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SUGGESTED ANSWERS/HINTS 

1. (a) Computation of depreciation allowance under section 32 for the A.Y. 2016-17 

 

Particulars 

Normal 
Depreciati
on [u/s 
32(1)(ii)] 

Additional 
Depreciati
on [u/s 
32(1)(iia)] 

 (Rs.  in crores) 

(A) Plant and Machinery (15% block) (Put to use 
for 180 days or more) 

  

 - New machinery installed on 01.05.2015 84.00 84.00 

 Normal Depreciation@15% & additional 
 deprecation @20% 

12.60 16.80 

(B) Plant and Machinery (15% block) (Put to use 
for less than 180 days – hence, depreciation is 
restricted to 7.5%, being 50% of 15%) 

  

 - Lorries for transporting goods to depots 3.00 - 

 - Fork-lift trucks, used inside a factory 4.00 4.00 

 7.00 4.00 

 Normal Depreciation @ 7.5% & additional 
 depreciation @10% 

0.53 0.40 

(C) Plant and Machinery (60% block) (Put to use 
for less than 180 days, hence depreciation 
restricted to 30%, i.e., 50% of 60%) 

  

 - Computers installed in office premises 1.00 - 

 - Computers installed in factory 2.00 2.00 

 3.00 2.00 

 Normal depreciation@30% & additional 
 depreciation@10%  

0.90 0.20 

(D) Plant and Machinery (80% block) (Put to use 
for 180 days or more) (See Note 1) 

  

 - New windmill purchased and installed on 
  18.06.2015 

22.00 22.00 

        Normal Depreciation@80% & additional 
 depreciation @20% 

17.60 4.40 
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Total depreciation and additional depreciation  

 - Plant and Machinery (15% block) (A +B) 

 

13.13 

 

17.20 

        - Plant and Machinery (60% block) (C) 0.90 0.20 

        - Plant and Machinery (80% block) (D) 17.60 4.40 

Depreciation available under section 32 = Rs. 53.43 
crores 

  

Computation of Written Down Value (WDV) as on 01.04.2016 

 

Particulars 

Plant & Machinery 

15%  60% 80% 

 (Rs. in crores) 

WDV as on 01.04.2015 (The company was started 
during the year only – as given in question) 

Nil Nil  

Add:  Plant and Machinery acquired during the year    

-  New Machinery installed on 
01.05.2015 

84.00    

-   Lorries for transporting goods to 
sales depots 

3.00    

-   Fork-lift trucks, used inside 
factory 

4.00    

-  New imported machinery 12.00 103.00 -  

-  New Windmill purchased and 
installed on 18.6. 2015 

 - - 22.00 

-  Computers installed in office 
premises 

 - 1.00 - 

-  Computers installed in factory           -   2.00        -    

 103.00 3.00 22.00 

Less: Asset sold during the year   Nil    Nil     Nil 

WDV as on 31.3.2016 (before charging 
depreciation) 

103.00   3.00 22.00 

Less: Depreciation for the P.Y.2015-16 

  -   Normal depreciation  

  -   Additional depreciation 

 

13.13 

17.20 

 

0.90 

0.20 

 

17.60 

4.40 

WDV as on 1.4.2016 72.67 1.90 0.00 
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Computation of deduction under section 32AC for the A.Y.2016-2017  

(See Notes 2 to 6 below) 

Particulars (Rs. in 
crore) 

Plant and Machinery acquired and installed during the 
previous year 

 

- New Machinery installed on 1.05.2015 84.00 

- New Windmill purchased and installed on 18.06.2015 - 

- Fork-lift trucks, used inside factory 4.00 

- Computers installed in factory     2.00 

 90.00 

15% of Rs. 90 crore, being aggregate investment in new plant 
and machinery acquired and installed during the P.Y.2015-16 

 

13.50 

Notes: 

(1) Windmills and any specially designed devices which run on windmills installed 

on or after 1.4.2014 would be eligible for depreciation@80%.  

(2) From the A.Y.2015-16, a company would be entitled for deduction under 

section 32AC if the investment in new plant and machinery acquired and 

installed during the previous year exceeds Rs.25 crores.  The deduction under 

section 32AC would be in addition to the depreciation al lowable under section 

32 for that year. However, such deduction would not go to reduce the written 

down value of plant and machinery.  

(3) New imported machinery was not installed during the previous year 2015-16. 

Hence, it would not be eligible for deduction under section 32AC and additional 

depreciation for A.Y. 2016-17.  It would also not be eligible for normal 

depreciation for A.Y. 2016-17, since it was not put to use in the P.Y. 2015-16, 

being the year of acquisition. 

(4) It may be noted that investment in the following plant and machinery would 

neither be eligible for deduction under section 32AC nor for additional 

depreciation under section 32(1)(iia): 

(a) Lorries for transporting goods to sales depots, being vehicles/road 

transport vehicles; and  

(b) Computers installed in office premises. 

(5) As per section 2(28) of the Motor Vehicles Act, 1988, the definition of a 

“vehicle” excludes, inter alia, a vehicle of special type adapted for use only in a 

© The Institute of Chartered Accountants of India



4 

factory or in any enclosed premises. Therefore, fork-lift trucks used inside the 

factory would not fall within the definition of “vehicle”. Hence, it is eligible for 

additional deprecation under section 32(1)(iia) and deduction under section 

32AC. 

(6)  The deduction under section 32AC would not be allowed in respect of the 

windmill since the  whole of the actual cost of the windmill is allowed as 

deduction by way of depreciation @ 80% and additional depreciation @ 20% 

[Section 32AC(4)(v)].  

(7) As per third proviso to section 32(1)(ii), the 50% balance additional 

depreciation in respect of machinery and computer put to use for less than 180 

days would be allowed as deduction in the Assessment year 2017-18. 

 (b) (i) As per section 50B, any profits or gains arising from the slump sale in the 

previous year is chargeable to income-tax as capital gains arising from the 

transfer of capital assets and shall be deemed to be the income of the previous 

year in which the transfer takes place.  

 If the assessee owned and held the undertaking transferred under slump sale 

for more than 36 months before such slump sale, the capital gain shall be 

deemed to be long-term capital gain. 

Particulars Rs.  

Calculation of capital gains  

Slump sale consideration 4,50,00,000 

Less: Cost of acquisition (net worth) [See Working Note below] 1,60,00,000 

Long-term capital gain 2,90,00,000 

Calculation of tax liability  

Income tax @ 20% 58,00,000 

Surcharge @ 7% 4,06,000 

 62,06,000 

Education cess @ 3% 1,86,180 

Total tax liability 63,92,180 

 Working Note: 

Net worth of Video unit Rs. 

WDV of block of assets 85,00,000 

Debtors  1,12,50,000 

Inventories 37,50,000 

 2,35,00,000 

Less: Liabilities  75,00,000 

Net worth 1,60,00,000 
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 Note - Indexation benefit is not available in the case of slump sale as per 

section 50B(2) 

  (ii) (a) Transfer of any capital asset from a holding company to its 100% Indian 

subsidiary company is exempt from tax under section 47(iv). Therefore, if 

it is possible for Sangam Ltd to acquire the entire shareholding of 

Digitech Ltd and then make a slump sale, the resultant capital gain shall 

not attract capital gains tax. 

 However, Sangam Ltd should not transfer any shares in Digitech Ltd for a 

period of 8 years from the date of such (slump) sale. 

 (b) Alternatively, if acquisition of 25% share is not feasible, Sangam Ltd. may 

think about demerger plan of video unit to get benefit of section 47(vib) of 

the Income-tax Act, 1961. 

2.  Computation of total income of MILTON Ltd. for the A.Y.2016-17 

Particulars Rs. 

Profits and gains of business or profession   

Net profit as per profit and loss account  60,00,000 

Add: Items debited to profit & loss account but not 
allowable as deduction 

  

 Cash payments exceeding Rs. 20,000 in 
aggregate in a day to a contractor for repair work 
(Rs. 15,000 + Rs. 10,000) (Note 1) 

 
25,000 

 

 Licence fee for obtaining franchise Rs.10,00,000 
less depreciation thereon of Rs. 2,50,000 (Note 2) 

 
7,50,000 

 

 Provision for gratuity (Rs. 5,00,000 - Rs. 1,50,000) 
(Note 6) 

3,50,000 11,25,000 

   71,25,000 

Add: Difference on account of stock valuation (Note 7)  8,000 

   71,33,000 

Less: Items credited to profit and loss account but 
not taxable or taxable under a different head of 
income 

  

 Dividend received from foreign company less 
expenditure incurred to earn dividend  
(Rs. 3,50,000 - Rs. 25,000) (Note 3) 

 
 3,25,000 

 

 

 Waiver of interest on bank loan (Note 5) 1,50,000   4,75,000 

   66,58,000 
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Less: Items not debited to profit and loss account 
but  allowable as deduction 

  

 Provision for audit fees (Note 8) 30,000  

 Bad debts (Note 9) 1,00,000   1,30,000 

   65,28,000 

Less: Depreciation on assets (Rs. 1,50,000 - Rs. 1,75,000) 
(Note 4) 

     25,000 

  65,03,000 

Income from Other Sources   

Dividend from specified foreign company (Note 10) 3,50,000  

Shares of closely-held company purchased for inadequate 
consideration (Note 11) 

 

1,00,000 

 

  4,50,000 

Gross Total Income  69,53,000 

Deduction under Chapter VI-A              Nil 

Total Income  69,53,000 

Computation of tax liability of MILTON Ltd. for A.Y. 2016-17 

Particulars Rs. 

Tax @15% on dividend of Rs. 3,50,000 from specified foreign company  52,500 

Tax @30% on the balance total income of Rs. 66,03,000 19,80,900 

 20,33,400 

Add: Education cess @2% and Secondary and higher education cess @1%     61,002 

Total tax liability 20,94,402 

Notes: 

(1) Disallowance under section 40A(3) would be attracted in respect of cash payments 
of Rs. 10,000  and Rs. 15,000 to a contractor,  since the aggregate cash payments 
to him in a day exceeds the limit of Rs. 20,000.   

(2) Franchise is in the nature of an intangible asset eligible for depreciation @ 25%. 
Since one-time licence fees of Rs. 10 lakh paid to a foreign company for obtaining 
franchise has been debited to profit and loss account, the same has to be added 
back.  Depreciation @ 25% has to be provided in respect of the intangible asset, 
since it has been used for more than 180 days during the year.  

(3) Dividend of Rs. 3,50,000 received from foreign company is to be taxed under the 
head “Income from other sources”. Since the same has been credited to profit and 
loss account, it has to be deducted while computing business income. 
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Consequently, expenditure of Rs. 25,000 relating to the same which has been 
debited to profit and loss account has to be added back. In effect, the net amount 
of Rs. 3,25,000 has to be deducted. 

(4) Depreciation of Rs.1,50,000 on tangible fixed assets debited in the books of 
accounts has to be added back. Depreciation of Rs. 1,75,000 computed as per 
Income-tax Rules, 1962 is allowable. Therefore, the net amount of Rs. 25,000 has 
to be deducted while computing business income. 

(5) Waiver of principal amount of loan taken for trading activity is a benefit in respect of a 
trading-liability by way of remission or cessation thereof and is, hence, taxable under 
section 41(1) [Solid Containers vs. DCIT (2009) 308 ITR 417 (Bom)]. 

Since the loan is for meeting working capital requirement, it is logical to assume 
that is taken for trading activity.  Since the loan waiver has already been credited to 
profit and loss account, no adjustment is required.  

However, as per section 43B, since interest is allowable only on actual payment, 
deduction in respect of interest due on loan would not have been allowed as 
deduction in any previous year.  Therefore, such interest cannot be brought to tax 
by invoking section 41(1). Since such interest has now been credited to profit and 
loss account, the same has to be deducted while computing business income.  

(6) As per section 40A(7), any provision made for payment of gratuity to employees on 
their retirement or on termination of employment for any reason is disallowed. 
However, any provision made for the purpose of payment of a sum by way of any 
contribution to an approved gratuity fund or for the purpose of payment of gratuity 
which has become payable during the previous year shall be allowed as deduction. The 
question does not mention that the provision of Rs. 5,00,000 is for the purpose of 
contribution to an approved gratuity fund.  Therefore, only gratuity of Rs. 1,50,000 paid 
to the retired employees is allowable as deduction.  Hence, the balance provision of 
Rs. 3,50,000  (i.e., Rs. 5,00,000 – Rs. 1,50,000) is to be added back.   

(7) Difference on account of undervaluation of opening stock and closing stock by 10% 
of cost to be deducted and added, respectively.  Therefore, the net amount of Rs. 
8,000 (Rs. 72,000 × 10/90) has to be added. 

(8) Rs. 30,000, being 30% of Rs. 1,00,000, representing provision for audit fees for the 
year ended 31.3.2015 for which tax was not deducted in the F.Y.  2014-15 would 
have been disallowed while computing deduction for F.Y.2014-15. Since the tax is 
deducted and paid in F.Y.2015-16, Rs. 30,000 would be allowable as deduction in 
the A.Y.2016-17, as per the proviso to section 40(a)(ia). 

(9) In a case where the debt ultimately recovered is less than the difference between 
the amount of debt and bad debt allowed earlier as deduction, such deficiency will 
be deductible in the previous year in which the ultimate recovery is made. 
Therefore, in this case, since the ultimate recovery of Rs. 3,00,000 is less than Rs. 
4,00,000 (being the difference between the debt of Rs. 8,00,000 and the amount of 
Rs. 4,00,000 allowed as bad debts in the previous year 2014-15), the deficiency of 
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Rs. 1,00,000 will be deductible in the P.Y. 2015-16, being the year in which the 
ultimate recovery of Rs. 3,00,000 is made.  

It may be noted that in a case where the net result is a deficiency, the amount 
recovered will not be taxable in the year of recovery. Since Rs. 3,00,000 is not 
credited to profit and loss account, no further adjustment is necessary.   

(10) 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% as against the 
tax rate of 30% applicable to other income of a domestic company.  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 Rs. 3,50,000 received by MILTON Ltd. from a foreign 
company, in which it holds 28% 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 Rs. 25,000 expended on earning this income. 

(11) Difference between the aggregate fair market value of shares of a closely held 
company and the consideration paid for purchase of such shares is deemed as 
income in the hands of the purchasing company under section 56(2)(viia) only if the 
purchasing company is also a closely-held company. It is assumed that MILTON 
Ltd. is a closely-held company. 

Since the difference exceeds Rs. 50,000, the entire sum is taxable. Therefore,  
Rs. 1,00,000  [5,000 × (Rs. 40 – Rs. 20)] is taxable. 

3. (a)   Computation of total income of Mr. Mahesh for A.Y.2016-17 

Particulars Rs. Rs. 

Income from House Property [House situated in 
Country Z] 

  

Gross Annual Value1 3,30,000  

Less: Municipal taxes paid in Country Z __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   9,20,000 

                                                           
1Rental income has been taken as GAV in the absence of other information relating to fair rent, 
municipal value etc.  
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Income from Other Sources   

Interest on savings bank with Dena Bank 24,000  

Agricultural income in Country Y 72,000  

Dividend received from a company in Country Z 2,25,000  

Royalty income from a book of art in Country Y (after 
deducting expenses of Rs.70,000) 

7,30,000  

_10,51,000 

Gross Total Income  21,95,000 

Less: Deduction under Chapter VIA 

Under section 80QQB – Royalty income of a resident 
from a work of art2 

  

 

3,00,000 

Under section 80TTA – Interest on savings bank 
account, subject to a maximum of Rs.10,000. 

  

___10,000 

Total Income  18,85,000 

Computation of tax liability of Mr. Mahesh for A.Y.2016-17 

Particulars  Rs. 

Tax on total income [30% of Rs.8,85,000 + Rs.1,25,000]  3,90,500 

Add:  Education cess and SHEC@3%  _11,715 

  4,02,215 

Less: Rebate under section 91 (See Working Note below)  1,56,057 

Tax Payable  2,46,158 

Tax payable (rounded off)  2,46,160 

 

Calculation of Rebate under section 91:  Rs. 

Average rate of tax in India [i.e., Rs. \4,02,215/Rs. 18,85,000 
x 100] 

21.34%  

Average rate of tax in country Y 12%  

Doubly taxed income pertaining to country Y3 Rs.  

Agricultural Income 72,000  

Royalty Income [Rs.8,00,000 – Rs.70,000 (Expenses) – 4,30,000  

                                                           
2 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. 
3Doubly 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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Rs.3,00,000 (deduction under section 80QQB)] 

 5,02,000  

Rebate under section 91 on Rs. 5,02,000 @12% [being the 
lower of average Indian tax rate (21.34%) and foreign tax 
rate (12%)] 

 60,240 

Average rate of tax in country Z 23%  

Doubly taxed income pertaining to country Z   

Income from house property 2,24,000  

Dividend 2,25,000  

 4,49,000  

Rebate under section 91 on Rs. 4,49,000 @21.34% (being 
the lower of average Indian tax rate (21.34%) and foreign tax 
rate (23%)] 

  
 

_ 95,817 

Total rebate under section 91 (Country Y + Country Z)  1,56,057 

Note: Mr. Mahesh 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.2015 -16. 

(b) The income in question accrues or arises to him outside India in foreign 

countries Y & Z 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 “Y” and “Z” 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 Y and Z where the income has accrued 

or arisen. 

(b) Tax treatment in the hands of the seller, Ms. Sonam 

Section 50C provides that where the consideration received or accruing as a result 

of transfer of a capital asset, being land or building or both, is less than the value 

adopted or assessed or assessable by an authority of a State Government for the 

purpose of payment of stamp duty in respect of such transfer, the value so adopted 

or assessed or assessable shall be deemed to be the full value of the consideration 

received or accruing as a result of such transfer for computing capital gain.  

In the instant case, Ms. Sonam sold the residential house in Meerut to her colleague 

Ms. Sonal for Rs. 20 lacs, whereas the stamp duty value was Rs. 25 lacs. 

Therefore, stamp duty value shall be deemed to be the full value of consideration 

for sale of the property. Therefore, short-term capital gain arising to Ms. Sonam for 

assessment year 2016-17 will be Rs. 17 lacs (i.e. Rs. 25 lacs - Rs. 8 lacs). The gain 
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is a short-term capital gain since the residential house was held by her for a period 

of less than 36 months immediately preceding the date of transfer.  

Tax treatment in the hands of the buyer, Ms. Sonal 

The taxability provisions under section 56(2)(vii) includes within its scope, any 

immovable property, being land or building or both, received for inadequate 

consideration by an individual or HUF. 

As per section 56(2)(vii), where any immovable property is received for a 

consideration which is less than the stamp duty by an amount exceeding  

Rs. 50,000, the difference between the stamp duty value and the consideration shall 

be chargeable to tax in the hands of the recipient (Individual/HUF) as the income 

from other sources. The provisions of section 56(2)(vii) would be attracted in this 

case, since the difference exceeds Rs. 50,000. Therefore, Rs. 5 lacs, being the 

difference between the stamp duty value of the property (i.e., Rs.25 lacs) and the 

actual consideration (i.e., Rs.20 lacs) would be taxable in the hands of Ms. Sonal, 

under the head „Income from Other Sources‟. 

As per section 49(4), the cost of acquisition of such property fo r computing capital 

gains would be the value which has been taken into account for section 56(2)(vii). 

Accordingly Rs. 25 lacs would be taken as the cost of acquisition of the residential 

house. Therefore, on sale of the residential house by Ms. Sonal, Rs. 15lacs (i.e.  

Rs. 40 lacs – Rs. 25 lacs) would be chargeable to tax as short-term capital gain in 

her hands for A.Y. 2016-17. 

(c) In this case, Mr. Tamal gifted a sum of Rs. 9 lakhs to his brother‟s wife Mrs. Reema 

on 30.8.2015 and simultaneously, his brother, Mr. Tapan gifted a sum of Rs. 7 lakhs 

to Mr. Tamal‟s wife, Shikha, on 10.09.2015. The gifted amounts were invested as 

fixed deposits in banks by Mrs. Reema and Mrs. Shikha. These transfers are in the 

nature of cross transfers. Accordingly, the income from the assets transferred would 

be assessed in the hands of the deemed transferor because the transfers are so 

intimately connected to form part of a single transaction and each transfer 

constitutes consideration for the other by being mutual or otherwise.   

If two transactions are inter-connected and are part of the same transaction in such 
a way that it can be said that the circuitous method was adopted as a device to 
evade tax, the implication of clubbing provisions would be attracted. It was so held 
by the Apex Court in CIT vs. Keshavji Morarji (1967) 66 ITR 142. 

Accordingly, the interest income arising to Tamal‟s wife, Shikha, in the form of 
interest on fixed deposits would be included in the total income of Mr.  Tamal and 
interest income arising in the hands of his brother Tapan‟s wife, Reema, would be 
taxable in the hands of Mr. Tapan as per section 64(1), to the extent of amount of 
cross transfers i.e., Rs.7 lakhs.  
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This is because both Mr. Tamal and his brother, Mr. Tapan are the indirect 
transferors of the income to their respective spouses with an intention to reduce 
their burden of taxation. 

However, the interest income earned by Mrs. Reema on fixed deposit of Rs. 7 lakhs 

alone would be included in the hands of Mr. Tapan and not the interest income on 

the entire fixed deposit of Rs. 9 lakhs, since the cross transfer is only to the extent 

of  Rs. 7 lakhs. 

4.  (a) 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 tha t 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.  Kartik 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.  

(b) One of the methods for determination of arm's length price in an international 

transaction is Comparable Uncontrolled Price method (CUP). Under the CUP 

method, the price charged or paid for property transferred or services rendered in a 

comparable uncontrolled transaction, or a number of such transactions, is identified. 

Such price is adjusted to account for differences, if any, between the international 

transaction and the comparable uncontrolled transaction or between the enterprises 

entering into such transactions, which could materially affect the price in the open 

market. The adjusted price so arrived at is taken to be an arm‟s  length price in 

respect of the property transferred or services provided in the international 

transaction.  

PQ Inc., USA and PQ Limited, the Indian company are associated enterprises since 

the former holds 74% shares in the latter.  

The arm's length rate of interest can be determined by using CUP method having 

regard to the rate of interest on external commercial borrowing permissible as per 

guidelines issued under Foreign Exchange Management Act. The interest rate 

permissible is LIBOR plus 200 basis points i.e., 4% + 2% = 6%, which can be taken 

as the arm‟s length rate. The interest rate applicable on the borrowing by PQ 

Limited, India from PQ Inc., USA, is LIBOR plus 150 basis points i.e., 4% + 1.5% = 

5.5%. Since the rate of interest, i.e. 5.5% is less than the arm's length rate of 6%, 

the borrowing made by the PQ Ltd. is not at arm‟s length. However, in this case, the 
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taxable income of PQ Ltd., India, would be lower if the arm‟s length rate is applied.  

Hence, no adjustment is required since the law of transfer pricing will not apply if 

there is a negative impact on the existing profits.  

(c) The Supreme Court has, in Brooke Bond India Ltd. v. CIT (1997) 225 ITR 798 (SC),  

held that expenditure incurred by a company in connection with issue of shares with 

a view to increase its share capital is directly related to the expansion of its capital 

base and, therefore it constitutes a capital expenditure.  

The issue of rights shares results in expansion of the capital base of Steel Ltd. 

Hence, expenditure of Rs.3,00,000 incurred by the company in connection with the 

issue of rights shares is a capital expenditure and is not allowable as a business 

expenditure. 

On the other hand, the issue of bonus shares does not result in inflow of fresh funds 

or increase in the capital employed. It is mere capitalization of reserves. The total 

funds available with the company and its capital structure will remain the same on 

issue of bonus shares. The Supreme Court, in CIT v. General Insurance 

Corporation (2006) 286 ITR 232, considered the effect of issue of bonus shares and 

ruled that expenditure incurred in connection with the issue of bonus shares was 

allowable as revenue expenditure. Hence, the expenditure amounting to 

Rs.2,00,000 incurred in connection with the issue of bonus shares is deductible 

from its business profits for the assessment year 2016-17. 

 (d) (i) If the amount was paid for transfer of business/profession to partnership 

 Where a proprietary business is converted into a partnership, the exclusive 

interest of the proprietor is reduced and the business assets become assets of 

the firm in which other partner(s) get an interest. Consequently, there is a 

transfer of interest.  

 Further, section 47 which lists the transactions not regarded as “transfer” for 

levy of capital gains tax, does not include within its scope, transfer of capital 

assets consequent to succession of a sole proprietary concern by a 

partnership firm.  Therefore, the transfer of capital assets by a sole proprietary 

concern consequent to its conversion into a partnership firm constitutes a 

transfer.  

 Since consideration of Rs.5 lacs is received for such transfer, profit or gain 

accrues to the transferor for the purposes of section 45. The amount of Rs. 5 

lacs would be the full value of consideration received as a result of transfer 

and the capital gains resulting from this transfer would be chargeable to tax.  

(ii) If the amount is paid by the incoming partner for Goodwill  

 The Supreme Court, in CIT v. B.C. Srinivasa Setty (1981) 128 ITR 294, 

observed that the income chargeable to capital gains tax is to be computed by 

deducting from the full value of consideration “the cost of acquisition of the 
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capital asset”. If it is not possible to ascertain the cost of acquisition, then, 

transfer of such asset is not chargeable to tax.  

 Section 55(2)(a) provides that the cost of acquisition of certain self -generated 

assets, including goodwill of a business, is Nil.  Therefore, in respect of these 

self-generated assets covered under section 55(2)(a), the decision of the 

Supreme Court in B.C. Srinivasa Setty’s case would not apply. However, in 

respect of other self-generated assets, including goodwill of profession, the 

decision of the Supreme Court in B.C. Srinivasa Setty’s case, would continue 

to be applicable.    

 In effect, in case of self-generated assets not covered under section 55(2)(a), 

since the cost is not ascertainable, there would be no capital gains tax liability.  

 Therefore, in this case, since the consideration of Rs.5 lakhs is paid towards 

goodwill of a profession, whose cost is NOT to be taken as „Nil‟ since it is not 

covered under section 55(2)(a), the liability to capital gains tax will not arise.  

5. (a) (i) Computation of depreciation under section 32 for Sunflower Ltd. for A.Y.  

2016-17 

Particulars Rs. (in 

crores) 

Plant and machinery acquired on 03.05.2015 20.00 

Plant and machinery acquired on 21.12.2015 20.00 

WDV as on 31.03.2016 40.00 

Less: Depreciation @ 15% on Rs.  20 crore 3.00  

  Depreciation @ 7.5% (50% of 15%) on Rs. 20 crore 1.50  

  Additional Depreciation@35% on Rs. 20 crore 7.00  

 Additional Depreciation@17.5% (50% of 35%) on  

Rs. 10 crore 

_1.75  

13.25 

WDV as on 01.04.2016  26.75 

 Sunflower Ltd. would also be eligible for benefit of deduction under sections 

32AC and 32AD. 

  Computation of deduction under section 32AC & 32AD for Sunflower Ltd. for 

A.Y. 2016-17 

Particulars Rs.(in 
crores) 

Deduction under section 32AC(1A) @ 15% on Rs.  30 crore 
(since investment in new plant and machinery acquired and 

4.50 
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installed in the previous year  2015-16 by  Sunflower Ltd., a 
manufacturing company, exceeds Rs. 25 crore)  

Deduction under section 32AD @ 15% on Rs. 30 crore (since 
the manufacturing unit is set up in a notified backward area 
in the State of Bihar) 

 

4.50 

Total benefit 9.00  

(ii)  Yes, the answer would be different, where the manufacturing unit is set up by 

a firm. The deduction under section 32AC is available only to corporate 

assessees, and therefore, the deduction of Rs. 4.50 crore under section 32AC 

would not be available if the manufacturing unit is set up by Sunflower& Co., a 

firm.  However, the firm would be eligible for deduction of Rs. 4.50 crore under 

section 32AD. 

Notes: 

(1)  As per the second proviso to section 32(1)(ii), where an asset acquired during 

the previous year is put to use for less than 180 days in that previous year, the 

amount of deduction allowable as normal depreciation and additional 

depreciation would be restricted to 50% of amount computed in accordance with 

the prescribed percentage. 

 Therefore, normal depreciation on plant and machinery acquired and put to 

use on 21st December, 2015 is restricted to 7.5% (being 50% of 15%) and 

additional depreciation is restricted to 17.5% (being 50% of 35%).  

(2) As per third proviso to section 32(1)(ii), the balance additional depreciation of 

Rs. 1.75 crore, being 50% of Rs. 3.50 crore (35% of Rs. 10 crore) would be 

allowed as deduction in the A.Y.2017-18. 

(3) As per section 32(1)(iia), additional depreciation is allowable in the case of any 

new machinery or plant acquired and installed after 31.3.2005 by an assessee 

engaged, inter alia, in the business of manufacture or production of any article 

or thing. In this case, since new plant and machinery acquired was installed by 

a manufacturing unit set up in a notified backward area in the State of Bihar, 

the rate of additional depreciation is 35% of actual cost of new plant and 

machinery.  Since new plant and machinery of Rs. 10 crore was put to use for 

less than 180 days, additional depreciation@17.5% (50% of 35%) is allowable 

as deduction.  However, additional depreciation shall not be allowed in respect 

of second hand plant and machinery of Rs. 10 crore. 

 Likewise, the benefit available under sections 32AC and 32AD would not be 

allowed in respect of second hand plant and machinery. 
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 Accordingly, additional depreciation and deduction under sections 32AC and 

32AD have not been provided on Rs. 10 crore, being the actual cost of second 

hand plant and machinery acquired and installed in the previous year. 

 (b) (i) No; the expenditure is not allowable as deduction under section 37.  

 The Punjab & Haryana High Court, in CIT v. Kap Scan and Diagnostic Centre 

P. Ltd. (2012) 344 ITR 476, observed that as per the Indian Medical Council 

(Professional Conduct, Etiquette and Ethics) Regulations, 2002, no physician 

shall give, solicit, receive, or offer to give, solicit or receive, any gift, gratuity, 

commission or bonus in consideration of a return for referring any patient for 

medical treatment.  

 The demanding as well as paying of such commission is bad in law. It is not a 

fair practice and is opposed to public policy. Applying the rationale and 

considering the purpose of Explanation to section 37(1), the assessee would 

not be entitled to deduction of payments made in contravention of law. 

Similarly, payments which are opposed to public policy being in the nature of 

unlawful consideration cannot also be claimed as deduction.Thus, the High 

Court held that commission paid to doctors for referring pat ients for diagnosis 

is not allowable as a business expenditure 

(ii) No; the expenditure is not allowable as deduction under section 37.  

 The Karnataka High Court in, Millennia Developers (P) Ltd. v. DCIT (2010) 322 

ITR 401, held that the amount paid by way of regularisation fee to 

compoundan offence for deviations made while constructing a structure and for 

violating the plan sanctioned in terms of approved building bye laws is in the 

nature of penalty, and hence does not qualify for deduction under section 37.  

Merely describing the payment as a regularisation fee or compounding fee 

would not alter the character of the payment.  

(iii) No; the expenditure is not allowable as deduction under section 37.  

 The Himachal Pradesh High Court in, Confederation of Indian Pharmaceutical 

Industry (SSI) v. CBDT (2013) 353 ITR 388, observed that as per Indian 

Medical Council (Professional Conduct, Etiquette and Ethics) Regulations, 

2002, every medical practitioner and his or her professional associate is 

prohibited from accepting any gift, travel facility, hospitality, cash or monetary 

grant from any pharmaceutical and allied health sector industries. This is a 

salutary regulation in the interest of the patients and the public, considering the 

increase in complaints against the medical practitioners prescribing branded 

medicines instead of generic medicines, solely in lieu of gifts and other 

freebies granted to them by some particular pharmaceutical industries.  

 The Court also observed that CBDT, considering the fact that the claim of any 

expense incurred in providing freebies to medical practitioners is in violation of 
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the provisions of Indian Medical Council (Professional Conduct, Etiquette and 

Ethics) Regulations, 2002, has, vide Circular No.5/2012 dated 1.8.2012, 

clarified that the expenditure so incurred shall be inadmissible under section 

37(1). The disallowance shall be made in the hands of such pharmaceutical 

company which has provided aforesaid freebies and claimed it as a deductible 

expense in its accounts against income. 

 Note: The Court, however, observed that if the assessee satisfies the 

assessing authority that the expenditure incurred is not in violation of the 

regulations framed by the Medical Council then it may legitimately claim a 

deduction, but it is for the assessee to satisfy the Assessing Officer that the 

expense is not in violation of the Medical Council Regulations.  

(c) The dividend received by X Co Ltd. from Y Co Ltd. is exempt from tax under section 

10(34) if such dividend is covered by section 115-O.  

X Co Ltd., while paying dividend distribution tax under section 115-O, is eligible to 

reduce the dividend received from its subsidiary company from the dividend paid / 

declared by it in the same financial year. Since, the dividend of Rs. 15 lacs paid by 

X Co Ltd. is less than the dividend of Rs. 25.5 lacs received from its subsidiary, i.e., 

Y Co Ltd., the tax liability under section 115-O would be Nil. 

In case X Co. Ltd. had distributed dividend of Rs. 60 Lacs, the dividend distribution 

tax to be paid by X Co. Ltd. shall be computed as follows: 

Particulars Rs. in lakh 

Dividend distributed by X Co. Ltd.  60.00 

Less: Dividend received from subsidiary Y Co. Ltd. (51% of Rs. 50 
         lacs) 

25.50 

Net distributed profits 34.50 

Add: Increase for the purpose of grossing up of dividend 

 (34.5 x 15 /85)  

 

_6.09 

Gross dividend 40.59 

  

Additional income-tax payable by X Co. Ltd. u/s 115-O [15% of  
Rs. 40.59 lakh]  

6.09 

Add:  Surcharge@12% 0.73 

 6.82 

Add: Education cess@2% and SHEC@1% 0.20 

 7.02 
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Note: As per new sub-section (1B) of section 115-O, for the purpose of grossing up, 

the rate specified in sub-section (1) has to be considered.  The rate specified in 

sub-section (1) is 15%.  Further, in the example given in the Explanatory 

Memorandum to the Finance (No.2) Bill, 2014, grossing up has been done at the 

rate of 15% 

However, it is also possible to take a view that grossing up should be done at the 

rate of 17.304% (that is, 15% plus surcharge@12% plus education cess and 

SHEC@3%), which is the effective rate of dividend distribution tax. 

6. (a) (i) The statement is not correct. 

 In CIT v. Earnest Exports Ltd. (2010) 323 ITR 577, the Bombay High Court 

observed that the power under section 254(2) is limited to rectification of a 

mistake apparent on record and therefore, the Tribunal must restrict itself 

within those parameters. Section 254(2) is not a carte blanche for the Tribunal 

to change its own view by substituting a view which it believes should have 

been taken in the first instance. Section 254(2) is not a mandate to unsettle 

decisions taken after due reflection. The High Court, therefore, held that re -

appreciation of the correctness of the earlier decision on merits is beyond the 

scope of the power conferred under section 254(2) 

(ii) The statement is not correct. 

The Bombay High Court, in CIT v. Pruthvi Brokers & Shareholders (2012) 349 

ITR 336, observed the decision of the Supreme Court, in the case of Jute 

Corporation of India Ltd. v. CIT (1991) 187 ITR 688 and National Thermal 

Power Corporation. Ltd v. CIT (1998) 229 ITR 383, that an assessee is entitled 

to raise additional claims before the appellate authorities. The appellate 

authorities have jurisdiction to permit additional claims before them, however, 

the exercise of such jurisdiction is entirely the authorities‟ discretion.  

 The Bombay High Court held that additional grounds can be raised before the 

Appellate Authority even otherwise than by way of filing return of income. 

However, in case the claim has to be made before the Assessing Office r, the 

same can only be made by way of filing a revised return of income . 

(b) The issue under consideration in this case is whether making an incorrect claim in 

the return of income would tantamount to concealment of particulars or furnishing of 

inaccurate particulars for attracting the penal provisions under section 271(1)(c) 

when no information given in the return of income is found to be incorrect.  

 This issue came up before the Supreme Court in CIT v. Reliance Petro Products 

Pvt. Ltd. (2010) 322 ITR 158. The Supreme Court observed that in order to attract 

the penal provisions of section 271(1)(c), there has to be concealment of the 

particulars of income or furnishing inaccurate particulars of income. Where no 

information given in the return is found to be incorrect or inaccurate, the assessee 
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cannot be held guilty of furnishing inaccurate particulars. Making an incorrect claim 

(i.e. a claim which has been disallowed) would not, by itself, tantamount to 

furnishing inaccurate particulars. 

 The Apex Court held that where there is no finding that any details supplied by the 

assessee in its return are incorrect or erroneous or false, there is no question of 

imposing penalty under section 271(1)(c). A mere making of a claim, which is not 

sustainable in law, by itself, will not amount to furnishing inaccurate particulars 

regarding the income of the assessee.  

 Applying the rationale of the above Supreme Court ruling to the case on hand, 

penalty under section 271(1)(c) cannot be imposed on PMT Ltd. merely for makin g 

an incorrect claim which is not sustainable in law, since the company had furnished 

all the details in the return of income correctly and no information given by the 

company was found to be incorrect or erroneous or false.  

 The contention of PMT Ltd. is, therefore, correct. 

(c) Section 78(2) provides that where a person carrying on any business or profession 

has been succeeded in such capacity by another person, otherwise than by 

inheritance, then, the successor is not entitled to carry forward and set -off the loss 

of the predecessor against his income. This implies that generally, set -off of 

business losses should be claimed by the same person who suffered the loss and 

the only exception to this provision is when the business passes on to another 

person by inheritance. 

The facts of case given in the question are similar to the case CITv. Madhukant M. 

Mehta (2001) 247 ITR 805, where the Supreme Court has held that if the business 

is succeeded by inheritance, the legal heirs are entitled to the benefit of carry 

forward of the loss of the predecessor.  Even if the legal heirs constitute themselves 

as a partnership firm, the benefit of carry forward and set off of the loss of the 

predecessor would be available to the firm. 

In this case, the business of Mr. A was continued by his legal heirs after his death 

by constituting a firm.  Hence, the exception contained in section 78(2) along with 

the decision of the Apex Court discussed above, would apply in this case. 

Therefore, the firm is entitled to carry forward the business loss of Rs. 5 lacs of  

Mr. A. 

7. (a) (i) The term “Dispute Resolution Panel” has been defined to mean a collegium 

comprising of three Principal Commissioners or Commissioners of Income-tax 

constituted by the Board for this purpose. 

 The term “Eligible Assessee” means any person in whose case the variation 

referred to in section 144C(1) in the income or loss returned arises as a 

consequence of the order of the Transfer Pricing Officer passed under section 

92CA(3) and any foreign company. 
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(ii) The Assessing Officer shall forward a draft of the proposed order of 

assessment to the eligible assessee and on receipt of such order, the eligible 

assessee shall, within thirty days of the receipt of the draft order, file his 

acceptance of the variations to the Assessing Officer or file his objections, if 

any, to such variation, with the Dispute Resolution Panel and the Assessing 

Officer. 

(iii) The Dispute Resolution Panel shall, in a case where any objections are 

received, take into consideration:- 

(a) the draft order  

(b) the objections filed by the assessee 

(c) the evidence furnished by the assessee 

(d) the report, if any, of the Assessing Officer, Valuation Officer or Transfer 

Pricing Officer or any other authority 

(e) the records relating to the draft order 

(f) the evidence collected by, or caused to be collected by it  

(g) the result of any enquiry made by or caused to the made by it,  

and issue such directions, as it thinks fit, for the guidance of the Assessing 

Officer to enable him to complete the assessment. 

 (b) (i) The statement is not correct.  

 Prior to amendment by the Finance Act, 2015, the definition of “time deposits” 

under section 194A excluded “recurring deposit” from its scope. Therefore, 

payment of interest on recurring deposits by banking company or co-operative 

bank was not subject to TDS under section 194A.   

 Since recurring deposit is also made for a fixed tenure and is, therefore, similar 

to time deposit, the definition of „time deposits‟ in section 194A has been 

amended by the Finance Act, 2015 with effect from 1st June, 2015 to include 

“recurring deposits” within its scope for the purposes of deduction of tax under 

section 194A.  Therefore, interest on recurring deposits would now be subject 

to tax deduction under section 194A.  It may be noted that the existing 

threshold limit of Rs. 10,000 for non-deduction of tax shall also be applicable in 

case of interest payment on recurring deposits. 

(ii) The statement is not correct.  

 Section 194A(3)(v) has been amended by the Finance Act, 2015 to specifically 

provide that with effect from 1st June, 2015, the exemption available 

thereunder from deduction of tax at source from payment of interest to 

members by a co-operative society shall not apply to the payment of interest 

by the co-operative banks to its members. 
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 However, the exemption available under section 194A(3)(viia)(a) to primary 

agricultural credit society or a primary credit society or a co-operative land 

mortgage bank or a co-operative land development bank from deduction of tax 

in respect of interest credited or paid on deposits shall continue to apply. 

Therefore, these co-operative credit societies/banks would not be required to 

deduct tax on interest credited or paid to depositors consequent to amendment 

of section 194A(3)(v). 

 Further, the exemption under section 194A(3)(v) from deduction of tax from 

interest paid by a co-operative society to another co-operative society shall 

continue to apply to co-operative banks and, therefore, a co-operative bank 

shall not be required to deduct tax from the payment of interest on time deposit 

to a depositor, being a co-operative society. 

(c) 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 under section 245C. 

“Case” means any proceeding for assessment which may be pending before an 

Assessing Officer on the date on which such application is made. Thus, the basic 

condition for making an application before the Settlement Commission under 

section 245C is that there must be a proceeding for assessment pending before an 

Assessing Officer on the date on which the application is made.  

A proceeding for assessment or reassessment or recomputation under section 147 

shall be deemed to have commenced from the date on which a notice under section 

148 is issued.  

In this case, Mr. Sumit cannot approach the Settlement Commission merely due to 

his apprehension that assessment of earlier years may be reopened, since there is 

no case pending before an Assessing Officer.  

Therefore, he has to wait for the Assessing Officer to issue notice under section 

148. Thereafter, he can make an application to the Settlement Commission under 

section 245C, since there would be a “case pending” before the Assessing Officer 

on that date.  

Another basic condition to be satisfied for making an application is that the 

additional amount of income-tax payable on the income disclosed in the application 

should exceed   Rs. 10 lakh, and such tax and interest thereon which would have 

been paid had the income disclosed in the application been declared in the return of 

income should be paid on or before the date of making the application and proof of 

such payment should be attached with the application. 

If the Settlement Commission is satisfied that Mr. Sumit has co-operated in the 

proceedings and made true and full disclosure of his income and the manner in 

which it has been derived, it may, subject to such conditions as it may think fit to 

impose, grant to Mr. Sumit  - 
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(i) immunity from prosecution for any offence under the Income-tax Act, 1961 / 

Wealth-tax Act, 1957, where the proceedings for such prosecution have been 

instituted on or after the date of receipt of application under section 245C; and  

(ii) immunity from imposition of penalty under the Income-tax Act, 1961, either 

wholly or in part, with respect to the case covered by the settlement.  

This is the benefit that may accrue to Mr. Sumit, if he approaches the Settlement 

Commission.  

Note: 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 has not been issued but could have been issued on date. 

However, a return of income for such other assessment years should have been 

furnished under section 139 or the response to notice under section 142.  

 

 

© The Institute of Chartered Accountants of India




