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Test Series: September, 2016 

MOCK TEST PAPER – 2 

FINAL: GROUP – II 

PAPER – 7: DIRECT TAX LAWS 

Question 1 is compulsory 

Answer any five questions from the remaining six questions. 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a) "Ghanshyam" after purchase put to use on 15-12-2013 a machine worth  

Rs. 3,00,000 which is eligible for depreciation @ 15% under the Act. He sold this 

machine to "Rahim" on 1-1- 2015 for Rs. 3,20,000 (FMV on that date was Rs. 

2,50,000), who after having used the machine for his business purposes again sold 

it back to "Ghanshyam" on 15-11-2015 for Rs. 3,10,000. 

 Compute the amount of allowable depreciation and of chargeable capital gain, if 

any, for assessment years 2014-15 to 2016-17 assuming that this was the only 

machine in the block of asset held by both "Ghanshyam" and “Rahim”.  (10 Marks) 

(b)  Mr. Yogesh, aged 66 years, running business as a proprietor furnishes the 

particulars of his income for the year ended 31.03.2016 as under:  

(a)  Net Profit of Rs. 3,65,500 from the wholesale business of textiles and fabrics 

arrived at after charge of following expenses in the Profit & Loss Account:  

(i) Personal travelling expenses of Rs. 12,750. 

(ii) Purchase of furniture items for shop on 13.6.2015 of Rs. 25,000 but 

charged in shop expenses. 

(b)   He owns a house with two floors  constructed with the financial assistance of 

HDFC, out of which ground floor is used by him for self use and first floor was 

let out on rent for Rs. 8,500 p.m. from April, 2015. The municipal tax paid for 

the whole house was of Rs. 2,500 and interest paid on housing loan for the 

construction was Rs. 52,000. Both the floors of the house are identical.  

(c)   He deposited insurance premium on the life of self of Rs. 12,500, wife  

Rs. 13,500, son and daughter of Rs. 28,000, repaid housing loan of Rs. 50,000 

and paid Rs. 25,000 by credit card for health insurance of himself and his 

family. 

 Compute taxable income and the amount of tax payable by Mr. Yogesh on such 

income for the Assessment Year 2016-17. (10 Marks) 

2.  Sunshine Ltd. engaged in manufacturing activity furnishes the following details:  

Net profit as per Profit and Loss Account Rs. 50,00,000. 
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(i)  Depreciation charged to Profit and Loss Account is Rs. 16,00,000. Depreciation as 

per Income-tax Act, 1961 amounts to Rs. 28,00,000, which includes the following: 

 Depreciation rate meant for computers has been adopted for (i) accessories like 

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

1-4-2015 is given below: 

(a)  Printers and Scanners     Rs.    50,000 

(b)  EPABX     Rs. 2,00,000 

Assume that there were no additions during the year. 

(ii)  It incurred Rs. 2,50,000 as expenditure for public issue of shares. The public issue 

could not materialize on account of non-clearance by SEBI. This amount is charged 

to Profit & Loss Account. 

(iii)  It incurred expenditure of Rs. 2,00,000 towards issue of debentures. This amount 

has been capitalized in the books. 

(iv)  The company paid Rs. 1,00,000 as compounding fee for violations in the pollution 

control regulations. This has been charged as revenue expenditure.  

(v)  The company lost cash of Rs. 25,00,000 due to theft when it was withdrawn from 

bank and taken to administrative office. It is not insured and hence, fully charged as 

revenue expenditure. 

(vi) Rs. 5,00,000 was spent during the year towards permitted CSR activities as per 

section 135 of the Companies Act, 2013. This is charged to Profit and Loss 

Account. 

(vii)  It paid Rs. 1,00,000 to commodity broker for commodity transactions at MCX. The 

amount was debited to profit and loss account and no tax was deducted at source 

on this payment. 

(viii)  The company during the year employed 115 new workers in factory which was 20% 

of the existing work force and 18 employees in the registered office which was equal 

to 10% of the existing employee strength. It paid Rs. 20,00,000 and Rs. 8,00,000, 

respectively, as additional wages and salary. 

(ix)  It paid Rs. 50,000 to an electoral trust by cash and Rs. 1,00,000 by cheque to a 

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

Compute the total income of the company for the assessment year 2016-17 Give reasons 

in brief for treatment of each of the above items. Ignore MAT provisions.  (16 Marks) 

3. (a) An institution having yoga as its main object is registered under section 12AA.  Its 

total receipts for the P.Y.2015-16 is Rs. 40 lakhs, out of which receipts from 

business activity is Rs. 10 lakhs.  Discuss whether the institution would continue to 

retain its “charitable status” and be eligible for exemption under section 11 for 

A.Y.2016-17, if its registration has not been cancelled. 
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 Would your answer be different if the above institution has “advancement of any 

other object of general public utility” as its main object and applies its receipts from 

business activity towards its main object? (4 Marks) 

(b)  Mrs. Arpita, a resident individual, sold her house property on 16.01.2016. On the 

said transaction, she earned a long-term capital gain of Rs. 1,91,50,000. She 

invested a sum of Rs. 35,00,000 in bonds of NHAI on 05.03.2016. She further 

invested a sum of Rs. 45,00,000 in bonds of RECL on 05.05.2016. She purchased a 

house property for Rs. 60 lakhs in Dubai on 15.3.2016. She purchased two flats 

situated adjacent to each other in Lucknow on 25.7.2016 through two different sale 

deeds from two different buyers for Rs. 25 lakhs each and constructed a door to link 

both the flats so that she can use the same as a single house property. Her other 

income representing interest on fixed deposits for the financial year 2015-16 was 

Rs. 32,000. Compute the tax payable by her for the A.Y.2016-17.      (6 Marks) 

(c) M, N and O are investment funds incorporated in India in the form of a limited 

liability partnership (LLP).  For P.Y.2015-16, the following are the particulars relating 

to the income earned by these funds – 

Particulars M N O 

Rs. 

Business Income  3,00,000 (1,50,000) 

Capital Gains 12,00,000 18,00,000 (4,50,000) 

Income from Other Sources [Interest on 
deposits] 

6,00,000 7,20,000 9,00,000 

(i) Compute the total income of the investment funds and unit -holders for 

A.Y.2016-17, assuming that: 

(1) each investment fund has 30 unit holders each having  one unit; and 

(2) income from investment in the investment fund is the only income of the 

unit-holder. 

(ii) Determine the amount of loss to be carried forward by Investment Fund O 

and/or its unit holders to A.Y.2017-18. 

(iii) Is distribution tax payable by the Investment Funds on income distributed to 

unit holders? 

(iv) In case the Investment Funds do not distribute the entire income earned during 

the P.Y.2015-16 to the unit holders by 31.3.2016, would the income 

chargeable to tax in the hands of unit holders, as computed in (i) above, 

undergo a change? (6 Marks) 
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4. (a)  Mr. Sharma held 15% equity shares in Moon Ltd., a private limited company. He 

gifted all the shares held by him in Moon Ltd., to his wife Mrs. Sharma on 

25/5/2015. The transfer was made without adequate consideration. On 20/6/2015, 

Mrs. Sharma obtained a loan of Rs. 80,000 from Moon Ltd., when the company's 

accumulated profit was Rs. 50,000. What are the tax implications of the above 

transactions? (4 Marks) 

(b) Vinod had placed a deposit of Rs. 10 lacs in a bank on which he received interest of 

Rs. 80,000.  He had also borrowed Rs. 5 lacs from the same bank on the security of 

the deposit and was liable to pay Rs. 50,000 by way of interest to the bank.  He, 

therefore, offered the difference between two amounts of Rs. 30,000 as income 

from other sources.  Is this correct?      (4 Marks) 

(c) Raghuram purchased equity shares in Push Ltd., a constituent of BSE-500 index on 

Mumbai Stock Exchange on 1st March, 2011. He sold the shares on 4th March, 

2016 at a loss of Rs. 10,000. He wants to set off the loss against other long-term 

capital gain during the year. Examine whether such set off is permissible. Both 

purchase and sale transactions were entered into on a recognized stock exchange.  

(4 Marks) 

(d) Mohit, an individual, was carrying on a business as sole proprietor.  On his death, 

his legal heirs decide to continue the same business by forming a firm. At the time 

of death, Mohit had a determined business loss of Rs. 2 Lacs, under the provisions 

of the Income-tax Act, 1961 to be carried forward. 

 Does the firm, consisting of all the legal heirs of Mohit, get a right to have this loss 

adjusted against its current income? Discuss.  (4 Marks) 

5. (a)  The following are the details pertaining to M/s. Xerox, a partnership firm, for the 

year ended 31-3-2016:  

(i) Gross total income of Rs. 420 lakhs, which includes a profit of Rs. 380 lakhs 

from an undertaking engaged in the business of developing a highway project 

having a turnover of Rs. 15 crores. 

(ii) The profits of the undertaking are eligible for deduction under section 80 -IA.  

This is the fourth year and the deduction available is Rs. 340 lakhs. 

(iii) The firm has not undertaken any international transaction or specified 

domestic transaction during the said year.  

 Since M/s. Xerox has encountered some issues relating to tax implications of 

certain transactions in respect of which it wants to seek opinion of tax consultants, it 

is planning to file the return of income only in the month of December, 2016.   

 You are required to work out the total income and tax liability of the firm in both the 

scenarios - namely, where the return is filed on 30-09-2016 and when the same is 
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filed in December, 2016; and advise the firm the right course of action to minim ize 

tax liability. (10 Marks) 

(b) Assessment of Chirag 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 Assessing Officer pass an order under section 154 for rectification of 

mistake in respect of issues not being subject matter of appeal? 

(iii)  Can the assessee-company seek revision under section 264 in respect of 

matters other than those preferred in appeal?  (6 Marks) 

6. (a)  The Assessing Officer completed the assessment under section 143(3) on the basis 

of the returned income filed by Cue Ltd. for a certain assessment year. However, 

the Assessing Officer initiated reassessment proceeding under section 147 as he 

had reason to believe that income had escaped assessment on account of certain 

deductions allowed under section 37 which are not incurred wholly and exclusively 

for the purpose of business and accordingly, he issued notice under section  148. 

However, after sufficient enquiries made by him, he came to the conclusion that no 

additions were required on account of these expenses, since such expenses were 

ultimately found to be incurred wholly and exclusively for the purpose of the 

business of Cue Ltd.  However, the Assessing Officer made additions on account of 

disallowances under section 40A(2) in respect of other expenses which were not the 

original "reason to believe" and passed his reassessment order under section 147. 

The Assessing Officer is of the view that Explanation 3 to section 147 permits him to 

assess the income which has escaped assessment and which comes to his notice 

subsequently in the course of proceeding under section 147, even though the said 

issues were not part of the reasons recorded in the notice under section 148. Is the 

action of the Assessing Officer valid, considering the facts of this case? (6 Marks) 

(b)  What are the circumstances when an order passed by the Assessing Officer shall 

be deemed to be erroneous in so far as it is prejudicial to the interests of the 

revenue, enabling the Commissioner to exercise revisionary jurisdiction under 

section 263(1)?    (4 Marks) 
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(c) Flower Ltd. has commenced the operations of manufacture of goods in a factory on 

1.5.2011. It had employed new regular workmen in its factory, the details of whom 

are as follows – 

Previous 
year 

Number of new 
regular workmen 
employed during 
the year 

Number of regular 
workmen leaving 
employment  

Total number of 
regular workmen 
as at the end of the 
Previous year 

2011-12 300 - 300 

2012-13 300 50 550 

2013-14 - 20 530 

2014-15 - 30 500 

 In the P.Y.2015-16, due to capacity addition, it employs the following workmen, 

including casual workmen and workmen through contract labour, the particulars of 

whom are given below – 

 Nature of workmen Number 
employed 

Date of 
employment 

Monthly wages 
paid per 

workmen (Rs.) 

(i) Casual workmen 35 20.5.2015 2,000 

(ii) Workmen employed 
through contract labour 

20 20.5.2015 2,500 

(iii) Regular workmen 55 1.5.2015 4,000 

  15 31.7.2015 4,000 

  10 21.8.2015 4,000 

 Compute the deduction, if any, under section 80JJAA available to Flower Ltd. for 

A.Y.2016-17, if the profits and gains derived from manufacture of goods in the 

factory for the A.Y.2016-17 is Rs. 8.17 lakhs.  (6 Marks) 

7. (a)  Explain 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) Payment of Rs. 5 lacs made by Trial & Co. to Ria Events Co. Ltd. for 

organizing a debate competition on the subject "Preservation of Rural Heritage 

of Madhya Pradesh". 

(ii) "Profit Commission" of Rs. 1 lac paid by a re-insurance company to the insurer 

company after the expiry of the term of insurance where there was no claim 

during the treaty. 
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(iii) Kamal, a part time director of PQR Pvt. Ltd. was paid an amount of  

Rs. 2,25,000 as fees which was actually in the nature of commission on sales 

for the period 01-04-2015 to 30-06-2015. (6 Marks) 

(b) An order for A.Y. 2015-16 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. 2014-15 and the relevant previous year as ending on 31.3.2014. 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) 

(c) Trust Lime Co. of US entered into contracts with three Indian companies namely 

Right Ltd., Tight Co. Ltd. and Frank Ltd. for supplying know-how. Trust Lime Co. 

made an application to the Authority for Advance Rulings (AAR) on the rate of 

withholding tax on receipts applicable to it. 

 Tight 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., 

Trust Lime Co. 

 The Authority for Advance Rulings (AAR) rejected the application of Trust Lime Co. 

on the ground that the question raised in the application is already pending before 

an Income-tax authority. 

 Explain whether the rejection of application by the AAR is justified in justified in law?  

(6 Marks) 
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