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1.  (a)  (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) and exemption available 
under section 10(23C)]. 

 Therefore, Wellness 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 Wellness charitable trust, as regards exemption under 
section 10(34) and section 10(35), is not correct. 

(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 building (i.e., Rs. 32 lakh) has been 
claimed and allowed as application of income under section 11 while 
computing the income of the trust for the P.Y.2013-14, depreciation on building 
will not be allowed for the purpose of determining income for the purposes of 
application in the P.Y.2014-15. 

 Therefore, the depreciation claim made by Helpage charitable trust is not 
correct. 

(iii) Section 12A(2) provides that the provisions of section 11 and 12 shall apply in 
relation to the income of a trust from the assessment year immediately 
following the financial year in which the application for registration is made.  
Accordingly, by virtue of this provision, the exemption provisions would apply 
from A.Y.2015-16 since the charitable trust made an application for registration 
in April, 2014. 
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However, the first proviso to section 12A(2) provides that in case where a trust 
or institution has been granted registration under section 12AA, the benefit of 
sections 11 and 12 shall be available in respect of any income derived from 
property held under trust of any assessment year preceding the aforesaid 
assessment year, for which assessment proceedings are pending before the 
Assessing Officer as on the date of such registration, provided the objects 
and activities of the trust remain the same for such preceding year.   

 In this case, since the assessment proceedings for A.Y.2013-14 and  
A.Y. 2014-15 are pending before the Assessing Officer on the date of 
registration of the trust, the claim of Pooraid charitable trust is correct and the 
benefit of exemption under sections 11 and 12 would be available in respect of 
those years, provided the objects and activities of the trust were the same 
during those years.    

(b) Tax consequences in the hands of the business trust and its investors 
(1) Interest income of Rs. 4 crore from Beta Ltd.: There would be no tax liability 

in the hands of business trust due to pass-through status enjoyed by it under 
section 10(23FC) in respect of interest income from Beta Ltd., being the 
special purpose vehicle [See Notes 2 & 3 below]. Therefore, Beta 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%, 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. 

 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) [See Notes 1 & 4 below]. 

(2) Dividend income of Rs. 2 crore from Beta Ltd.: There would be no tax liability  
in the hands of the business trust since dividend is subject to dividend 
distribution tax under section 115-O in the hands of Beta Ltd;  Hence, the 
dividend income is exempt under section 10(34) in the hands of the business 
trust. 

 Any distributed income referred to in section 115UA, to the extent it does not 
comprise of interest referred to in section 10(23FC) received by unit holders, is 
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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 of income 
distributed to unit holders in their hands.  

(3) Short-term capital gains of Rs. 3 crore on sale of listed shares of Beta 
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 [See Note 6].  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) [See Note 5]. 

(4) Short-term capital gains of Rs. 2 crore on sale of developmental 
properties: It is taxable at maximum marginal rate of 33.99% in the hands of 
the business trust as per section 115UA(2) [See Note 6]. 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) [See Note 5]. 

(5) Interest of Rs. 10 lakh received in respect of investment in unlisted 
debentures of real estate companies: Such interest is taxable@33.99%, 
being the maximum marginal rate, in the hands of the business trust, as per 
section 115UA(2) [See Note 6].  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) [See Note 5]. 

Notes: 
(1) New Chapter XII-FA, containing the special provisions relating to business 

trusts, has been inserted w.e.f. A.Y.2015-16.  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. 

(2) Section 10(23FC) exempts any income of a business trust by way of interest 
received or receivable from a Special Purpose Vehicle (SPV).  Thus, the 
business trust enjoys a pass-through status in respect of interest received or 
receivable from a SPV. 

(3) SPV means any company or LLP in which the business trust holds controlling 
interest and any specified percentage of shareholding or interest, as may be 
required by the regulations under which such trust is granted registration [not 
less than 50% as per the current SEBI (Real Estate Investment Trusts) 
Regulations, 2014].  Since Beta Ltd. is an Indian company in which the 
business trust holds controlling interest and 70% of shareholding, it is a special 
purpose vehicle.  It is presumed that Beta Ltd. fulfills the other conditions 
specified in the regulations to qualify as an SPV. 
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(4) The distributed income of the business trust, to the extent it comprises of 
interest referred to in section 10(23FC), is deemed to be the income of the unit 
holder in the previous year of distribution and subject to tax in the hands of the 
unit holder in that year.  Accordingly, the business trust is required to deduct 
tax at source on interest component of income distributed to its unit holders. 

(5) Any distributed income referred to in section 115UA, to the extent it does not 
comprise of interest referred to in section 10(23FC), received by unit holders is 
exempt in their hands under section 10(23FD). 

(6) Section 115UA(2) provides that subject to the provisions of sections 111A and 
112, the total income of a business trust shall be chargeable to tax at the 
maximum marginal rate.  

2.  Computation of total income of Gamma Private Ltd. for the A.Y. 2015-16 

Particulars Rs. Rs. 
Income from House Property (Note 1)   
Gross Annual Value (GAV) (Rental income has been 
taken as GAV in the absence of other information) 

6,00,000  

Less: Municipal Taxes (not deductible since it has not 
been paid) 

         Nil  

Net Annual Value (NAV) 6,00,000  
Less: Deduction under section 24 (30% of NAV) 1,80,000 4,20,000 
Profits and gains of business or profession   
Net profit as per profit and loss account 1,50,00,000  
Add:  Licence fee for obtaining franchise (Note 2) 20,00,000  
 Municipal taxes in respect of let-out part of 

office premises (Note 1) 
15,000  

 Contribution to approved and notified university 
(treated separately) (Note 4) 

2,00,000  

 Loss due to destruction of machinery by fire 
(Note 5) 

3,00,000  

 Amount paid to contractor without deducting tax 
at source (Note 6) 

90,000  

 Short-term capital loss on sale of shares of 
LMN Ltd. (Note 7) 

20,000  

 Depreciation on tangible fixed assets (Note 8)     1,10,000  
  1,77,35,000  
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Less:  Depreciation under section 32 (Note 8)   
 Tangible fixed assets (Note  8) 1,75,000   
 Intangible asset (Franchise)  

25% of Rs. 20,00,000 (Note 2) 
 

5,00,000 
 

6,75,000 
 

 Weighted deduction under section 35(1)(ii) 
(Note 4)  

  

 Rs. 2,00,000 x 175% (Contribution of 
University) 

3,50,000  

 Rental income to be taxed under “Income from 
house property” (Note 1) 

 
6,00,000 

 

 Dividend credited to profit and loss account to 
be excluded (Note 7) 

10,000  

 Waiver of interest on bank loan credited to 
profit and loss account but not taxable (Note 9)  

 
1,00,000 

 
 

   1,60,00,000 
Capital Gains (Note 7)   
Short-term capital loss (Rs. 20 x 1000 shares) 20,000  
Less:  Dividend exempt under section 10(34)   10,000  
Short-term capital loss to be carried forward to A.Y. 
2016-17 

 10,000  

Income from Other Sources (Note 10)   
Deemed dividend under section 2(22)(e)         50,000 
Total Income   1,64,70,000 

Notes: 
(1) Rental income from letting out a part of the office premises is taxable under “Income 

from house property”. Therefore, it has to be deducted while calculating business 
income, since the income has been credited to profit and loss account.  Likewise, 
municipal taxes due in respect of such property, debited to profit and loss account 
has to be added back to compute business income 

 Note - There is an alternate view that rental income from letting out part of the 
excess premises by an assessee who is engaged in business is only exploitation of 
the commercial asset by an assessee who is engaged in business and hence, the 
same constitutes business income only.  In such a case also, municipal taxes is not 
allowable as deduction since the same has not been paid on or before the due date 
of filing of return of income as required under section 43B.  
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(2) Franchise is an intangible asset eligible for depreciation @ 25%. Since one-time 
licence fees of Rs. 20 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)  Rs. 34,000 paid to Delta & Co., a goods transport  operator in cash is deductible 
while computing business income, since the limit above which disallowance under 
section 40A(3) would be attracted in case of payment to a transport contractor 
engaged in the business of plying, leasing goods carriages is  Rs. 35,000. Since it 
is already debited to profit and loss account, no further adjustment is required. 

(4) Contribution to a university approved and notified under section 35(1)(ii) is eligible 
for a weighted deduction of 175%. Therefore, the contribution of Rs. 2,00,000 
debited to profit and loss account has been added back and Rs. 3,50,000 (being 
175% of Rs. 2,00,000) has been deducted while computing business income. 

(5) Loss of Rs. 3 lakh due to destruction of machinery caused by fire is not deductible 
since it is capital in nature. 

(6) Since the company has not deducted tax at source as per the requirement under 
section 194C, disallowance under section 40(a)(ia) to the extent of 30% would be 
attracted in respect of payment of Rs. 3 lakh made to contractor. 

(7) As per section 94(7), where any person buys any shares within 3 months prior to 
the record date and sells such shares within 3 months after such date and the 
dividend received on such shares is exempt, then the loss arising out of such 
purchase and sale of shares shall be ignored to the extent of dividend income. 

 Rs. 
Loss on purchase and sale of shares (Rs. 100 - Rs. 80) x 1000 shares 20,000 
Less: Dividend exempt under section 10(34) 10,000 
Short-term capital loss  10,000 

 Since short term capital loss can be set-off only against income under the head 
“Capital Gains”, the short-term capital loss of Rs. 10,000 has to be carried forward 
to the next year. Dividend of Rs. 10,000 credited to profit and loss account has to 
be deducted and short-term capital loss of Rs. 20,000 debited to profit and loss 
account has to be added back. 

(8) Depreciation as per Income-tax Rules, 1962, is deductible while calculating 
business income.  Therefore, Rs. 1.75 lakh depreciation on tangible fixed assets 
and Rs. 5 lakh on intangible assets is deducted. The amount of Rs. 1 lakh 
depreciation debited to profit and loss account has been added back. 

© The Institute of Chartered Accountants of India



(9) 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).  It has been so held in Solid Containers v. DCIT (2009) 308 
ITR 417 (Bom.). Since the loan waiver has already been credited to profit and loss 
account, no adjustment is required.  

 Since the loan is for meeting working capital requirement, it is logical to assume that 
it is taken for trading activity. 

 However, the treatment is different in respect of interest of loan. Since interest on 
such loan would have not been allowed as deduction in the earlier years as per 
section 43B due to non-payment of such interest, waiver of interest will not be 
taxable. Since Rs. 1,00,000 representing interest waiver has already been credited 
to profit and loss account, the same has to be deducted for computing business 
income. 

(10) As per section 2(22)(e), any payment by a company in which the public are not 
substantially interested by way of loan to a shareholder, who is the beneficial owner 
of shares holding not less than 10% of voting power, is deemed as dividend to the 
extent to which to company possesses accumulated profits. Accordingly, in this 
case, Rs. 50,000 would be deemed as dividend under section 2(22)(e). 

3. (a)   (i) Liquidated damages  received from supplier of plant and machinery 
 The issue as to whether liquidated damages received from supplier of plant 

and machinery for failure to supply machinery within the stipulated time is a 
capital receipt or revenue receipt came up before the Supreme Court in CIT v. 
Saurashtra Cement Ltd. (2010) 325 ITR 422 (SC).  

 In that case, it was observed that the damages were directly and intimately 
linked with the procurement of a capital asset i.e., the cement plant, which lead 
to delay in coming into existence of the profit-making apparatus. It was not a 
receipt in the course of profit earning process. The Supreme Court, therefore, 
held that the amount received by the assessee towards compensation for 
sterilization of the profit earning source, is not in the ordinary course of 
business; hence, it is a capital receipt in the hands of the assessee. 

 Applying the rationale of the Apex Court ruling to the case on hand, the 
liquidated damages received by Mahanadi Ltd. from supplier of plant and 
machinery for failure to supply machinery within the stipulated time is a capital 
receipt, not chargeable to tax. 

(ii) Power subsidy received year after year on the basis of actual power 
consumption  

 The issue as to whether power subsidy received by a company from the State 
Government, year after year, on the basis of actual power consumption is a 
capital receipt or revenue receipt came up before the Andhra Pradesh High 
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Court, in CIT v. Rassi Cement Ltd. (2013) 351 ITR 169.  
 The Andhra Pradesh High Court referred to the decision of the Supreme Court 

in Sahney Steel & Press Works Ltd. v CIT (1997) 228 ITR 253, where 
incentives (including power subsidy) granted year after year were treated as 
supplementary trade receipts.  In that case, the Supreme Court had observed 
that the power subsidy, given as a part of an incentive scheme after 
commencement of production, is linked to production. Therefore, the same has 
to be treated as a revenue receipt, since such assistance is given for the 
purpose of carrying on of the business of the assessee.  

 Accordingly, the Andhra Pradesh High Court, in Rassi Cement Ltd.’s case, 
held that power subsidy received by the assessee from the State Government 
on the basis of actual power consumption has to be treated as a revenue 
receipt and not as a capital receipt. 

 Applying the rationale of the above ruling to the case on hand, power subsidy 
received by Godavari Ltd. from the State Government, year after year, on the 
basis of actual power consumption is a revenue receipt and hence, chargeable 
to tax. 

(iii) One-time subsidy [received as a percentage of sales tax paid] for 
capacity expansion and modernisation  

 The issue as to whether one-time subsidy (received as a percentage of sales 
tax paid) for capacity expansion and modernisation would constitute a revenue 
receipt or capital receipt came up before the Calcutta High Court in CIT v. 
Rasoi  Ltd. (2011) 335 ITR 438,  where the subsidy received by the company 
was a one-time receipt, equivalent to 90% of the amount of sales tax paid.   

 The Calcutta High Court, applying the rationale of Supreme Court in CIT v. 
Ponni Sugars & Chemicals Ltd. (2008) 306 ITR 392, observed that if the object 
of the subsidy is to enable the assessee to run the business more profitably, 
the receipt would be a revenue receipt.  On the other hand, if the object of the 
assistance is to enable the assessee to set up a new unit or to expand an 
existing unit, the receipt would be a capital receipt. Therefore, the object for 
which subsidy is given determines the nature of the subsidy and not the form 
or the mechanism through which the subsidy is given.  

 In Rasoi Ltd.’s case, since the company received subsidy by way of financial 
assistance, in the period of crisis, for expansion of the capacities and 
modernization of its manufacturing units in West Bengal, the Calcutta High 
Court observed that merely because the subsidy was equivalent to 90% of the 
sales tax paid, it cannot be construed that the same was in the form of refund 
of sales tax paid.  Therefore, the Court held that the subsidy received has to 
be treated as a capital receipt and not as a revenue receipt. 

© The Institute of Chartered Accountants of India



 Applying the rationale of the above ruling, the one-time subsidy, equivalent to 
40% of sales tax paid, received by Kaveri Ltd. from the State Government 
under the scheme of industrial promotion for expansion of its capacities and 
modernization is a capital receipt. 

(b) The statement is not correct.  
 Under section 92CC, the CBDT may, with the approval of the Central Government, 

enter into an advance pricing agreement with any person for determining the Arm’s 
Length Price or specifying the manner in which the arm’s length price is to be 
determined in relation to an international transaction to be entered into by that 
person.  

 The agreement entered into is valid for a period, not exceeding five previous years, 
as may be mentioned in the agreement. Once the agreement is entered into, the 
arm’s length price of the international transaction, which is subject matter of the 
advance pricing agreement, would be determined in accordance with such an 
advance pricing agreement, except where there is a change in law or facts having a 
bearing on the agreement so entered. 

 In order to reduce current pending as well as future litigation in respect of the 
transfer pricing matters, sub-section (9A) has been inserted in section 92CC 
by the Finance (No.2) Act, 2014 to provide roll back mechanism in the advance 
pricing agreement scheme. 

 The “roll back” provisions refer to the applicability of the methodology of 
determination of arm’s length in relation to the international transactions which have 
already been entered into in a period prior to the period covered under an advance 
pricing agreement.   

 Accordingly, the advance pricing agreement may, subject to such prescribed 
conditions, procedure and manner, provide for determining the arm’s length price or 
for specifying the manner in which arm’s length price is to be determined in relation 
to an international transaction entered into by a person during any period not 
exceeding four previous years preceding the first of the previous years for which the 
advance pricing agreement applies in respect of the international transaction. 

4.  (a)  (i) Since the annual premium is less than 20% of sum assured in respect of a 
policy taken before 1.4.2012, the maturity proceeds of Rs. 7 lakhs are exempt 
under section 10(10D) in the hands of Mr. X. Hence, no tax is required to be 
deducted at source under section 194DA on such sum payable to Mr. X. 

(ii) Since the annual premium exceeds 10% of sum assured in respect of a policy 
taken on 1.4.2012, the sum of Rs. 2.25 lakhs due to Mr. Y would not be 
exempt under section 10(10D) in his hands.  Therefore, tax is required to be 
deducted@2% under section 194DA on the maturity proceeds of Rs. 2.25 
lakhs payable to Mr. Y. 
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(iii) Even though the annual premium exceeds 20% of sum assured in respect of a 
policy taken before 1.4.2012, and consequently, the maturity proceeds of  
Rs. 98,000 would not be exempt under section 10(10D) in the hands of Mr. Z, 
the tax deduction provisions under section 194DA are not attracted since the 
maturity proceeds are less than Rs. 1 lakh. 

(b) (i) The statement is incorrect. 
Under section 269SS, prior to amendment by the Finance (No.2) Act, 2014, no 
person shall accept any loan or deposit of Rs. 20,000 or more from any other 
person otherwise than by an account payee cheque or account payee bank 
draft. Thus, prior to amendment by the Finance (No.2) Act, 2014, account 
payee cheque and account payee bank draft were the only permissible modes 
of acceptance of loan or deposit to avoid penalty under section 271D. 
In order to enable payment by way of internet banking facilities or by use of 
payment gateways, sections 269SS has been amended by the Finance (No.2) 
Act, 2014 to provide that use of electronic clearing system through a bank 
account shall also be a permissible mode of acceptance of any loan or deposit 
thereunder.  
Thus, acceptance of loan or deposit exceeding the prescribed limit of Rs. 
20,000 through electronic clearing system would not be treated as 
contravention of the provisions of section 269SS.  Hence, penalty under 
section 271D would not be attracted. 

(ii) The statement is incorrect.  
Penalty under section 271G is leviable if any person who has entered into an 
international transaction or specified domestic transaction fails to furnish any 
such  information or document as required by section 92D(3).  
Section 271G has been amended by the Finance (No.2) Act, 2014 with effect 
from 1st October, 2014, to include a Transfer Pricing Officer,  as referred to in 
section 92CA, as an authority competent to levy the penalty under section 
271G in addition to the Assessing Officer and the Commissioner (Appeals). 

(c) The statement is not correct. 
 Section 254(2A) provides that the Appellate Tribunal, where it is possible, may hear 

and decide an appeal within a period of four years from the end of the financial year 
in which such appeal is filed. 

 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. 
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 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. However, the aggregate of 
period originally allowed and the period so extended should not exceed 365 days 
even if the delay in disposing of the appeal is not attributable to the assessee. The 
Appellate Tribunal is required to dispose off the appeal within this extended period. 
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. 

 Therefore, the statement given in the question is not correct. 
5. (a)  (i) Expenditure incurred on glow-sign boards displayed at dealer outlets 

 The Delhi High Court, in CIT v. Orient Ceramics and Industries Ltd. (2013) 358 
ITR 49, noted the following observations of the Punjab and Haryana High 
Court, in CIT v. Liberty Group Marketing Division (2009) 315 ITR 125, while 
holding that such expenditure was revenue in nature -  
(1) The expenditure incurred by the assessee on glow sign boards does not 

bring into existence an asset or advantage for the enduring benefit of the 
business, which is attributable to the capital.  

(2) The glow sign board is not an asset of permanent nature. It has a short 
life.  

(3) The materials used in the glow sign boards decay with the effect of 
weather. Therefore, it requires frequent replacement. Consequently, the 
assessee has to incur expenditure on glow sign boards regularly almost 
every year.  

(4) The assessee incurred expenditure on the glow sign boards with the 
object of facilitating the business operation and not with the object of 
acquiring an asset of enduring nature.  

The Delhi High Court concurred with the above observations of the Punjab & 
Haryana High Court and held that such expenditure on glow sign boards 
displayed at dealer outlets is revenue in nature. 

(ii) Share issue expenses incurred by a company, where the public issue 
could not ultimately materialize on account of non-clearance by SEBI 
The issue relating to the nature of such expenditure came up before the 
Madras High Court in Mascon Technical Services Ltd. v. CIT (2013) 358 ITR 
545.  In that case, the Court observed that the assessee had taken steps to go 
in for a public issue and incurred share issue expenses for the same. However, 
it could not go in for the public issue by reason of the orders issued by the 
SEBI just before the proposed issue.  
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The High Court observed that 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 efforts.  The expenditure, therefore, constitutes a 
capital expenditure. 

(b) Tax implications on sale of rural agricultural land and house property 
representing a capital asset in the hands of Mr. Gautam, a salaried employee. 

(i) Tax implications in the hands of Mr.Gautam, a salaried employee 
 Since rural agricultural land is not a capital asset, the gains arising on sale 

of such land is not taxable in the hands of Mr. Gautam.  However, capital 
gains would arise on sale of house property, being a capital asset.  
As per section 50C, the stamp duty value of house property (i.e., Rs. 85 
lakh) would be deemed to be the full value of consideration arising on 
transfer of property.  Therefore, Rs. 45 lakh (i.e., Rs. 85 lakh – Rs. 40 
lakh, being the purchase price) would be taxable as short-term capital 
gains in the A.Y.2015-16.  
It may be noted that under section 50C, there is no option to adopt the 
stamp duty value on the date of agreement, even if the date of agreement 
is different from the date of registration and part of the consideration has 
been received on or before the date of agreement otherwise than by way 
of cash. 

(ii) Tax implications in the hands of the buyer - Mr. Karthik, a retail trader 
 The house property purchased would be a capital asset in the hands of 

Mr. Karthik, who is a retail trader.  The provisions of section 56(2)(vii) 
would be attracted in the hands of Mr. Karthik who has received 
immovable property, being  a capital asset, for inadequate consideration.  
For the purpose of section 56(2)(vii),  Mr. Karthik can take the stamp duty 
value on the date of agreement instead of the date of registration since he 
has paid a part of the consideration by a mode other than cash on the date 
of agreement. 
Therefore, Rs. 15 lakh, being the difference between the stamp duty value 
of the property on the date of agreement (i.e., Rs. 75 lakh) and the actual 
consideration (i.e., Rs. 60 lakh) would be taxable as per section 56(2)(vii) 
under the head “Income from other sources” in the hands of Mr. Karthik. 
Since rural agricultural land is not a capital asset, the provisions of section 
56(2)(vii) are not attracted in respect of receipt of agricultural land for 
inadequate consideration, since the definition of “property” under section 
56(2)(vii) includes only capital assets specified thereunder. 

(iii) TDS implications in the hands of the buyer, Mr. Karthik 
 Since the sale consideration of house property exceeds Rs. 50 lakh,  
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Mr. Karthik is required to deduct tax at source under section 194-IA.  The 
tax to be deducted under section 194-IA would be Rs. 60,000, being 1% of 
Rs. 60 lakh. 
TDS provisions under section 194-IA are not attracted in respect of 
transfer of rural agricultural land. 

(b) Tax implications on sale of house property representing stock-in-trade in the 
hands of Mr. Gautam, a property dealer  
(i) Tax implications in the hands of Mr. Gautam for A.Y.2015-16 

If Mr. Gautam is a property dealer who has sold the house property in the 
course of his business, the provisions of section 43CA would be attracted, 
since the house property represents his stock-in-trade and he has 
transferred the same for a consideration less than the stamp duty value.  
For the purpose of section 43CA, Mr. Gautam can take the stamp duty 
value on the date of agreement instead of the date of registration, since he 
has received part of the consideration by a mode other than cash on the 
date of agreement.  Therefore, Rs. 35 lakh, being the difference between 
the stamp duty value on the date of agreement (i.e., Rs. 75 lakh) and the 
purchase price (i.e., Rs. 40 lakh), would be chargeable as business 
income in the hands of Mr. Gautam. 

(ii) TDS implications and taxability in the hands of Mr. Karthik for   
A.Y.2015-16 
There would be no difference in the TDS implications or taxability in the 
hands of Mr. Karthik, whether Mr. Gautam is a property dealer or a 
salaried employee.  
Therefore, the provisions of section 56(2)(vii) would be attracted in the 
hands of Mr. Karthik who has received house property, being a capital 
asset, for inadequate consideration.  The TDS provisions under section 
194-IA would also be attracted since the actual consideration for house 
property exceeds Rs.50 lakh. 

6. (a)   Computation of tax liability of Ms. Shefali for the A.Y. 2015-16 

Particulars 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  
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 Under section 80CCC   
 Contribution to approved Pension Fund of LIC    32,000  
 1,82,000  
 Under section 80CCE   
       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. 18,000 is also allowable as 
deduction under section 80D. Since she is a 
resident senior citizen, the deduction is allowable 
to a maximum of Rs. 20,000 (See Note 1) 

 
 

18,000 

 

 Medical insurance premium of Rs. 21,000 paid for 
mother aged 81 years. Since the mother is a non-
resident in India, she will not be entitled for the 
higher deduction of Rs. 20,000 eligible for a 
senior citizen, who is resident in India. Hence, the 
deduction will be restricted to maximum of  
Rs. 15,000. 

 
 
 
 
 

15,000 

 
 
 
 
 

1,83,000 

Total Income  4,37,000 
Tax on Total Income   
Income-tax (See Note below)  13,700  
Less: Rebate u/s 87A    2,000  
  11,700  
Add : Education cess @ 2%  234  
Add:  SHEC @ 1%        117 12,051 
Average rate of tax in India 
(i.e. Rs. 12,051/ Rs. 4,37,000 × 100) 

 
2.7577% 

  

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 
@ 2.7577% (lower of average Indian-tax 
rate or average foreign tax rate) 

   
3,033 

Tax payable in India (Rs. 12,051 -  
Rs. 3,033) 

  9,018 
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 Notes:  
1. Section 80D allows a higher deduction of up to Rs. 20,000 in respect of the 

medical premium paid to insure the heath of a senior citizen. Therefore,  
Ms. Shefali will be allowed deduction of Rs. 18,000 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, Ms. Shefali 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:- 
(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, Ms. Shefali is eligible 
for deduction under section 91.  

(b) 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 (m) to the given facts, it 
is clear that XYZ Motors Ltd. is associated with :- 
(i) Rhine Ltd. as per section 92A(2)(a), because this company holds shares 

carrying more than 26% of the voting power in XYZ Motors Ltd.;  
(ii) Kentucky Ltd. as per section 92A(2)(g), since this company is the sole owner 

of the technology used by XYZ Motors Ltd. in its manufacturing process;  
(iii) Danube Ltd. as per section 92A(2)(c), since this company has financed an 

amount which is more than 51% of the book value of total assets of XYZ 
Motors Ltd. 
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 The transactions entered into by XYZ Motors Ltd. with different companies are, 
therefore, to be adjusted accordingly to work out the income chargeable to tax for 
the A.Y.2015-16. 

 Particulars Rs. (in crores) 
Income of XYZ Motors Ltd. as computed under Chapter IV-D, 
prior to adjustments as per Chapter X 

300.00 

Add: Difference on account of adjustment in the value of 
international transactions: 

 

(i) Difference in price of car @ $ 200 each for 10,000 cars  
($ 200 x 10,000 x 63) 

12.60 

(ii) Difference for excess payment of royalty of $ 30,00,000  
($ 30,00,000 x 63) [See Note below] 

18.90 

(iii) Difference for excess interest paid on loan of EURO 
1000 crores  (84*1000*1/100)             

 
 _840.00 

Total Income 1,171.50 

 The difference for excess payment of royalty has been added back presuming that 
the manufacture of cars by XYZ Motors Ltd is wholly dependent on the use of know-
how owned by Kentucky Ltd.   

 Note: It is presumed that XYZ Motors Ltd. has not entered into an Advance Pricing 
Agreement or opted to be subject to Safe Harbour Rules. 

7.  (a) The Calcutta High Court, in CIT v. E. Sefton and Co. (P.) Ltd. (1989) 179 ITR 435, 
observed that if the assessment order is plainly and obviously inconsistent with the 
specific and clear provision as amended retrospectively, undisputably there is a 
mistake apparent from record. In the light of the retrospective amendment, the 
assessment order had to be revised.  

 In view of this, it can be said that the Assessing Officer can, under section 154, 
rectify the order of assessment in the light of the later amendment of the law with 
retrospective effect.  

 The Gujarat High Court, in CIT v. Subodhchandra S. Patel (2004) 265 ITR 445, held 
that non-consideration of a judgment of the jurisdictional High Court or the Apex 
Court  would always constitute a mistake apparent from the record, regardless of 
the judgment being rendered prior to or subsequent to the order proposed to be  
rectified.   

 The Calcutta High Court, however, expressed a different view in Geo Miller and Co. 
v. DCIT [2003] 262 ITR 237 holding that a subsequent exposition of law by 
Supreme Court does not render assessment order as made on mistake.   
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(b) The issue under consideration in this case is whether Fly High Ltd. is required to 
deduct tax at source from the sum of Rs. 9 lacs paid towards landing and parking 
charges to Airports Authority of India and if so, at what rate. 

 This issue was addressed by the Delhi High Court in CIT vs. Japan Airlines Co. Ltd. 
(2010) 325 ITR 298 and United Airlines v. CIT (2006) 287 ITR 281 and the Madras 
High Court in CIT vs. Singapore Airlines Ltd. (2013) 358 ITR 237.  While the Delhi 
High Court held that the landing and parking charges paid by the airline company to 
Airports Authority of India is in the nature of rent within the meaning of section 194-
I, the Madras High Court expressed a contrary view.   
Delhi High Court’s view in CIT vs. Japan Airlines Co. Ltd. (2010) 325 ITR 298 
and United Airlines v. CIT (2006) 287 ITR 281 

 The definition of “rent” under section 194-I has a wider meaning than “rent” in 
common parlance.  It includes any payment under any agreement or arrangement 
for use of, inter alia, land.   

 When the wheels of the aircraft coming into an airport touch the surface of the 
airfield, use of the land of the airport immediately begins. Similarly, for parking the 
aircraft in that airport, again, there is use of the land. Therefore, the landing and 
parking fee were “rent” within the meaning of the provisions of section 194-I as they 
were payments for the use of the land of the airport. 

 Since the payment of landing and parking charges are in the nature of rent, the 
provisions of tax deduction at source under section 194-I would be attracted, if the 
aggregate rental income during the year is more than Rs. 1,80,000. 

 Based on the view expressed by the Delhi High Court, Fly High Ltd. has to deduct 
tax@10% on Rs. 9 lacs under section 194-I, since the aggregate payment exceeds 
Rs. 1,80,000. 
Madras High Court’s view in CIT vs. Singapore Airlines Ltd. (2013) 358 ITR 237 

 The Madras High Court observed that the charges of landing and take-off are with 
reference to a number of facilities provided by Airports Authority of India in 
compliance with the international protocols and the charges are not made for any 
specified land usage or area allotted.  

 The charges are governed by various considerations including offering facilities to 
meet the requirement of passenger’s safety and for safe landing and parking of 
aircraft.  Thus, the charges levied are, at the best, in the nature of fees for the 
services offered rather than in the nature of rent for the use of land. 

 Therefore, mere use of land for landing and charge of payment, which is in the 
nature of maintenance of the various services provided by the Airports Authority of 
India, including the technical services involving navigation, would not automatically 
bring the transaction and the charges within the meaning of either lease or sub-
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lease or tenancy or any other agreement or arrangement of the nature of lease or 
tenancy to fall within the definition of “rent” as per section 194-I. With regard to the 
runway usage by an aircraft, it could be no different from the analogy of a road used 
by any vehicle or any other form of transport.   

 Thus, the Madras High Court held that, going by the nature of services offered by 
the Airports Authority of India in respect of landing and parking and the charges 
collected from the assessee, there is no ground to accept that the payment would fit 
in with the definition of 'rent' as given under section 194-I. Since landing and 
parking charges paid are in the nature of charges for maintenance of various 
services provided by Airport Authority of India, the provisions of tax deduction at 
source under section 194C would be attracted.   

 Based on the view expressed by the Madras High Court, Fly High Ltd. has to deduct 
tax @2% of Rs. 9 lacs under section 194C. 

(c) Section 275(1) provides for the time limit for imposing penalty.  According to this 
section, the time limit for imposition of penalty under section 271(1)(c) in the 
following cases would be : 
(i) If PQR Limited did not contest the assessment order 

Where the relevant assessment order is not the subject matter of either appeal 
or revision, an order imposing penalty shall not be passed -  
(i) after the expiry of the financial year in which the proceedings, in the 

course of which action for the imposition of penalty has been initiated, are 
completed, i.e. 31st March, 2014, or  

(ii) six months from the end of the month in which action for imposition of 
penalty is initiated, i.e. 30th June, 2014,  

whichever is later. 
Therefore, the time limit for imposing penalty in this case would be  
30th June, 2014. 

(ii) If PQR Limited made an appeal to the Commissioner (Appeals) against 
the assessment order and the appeal was dismissed on 30th December, 
2014, on which date the Commissioner received the appeal order 
Where the assessment order or other order is the subject matter of an appeal 
to the Commissioner (Appeals) under section 246A, and the Commissioner 
(Appeals) passes the order disposing of such appeal, an order imposing 
penalty shall be passed – 
(a) before the expiry of the financial year in which the proceedings, in the 

course of which action for imposition of penalty has been initiated, are 
completed i.e. 31st March, 2014 or 
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(b) within one year from the end of the financial year in which the order of the 
Commissioner (Appeals) is received by the Chief Commissioner or 
Commissioner i.e. 31st March, 2016,  

 whichever is later. 
Therefore, the time limit for imposing penalty in this case would be  
31st March, 2016. 

(iii) If the penalty proceeding is stayed by the High Court on 25th June, 2014 
and the stay is vacated by the Supreme Court on 25th November, 2014.   
As per the provisions of the Explanation below section 275(2), the period of 
stay is to be excluded from the time limit for imposition of penalty.  In this case, 
the time limit for imposing penalty would expire on 30th June, 2014, being the 
date of expiry of six months from the end of the month in which action for 
imposition of penalty is initiated (since it is later than 31.3.2014, being the date 
of expiry of the financial year in which the assessment proceedings are 
completed). The stay order was passed by the High Court on 25th June, 2014 
and vacated by the Supreme Court on 25th November, 2014.  The time limit for 
imposing penalty will, accordingly, get extended to 30th November, 2014. 
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