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» ’DIRECT TAX LAWS
: T_otal" No. of Questions 7

7 Time Allowed -3 Hours . - D - Maximum Marks — 100.
Answers to questlons are to be glven only in Engllsh except in the case of candldates

? who have opted for H1nd1 Mcdlum If a candidate has not opted for H1nd1 Medlum

h1s/her answers 1n Hlndl w1ll not be Valued

o Wherever appropnate su1table assumptlons may ‘be made by the candldate and stated

‘ clearly in the answer.
Worklng notes should form part of the answer
Questlon No 1is compulsory

Answer any five questlons from the remalmng six questions.

L All questlons relate 10 Assessment Year 2015 16 unless stated otherw1se in the questlon

l Marks

1 (a) PQR LLP ‘a- 11m1ted 11ab1l1ty partnershlp set up a “unit in Specml 10 _ |

B ':Econormc Zone (SEZ) in the financial year 2010 11 for producuon of
' ,washlng machines. The unit fulfills all the condltlons of Sectlon IOAA .
| . of the Income—tax Act. Du,rmg the financial year 2013 14, it has also set | o
| ,‘_up a warehousmg faclhty in a dlstrlct of Tam11 Nadu for storage of
'-agncultural produce It fulﬁlls all the COIldltIOIlS of Sectlon 35AD .'
-Capltal cxpendlture n respect of warehouse amounted to ¥ 75 lakhs :
B (1nc1ud1ng cost of land T10 lakhs). The warehouse became operattonal _
' '-'-w1th effect from 1% April, 2014 and the expendlture of ¥ 75 lakhs was. - )
capttahzed in the books on that date. - |

e - rTO
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Relevant details for the financial year 2014-15 are as follows : |

‘Particulars o o T |
“Profit of unit located in SEZ '- :"'5""5‘40,(50,000 -
Export sales of above unit - . s '80',00,000.
'Domestlc sales of above umt . | | | | ?__ .Z0,0(l,OOO

| -Proﬁt from operatlon of warehousing 7 : _,_'1,0_5,()0,0'00
fac1l1ty (before consrdermg deduct1on under 1
.Sectlon 35AD) ‘

fCompute income tax (mcludmg AMT under Sectlon 115 IC) payable‘
by PQR LLP for Assessment Year 2015 16 L
('bj_ ' SS(P) Ltd -a. domest1c Indian company havmg two undertakmgs 10
engaged in’ manufacture of cement and steel dec1ded to hive off cement
_ d1v1s1on to RV(P) Ltd. a domestrc Indian company by way of demerger .
' The net book value of assets of SS(P) Ltd. before demerger was ? 40
crores ‘The net book value of assets transferred to RV(P) Ltd. was T 10
_crores The demerger was made in January 2015. In the scheme of
. ‘demerger it was fixed that for each equ1ty share of T 10 each (fully pald
oY up) of SS(P) Ltd., two equlty shares of d 10 each (fully paid up) were to
be issued. Lo i ' ' _
~One Mr. N. K. held 25,000 equlty shares in SS(P) Ltd which were
- acqu1red 1n the ﬁnanc1al year 2001 02 for T 6,00 000 Mr, 'NK:
- received 50 000 equlty shares from RV(P) Ltd consequent to demergerf-
i in January 2015. He sold.all the shares of RV(P) Ltd. for E4 8 OO ,L000in
' -:March 2015 In this background you are: requested to answer the

. following :

. GIL
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(i) ~ Does the transaction of demerger attract any income tax liability

‘ in the hands of SS(P) Ltd. and RV(P) Ltd. ?

: (ii)' State the conditions in brief, wh1ch are to be satisfied under the

Act for a demerger.

- (1) Compute the capital gain that could arise in the hands of Mr N. K

" on recelpt of shares of RV(P) Ltd.

'- o (1v) Compute the capital gain that could ar1se 1n the hands of Mr N.K.

on sale of shares of RV(P) Ltd

) 'Wlll the sale of shares by Mr. N, K affect the tax beneﬁts avalled

by S§(P) Ltd. and/or, RV(P) Ltd. ?

' .(Vi)". Is Mr N K. elrglble to ava11 any tax exemptron under any of the

' r"prov151ons of the Incomie-tax Act 1961 on the sale of shares of

S RV (P) Ltd 21f $0,’ ‘state in bnef

":""-Note | Fmanc1a1 Year Cost mﬂatlon index
S amot02 426
Csoils 1024

‘Parik Hospltahty Limited 1s engaged 1n the business of runmng hotels of '

3- star category The Company’s Staternent of Proﬁt and Loss for “the

-prev1ous year ended 31 March 2015 shows a net profit of T 152 lakhs after

: deb1t1ng or credltlng the following 1tems

@,

| Payment ofi' 0. 25 lakh and 3030 lakh in cash on 3" December 2014 :

. -and 10th December 2014 respectlvely for purchase of crab, lobster and

squrd to Mr. Raja, a fisherman and Mr Khahd a mlddleman for these

| products respectlvely

GIL. . PTO.
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, (b')_' Contubutton towards employees pension scheme not1fied by the
| Central Government under Sectlon 80 CCD for a sum of ¥ 3 lal\hs
calculated at 12%"01" basic salary and Deamess ‘Allowancc payable, to
the employees o o - '
'(o)‘ Payment of ? 6 50 lakhs towards transportatlon of various rnaterlals
procured by one of its hotels to M/s Bansal Transport a partnership
; firm W1thout deductlon of fax. at source. The firm has furnlshed 1ts]'
Permanent Account Number in the tender document. o ‘ '
(d) "Proﬁt of 4 l2 lakhs on sale of a plot of land to Avrmunya L1m1ted a
-domestlc company, the entire shares of which : are held by the assessee
._ “ company The plot was acqurred by Parrk Hosp1tahty letted on .
1% June, 2013 ' ‘
(e) {Conmbutlon of T 2. 50 lakhs to Indran Institute of Technology w1th a |
: spe01ﬁc dlrectlon for use -of the amount for . sc1ent1ﬁc resedrch
programme approved by the prescrrbed authorlty
63) *-Expense of ¥ 10 lakhs on forelgn travel of two 'dire'ctors lfor a
: 'collaboratlon agreement w1th a forelgn company for a -brewery pro_lect
to be set up The negot1at1on dld not succeed and the pro_lect was |
_ abandoned R 7 |
 (g) -Fees of T l lakh pa1d to mdependent drrectors for attendrng Board""
. meetlng wrthout deductron of tax at source under Sect10n 194J |
. (h) _Deprec‘lanon charged? 10 lakhs o
| (_i)._" T 10 lakhs, being the additio'nal COmpenSation received from the"‘S'tate.:"
| Government pursuant to an 1nter1m order of Court m respect of land o

:acqtnred by the State Government n the prev1ous year 201 1- 12

Gy - D1v1dend received from a forergn company %5 lakhs

GIL
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Addltlonal mformatlon | ' | ‘ | - |

() As.a corporate debt restructurlng, the bank has converted unpaldr
_mterest of T 10 lakhs upto 31 March, 2014 into d new loan account :
repayable in ﬁve equal annual 1nstallrnents The first installment of 4 2

| lakhs was pa1d in March 2015 by debltlng new loan account

. '(iij‘ Deprec1atlon as per Income-tax Act T 15 lakhs. o
(iii) . The ‘company received. a bill for ¥ 2 lakhs on 3 1 March, 2015 from a-
_ __.suppller of vegetables for supply made in March, 2015 The b111 was :
o -omltted to be recorded in the books in March 2015. The bill was pald
_m Apnl 201 5 and the necessary entry was made in the books then '
Compute total mcome of Parik Hospltahty Limited for the“ :
':Assessment Year 2015 16 1ndlcat1ng the reason for treatment of each'

‘ '_ :1tem Ignore the provrslons relatmg to mlmmum alternate tax.

3. (a) State with reasons 'the.v-alidity.-o'f the‘fol‘loWing. 'sateme’ms; P
_(_i) _ Before cornpletlng the assessment of any forelgn company, the '
R ::Assessmg Offlcer has to forward a draft of the proposed order of |
| | assessment to the assessce. '
- n,(~ii)_ Charltable trusts and. institutions reg1stered under Sectlon 12AA .

‘cannot cla1m exemptlon under any of the clauses of Sectlon 10

'(b) 'rExplam Sect1on 278C apphcable in respect of offences comrmtted by _ ., 2
B Hlndu und1v1ded farmhes . | s o |
_(c) | : Fox Llrmted falled to furmsh 1nformat1on and documents sought by the -4

- Transfer Prlcmg Ofﬁcer (TPO) ‘Can TPO levy penalty for such'
' fallure ? How much would be the. quantum of penalty 1mposable for the .

'-sald fa1lure? , o ’ _
| 6w . PRLO

© The Institute of Charteréd Accountants of India




(6) | |
7 GIL | Marks
(d) Details given below relate to investments made in new plant & : 6

‘ ‘machinery by compames which are ehglble for deductlon under Section -

32 AC of the Act.
. | Previous years
| Company Name | 2013:14 | 201415
. - o ,“-?incrores |
ABCLtd. | 30 | 85
' MNOLW. | 20 -} 50
ORSTLtd | 70 |- 20

Compute deductien under Section 32AC and give reasons ‘in brief for-

the amount computed. -

4. Answer any four out of the ﬁve following cases : P _‘ dx4
- (a): The -assessment- of South West Bank- lelted for Assessment Year =16
~ 2010- 11 was made under Sec’non 143(3) on 30 November, 2011
. allowing ded_uctionunder' Section 36(1) (viia) on account of provision
- for doubtful debts and deduction in "reSpect of foreign excnange ‘rate
difference as claimed in the return- of income. Subsequently, the
L Assessmg Officer 1n1t1ated reassessment proceedlng under Sectlon 147
. in respect of deductlon under Sectlon 36(1)(v111) for spe01a1 reserve
created by the bank. The order under Section 147 was passed on 31
December 2013 Later, the Pr1n01pal Commissioner after exarmnrng the
. record of assessment.lnrnated_ revisionary proceeding under Section 263
" by issue of show cause notice to the bank and passed an’order under
" Section 263 on 31% August, 2014 for dlsallowmg in part. deduction
under Section 36(1)(v11a) and deduction for\ foreign exchange Tate -
dlfference The bank claims that the order passed by the Pr1nc1pal -
Commrssmner under Section 263 is barred by, hmltatlon '

* Exaniine the correctness or otherwise of the claim of'the bank B

GIL:
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- (b)" Mr. Santhanam holdrng 25% votlng power in VKS Manufacturmg _
-: Private Limited permitted his own land to be mortgaged {0 a bank for
enabling the company to obtain a loan. Mr. Santhanam requested the
company to. release the property from the mortgage The company-
failed to do so, but for retaining the benefit of bank loan it gave an
advance of . 10 lakhs to Mr. Santhana__m, which was authorlzed by a
resolution passed by the Board of Directors. The company’s
accumulated-proﬁt on the date of payment of advance was T 50 lakhs.
' The Assessing Officer proposes to tax the amount of ¥ 10 lakhs by
- 1nvok1ng the: provrsron of Section 2(22)(e). '

Is the proposmon of the Assessing Off cer correct 1n law ? .

: (c)‘ X & Co. a “partnership firm con51stmg of three partners enhanced -
working. partner salary from T 25 000 per month for each partner to
+ ¥ .50,000 per month for each partner The. mcrease in workmg partner . -
- rsalary was authorrsed by the: deed of partnershrp ' |

The Assessmg Officer durmg ‘the: course of assessment contended

that the remuneratron paid to worklng partners @ ¥ 50, 000 per. month for

_' -each partner as excessrve and apphed SCCthIl 40A - (2) (a) though the

' -:-payment was w1thm the statutory limit prescnbed under Sectron 40(b)'

. (v) Dec1de the correctness of actlon of the Assessmg Ofﬂcer 7

(‘d)-:: Two brothers say, A and B 1nher1ted lands equally consequent to
_demrse of therr father. Subsequentlyz those lands ‘were compulsorrly
- wacquired by the State Government... Both- A and B received .
'_ : 'compensatron enhanced compensatron and interest on enhanced
o : _compensatron They admrtted these as income in their md1v1dual status |

Now the Assessrng Officer wants to assess 1ncome from compulsory |

: acqu151t10n of lands in the status of Association of Persons (AOP).

'_Is the actron of Assessrng Officer ]ustlﬁed m law ?

GIL | . PTO.
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(e) A Co -operative socrety engaged in bankmg business recelved a letter
~ from thé Assistant Cornmissioner of Income—tax (ACIT), to furnish
details of all persons who have made time depos1t of ¥ 1 lakh or above
during the perlod from 1.4. 2013 to 31.3 2015 '
There is no pendmg proceedlng against the Co-operatlve soc1ety at the . -
tlme of recelpt of letter. L
As a Chartered Accountant what would be your adv1se to the co-
operatlve 5001ety regardlng legallty of the notice ‘? '

. s, .(a): _RKJ anate Llrmted S assessment for Assessment Year 2011-12 was 4
T --completed under Sectlon 143(3) on 15" Novembét, 2012 The company
recelved a ‘notice under Section 148 dated 15“' July, 2015 requiring- the
. company to subrmt a retum of i 1ncome for Assessment Year 2011- 12 on |
: the ground of escapement of certam 1ncome from assessment.
The company ‘has approached you' for advice on the principles to be
followed. by 1t before notice under Section 143(2) for: the pmpose of .
reaSsessment is issued by thie Assessmg Officer. |
State the pr1nc1p1es t0 ‘be followed by Company and the Assessmg_ -
o Ofﬁcer - = S : '
R (b) A Real Estate Investment Trust (RElT) I‘CCCIVCd mcome of 3 120 lakhs _
from Special Purpose Vehlcle company The break~up of the i income so -
. 'recelved Is as follows : : ‘ ' ' ' '
¥ Interest " N %90 Lakhs
- Dividend  Z30Takhs ., |
" The REIT dlstnbutes T 90 lakhs to its unlt-holders 40% of the unit
holders are non-residents. , | |
) Examme the tax 1mphcat10n of the above transactrons in the hands of
the REIT and umt holders 1ncludmg the rcqulrement to deduct tax at |

. source

] GIL.
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(c) XE Ltd is an Indran Company 1n which lela Inc aUs company has ¢

28% shareholdmg and voting power Followrng transactlons were

effected between these two compames durlng the financial year B
o 2014-15. | o

(1) XE Ltd sold 1,00 000 pieces of T-shlrts at $ 2 per T- Slurt to lela B

| Inc The 1dent1ca1 T—Shrrts were sold to unrelated party namely .-

‘Kennedy Inc., at § 3per T——Shrrt-. - | | |
(i) XE Lid. borrowed $ 2,00,000 from a foreign lender based on the
_. _I guarantee of lela Inc For tlus XE Ltd pard $ 10 000 as

o guarantee fee to lela Inc To an unrelated party. for the same -

B amount of loan, Zilla Inc collected $ 7000 as guarantee fee.

: (i_ii) XE Ltd. pald $ 15 000 to lela Inc for gettrng vartous potentlal
ﬂ customers detalls to 1mprove its ‘business. lela Inc prov1ded the _
. same service to unrelated partles for $10,000. . |

| Assume the rate of exchange as 1$ ? 64

' -XE Ltd is . located 1n a Spec1a1 Econormc Zone (SEZ) and its
. income before transfer pr1c1ng adjustments for the year ended 31% .

March 2015 ‘was ? 1 200 lal(hs

Compute the adjustments to be made to the total income of o
XE Ltd State whether it can clarm deductlon under Sectlon 10AA

. for the income: enhanced by applyrng transfer prrcrng provrsrons -

e Pro.
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6. (a) Mr Karnesh an 1nd1v1dual re51dent in Indla furnishes you the following 7
| ' part1culars of 1ncome earned in India, Country “X” and Country wy for

the prev1ous year 2014-15. India has not entered into double taxatron

avoidance agreement with these two countries.

* Particulars e o ? |
Income from profe‘ssion carried .on -i-n-‘India_ o 7,5_.70,00'0 _
‘Agricultural income in Country “X” (gross). | 50,000
Dividend received from a company incorporated in-| 1,}50,-0:01_0.
Country “Y” (gross) _ . | -
' Royalty income from a literary book from Country “r 6,0(;),00.0. g
(gross) . ' ‘ o
Expenses 1ncurred for earning royalty | S | 1 ‘S0,00Q |
_Busmess loss in Country cy” (Proprletary business) - 65,000
Rent from a house situated in Country “Y” (gross) ' 2;4(_),0_00

Munlclpal tax in respect of the above house (not . -1‘0,000..‘.'

_ allowed as deduct1on in country “Y”)

Note : Busrness Loss 1n Country “Y” not elrglble for set off against
" | other incomes as per law of that country L
| The rates of tax in Country “X” and Country “Y” “ate 10% and 25% -
respectwely . | o '
Compute total mcome and’ tax payable by Mr Kamesh in Ind1a for '
Assessment Year 2015- 16. | o

(b). Books of account and certarn assets are found to be in possessron of the 3
" person whose prermses are searched What are the rebuttable

presumptlons regardrng those 1terns ?

GIL
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(c) Mr Ram (age 56) is Karta of h1s HUF The HUF con31sts of hlmself ‘ 6 _' |
‘ hlS w1fe and two sons vlz Mr C (age 28) and Mmor D (age 16) The | |
‘HUF is. assessed to 1ncome tax and has busmess income from the year

g '2000-01 onwards The busmess income  of HUF for the year ended
‘31 3. 2015 is ? 5 00 000 (computed) Mr Ram is employed ina pnvate

. company and h1s salary 1ncome for the same perrod is T.6,10 000'

R (computed)
' _You are- reques'ted;-'to answer: the.fol'lo.w_ing treating each of them as-
‘ independent; situa_tions :
, (1) Mr. C gave cash glft of ? 1,00, 000 to the HUF of Mr. Ram What
iWould be the total 1ncome of HUF 9 | |
(ii_) The HUF has one house property fetching rent of ? 10 000-'per ,
- -:month and somie movable assets. There is a proposal to make a

partlal partltlon of HUF by allottlng the house property to Mr C.

B ) _Is it adv1sable to do a part1al partltlon ‘?

(ii'i) Mmor D earned ¥ 70 000 by use of his spec1al skaill and talent

How would his income be taxed 9

L -(iv) A Car owned personally by Mr. Ram was blended w1th HUF
| N durmg the year It was leased out for a monthly rent of ? 10 000 ‘

from 1-10- 2014 How would this income be taxed ! 9

GIL . PrTO.
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‘Can Cormmssroner (Appeals) refuse to admit an appeal even though

1 such appeal is filed within time 9

Mr Madhusudan is regular mn deductlng tax at source and deposmng

the same: In respect of the quarter ended 31* December 2014 a sum of ‘

? 75 000 was deducted at source from the contractors The statement of

_ ' tax deducted at source under Sectlon 200 was. filed on 23 March 2015
for the quarter ended 31. 12. 2014 ' . |
(@) Is there. -any delay on the part of Mr. Madhusudan in ﬁ11ng the _' '

-statement of TDS ‘? 7

(i1) - If the answer to (i) above is in the affirmative, how much amount |

- .can be lev1ed on Mr. Madhusudan for such default under sectron

234E7

(i), '-I's'ther_e any ‘rern'ed:y available to hnn for reduction/waiver of the

levy 7

-S V1_|aya, propnetor of Lakshml Enterprlses made . turnover

exceedmg Z 100 lakhs dunng the prev1ous year 2013 14. Her turnover

| for the year ended 31 3—2015 ‘was Z90 lakhs

- . Decide whether provrsrons relatlng to deductlon of tax at source are

attracted for the followrng payments made durrng the. ﬁnancral year_ -

. 2014 15

RCIE

'(1) Purchase comrmsswn paid - to one agent ? 25 000 towards- |

purchases made durrng the year.

; f(n) Payments to C1v11 englneer of 4 5 00 000 for construcnon of '

res1dent1al house for self use.

Explam the powers of Settlernent Comnnsswn to arnend 1ts order

| GIL
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