendations to neutralise the effects of hybrid mismatch 

arrangements, which include general changes to domestic law followed by a set of dedicated anti 

- hybrid rules. Treaty changes are also recommended. The 2017 report includes specific 

recommendations for improvements to domestic law intended to reduce the frequency of branch 

mismatches as well as targeted branch mismatch rules which adjust the tax consequences in either 

the residence or branch jurisdiction in order to neutralise the hybrid mismatch without disturbing 

any of the other tax, commercial or regulatory outcomes. 

 

Question 4 

What is the meaning of, and difference between, a hybrid mismatch and branch mismatch? 

Briefly mention the reasons why hybrid mismatch arrangements arise. Which Action Plan of 

BEPS gives recommendations in this regard? (6 Marks Oct 19) 

Answer 4 

A hybrid mismatch is an arrangement that exploits a difference in the tax treatment of an 

entity or an instrument under the laws of two or more tax jurisdictions to achieve double 

non-taxation. 
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Branch mismatches arise where the ordinary rules for allocating income and expenditure 

between the branch and head office result in a portion of the net income of the taxpayer 

escaping the charge to taxation in both the branch and residence jurisdiction. Unlike hybrid 

mismatches, which result from conflicts in the legal treatment of entities or instruments, 

branch mismatches are the result of differences in the way the branch and head office 

account for a payment made by or to the branch. 

Hybrid mismatch arrangements arise due to - 

(i) Creation of two deductions for a single borrowal 

(ii) Generation of deductions without corresponding income inclusions 

(iii) Misuse of foreign tax credit 

(iv) Participation exemption regimes 

Specific country laws that allow taxpayers to opt for the tax treatment of certain domestic 

and foreign entities may aid hybrid mismatches. 

BEPS Action Plan 2 gives recommendations to neutralise the effects of hybrid mismatch 

arrangements, which include general changes to domestic law followed by a set of 

dedicated anti-hybrid rules. Treaty changes are also recommended. The 2017 report 

includes specific recommendations for improvements to domestic law intended to reduce 

the frequency of branch mismatches as well as targeted branch mismatch rules which 

adjust the tax consequences in either the residence or branch jurisdiction in order to 

neutralise the hybrid mismatch without disturbing any of the other tax, commercial or 

regulatory outcomes. 

Question 5 

What do you understand by base erosion and profit shifting? Describe briefly its adverse effects. 

(6 Marks Oct 21) 

Answer 5 

Base Erosion and Profit Shifting (BEPS) refers to tax planning strategies that exploit gaps and 

mismatches in tax rules to make profits ‘disappear’ for tax purposes or to shift profits to locations where there 

is little or no real activity but the taxes are low, resulting in little or no overall corporate tax 

being paid. 

Adverse Effects of BEPS: 

(1) Governments have to cope with less revenue and a higher cost to ensure compliance. 

(2) In developing countries, the lack of tax revenue leads to significant under-funding of 

public investment that could help foster economic growth. 

(3) BEPS undermines the integrity of the tax system, as reporting of low corporate taxes is 

considered to be unfair. When tax laws permit businesses to reduce their tax burden 

by shifting their income away from jurisdictions where income producing activities are 

conducted, other taxpayers, especially individual taxpayers in that jurisdiction bear a 

greater share of the burden. This gives rise to tax fairness issues on account of 

individuals having to bear a higher tax burden. 

(4) Enterprises that operate only in domestic markets, including family-owned businesses 

or new innovative businesses, may have difficulty competing with MNEs that have the 

ability to shift their profits across borders to avoid or reduce tax. Fair competition is 

harmed by the distortions induced by BEPS. 
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Chapter 28 
 

Overview of Model Tax Conventions 

Question 1 

Can tax provisions be discriminatory merely because a person is a non-resident? Explain in 

the context of the OECD Model Convention. (6 Marks March ‘18) 
 

Answer 1 

In order to provide equality in terms of tax treatment, Article 24 of OECD Model Convention, Non- 

discrimination, provides that the tax provision cannot be discriminatory merely because one 

person is a non-resident. 

Para 1 of Article 24 provides that a Nationals of a Contracting State shall not be subjected in the 

other Contracting State to any taxation or any requirement connected therewith, which is other 

or more burdensome than the taxation and connected requirements to which nationals of that 

other State in the same circumstances, in particular with respect to residence, are or may be 

subjected. This provision shall, notwithstanding the provisions of Article 1, also apply to persons 

who are not residents of one or both of the Contracting States. 

Para 2 of Article 24 provides that Stateless persons who are residents of a Contracting State shall 

not be subjected in either Contracting State to any taxation or any requirement connected  

therewith, which is other or more burdensome than the taxation and connected requirements 

to which nationals of the State concerned in the same circumstances, in particular with respect 

to residence, are or may be subjected. 

As per para 3 of Article 24, the taxation on a permanent establishment which an enterprise of a 

Contracting State has in the other Contracting State shall not be less favourably levied in that 

other State than the taxation levied on enterprises of that other State carrying on  the same 

activities.  This provision shall not be construed as obliging a Contracting State to grant to 

residents of the other Contracting State any personal allowances, reliefs and reductions for 

taxation purposes on account of civil status or family responsibilities which it grants to its own 

residents. 

Para 5 provides that Enterprises of a Contracting State, the capital of which is wholly or partly 

owned or controlled, directly or indirectly, by one or more residents of the other Contracting 

State, shall not be subjected in the first-mentioned State to any taxation or any requirement 

connected therewith which is other or more burdensome than the taxation and connected 

requirements to which other similar enterprises of the first-mentioned State are or may be 

subjected. 

As per para 6 of Article 24, the provisions of Article 24 shall, notwithstanding the provisions of 

Article 2, apply to taxes of every kind and description. 

 

Question 2 

Explain the following in the context of UN Model Tax Conventions: (i) Force of Attraction; and 

(ii) Resident of a Contracting State. (3 x 2 = 6 Marks April 18) 

Answer 2 

(i) Force of Attraction (FOA) - Principle under which a country may tax a foreign enterprise 

in respect of income it derives in the other country if the enterprise maintains a 



 

 

Chapter 28 Overview of Model Tax Conventions 

28.2 

permanent establishment in the other country irrespective of whether that income is 

derived through or otherwise economically connection with the permanent 

establishment. 

The FOA rule implies that when a foreign enterprise sets up a PE in State of Source, it 

brings itself within the fiscal jurisdiction of that State (State of Source) to such a degree 

that all profits that the enterprise derives from State of Source, whether through the PE 

or not, can  be taxed by it (State of Source). 

(ii) Resident of a Contracting State" means any person who, under the laws of  that State, is 

liable to tax therein by reason of his domicile, residence, place of incorporation, place of 

management or any other criterion of a similar nature, and also includes that State and 

any political subdivision or local authority thereof. This term, however, does not include 

any person who is liable to tax in that State in respect only of income from sources in that 

State   or capital situated therein. 

 

Question 3 

Explain how the income derived by a resident of a Contracting State in respect of professional 

services is taxable as per the UN Model Convention. In this context, discuss the scope of 

professional services. (6 Marks Aug ‘18) 

Answer 3 

Taxation of income derived by a resident of a Contracting State in respect of professional services 

is dealt with in Article 14 of the UN Model Convention. 

As per this article, income derived by a resident of a Contracting State in respect of professional 

services or other activities of an independent character shall be taxable only in that State except 

in the following circumstances, when such income may also be taxed in the other Contracting 

State: 

(a) If he has a fixed base regularly available to him in the other Contracting State for the 

purpose of performing his activities; in that case, only so much of the income as is 

attributable to that fixed base may be taxed in that other Contracting State; or 

(b) If his stay in the other Contracting State is for a period or periods amounting to or 

exceeding in the aggregate 183 days in any twelve-month period commencing or ending 

in the fiscal year concerned; in that case, only so much of the income as is derived from 

his activities performed in that other State may be taxed in that other State. 

Scope of professional services: The term "professional services" includes especially independent 

scientific, literary, artistic, educational or teaching activities as well as the independent activities 

of physicians, lawyers, engineers, architects, dentists and accountants. 

 

Question 4 

Can tax provisions be discriminatory merely because a person is a non-resident? Explain in the 

context of the OECD Model Convention. (6 Marks Oct ‘18) 

Answer 

In order to provide equality in terms of tax treatment, Article 24 of OECD Model Convention, 

Non - discrimination, provides that the tax provision cannot be discriminatory merely because 

one person is a non-resident. 

Para 1 of Article 24 provides that a Nationals of a Contracting State shall not be subjected in the 
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other Contracting State to any taxation or any requirement connected therewith, which is other 

or more burdensome than the taxation and connected requirements to which nationals of that 

other State in the same circumstances, in particular with respect to residence, are or may be 

subjected. This provision shall, notwithstanding the provisions of Article 1, also apply to persons 

who are not residents of one or both of the Contracting States. 

Para 2 of Article 24 provides that Stateless persons who are residents of a Contracting State shall 

not be subjected in either Contracting State to any taxation or any requirement connected 

therewith, which is other or more burdensome than the taxation and connected requirements 

to which nationals of the State concerned in the same circumstances, in particular with respect 

to residence, are or may be subjected. 

As per para 3 of Article 24, the taxation on a permanent establishment which an enterprise of a 

Contracting State has in the other Contracting State shall not be less favourably levied in that 

other State than the taxation levied on enterprises of that other State carrying on the same 

activities. This provision shall not be construed as obliging a Contracting State to grant to 

residents of the other Contracting State any personal allowances, reliefs and reductions for 

taxation purposes on account of civil status or family responsibilities which it grants to its own 

residents. 

Para 5 provides that Enterprises of a Contracting State, the capital of which is wholly or partly 

owned or controlled, directly or indirectly, by one or more residents of the other Contracting 

State, shall not be subjected in the first-mentioned State to any taxation or any requirement 

connected therewith which is other or more burdensome than the taxation and connected 

requirements to which other similar enterprises of the first-mentioned State are or may be 

subjected. 

As per para 6 of Article 24, the provisions of Article 24 shall, notwithstanding the provisions of 

Article 2, apply to taxes of every kind and description. 

 

Question 5 

Mr. Navneet is  a  resident of the  Contracting  States,  namely, Country “P” and Country “Q”, 
as per  the domestic tax laws of the respective countries. Explain the manner of determining  

the single status of residence of Mr. Navneet as  per  the  UN Model Convention. (6 Marks 

April ‘19) 

Answer 5 

Since Mr. Navneet is an individual resident of two Contracting States, namely, Country  P  and 

Country Q, the UN Model Convention provides for a  series  of  tie-breaker  rules  to  determine  

single state of residence for him: 

(i) Permanent Home: The first test is based on where he has a permanent home. 

Permanent home would mean a dwelling place available to him at all times 

continuously and not occasionally and includes place taken on rent for a prolonged  

period  of  time.  Any place taken for a short duration of stay or for  temporary purpose,  

may be  for  reasons  such as  short business travel, or a short holiday etc. is not regarded 

as a permanent home. 

(ii) Personal and economic relations: If that test is inconclusive for the reason that he has 

permanent home available to him in both Contracting States,  he  will  be  considered  a  

resident of the Contracting State where his personal and  economic  relations are closer, 

in other words, the place where lies his centre of vital interests. Thus, preference is 

given  to family and social relations, occupation, place of business, place of 
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administration of his properties, political, cultural and other activities of the individual. 

(iii) Habitual abode: In the following distinct and different situations, preference is given to 

the Contracting State where he has a habitual abode: 

• The case where he has a permanent home available to him in both Contracting 

States and it is not possible to determine in which one he has his centre of vital 

interests; 

• The case where he has a permanent home available to  him  in  neither Contracting 

State. 

(iv) National: If  he  has habitual  abode in both Contracting States or in neither of them, he 

shall  be treated as a resident of the Contracting State of which he is a national. 

(v) Competent Authority: If he is a national of both or neither of the Contracting States, 

the  matter would be left to be considered by the competent authorities of the  

respective Contracting States. 

Question 6 

Mr. Suresh is a  resident of  the Contracting States, namely, Country “L” and Country “M”, as  per  

the domestic tax laws of the respective countries. Explain the manner of determining the single 

status of residence of Mr. Suresh as per the UN Model Convention. (6 Marks May ’20) 

Answer 6 

Since Mr. Suresh is an individual resident of two Contracting States, namely, Country L and  

Country M, the UN Model Convention provides for a series of tie-breaker rules to determine 

single state of residence for him: 

(i) Permanent Home: The first test is based on where he has a permanent home. 

Permanent home would mean a dwelling place available to him at all times 

continuously and not occasionally and includes place taken on rent for a prolonged 

period of time. Any place taken for a short duration of stay or for temporary purpose, 

may be for reasons such as short business travel, or a short holiday etc. is not regarded 

as a permanent home. 

(ii) Personal and economic relations: If that test is inconclusive for the reason that he has 

permanent home available to him in both Contracting States, he will be considered a 

resident of the Contracting State where his personal and economic relations are closer, 

in other words, the place where lies his centre of vital interests. Thus, preference is 

given to family and social relations, occupation, place of business, place of 

administration of his properties, political, cultural and other activities of the 

individual. 

(iii) Habitual abode: In the following distinct and different situations, preference is given 

to the Contracting State where he has an habitual abode: 

 The case where he has a permanent home available to him in both Contracting 

States and it is not possible to determine in which one he has his centre of vital 

interests; 

 The case where he has a permanent home available to him in neither Contracting 

State. 

(iv) National: If he has habitual abode in both Contracting States or in neither of them, he  

shall  be treated as a resident of the Contracting State of which he is a national. 
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(v) Competent Authority: If he is a national of both or neither of the Contracting States, 

the matter would be left to be considered by the competent authorities of the 

respective Contracting States. 

Question 7 

Ms. Ananya is a resident of India and Country “X”, as per the domestic tax laws of the respective 

countries. Explain the manner of determining the single status of residence of Ms. Ananya as 

per the UN Model Convention. (6 Marks March ‘21) 

Answer 7 

Since Ms. Ananya is an individual resident of  two Contracting States, namely,  India and Country  

X, the UN Model Convention provides for a series of tie-breaker rules to determine single state 

of residence for her: 

(i) Permanent Home: The first test is based on where she has a permanent home. 

Permanent home would mean a dwelling place available to her at all times continuously 

and not occasionally and includes place taken on rent for a prolonged period  of  time.  

Any  place taken for a short duration of stay or for temporary purpose, may be for 

reasons such as short business travel, or a short holiday etc. is not regarded as a 

permanent home. 

Personal and economic relations: If that test is inconclusive for the reason that she has 

permanent home available to her in both Contracting States, she will  be  considered  a  

resident of the Contracting State where her personal and economic relations are closer, 

in other words, the place where lies her centre of vital interests. 

Thus, preference is given to family and social relations, occupation, place of business, 

place of administration of her properties, political, cultural and other activities of the 

individual. 

(ii) Habitual abode: In the following distinct and different situations, preference is given 

to the Contracting State where she has a habitual abode: 

 The case where she has a permanent home available to her in both Contracting 

States and it is not possible to determine in which one she has her centre of vital 

interests; 

 The case where she has a permanent home available to her in neither Contracting  

State. 

(iii) National: If she has habitual abode in both Contracting States or in  neither of  them,  

she  shall be treated as a resident of the Contracting State of which she is a national. 

(iv) Competent Authority: If she is a national of both or neither of the Contracting States, 

the matter would be left to be considered by the competent authorities of the 

respective Contracting States. 
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CASE SCENARIOS 

Question 1 

LPG, a partnership firm, is engaged in the business of manufacturing of garments. It furnishes 

you the following data for the year ended 31.3.2020. 

Profit & Loss Account 

 

Particulars ` Particulars ` 

Expenses 2,36,00,000 Gross Turnover 2,55,00,000 

Interest to partners (including ` 1,20,000 

paid to Gopal for loan given by Gopal HUF) 

5,40,000 

Salary to Partners:  

Jay (30,000 p.m.)  

Gopal (28,000 p.m.)  

Madhav (16,000 p.m.) 8,88,000 

Net Profit 4,72,000 

 2,55,00,000 2,55,00,000 

Other Information: 

- The partners share profits and losses equally. 

- During the P.Y. 2018-19, the firm had incurred a business loss of ̀  3,00,000 and unabsorbed 

depreciation of ` 1,50,000. 

- On 01/04/2019, Mr. Jayesh, a partner died and his legal heir Mr. Jay got admitted on same 

day. Another partner, Mr. Raj, also retired on the same date. 

- Mr. Madhav is not actively engaged in conducting the affairs of the business of the firm 

while Mr. Jay and Mr. Gopal are actively engaged in conducting the affairs of the business. 

- Interest @16% p.a. for the first time  on partner’s capital  was  paid from 01.07.2019. The 

clause  for the same was, however, entered in the partnership deed on 01.01.2020.  Salary  

paid  to partners is authorized by the partnership deed since inception. 

- Mr. Gopal relinquished his title in a land in the name of LPG for a consideration of ` 18  

lakhs,  which  was  duly recorded in the books  of accounts of LPG on  31.10.2018. The 

stamp duty value of the land on that date was ` 20 lakhs. 

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

questions – 

(i) What would be the interest expenses which the firm can claim as deduction for A.Y. 

2020-21?   

(a) ` 5,40,000 

(b)    ` 4,35,000 

(c)     ` 2,25,000 

(d)    ` 1,05,000 (2 Marks Oct 20) (Chapter Assessment of Various Entities) 

Answer (i) 

The Answer is the (c) 
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(ii) The business loss and unabsorbed depreciation allowed to be set off  while  computing  

total  income for A.Y. 2020-21 - 

(a) `3,00,000 and `1,50,000, respectively  

(b) `2,25,000 and `1,50,000, respectively  

(c) `1,50,000 and `1,12,500, respectively  

(d) `2,25,000 and `1,12,500, respectively      (2 Marks Oct 20) (Chapter Aggregation of 

Income, Set-off & carry forward of losses) 

Answer (ii) 

The Answer is the (b) 

 

(iii) What would be the total income of the firm for 

A.Y.2020-21? (a) ` 6,30,250 

(b)    ` 4,12,000 

(c)    ` 6,04,000 

(d)    ` 5,29,000 (2 Marks Oct 20) (Chapter Assessment of Various Entities) 

Answer (iii) 

The Answer is the (c) 

 

(iv) What would be the capital gains in the hands of LPG assuming that the land acquired from 

Gopal was sold on 28.02.2020 for ` 25 lakhs to Mr. Jack,  fair  market value  and  stamp duty 

value on date of transfer being `30 lakhs and ` 28 lakhs respectively? 

(a)    ` 10,00,000 

(b)    ` 12,00,000 

(c)    ` 8,00,000 

(d)    ` 7,00,000 (2 Marks Oct 20) (Chapter Capital Gains) 

Answer (iv) 

The Answer is the (c) 

 

Question 2 (Chapter Penalities) 

MCS Pvt. Ltd. is a company engaged in services of consultancy & business  advisory.  It  provides 

various services like financial management, project advisory, business mergers, business 

valuations, etc. During the financial year 2019-20, it has provided various services and it’s total 

revenue / gross receipts amounted to ` 70,00,00,000. This is the first year of their operation 

and the company thinks it has faultered in various compliances. Moreover, during the year it  

received following loans  in  cash  from various vendors due to some business exigency: 

 ` 25,00,000 availed from Mr. A on 15th April 2019 

 ` 21,000 availed from Mr. B on 15th  May 2019 
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 `11,000 availed from Mr. C on 15th  June 2019 

Further, MCS Pvt. Ltd. repaid the following amounts as loan repayments: 

 ` 8,000 to Mr. A on 15th July 2019 in cash 

 ` 2,50,000 to Mr. A on 15th August 2019 through account payee cheque 

 ` 21,000 to Mr. A on 15th September 2019 through RTGS 

 `15,000 to Mr. A on 15th October 2019 through crossed cheque 

MCS Pvt. Ltd. has also received an amount of ` 2,00,000 for services rendered to Mr. Shyam 

through bearer cheque. Also, he received cash for services rendered to Mr. Ankit of  ` 90,000. 

Furthermore,  MCS Pvt. Ltd. does not know about the applicability of tax audit under section 

44AB of the Income-tax Act, 1961. 

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

– 

(i) What is the amount of penalty, if any, which MCS Pvt. Ltd. will have to bear on availing 

loan in  cash from various vendors? 

(a) Penalty of ` 25,32,000 under section  271E 

(b) Penalty of ` 25,21,000 under section  271D 

(c) Penalty of ` 25,00,000 under section  271E 

(d) Penalty of ` 25,32,000 under section  271D (2 Marks Oct 20)  

Answer (i) 

The Answer is the (b) 

 

(ii) What is the amount of penalty leviable on repayment of loan in cash to Mr. A? 

(a) Penalty of ` 23,000 under section  271E 

(b) Penalty of ` 23,000 under section  271D 

(c) Penalty of ` 44,000 under section  271D 

(d) Penalty of ` 44,000 under section  271E (2 Marks Oct 20) 

Answer (ii) 

The Answer is the (a) 

 

(iii) Has MCS Pvt. Ltd. violated any provision of the Income-tax  Act, 1961  while  receiving 

payment from Mr. Shyam and Mr. Akhil? If yes, what is the amount of penalty which MCS 

Pvt. Ltd.  is liable  to pay? 

(a) Yes, contravention of section 269ST in receiving payment from Mr. Shyam; Penalty of 

` 2,00,000 under section 271DA; No contravention in receiving payment from Mr. Akhil 

(b) Yes, contravention of section 269ST in receiving payment from Mr. Shyam and Mr. 

Akhil & Penalty of ` 2,90,000 under section 271DA 

(c) Yes, contravention of section 269SU in receiving payment from Mr. Shyam & Penalty of 

`2,00,000 is attracted under section 271DB; No  contravention  in  receiving payment  
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from Mr. Akhil 

(d) No violation on receiving payment from either Mr. Shyam or Mr. Akhil (2 Marks Oct 20) 

Answer (iii) 

The Answer is the (a) 

 

(iv) What is the time limit for filing Tax Audit Report for A.Y. 2020-21 and the amount of penalty 

if the company does not file its tax audit report within the due date? 

(a) 30.09.2020; `35,00,000 under section 271A 

(b) 31.10.2020; penalty leviable is `35,00,000 under section 271B 

(c) 30.09.2020; penalty leviable is `1,50,000 under section 271B 

(d) 31.03.2021; penalty leviable is `1,50,000 under Section 271 (2 Marks Oct ‘20) 

Answer (iv) 

The Answer is the (c) 

 

Question 3 (Chapter Capital Gains) 

X Ltd. has two units, Unit A and Unit B engaged in setting up and operating a warehousing facility 

for storage of sugar and edible oil, respectively, since the year 2015. Y Ltd., an Indian company, 

takes over Unit B of X Ltd. by way of slump sale for Rs. 415 lakhs on 25.07.2020. The expenses 

incurred for this transfer were Rs. 10.5 lakhs. The following is the extract of the Balance Sheet 

of X Ltd. as on 25.7.2020: 

(Rs. in lakhs) 

Liabilities Total Assets Unit A Unit B Total 

Paid-up equity share capital 550 Fixed assets 160 280 440 

General Reserve 180 Debtors 250 175 425 

Revaluation Reserve 110 Inventories 270 100 370 

Bank Loan 115     

Trade creditors (45% for unit B) 280     

 1235    1235 

Other information: 

(i) Unit A had transferred a plant and machinery on 02.05.2020 to  Unit B acquired for  Rs.  30 

lakhs  on 31.10.2017. 

(ii) Revaluation reserve is created solely by revising upward the value of the fixed assets of Unit 

B. 

(iii) In fixed assets of Unit B, value of land is included at revalued figure of Rs. 160 lakhs which 

was purchased at Rs. 50 lakhs in the year 2014 and value of  plant  and  machinery  acquired,  

as above, from Unit A, is included at Rs. 30 lakhs. 

(iv) No individual value of any asset is considered in the transfer deed. 

(v) Bank loan is in nature of specific borrowings -70% attributable to Unit B  and 30% 

attributable to Unit A. 
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(vi) X Ltd. does not have any associated enterprise or deemed associated enterprise. 

Based on the facts given in the above case scenario, choose the most appropriate answer to 

following questions: 

(i) What would be the amount taxable on transfer of plant and machinery from Unit A to Unit 

B, assuming there is no slump sale of unit B? 

(a) Rs. 18,42,375 

(b) Rs. 20,04,937 

(c) Rs. 30,00,000 

(d)   Nil (2 Marks March ‘21) 

 

Answer i 

The Answer is (b) 

 

(ii) What shall be the cost of acquisition for the purpose of computing capital gains in respect 

of the slump sale? 

(a) Rs. 2,18,50,000 

(b) Rs. 2,38,50,000 

(c) Rs. 2,28,54,937 

(d)   Rs. 2,08,54,937 (2 Marks March ‘21) 
 

Answer ii 

The Answer is (c) 

 

(iii) What would be amount of tax payable on capital gain arising on slump sale in the hands 

of X Ltd. assuming X Ltd. is opting for section 115BAA? 

(a) Rs. 40,25,750 

(b) Rs. 39,15,957 

(c) Rs. 37,98,080 

(d) Rs. 44,28,325 (2 Marks March ‘21) 
 

Answer iii 

The Answer is (a) 

 

(iv) What is the due date upto which X Ltd. is required to furnish  a  report  from  Chartered  

Accountant? 

(a) 31.10.2021 

(b) 30.11.2021 

(c) 31.03.2021 
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(d) 30.09.2021 (2 Marks March ‘21) 
Answer iv 

The Answer is (d) 

 

(v) Assuming X Ltd. has transferred Unit B to Y Ltd., in accordance with the scheme of 

demerger  under section 2(19AA), what would be the taxability in the hands of X Ltd. and 

Mr. Raj, a shareholder of X Ltd., on such transfer? 

(a) Capital gains arising on transfer would be taxable both in the hands of X Ltd. and Mr. 

Raj. 

(b) Capital gains arising on transfer would only be taxable in the hands of X Ltd.  and 

nothing  would be taxable in the hands of Mr. Raj. 

(c) Capital gains arising on transfer would only be taxable in the hands of Mr. Raj and 

nothing would be taxable in the hands of X Ltd. 

(d) No  capital  gain  would  arise  neither   in   the   hands   of   X   Ltd.   nor   in   the   

hands   of Mr. Raj. (2 Marks March ‘21) 

Answer v 

The Answer is (d) 

 

Question 4 (Chapter Penalities) 

Following are the particulars of total income of A.Y.2021-22 of M/s. Flip & Co., a resident firm 

and Trip Ltd., an Indian company 

I. M/s. Flip & Co. 

(1) As per the return of income furnished u/s 139(1)- Rs. 42,00,000 

(2) Determined under section 143(1)(a) – Rs. 51,00,000 

(3) Assessed under section 143(3) – Rs. 75,00,000 

(4) Reassessed under section 147 – Rs. 1,01,00,000 

II. Trip Ltd. 

(1) As per the return of income furnished u/s 139(1) - (Rs. 14,00,000) 

(2) Determined under section 143(1)(a) - (Rs. 8,00,000) 

(3) Assessed under section 143(3) - (2,50,000) 

(4) Reassessed under section 147 – Rs. 7,50,000 

Trip Ltd. is a manufacturing company incorporated in the year 2007. The total turnover of Trip 

Ltd.  for the P.Y.2018-19 was Rs. 380 crore and the company has not exercised option under 

section 115BAA  for the P.Y. 2020-21. 

Based on the facts given in the above case scenario, choose the most appropriate answer to the 

following questions: 

(i) What would be the penalty leviable under section 270A in case of M/s Flip & Co. at the time 

of assessment, if none of the additions or disallowances made in the assessment qualify 

under section 270A(6) and the under-reported income is not on account of misreporting? 

(a) Rs. 7,48,800 
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(b) Rs. 10,29,600 

(c) Rs. 3,74,400 

(d)   Rs. 5,14,800 (2 Marks March ‘21) 
Answer i 

The Answer is (c) 

 

(ii) What would be the penalty leviable under section 270A in case of M/s Flip & Co. at the time 

of reassessment, if none of the additions or disallowances made in the reassessment 

qualify under section 270A(6) and the under-reported income is on account of 

misreporting? 

(a) Rs. 17,68,000 

(b) Rs. 23,78,688 

(c) Rs. 8,11,200 

(d)   Rs. 16,22,400 (2 Marks March ‘21) 
Answer ii 

The Answer is (a) 

 

(iii) What would be the penalty leviable under section 270A in case of Trip Ltd. at the time of 

assessment, if none of the additions or disallowances made in the assessment qualify 

under section 270A(6) and the under-reported income is not on account of misreporting? 

(a)    Rs. 71,500 

(b)    Rs. 85,800 

(c) Rs. 1,36,500 

(d)   Rs. 68,250 (2 Marks March ‘21) 
Answer iii 

The Answer is (a) 

 

(iv) What would be the penalty leviable under section 270A in case of M/s Trip Ltd. at the time 

of reassessment, if none of the additions or disallowances made in the reassessment 

qualify under section 270A(6) and the under-reported income is on account of 

misreporting? 

(a)    Rs. 2,60,000 

(b)    Rs. 5,20,000 

(c)    Rs. 6,24,000 

(d) Rs. 3,12,000 (2 Marks March ‘21) 
Answer iv 

The Answer is (b) 
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Question 5  (Apr 21) 

Mr. X is a resident of India, who involved in the business of trading of Fast Moving Consumer 

Goods (FMCG) under the name of M/s. Aadhar Stores. M/s. Aadhar Stores has  turnover of Rs. 

4,80,00,000  and 10,20,00,000, for F.Y. 2020-21 and F.Y. 2019-20, respectively. Mr. X has taken 

a building on rent  for the purposes of carrying out his business. This building is taken on rent 

from Mr. U, who is non- resident in India. During the previous year 2020-21, Mr. X  has  paid 

monthly  rent of Rs.5,00,000 to  Mr. U. During the previous year  2020-21,  majority of  the  

sales  is  made to  retail buyers. However, M/s Aadhar Stores also sold goods in wholesale and 

has issued the following invoices: 

(a) Invoice 1 to ABC Ltd. for goods sold worth Rs. 45,50,000 on 15.5.2020 

(b) Invoice 2 to EFG Ltd. for goods sold worth Rs.  10,00,000 on  20.5.2020 

(c) Invoice 3 to ABC Ltd. for goods sold worth Rs. 25,50,000 on 31.10.2020 

(d) Invoice 4 to EFG Ltd. for goods sold worth Rs. 8,00,000 on 12.12.2020 

M/s. Aadhar Stores has received the following amounts from ABC Ltd. and  EFG  Ltd.  against  

the goods sold: 

(a) Rs. 19,90,000 for Invoice 1 on 30.06.2020 through crossed cheque. 

(b) Rs. 22,50,000 for Invoice 3 on 31.12.2020 in cash. 

(c) Balance amount of Rs. 28,60,000 for Invoice 1 & 3 received in bank through RTGS  on  

13.01.2021. 

(d) Rs. 18,00,000 for Invoice 2 & 4 received through account payee cheque on 15.02.2021. 

He received and made all the payments other than the above-mentioned receipts via NEFT, 

account payee cheque, UPI or credit card. His total receipts for the year 2020-21 is Rs. 4.95 

crores. On 1.12.2020, Mr. X has remitted Rs. 7,50,000 to his son studying in Australia through 

an authorized dealer. He has taken education loan of Rs. 7,50,000 from a financial institution 

for the purpose of such remittance. 

Mr. X has also sold 1500 listed equity shares on  1st  May  2020  through Bombay  Stock 

Exchange,  which he sold after holding the shares for 15 months.  He  has paid STT both  at the 

time  acquisition and sale of such shares. He acquired such shares for Rs. 2,50,000. Mr. X made  

a  profit  of  Rs. 1,70,000 by selling these shares. He is of the view that whole of the amount of 

profit  is  exempt from  tax. Based on this view, he has furnished his return of  income on or  

before the due  date specified  under section 139(1). On 12.12.2021,  he received an intimation 

under section 143(1), intimating there is no tax payable by him or refundable to him. 

Based on the facts of the above case scenario, choose the most appropriate answers to the following 

questions: 

Question i 

Whether Mr. X is under any obligation to deduct tax at source on the rent paid to Mr. U as 

per the provisions of Income-tax Act, 1961. If yes, under which section and at what rate? 

(a) No, he is not liable to deduct tax at source. 

(b) Yes, he is liable to deduct tax at source under section 194-I @ 10%/7.5%. 

(c) Yes, he is liable to deduct tax at source u/s 195 at the rates in force. 
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(d) Yes, he is liable to deduct tax at source u/s 194-IA @ 5%/3.75%.  ( 2 Marks April ‘21) 
(Chapter Deduction, Collection & Recovery of Tax) 

Answer i 

The Answer is the (c) 

 

Question ii 

Whether Mr. X is required to collect tax at source during the previous year 2020-21? If yes, 

what would be the amount of tax collection at source? 

(a) No, Mr. X is not required to collect tax at source, since his  turnover for the P.Y.  2020-

21  does not exceed Rs. 50 crores. 

(b) Yes, Mr. X is required to collect tax at source  of Rs. 1,575. 

(c) Yes, Mr. X is required to collect tax at source of Rs.  2,925. 

(d) Yes, Mr. X is required to collect tax at source of Rs.  2,100. ( 2 Marks April ‘21) (Chapter 

Deduction, Collection & Recovery of Tax) 

Answer ii 

The Answer is the (b) 

 

 

Question iii 

What would be the amount of tax collection at source on the remittance made  by  Mr. X  

to his  son? 

(a) Nil, since such remittance is for education purposes. 

(b) Rs. 250, being @0.5% on the amount exceeding Rs. 7,00,000. 

(c) Rs. 2,500, being @5% on the amount exceeding Rs. 7,00,000. 

(d) Rs. 187.50, being @0.375% on the amount exceeding Rs. 7,00,000. ( 2 Marks April ‘21) 
(Chapter Deduction, Collection & Recovery of Tax) 

Answer iii 

The Answer is the (b) 

 

Question iv 

On 15.1.2022, on having discussion with his friends about the gains he earned on sale of 

listed shares, he came to know about the following views: 

(i) capital gain on sale of listed shares exceeding Rs. 1,00,000 is taxable @10% under 

section 112A 

(ii) he cannot revise his return of income, since he received intimation u/s 143(1) 

(iii) he can revise his return of income even if he received intimation u/s 143( 1), since 

time limit for filing revised return has not yet expired. 
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(iv) while computing capital gain he can take the benefit of FMV as on 31.1.2018 

(v) whole of the amount of capital gain of Rs. 1,70,000 is taxable @10% u/s 

112A Choose the correct statements: 

(a) (i), (ii) & (iv) 

(b) (iii) & (v) 

(c) (i) & (iii) 

(d) (i) & (ii) ( 2 Marks April ‘21) (Chapter Capital Gains) 

 

Answer iv 

The Answer is the (c) 

 

Question v 

Is Mr. X required to get his books of account audited u/s 44AB for  P.Y. 2020-21? If  yes, what 

is due date for filing tax audit report? 

(a) Yes; 30.9.2021 

(b) No 

(c) Yes; 31.7.2021 

(d)    Yes; 31.10.2021 ( 2 Marks April ‘21) (Chapter Profits & Gains from Business & 

Profession) 

Answer v 

The Answer is the (b) 

 

Question 6   

Mr. Shivam, an Indian citizen, has left India with his family, when he was 16 years old, to US on 

31.03.2001. He was interested in cricket since his childhood days and took cricket as his 

career. He came to India for playing T-20 matches on 15.02.2021. Mr. Shivam has made the  

following  investments: 

 

Purchased shares 

Company Date of Investment Amount 

Mittal Lyfestyle Ltd. 

(STT not paid on purchase) 

01-06-2018 Rs. 60,00,000 (purchased in US $) 

HEG Ltd 

(STT paid on purchase through 

stock exchange) 

01-06-2018 Rs. 10,00,000 (purchased in Rs.) 

Dabur Ltd. 

(STT not paid on purchase) 

22-01-2020 Rs. 40,00,000 (purchased in US $) 

Other Investments 
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100 GDRs of Listed Co. 10-10-2010 Rs. 2,000 per GDR (purchased in US $) 

Bonds of Indian Co. issued 

abroad and purchased in 

foreign currency 

01-04-2014 Rs. 10,00,000 (purchased in US $) 

10% debentures of Indian Co 

(Unlisted public Ltd. Co.) 
01-04-2015 Rs. 10,00,000 (purchased in US$) 

Mr. Shivam received Rs. 11,00,000 as dividend from above companies. All the above investment 

in shares were sold by Shivam on 20.01.2021 on stock exchange and STT was paid as follows – 

 Shares of Mittal Lyfestyle Ltd. for Rs. 1,50,00,000 and he deposit Rs. 90 Lacs from the 

sale proceeds with a Indian Public Limited Co. on 30-06-2021. 

 Shares of HEG Ltd. for Rs.15,00,000 and he invested Rs. 15,00,000 in shares of Reliance 

Ltd.   on 30-06-2021. 

 Shares of Dabur Ltd. for Rs. 60,00,000 and  invested  Rs. 60,00,000 in  shares  of  Reliance 

Ltd. on 30-06-2021. 

50% GDR’s were sold to Priya, a non-resident, on 01.04.2020 for Rs. 18,00,000 and  balance 

50%  were sold to Hitesh, a resident, on 01.03.2021 for Rs. 15,00,000. 

Mr. Shivam also received interest as follows 

Interest on bonds Rs. 

(e) 1,00,000 Bank charges for above interest Rs. 5,000 

(f) Interest on debentures Rs. 1,00,000 

Interest on loan taken to acquire debentures Rs. 10,000 

For matches played in India, Mr. Shivam has earned Rs. 6,00,000 as match participation fee. 

Details of Telegraphic buying and selling rates: 

Date TTBR TTSR 

01-06-2018 28 32 

30-06-2020 43 47 

10-10-2020 48 52 

22-01-2020 48 52 

20-01-2021 58 62 

Based on the facts of the above case scenario, choose the most appropriate answers to the 

following questions assuming that Shivam has opted for Chapter XII-A – 

(i) Compute taxable long term capital gain on sale of shares by Mr. Shivam for A.Y. 2021-22. 

(a) Rs. 34,00,000 

(b) Rs. 16,60,000 

(c) Rs. 11,60,000 

(d) Rs. 5,00,000 ( 2 Marks April ‘21) (Chapter Capital Gains) 

Answer i 

The Answer is the (b) 
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(ii) What is the taxable short term capital gain on sale of shares for A.Y. 2021-22? 

(a) Rs. 20,00,000 

(b) Rs. 11,60,000 taxable u/s 111A 

(c) Nil 

(d) Rs. 11,60,000 taxable at normal rates ( 2 Marks April ‘21) (Chapter Capital Gains) 

Answer ii 

The Answer is the (b) 

 

(iii) Which of the following is correct in respect to the taxability of transfer of GDRs by Mr. Shivam? 

(a) Capital gains arising on sale of 100 GDRs shall be subject to tax @20% (plus applicable 

surcharge and HEC@4%) with indexation benefit in India. 

(b) No Capital Gain will arise on sale of 50 GDRs to Priya but tax @ 10% (plus applicable 

surcharge and HEC@4%) is leviable on capital gains computed after giving  benefit  of 

foreign currency conversion (but not indexation) in respect of transfer of GDRs to Hitesh. 

(c) No Capital Gain will arise on sale of 50 GDRs to Priya but tax @ 10% (plus applicable 

surcharge and HEC@4%) is leviable on capital gains computed without giving benefit of 

indexation and foreign currency conversion in respect of transfer of GDRs to Hitesh. 

(d) Capital gains arising on sale of 100 GDRs shall be subject to tax @10% (plus applicable 

surcharge and HEC@4%) without giving benefit of indexation and foreign currency 

conversion. ( 2 Marks April ‘21) (Chapter  Capital Gains) 

Answer iii 

The Answer is the (c) 

 

(iv) What will be total Income excluding capital gain of Mr. Shivam for A.Y. 2021-22?  

(a) 19,00,000 

(b)    18,85,000 

(c) 18,90,000 

(d) 8,00,000 ( 2 Marks April ‘21) (Chapter Income from Other Sources) 

Answer iv 

The Answer is the (a) 

Case Scenario 7 (Oct 21) 

The following information pertains to Mr. Devansh an Indian citizen, non-resident in India for the 

previous  year 2020-21: 
 

 Particulars ` ` 

(i) Dividend from MNO Ltd., an Indian Company (Gross) 1,25,000  

 
Less: Interest on loan taken for purchase of shares of MNO Ltd.   30,000 95,000 
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(ii) Interest on debentures of TLP Pvt. Ltd. (subscribed in convertible 

foreign exchange) 

1,20,000  

 
Less: Interest on loan taken for purchase of debentures   20,000 1,00,000 

(iii) Long-term capital gains on sale of debentures of XYZ Ltd. 

subscribed in convertible foreign currency: 

  

 Sale on 15th March 2021 16,25,00

0 

 

 Purchased on 10th June, 2004 4,50,000  

  11,75,00

0 

 

 
Less: Commission to brokers at the time of sale   7,000 11,68,00

0 

(iv) Re-invested the sale proceeds of debentures for purchase of listed 

shares of an Indian company ABC Ltd. on 30th April, 2021 

4,50,000 

Cost Inflation Index: F.Y. 2004-05 - 113; F.Y.2020-21 – 301. 

Based on the facts of the above case scenario, choose the most appropriate answer to Q.1 to Q. 5 below: 

1. What is the amount of dividend taxable in the hands of Mr. Devansh and at what rate MNO Ltd. 

is required to deduct tax at source on dividend income distributed to Mr. Devansh? Ignore 

surcharge and cess. 

(a) ` 95,000 and 10% 

(b) ` 1,00,000 and 10% 

(c) ` 95,000 and 20% 

(d) ` 1,25,000 and 20%(2 Marks) (Chapter 8 Income from Other Sources) 

Answer 

(d) 

2. Assuming Mr. Devansh is a resident in India for the P.Y. 2020-21, determine the amount of 

dividend  taxable in the hands of Mr. Devansh and at what rate MNO Ltd. is required to deduct 

tax at source on dividend income distributed to Mr. Devansh? 

(a) ` 95,000 and 10% 

(b) ` 1,00,000 and 10% 

(c) ` 95,000 and 20% 

(d) ` 1,25,000 and 20%(2 Marks) (Chapter 8 Income from Other Sources) 

Answer 

(b) 

3. What is the amount of interest on debentures of TLP Pvt. Ltd. taxable in the hands of Mr. 

Devansh and  at what rate? Ignore surcharge and cess. 

(a) ` 1,20,000 taxable @20%` 

(b) 1,00,000 taxable @20% 

(c) ` 1,00,000 taxable at normal rates of tax  (slab rates) 
(d) ` 1,20,000 taxable at normal rates of tax  (slab rates) (2 Marks) (Chapter 8 Income from 

Other Sources) 
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Answer 

(a) 

4. What would be  the amount of capital gains taxable in the hands of Mr. Devansh on sale of 

debentures   of XYZ Ltd., if he opts for the provisions of Chapter XII-A of the Income-tax Act, 

1961? Ignore the effect of first proviso to section 48. 

(a) LTCG of ` 11,68,000 

(b) LTCG of ` 8,43,155 

(c) LTCG of ` 8,49,615 

(d) LTCG of ` 8,44,554(2 Marks)(chapter 7 Capital Gains) 

Answer 

(b) 

5. Assuming that Mr. Devansh is a resident in India for the previous year 2020-21, what would be 

the amount of taxable capital gains on sale of debentures of XYZ Ltd. in the hands of Mr. 

Devansh? 

(a) ` 11,68,000 

(b) ` 4,19,327 

(c) ` 8,43,155 

(d) ` 8,44,554 (2 Marks) )(chapter 7 Capital Gains) 

Answer 

(a) 

 

Case Scenario 8 (Oct 21) 

The assessment of Shubh Associates, a partnership firm, for the assessment year 2018 -19 was made 

under section 143(3) on 28th August, 2020. The Assessing Officer made two additions to the income of 

the assessee viz. 

(i) addition of ` 4 lacs under section 40(a)(ia) due to non-furnishing of evidence of payment of TDS 

and 

(ii) addition of ` 5.5 lacs on account of unexplained cash credit. 

The assessee contested addition on account of unexplained cash credit in appeal to the Commissioner 

(Appeals). The appeal was decided in February, 2021 against the assessee. 

On 12th April, 2021, the Assessing Officer issued a notice under section 142(1) calling upon Shubh 

Associates to file return of income for Assessment Year 2020-21. In response to the said notice, the Shubh 

Associates furnished a return of loss and claimed carry forward of business loss and unabsorbed 

depreciation in the return. 

Shubh Associates pays interest on loan @14% to its partners Anil & Ajay from 1.4.2020, being the date 

of  loan, which amount to ` 7 lakhs in total in the P.Y. 2020-21. The same was approved by modification 

of the partnership deed on 1.6.2020 w.r.e.f. 1.4.2020. Anil, a non-resident is a working partner but 

Ajay, who is resident in India, is not a working partner. 

Further, Shubh Associates furnished the following information pertaining to installments paid to a 
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NBFC  during the previous year 2020-21 towards loan borrowed for the business: 

 

Month Amount Mode of Payment 

30th April ` 1,20,000 Cash 

31st May ` 1,50,000 Account payee cheque 

30th June ` 1,50,000 BHIM 

31st July ` 1,20,000 Cash 

31st August Rs 50,000 Cash 

30th September Rs 3,00,000 Cash 

Based on the facts of the above case scenario, choose the most appropriate answer to Q. 6 to 10 below: 

6. Would Shubh Associates be entitled to carry forward of business loss and unabsorbed 

depreciation claimed in the return? 

(a) Yes, it can carry forward both business loss and unabsorbed depreciation 

(b) No, it cannot carry forward the business loss and unabsorbed depreciation 

(c) Yes, it can carry forward business loss but cannot carry forward unabsorbed depreciation 

(d) Yes, it can carry forward unabsorbed depreciation but cannot carry forward business loss. 

(2 Marks) (Chapter Aggregation of Income, Set-off & carry forward of losses) 

Answer 

(d) 

7. Can Shubh & associates apply for rectification under section 154 or revision under section 264 

with respect to addition of ` 5.5 lacs on account of unexplained cash credit? 

(a) It can either apply for revision before the Commissioner under section 264 or can make 

application for rectification under section 154 

(b) It cannot apply for revision before the Commissioner under section 264 but can make 

application for rectification under section 154 

(c) It can apply for revision before the Commissioner under section 264 but cannot make 

application  for rectification under section 154 

(d) It can neither apply for revision before the Commissioner under section 264 nor can make 

application for rectification under section 154 (2 Marks)(Chapter Assessment Procedure) 

Answer 

(d) 

8. Would any penalty is leviable for installments received by NBFC? If yes, what would be amount 

of penalty and who can impose such penalty? 

(a) No penalty is leviable 

(b) Yes, penalty is leviable for ` 3,00,000 under section 271DA. It can be imposed by the Joint 

Commissioner. 

(c) Yes, penalty is leviable for ` 5,90,000 under section 271DA. It can be imposed by the Joint 

Commissioner. 

(d) Yes, penalty is leviable for ̀  3,00,000 under section 271DA. It can be imposed by any Income-

tax authority (2 Marks) (Chapter Penalities) 

 Answer 
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(b) 

9. Would tax required to be deducted at source on payment of interest to Mr. Ajay and Mr. Anil? 

(a) No tax is required to be deducted at source in respect of interest payment to Mr. Anil & Mr. 

Ajay. 
 

(b) Yes tax is required to be deducted at source in respect of payments to Mr. Anil & Mr. Ajay. 

(c) No tax is required to be deducted in respect of payment to Mr. Anil but tax is required to be 

deducted in respect of payment to Ajay. 

(d) No tax is required to be deducted in respect of payment to Ajay but tax is required to be 

deducted  in respect of payment to Anil. (2 Marks)(Chapter Deduction, Collection & 

Recovery of Tax) 

Answer 

(d) 

10. What is the amount of interest to be allowed while computing business income of the firm for 

A.Y. 2021 - 22, assuming that the tax deductible at source, if any, has been deducted and 

deposited on time? 

(a) ` 6 lakhs 

(b) ` 5 lakhs 

(c) ` 3 lakhs 

(d) ` 2.5 lakhs (2 Marks)(Chapter Profits & Gains from Business & Profession) 

 

Answer 

(b) 

 

Case Scenario 9 (Nov 21) 

Star Co. Ltd., a listed company located in Pune, is engaged in multiple activities at different locations. It 

furnished the following information unit wise for the year ended 31st March, 2021: 

(a) Vehicle parts manufacturing unit,  Pune:  It entered into  an  agreement for use of know-how 

owned  by Sun India Ltd., an Indian Company. It paid royalty of ` 36 lakhs  during the previous 

year 2020-21. The company deducted tax at source on the amounts paid up to December,  2020 

and  omitted to  deduct tax at source on the royalty of ` 8 lakhs due for the period from January, 

2021 to March, 2021. The payee admitted the royalty income fully, paid tax and fil ed his return 

of  income before  the “due date” specified in section 139(1). 

(b) Garment manufacturing unit, Indore: The Company has a manufacturing unit at Indore, 

Madhya Pradesh. The unit paid ` 3 lakhs as interest on loan taken from a non-resident Indian. 

The tax was deducted at source in March, 2021 but it was remitted only on 06-05-2021. 

The company paid ` 33,60,000 being 14% of basic salary plus DA  of  the  employees  in  notified 

pension scheme. It also paid ` 6 lakhs being the amount of income-tax payable by the 

employees on non-monetary perquisites provided by the company. 

(c) Fertilizer producing unit, Surat: The Company established a fertilizer  producing  unit  in  Surat, 

Gujarat which become operational in June, 2020. It has acquired a Land for ` 1 crore and put up 

a Building for ` 3 crores and installed new Plant and Machinery for ` 4 crores. The Net Profit  as  

per books of account of the unit is ` 2.20 crores (after deducting depreciation on Building of ` 

0.30 crores and Plant and Machinery of ` 0.60 crores). 



 

 

Case Scenarios 

29.17 

(d) Warehousing facility for storage of edible oils at Chennai: It established a warehousing facility 

for storage of edible oils from 01-06-2020. It made investments such as cost of Land ` 50 

lakhs, Building ` 2.5 crores and Plant and Machinery (new) ` 3.2 crores  at  the beginning of  the 

previous year.  The Net Profit as per books (without deducting depreciation) was ` 70 lakhs. 

The total turnover of the company for previous year 2018-19 was  ` 282 crores and  for financial year  

2019- 20 ` 405 crores. The company has MAT credit of ` 20 lakhs of  the assessment year  2010-11. 

The book  profit (computed) for the assessment year 2021-22 is ` 835 lakhs. Total income 

(computed) as  per the  normal provisions of the Income-tax is ` 520 lakhs for the A.Y.2021-22. 

Company does not opt for section 115BAA. 

Based on the facts of the above case scenario, choose the most appropriate answer to Q.1 to Q. 5 below: 

1. How much amount would be disallowed with respect to royalty paid to Sun India  Ltd.  and 

interest on loan taken from a non-resident while computing “Profits and Gains  from  business  

or  profession” of  Star Co. Ltd.? 

(a) ` 3,30,000 

(b) ` 2,40,000 

(c) ` 90,000 

(d) ` 3,00,000 (2 Marks) (chapter Non Resident Taxation) 

Answer 

(b) 

2. How much amount is allowable as deduction with respect to  Employer’s  contribution  to  

notified pension scheme and income-tax paid on non-monetary perquisites while computing 

“Profits and Gains from business or profession” of Star Co. Ltd.? 

(a) ` 33,60,000 and ` 6,00,000, respectively 

(b) ` 33,60,000 and Nil, respectively 

(c) ` 24,00,000 and ` 6,00,000, respectively 

(d) ` 24,00,000 and Nil, respectively(2 Marks)(Chapter Profits & Gains from Business & 

Profession) 

Answer 

(d) 

3. Which of the following statements is correct with regard to the taxability of income under the 

head  “Profits and Gains from business or profession”/carry forward and set-off of  losses  of  

fertilizer producing unit? 

(a) Loss of ` 3.90 crores to be carried forward to A.Y. 2022-23 

(b) Loss of ` 4.90 crores to be carried forward to A.Y. 2022-23 

(c) Profits of ` 1.4 crores 

(d) Loss of ` 3.90 crores can be set-off from other business income(2 Marks)(Chapter 

Aggregation of Income, Set-off & carry forward of losses) 

Answer 

(a) 

4. Which of the following statements is correct with regard to the taxability of income under the 

head  “Profits and Gains from business or profession”/carry forward and set-off of losses of 
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warehousing  facility unit? 

(a) Loss of ` 5 crores to be carried forward to A.Y. 2022-23 

(b) Loss of ` 5 crores can be set-off from other business income 

(c) Loss of ` 5.5 crores to be carried forward to A.Y. 2022-23 

(d) Loss of ` 3 lakhs can be set-off from other business income(2 Marks) (Chapter 

Aggregation of Income, Set-off & carry forward of losses) 

Answer 

(d) 

5. What is the tax liability of Star Co. Ltd. for the A.Y. 2021-22? 

(a) ` 139.3782 lakhs 

(b) ` 144.664 lakhs 

(c) ` 124.664 lakhs 

(d) ` 153.5968 lakhs (2 Marks)(Chapter Assessment of Various Entities) 

Answer 

(a) 

 

Case Scenario 10 (Nov 21) 

You are a Chartered Accountant. M/s Prithvi (India) Ltd., an authorised dealer under the Liberalised 

Remittance Scheme of RBI, furnished you the following information for the previous  year  2020-21  

for seeking tax advice: 

Mr. Sumit, an employee of M/s Prithvi (India) Ltd. derived salary income of ` 12 lakhs under the head 

“Salaries”. He also pays interest of  ` 1,50,000 and principal of  ` 50,000 on loan taken  from SBI in 

respect   of a self-occupied house property. His wife Mrs. Sneha derived salary income  of  `  10,50,000,  

rental income from house property of ` 3,60,000 and she pays interest of ` 2,50,000 and principal 

amount of ` 80,000 on loan taken in respect of purchase of the said house property. 

 

M/s Prithvi (India) Ltd.  received the following amounts from  three individuals for  remitting outside 

India  under Liberalised Remittance Scheme of RBI: 
 

Name of the 

Person 

Date of 

remittance 

Remittance 

Amount INR 

Purpose 

Mr. P 11.11.2020 ` 7,20,000 Maintenance expenses of his son studying in 

London 

Mr. Q 12.12.2020 ` 12,20,000 Cost of Overseas Tour Programme package 

to North & South America purchased from 

overseas foreign tour operator 

Mr. R 01.01.2021 ` 14,50,000 Repayment of loan obtained from Bank in 

Germany for pursuing higher studies. 

Based on the facts of the above case scenario, choose the most appropriate answer to Q.6 to Q. 9 below: 

1. What would be the tax liability (computed in the manner to maximise his  tax savings)  of Mr. 

Sumit for  the A.Y. 2021-22? 

(a) ` 1,06,600 

(b) ` 1,19,600 
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(c) ` 1,09,200 

(d) ` 70,200 (2 Marks)(chapter Salaries) 

Answer 

(a) 

2. What would be the tax liability (rounded off) (computed in the manner to maximise her tax 

savings) of Mrs. Sneha for the A.Y. 2021-22? 

(a) ` 1,00,780 

(b) ` 88,820 

(c) ` 1,43,520 

(d)    ` 1,11,180 (2 Marks)(Chapter Assessment of Various Entities) 

Answer 

(b) 

 

3. Is tax required to be collected by M/s Prithvi (India) Ltd. on the remittances made by Mr. P and 

Mr. Q? If yes, what would be rate of TCS and amount of tax to be collected at source? 

(a) No, tax be collected at source on both these remittances 

(b) Tax of ` 1,000 @5% on amount exceeding ` 7,00,000 on remittance made by P and tax of 

` 26,000 @ 5% in excess of ` 7,00,000 on the remittances made by Q is  to  be  collected at  

source. 

(c) No, tax be collected at source on the remittance made by P. Tax of ` 61,000 @ 5% on 

` 12,20,000 on the remittances made by Q is to be collected at source. 

(d) Tax of ` 1,000 @5% on amount exceeding ` 7,00,000 on remittance made by P and tax of ` 

61,000 @ 5% on ` 12,20,000, being the amount remitted by Q is to be collected at source. 

(2 Marks)(Chapter Deduction, Collection & Recovery of Tax) 

Answer 

(d) 

4. Is tax required to be collected by M/s Prithvi (India) Ltd. on the remittances made by Mr. R? If 

so, what would be the rate of TCS and amount of tax to be collected at source? 

(a) Yes, tax is to be collected at source of ` 37,500 @5% on the amount exceeding ` 

7,00,000. 

(b) Yes, tax is to be collected at source of ` 3,750 @0.5% on the amount exceeding ` 

7,00,000. 

(c) Yes, tax is to be collected at source of ` 7,250 @0.5% on the amount of ` 14,50,000. 

(d) Yes, tax is to be collected at source of ` 26,250 @3.5% on the amount exceeding ` 

7,00,000. (2 Marks) (Chapter Deduction, Collection & Recovery of Tax) 

Answer 

(a) 

 

 


