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Question 3 (Penalty) (ID - 11) 

For the previous year, the Assessing Officer makes the following observations: 

The assessee has purchased on June 3, gold of Rs. 2 lakh for which he is unable to offer any explanation. On his 

daughter’s marriage, the assessee spends Rs. 12 lakh on May 15, and the assessee fails to explain the source of 

expenditure. 

1.   Can the Assessing Officer levy penalty ? 

2. Is it possible for the assessee to argue in the penalty proceedings that the aforesaid investment/expenditure 

have been made out of following additions made by the Department in earlier years. 

 

Assessment years Additions made Whether penalty was levied 

B5 20,00,000 Yes only on Rs. 1,20,000 

B4 3,00,000 Yes only on Rs. 80,000 

B3 Nil - 

B2 7,00,000 No 

B1 50,000 No 

 

B1 is before year of assessment year (earlier year) 
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Question 1 (Flat Penalty) (ID - 06) (Revision  / Home work) 

GK Ltd. filed its return of income on 1.12.AY with total income of 35,00,000. The assessing officer levied a 

penalty of Rs. 5,000 as late fees. The assessee makes a submission to the CIT (Appeals) that he has furnished 

the return of Income within the due date specified in Section 139(4) and hence no penalty should. Discuss. 

 

 Your Options are 

A Late fees as per 234F – 5000 

B Late fees as per 234F – 10,000 

C Late fees as per 234F -  1,000 

D No Late Fees 

 

 

Question 2 (Flat Penalty) (ID - 12) (Revision  / Home work) 

X, an individual whose total sales in the business of food grains for the year was 600 lacs, did not maintain 

books of account. The Assessing Officer levied penalty of 25,000 under section 271A for non-maintenance of 

books of account and penalty of 150,000 under section 271B for not getting the books audited as required by 

section 44AB. Is the Assessing Officer justified in levying penalty under section 271B? 

 

 Your Options are 

A Penalty will be 271A – 25,000 and 271B – 1,50,000 

B Penalty will be 271A – 50,000 and 271B – 3,00,000 

C Penalty will be 271A – 25,000 

D None of the above 
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Question (ID - 51) (Revision  / Home work) 

Pramod, a resident individual of age of 52 years, has not furnished his return of income for the year. However, 

his total income for such year as assessed u/s 143(3) is Rs. 14 lakhs. 

Whether penalty U/S 270A attracted? If yes, what will be the quantum of penalty leviable? 

[Note : Assume that this is not a case of misreporting]. (3 marks) 

Question (ID - 52) (Revision  / Home work) 

MCM is a firm liable to tax at the rate of 30% and has filed its return of income. The following information are 

provided to you : 

(1) Returned total income – Rs. 1,00,00,00 

(2) Total income determined U/s 143 (1) (a) – Rs. 1,20,00,000 

(3) Total income assessed U/s 143 (3) –Rs. 1,60,00,000 

(4) Total income reassessed U/s 147 – Rs. 1,90,00,000 

Considering that none of the additions or disallowances made in the assessment or reassessment as above 

qualifies under section 270A(6), compute the amount of penalty to be levied U/s 270A of the Income-tax 

Act,1961 at the time of assessment U/s 143(3) and at the time of reassessment U/s 147 (Assume under-reporting 

of income is not on account of misreporting). (6 marks) 

Question (ID - 53) (Revision  / Home work) 

Discuss the following in the context of the provisions of Income-tax Act 1961: 

Penalty to be imposed on an assessee is to be based upon the law as it stood at the time that default was 

committed or upon the law as it stands in the financial year in which the assessment was made. Suppose an 

assesse files return of income in response to a notice of reassessment, and any concealment was detected, and 

at the time the laws relating to imposition of penalty was different from the provisions at the time when the 

original return was filed, which law should be applicable in this case? (4 marks) 
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Ch-ID Q-ID Type of Question Status 

F18 01 Return of loss have been submitted  

F18 21 Full computation V.Imp 

F18 11 Past additions V.Imp 

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

    

 

 
 

 



 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Penalties Under Reporting of Income  P a g e  | F18-C . 1 

Penalty for under-reporting and misreporting of income. 

270A. (1) The Assessing Officer or the Commissioner (Appeals) or the Principal Commissioner or 

Commissioner may, during the course of any proceedings under this Act, direct that any person who has 

under-reported his income shall be liable to pay a penalty in addition to tax, if any, on the under-

reported income. 

(2) A person shall be considered to have under-reported his income, if— 

(a)  the income assessed is greater than the income determined in the return processed under clause 

(a) of sub-section (1) of section 143; 

(b)  the income assessed is greater than the maximum amount not chargeable to tax, where no 

return of income has been furnished or where return has been furnished for the first time 

under section 148; 

(c)  the income reassessed is greater than the income assessed or reassessed immediately before 

such reassessment; 

(d)  the amount of deemed total income assessed or reassessed as per the provisions of section 
115JB or section 115JC, as the case may be, is greater than the deemed total income 
determined in the return processed under clause (a) of sub-section (1) of section 143; 

(e)  the amount of deemed total income assessed as per the provisions of section 115JB or section 
115JC is greater than the maximum amount not chargeable to tax, where no return of income 

has been furnished or where return has been furnished for the first time under section 148; 

(f)  the amount of deemed total income reassessed as per the provisions of section 
115JB or section 115JC, as the case may be, is greater than the deemed total income assessed 

or reassessed immediately before such reassessment; 

(g)  the income assessed or reassessed has the effect of reducing the loss or converting such loss into income. 

(3) The amount of under-reported income shall be,— 

 (i)  in a case where income has been assessed for the first time,— 

(a)  if return has been furnished, the difference between the amount of income assessed 
and the amount of income determined under clause (a) of sub-section (1) of section 143; 

(b)  in a case where no return of income has been furnished or where return has been 

furnished for the first time under section 148,— 

(A)  the amount of income assessed, in the case of a company, firm or local authority; and 

(B)  the difference between the amount of income assessed and the maximum amount 
not chargeable to tax, in a case not covered in item (A); 

(ii)  in any other case, the difference between the amount of income reassessed or recomputed and the 

amount of income assessed, reassessed or recomputed in a preceding order: 
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Provided that where under-reported income arises out of determination of deemed total income in accordance 

with the provisions of section 115JB or section 115JC, the amount of total under-reported income shall be 

determined in accordance with the following formula— 

(A — B) + (C — D) 
where, 
A = the total income assessed as per the provisions other than the provisions contained 
in section 115JB or section 115JC (herein called general provisions); 
B = the total income that would have been chargeable had the total income assessed as per the 
general provisions been reduced by the amount of under-reported income; 
C = the total income assessed as per the provisions contained in section 115JB or section 115JC; 
D = the total income that would have been chargeable had the total income assessed as per the 
provisions contained in section 115JB or section 115JC been reduced by the amount of under-
reported income: 

 

Provided further that where the amount of under-reported income on any issue is considered both under the 

provisions contained in section 115JB or section 115JC and under general provisions, such amount shall not be 

reduced from total income assessed while determining the amount under item D. 

Explanation.—For the purposes of this section,— 

(a)  "preceding order" means an order immediately preceding the order during the course of which the 

penalty under sub-section (1) has been initiated; 

(b)  in a case where an assessment or reassessment has the effect of reducing the loss declared in the return 

or converting that loss into income, the amount of under-reported income shall be the difference 

between the loss claimed and the income or loss, as the case may be, assessed or reassessed. 

 

(4) Subject to the provisions of sub-section (6), where the source of any receipt, deposit or investment in 

any assessment year is claimed to be an amount added to income or deducted while computing 

loss, as the case may be, in the assessment of such person in any year prior to the assessment year in which 

such receipt, deposit or investment appears (hereinafter referred to as "preceding year") and no penalty was 

levied for such preceding year, then, the  such amount as is 

sufficient to cover such receipt, deposit or investment. 
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(5) The amount referred to in sub-section (4) shall be deemed to be amount of income under-reported for the 

preceding year in the following order— 

(a)  the preceding year immediately before the year in which the receipt, deposit or investment appears, 

being the first preceding year; and 

(b)  where the amount added or deducted in the first preceding year is not sufficient to cover the receipt, 

deposit or investment, the year immediately preceding the first preceding year and so on. 

 

(6) The under-reported income, for the purposes of this section, shall not include the following, namely:— 

(a)  the amount of income in respect of which the assessee offers an explanation and the Assessing 

Officer or the Commissioner (Appeals) or the Commissioner or the Principal Commissioner, as the 

case may be, is satisfied that the explanation is bona fide and the assessee has disclosed 

all the material facts to substantiate the explanation offered; 

(b)  the amount of under-reported income determined on the basis of an estimate, if the 

accounts are correct and complete to the satisfaction of the Assessing Officer or the Commissioner 

(Appeals) or the Commissioner or the Principal Commissioner, as the case may be, but the method 

employed is such that the income cannot properly be deduced therefrom; 

(c)  the amount of under-reported income determined on the basis of an estimate, if the 

assessee has, on his own, estimated a lower amount of addition or disallowance on the 

same issue, has included such amount in the computation of his income and has disclosed all the facts 

material to the addition or disallowance; 

(d)  the amount of under-reported income represented by any addition made in conformity with the 

arm's length price determined by the Transfer Pricing Officer, where the assessee had 

maintained information and documents as prescribed under section 92D, declared the international 

transaction under Chapter X, and, disclosed all the material facts relating to the transaction; and 

(e)  the amount of undisclosed income referred to in section 271AAB. 
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(7) The penalty referred to in sub-section (1) shall be a sum equal to 

 on under-reported income. 

(8) Notwithstanding anything contained in sub-section (6) or sub-section (7), where under-reported income is 

in consequence of any , the penalty referred to in sub-section (1) shall 

be equal to  of the amount of tax payable on under-reported income. 

(9) The cases of misreporting of income referred to in sub-section (8) shall be the following, namely:— 

 (a)  misrepresentation or suppression of facts; 

 (b)  failure to record investments in the books of account; 

 (c)  claim of expenditure not substantiated by any evidence; 

 (d)  recording of any false entry in the books of account; 

 (e)  failure to record any receipt in books of account having a bearing on total income; and 

 (f)  failure to report any international transaction or any transaction deemed to be an 

international transaction or any specified domestic transaction, to which the provisions of Chapter X 

apply. 

(10) The tax payable in respect of the under-reported income shall be— 

(a)  where no return of income has been furnished and the income has been assessed for the first time, 

the 

if it were the total income; 

(b)  where the total income determined under clause (a) of sub-section (1) of section 143 or assessed, 

reassessed or recomputed in a preceding order is a loss, the amount of 

; 

(c)  in any other case, determined in accordance with the formula— 

(X—Y) 

where, 

X = the amount of tax calculated on the under-reported income as increased by the total income 
determined under clause (a) of sub-section (1) of section 143 or total income assessed, 
reassessed or recomputed in a preceding order as if it were the total income; and 
Y = the amount of tax calculated on the total income determined under clause (a) of sub-section 
(1) of section 143 or total income assessed, reassessed or recomputed in a preceding order. 

 

(11) No addition or disallowance of an amount shall form the basis for imposition of penalty, if such addition 

or disallowance has formed the basis of imposition of penalty in the case of the person for the same or any other 

assessment year. 

(12) The penalty referred to in sub-section (1) shall be imposed, by an order in writing, by the Assessing 

Officer, the Commissioner (Appeals), the Commissioner or the Principal Commissioner, as the case may be.] 
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Fee for default in furnishing return of income. 

234F. (1) Without prejudice to the provisions of this Act, where a person required to furnish a return of 

income under section 139, fails to do so within the time prescribed in sub-section (1) of the said section, he 

shall pay, by way of fee, a sum of,— 

 (a) five thousand rupees, if the return is furnished on or before the 31st day of December of 

the assessment year; 

 (b) ten thousand rupees in any other case: 

Provided that if the total income of the person does not exceed five lakh rupees, the fee payable under 
this section shall not exceed one thousand rupees. 
 

(2) The provisions of this section shall apply in respect of return of income required to be furnished for the 

assessment year commencing on or after the 1st day of April, 2018. 

 

Failure to keep, maintain or retain books of account, documents, etc. 

271A. Without prejudice to the provisions of 39[section 270A or] section 271, if any person fails to keep and 

maintain any such books of account and other documents as required by section 44AA or the rules 

made thereunder, in respect of any previous year or to retain such books of account and other documents for the 

period specified in the said rules, the Assessing Officer or the Commissioner (Appeals) may direct that such 

person shall pay, by way of penalty, a sum of twenty-five thousand rupees. 

 

Failure to get accounts audited. 

271B. If any person fails to get his accounts audited in respect of any previous year or years relevant to an 

assessment year or furnish a report of such audit as required under section 44AB, the Assessing Officer may 

direct that such person shall pay, by way of penalty, a sum equal to 

 as the case may be, in business, or of the gross receipts in profession, in such 

previous year or years or a sum of one hundred fifty thousand rupees, whichever is less. 
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 Sub-Topics Sections 

A 
Certain Transfers to be void and Provisional 
Attachment 

281, 281B 

B Tax recovery procedure 220 to 232 
C Settlement of Cases 245A to 245M 
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Part A of Recovery Procedure 

 

Question 01 (Certain transfer to be void and provisional attachment) (ID 01) (Revision  / Home work) 

Recovery proceedings were initiated against the assessee and her husband. Since the arrears could not be realised 

the assessee’s property was attached u/s 281B in February. The assessee got divorced by pronouncing TALAQ 

on 15th March. The assessee filed an objection petition stating that the properties were gifted in the past by oral 

gift to her by her ex-husband and she had been separated by the pronouncement of “Talaq” (divorce) and was 

in no way responsible for the personal liability of her ex-husband.  

 

 Your Options are 

A 281B is Justified since recovery proceeding relates prior to divorce 

B 281B is Justified since property was not her self earned, thus she was not the real owner of 

the property. 

C 281B is Justified since it appear that evidence of oral gift was not clearly available. 

D All of the above together acceptable 

 

 

Question 02 (Certain transfer to be void and provisional attachment) (ID 02) (Revision  / Home work) 

One M/s. Simplex Enterprises had booked and was allotted shop at Pune 10 years back. The Mr. Kalpesh 

Sanghavi (defaulter)  paid the earnest money for procuring the said allotment on January, 2015. In June, 2016, 

the Mr. Kalpesh Sanghavi paid the  balance money to the builder and obtained the possession of the said shop.  

In July, 2017, the Mr. Jayanti purchased rights, title and interest of the Mr. Kalpesh Sanghavi in the said shop. 

Joint Sale deed was executed. The Tax Recovery Officer at Pune under the certificate from Tax Recovery 

Officer, attached the said shop and declare the sale as void.  

 Your Options are 

A 281 is Justified for the transfer of property made by Mr. Kalpesh since NOC is not obtained 

from department for the said transfer 

B 281 is Justified for the transfer of property made by Mr. Kalpesh since value of the property 

is more then 100,000 

C 281 is not justified for the transfer made by Mr. Kalpesh to Jayanti 

D None of the above 
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 Your Options are 

A 281 is declaratory provision and does not have any procedure of recovery in itself. 

B 281 is capable of doing recovery in itself 

C 281 is capable of issuing notice to Mr. Kalpesh regarding transaction being void 

D 281 is handicapped provisions 

 

Question 03 (Certain transfer to be void and provisional attachment) (ID 03) (Revision  / Home work) 

N was liable to pay certain sums on account of income tax, penalty, interest and fine. Notices under section 

226(3), were issued and served upon the tenants of N asking the tenants to pay the rent to the Department. The 

son of N and N’s wife filed a writ petition challenging the notices since they were co-owners of property. It was 

claimed in the writ petition that N had executed a deed of trust, concerning his shares in the premises in question 

and appointed the petitioners the trustees thereof. The Revenue filed an affidavit-in-opposition and declare the 

transaction as void under section 281 contending that the deed of trust was created fraudulently. 

 

 Your Options are 

A Revenue’s action to declare transfer as void is justified 

B Revenue has exceeded its authority, however considering the intention of law action is 

justified. 

C Revenue’s action to declare transfer as void 281 is not justified. 

D None of the above 

 

 

 Your Options are 

A Issue of notice on tenants to pay rent to department is not justified. 

B Department is having enough powers to do garnishee procedure. 

C The tenants have option to deposit rent with department. 

D The tenants may or may not deposit the rent to department. 
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Question 04 (Certain transfer to be void and provisional attachment) (ID 04) (Revision  / Home work) 

Mr. X a stock broker is insolvent. His tax dues are Rs. 30 crore. He has his personal house worth 25 crore, stock 

membership card (rights) worth 12 crore, motor cars 2 crores and bank balance 10 crores. Motor cars are gifted 

to his friend just 30 days before his insolvency. Stock membership card is forfeited by stock exchange. You are 

required to answer whether all the assets can be attached u/s 281 read with 281B. what are the priority of the 

attachment. 

 

 Your Options are 

A Membership card can not be attached 

B Membership card can be attached 

C Membership card is valuable thing thus can be attached 

D None of the above 

 

 

 Your Options are 

A 1. Personal house - 25 

2. Bank balance – 10  

3. Motor cars – 2  

B 1. Bank balance – 10  

2. Personal house - 25 

3. Motor cars – 2  

C 1. Motor cars – 2 

2. Bank balance – 10  

3. Personal house - 25 

D Any order at the option of the officer 
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Question 05 (Certain transfer to be void and provisional attachment) (ID 04) (Revision  / Home work) 

The regular assessment of Ms. Swati completed u/s 143(3) on 16-07-2017. On 18-01-2019, she received a notice 

issued u/s 148 for income escaping assessment. Further, on 25-03-2019, during the pendency of such proceeding 

for income escaping assessment, the A.O. attaches the house property of Ms. Swati. 

Now, aggrieved Swati seeks your opinion (being a Chartered Accountant) as to :  

(1) The circumstances under which the A.O. can make provisional attachment of property of the assesse. 

(2) The period of time for which such attachment can take place. 

(3) Can such attachment be revoked by the A.O. and if yes, how? 

Discuss the relevant provisions of law to satisfy the aggrieved assesse, Ms.Swati. (5 marks) 

 

 Your Options are i.r.t (1) 

A Officer can attach property any time during the course of the assessment 

B With the intention to protect the interest of revenue officer can attach the property. 

C Officer can attach the property since assessee is travelling abroad and not likely to return 

D Officer can attach the property if the property value is more then 250000 at any time during 

the previous year 

 

 

 Your Options are i.r.t (2) 

A Attachment can take place for 3 months 

B Attachment can take place for 6 months 

C Attachment can take place for 9 months 

D Any time till the officer passes the order 

 

 

 Your Options are i.r.t (3) 

A Attachment can be revoked by officer at his own discretion 

B Attachment can be revoked any time after passing the order of attachment 

C Attachment can be revoked when assessee provides the appropriate amount of bank 

guarantee 

D Attachment can be revoked only by the higher authority above the assessing officer. 
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Certain transfers to be void. 

281. (1) Where, during the pendency of any proceeding under this Act or after the completion thereof, but 

before the service of notice under rule 2 of the Second Schedule, any assessee creates a charge on, or parts with 

the possession (by way of sale, mortgage, gift, exchange or any other mode of transfer whatsoever) of, any of 

his assets in favour of any other person, such charge or transfer shall be void as against any claim 

in respect of any tax or any other sum payable by the assessee as a result of the completion of the said 

proceeding or otherwise : 

Provided that such charge or transfer shall not be void if it is made— 

  (i) for  or, as the 

case may be, without notice of such tax or other sum payable by the assessee ; or 

 (ii) with the . 

 
(2) This section applies to cases where the amount of tax or other sum payable or likely to be payable 

exceeds five thousand rupees and the assets charged or transferred exceed ten thousand rupees in 
value. 
 

Explanation.—In this section, "assets" means land, building, machinery, plant, shares, securities and fixed 

deposits in banks, to the extent to which any of the assets aforesaid does not form part of the stock-in-

trade of the business of the assessee. 
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Provisional attachment to protect revenue in certain cases. 

281B. (1) Where, during the pendency of any proceeding for the assessment of any income or for the 

assessment or reassessment of any income which has escaped assessment, the Assessing Officer is of the 

opinion that for the purpose of protecting the interests of the revenue it is necessary so to do, he may, 

with the previous approval of the Principal Chief Commissioner or Chief Commissioner, Principal 

Commissioner or Commissioner, Principal Director General or Director General or Principal Director or 

Director, by order in writing, attach provisionally any property belonging to the assessee in the 

manner provided in the Second Schedule. 

Explanation.—67[***] 

 

(2) Every such provisional attachment shall cease to have effect after the expiry of a period of six months from 

the date of the order made under sub-section (1) : 

Provided that the Principal Chief Commissioner or Chief Commissioner, Principal Commissioner or 

Commissioner, Principal Director General or Director General or Principal Director or Director may, for reasons 

to be recorded in writing, extend the aforesaid period by such further period or periods as he thinks fit, so, 
however, that the total period of extension shall not in any case exceed two years or sixty days after the 

date of order of assessment or reassessment, . 

 

(3) Where the assessee furnishes a guarantee from a scheduled bank for an amount not less than the 

fair market value of the property provisionally attached under sub-section (1), the Assessing Officer shall, by 

an order in writing, revoke such attachment: 

Provided that where the Assessing Officer is satisfied that a guarantee from a scheduled bank for an amount 

lower than the fair market value of the property is sufficient to protect the interests of the revenue, 

he may accept such guarantee and revoke the attachment. 

 

(4) The Assessing Officer may, for the purposes of determining the value of the property provisionally attached 

under sub-section (1), make a  referred to in section 142A, who shall 

estimate the fair market value of the property in the manner provided under that section and submit a report of 

the estimate to the Assessing Officer within a period of thirty days from the date of receipt of such reference. 

  

javascript:ShowFootnote('ftn67_section281b');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071840',%20'');


 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Collection and  Recovery Measure -P a g e  | F19-A. 3 

(5) An order revoking the provisional attachment under sub-section (3) shall be made— 

  (i) within forty-five days from the date of receipt of the guarantee, where a reference to the 

Valuation Officer has been made under sub-section (4); or 

 (ii) within fifteen days from the date of receipt of guarantee in any other case. 

(6) Where a notice of demand specifying a sum payable is served upon the assessee and the 

 that sum within the time specified in the notice of demand, the Assessing Officer may invoke the 

guarantee furnished under sub-section (3), wholly or in part, to recover the amount. 

(7) The Assessing Officer shall, in the interests of the revenue, invoke the bank guarantee, if the assessee 

 referred to in sub-section (3), or fails to furnish a new guarantee from a 

scheduled bank for an equal amount, fifteen days before the expiry of the guarantee referred to in sub-section 

(3). 

(8) The amount realised by invoking the guarantee referred to in sub-section (3) shall be adjusted 

against the existing demand which is payable by the assessee and the balance amount, if any, shall be 

deposited in the Personal Deposit Account of the Principal Commissioner or Commissioner in the branch of the 

Reserve Bank of India or the State Bank of India or of its subsidiaries or any bank as may be appointed by the 

Reserve Bank of India as its agent under the provisions of sub-section (1) of section 45 of the Reserve Bank of 

India Act, 1934 (2 of 1934) at the place where the office of the Principal Commissioner or Commissioner is 

situate. 

(9) Where the Assessing Officer is satisfied that the guarantee referred to in sub-section (3) is not 

required any more to protect the interests of the revenue, he shall release that guarantee forthwith. 

Explanation.—For the purposes of this section, the expression "scheduled bank" shall mean a bank included in 

the Second Schedule to the Reserve Bank of India Act, 1934 (2 of 1934).] 

 

  



 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Collection and  Recovery Measure -P a g e  | F19-B. 1 

 

Part B of Recovery Procedure 

Question 01 (TRO procedure) (Revision  / Home work)   

The assessing officer served a notice of demand on the assessee for the tax payable Rs. 2,000. The notice was 

served on 1st July, giving him time up to 31st July. The assessee paid it on 30th September. What are the 

consequences? Can the assessee have any relief ? 

 

 Your Options are 

A Interest will be charged 

B Penalty will be levied 

C Interest and Penalty both will be levied 

D Since amount is small no other consequence under the law 

 

 

Question 02 (TRO procedure) (Revision  / Home work)   

If an assessee has filed an Appeal U/s. 246, can the A.O. treat the assessee as assessee In default for non-payment 

of tax as communicated by notice of demand ?  

Can it be equaled with power of appellate authority to grant stay of recovery ? 

 

 Your Options are 

A Pending the appeal assessee is not in default 

B When tax is not paid assessee is always in default 

C Pending the appeal assessee will be never have to pay taxes 

D None of the above 

 

 

 Your Options are 

A TRO has power to grant time to assessee to pay taxes and stay the matter 

B TRO can not stay the matter 

C TRO’s power to grant time is different then Appellate authority’s power to stay the matter 

D None of above 
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Question 03 (TRO procedure) (Revision  / Home work) 

A recovery certificate U/s. 222 is to be issued. But the assessee Mr. Lal  has died. Son of Mr. Lal is Mr. Thorat 

who is at the age of 47.  Advice the A.O. regarding to course of action. 

 

 Your Options are 

A Certificate is to be issued in name of Mr. Thorat 

B Certificate is to be issued in name of Mr. Lal 

C Certificate is to be issued in name of Mr. Thorat and Mr. Lal Jointly 

D Certificate can not be issued since Mr. Las has died. 

 

Question 04 (TRO procedure) (Revision  / Home work) 

A recovery certificate U/s. 222 is prepared by an A.O in Mumbai. The assessee is having property a part of 

which is in Madhya Pradesh. What is the remedy available to this A.O.? Can he correct any clerical or 

arithmetical error in such certificate which is discovered subsequently ? 

OR 

Mr. Sukesh Is an assessee deemed to be in default U/s. 220. The recovery is to be made from him, but he is not 

having any property in India. However, it is understood that he has a lot of property in foreign countries. What 

is the course to action available to the revenue in such a case ?   

 

 Your Options are 

A AO from Mumbai should travel in Train Second Class to Madhya Pradesh for recovery 

B AO from Mumbai contact AO of Madhya Pradesh on telephone and request for recovery 

C AO from Mumbai forward the certificate to  AO of Madhya Pradesh 

D None of above 

 

 Your Options are 

A AO can not alter / amend the certificate of recovery already issued. 

B AO is permitted to correct the arithmetical errors but not the clerical error 

C AO should pass appropriate orders for the correction in certificate 

D AO is permitted to correct the arithmetical errors and the clerical error 

 

 Your Options are (in relation to Mr. Sukesh) 

A Recovery officer should travel to every country to find out the property location and 

recovery. 

B Recovery officer in India should contact the government of every country where property is 

situated. 

C Recovery officer in India must forward certificate to Recovery officer in respective countries 

for the recovery of tax dues 

D Recovery officer in India should apply the provision of black money act  
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Question 05 (TRO procedure) (Revision  / Home work)   

When can the T.R.O. stay the proceedings for recovery of tax? What is the ultimate result of such stay? 

 

 Your Options are 

A TRO can not stay the recovery procedure 

B TRO can grant only time to make the payment of taxes 

C TRO can grant time and instalment facility to make the payment of taxes 

D TRO must apply court for the stay procedure 

 

 

 

Question 06 (TRO procedure) (Revision  / Home work) 

What is meant by 'Garnishee Proceedings'? When can TRO Initiate such proceedings? 

 

 Your Options are 

A Garnishee Proceeding means Fast recovery of taxes 

B Garnishee Proceeding means assessee will have to pay tax in top priority to government 

C Garnishee Proceeding means recovery of taxes from debtors of assessee 

D Garnishee Proceeding means Garnish the procedure 

 

 

 Your Options are 

A TRO can not do Garnishee Proceeding 

B TRO should apply to court to do Garnishee Proceeding 

C TRO and Garnishee is one and the same thing 

D TRO can do Garnishee Proceeding 
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Question 07 (TRO procedure) (Revision  / Home work)   

A notice of demand has been served on the assessee and he failed to pay the dues. Can the government file a 

suit for recovery instead of using the modes of recovery under chapter XVII of Income Tax Act, 1961? 

 

 Your Options are 

A Government may apply Recovery procedure and also opt to file suit of recovery. 

B Government can only do either of one procedure namely, recovery procedure and filing suit 

for recovery. 

C A and B both are not correct 

D None of above 
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220. (1) Any amount, otherwise than by way of advance tax, specified as payable in a notice of demand 

under section 156 shall be paid within thirty days of the service of the notice at the place and to the person 

mentioned in the notice : 

Provided that, where the Assessing Officer has any reason to believe that it will be detrimental to revenue 

if the full period of thirty days aforesaid is allowed, he may, with the previous approval of the Joint 

Commissioner, direct that the sum specified in the notice of demand shall be paid within such period being a 

period less than the period of thirty days aforesaid, as may be specified by him in the notice of demand. 

(1A) Where any notice of demand has been served upon an assessee and any appeal or other proceeding, as the 

case may be, is filed or initiated in respect of the amount specified in the said notice of demand, then, such 

demand shall be deemed to be valid till the disposal of the appeal by the last appellate authority or disposal 

of the proceedings, as the case may be, and any such notice of demand shall have the effect as specified in 

section 3 of the Taxation Laws (Continuation and Validation of Recovery Proceedings) Act, 1964 (11 of 1964). 

 

(2) If the amount specified in any notice of demand under section 156 is not paid within the period 

limited under sub-section (1), the assessee shall be liable to pay simple interest at one per cent for 

every month or part of a month comprised in the period commencing from the day immediately following 

the end of the period mentioned in sub-section (1) and ending with the day on which the amount is paid : 

Provided that, where as a result of an order under section 154, or section 155, or section 250, or section 254, 

or section 260, or section 262, or section 264 or an order of the Settlement Commission under sub-section (4) 

of section 245D, the amount on which interest was payable under this section had been reduced, the interest 

shall be reduced accordingly and the excess interest paid, if any, shall be refunded : 

Provided further that where as a result of an order under sections specified in the first proviso, the amount on 

which interest was payable under this section had been reduced and subsequently as a result of an order under 

said sections or section 263, the amount on which interest was payable under this section is increased, the 

assessee shall be liable to pay interest under sub-section (2) from the day immediately following the end of the 

period mentioned in the first notice of demand, referred to in sub-section (1) and ending with the day on which 

the amount is paid: 

Provided also that in respect of any period commencing on or before the 31st day of March, 1989 and ending 

after that date, such interest shall, in respect of so much of such period as falls after that date, be calculated at 

the rate of one and one-half per cent for every month or part of a month. 
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(2A) Notwithstanding anything contained in sub-section (2), the Principal Chief Commissioner or Chief 

Commissioner or Principal Commissioner or Commissioner may reduce or waive the amount of 
interest paid or payable by an assessee under the said sub-section if he is satisfied that— 

  (i) payment of such amount has caused or would cause  ; 

 (ii) default in the payment of the amount on which interest has been paid or was payable under the said sub-

section was  ; and 

(iii) the assessee has  or any proceeding for the 

recovery of any amount due from him: 

Provided that the order accepting or rejecting the application of the assessee, either in full or in part, 

shall be passed within a period of twelve months from the end of the month in which the application is 

received: 

Provided further that no order rejecting the application, either in full or in part, shall be passed unless the 

assessee has been given an opportunity of being heard: 

Provided also that where any application is pending as on the 1st day of June, 2016, the order shall be passed 

on or before the 31st day of May, 2017.] 

 

(2B) Notwithstanding anything contained in sub-section (2), where interest is charged under sub-section (1A) 

of section 201 on the amount of tax specified in the intimation issued under sub-section (1) of section 200A for 

any period, then, no interest shall be charged under sub-section (2) on the same amount for the same period. 

(2C) Notwithstanding anything contained in sub-section (2), where interest is charged under sub-section (7) 

of section 206C on the amount of tax specified in the intimation issued under sub-section (1) of section 

206CB for any period, then, no interest shall be charged under sub-section (2) on the same amount for the same 

period. 

 

(3) Without prejudice to the provisions contained in sub-section (2), on an application made by the assessee 

before the expiry of the due date under sub-section (1), the Assessing Officer may extend the time for payment 

or allow payment by instalments, subject to such conditions as he may think fit to impose in the 

circumstances of the case. 

(4) If the amount is not paid within the time limited under sub-section (1) or extended under sub-section (3), 

as the case may be, at the place and to the person mentioned in the said notice the assessee shall be deemed 

to be in default. 

(5) If, in a case where payment by instalments is allowed under sub-section (3), the assessee commits defaults 

in paying any one of the instalments within the time fixed under that sub-section, the assessee shall be 

deemed to be in default as to the whole of the amount then outstanding, and the other 

instalment or instalments shall be deemed to have been due on the same date as the instalment actually in default. 
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(6) Where an assessee has  under section 246 or section 246A the Assessing Officer may, 

in his discretion and subject to such conditions as he may think fit to impose in the circumstances of the case, 

treat the assessee as not being in default in respect of the amount in dispute in the appeal, even though 

the time for payment has expired, as long as such appeal remains undisposed of. 

(7) Where an assessee has been assessed in respect of income arising outside India in a country the laws of 

which prohibit or restrict the remittance of money to India, the Assessing Officer shall not treat the 

assessee as in default in respect of that part of the tax which is due in respect of that amount of his 

income which, by reason of such prohibition or restriction, cannot be brought into India, and shall continue to 

treat the assessee as not in default in respect of such part of the tax until the prohibition or restriction is removed. 

Explanation.—For the purposes of this section, income shall be deemed to have been brought into India if it has 

been utilised or could have been utilised for the purposes of any expenditure actually incurred by the assessee 

outside India or if the income, whether capitalised or not, has been brought into India in any form. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071310',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071312',%20'');


 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Collection and  Recovery Measure -P a g e  | F19-B. 4 

221. (1) When an  in making a payment of tax, he shall, 

in addition to the amount of the arrears and the amount of interest payable under sub-section (2) of section 220, 

be liable, by way of penalty, to pay such amount as the Assessing Officer may direct, and in the case of 

a continuing default, such further amount or amounts as the Assessing Officer may, from time to time, direct, 

so, however, that the total amount of penalty does not exceed the amount of tax in arrears : 

Provided that before levying any such penalty, the assessee shall be given a reasonable opportunity of being 

heard : 

Provided further that where the assessee proves to the satisfaction of the Assessing Officer that the default 
was for good and sufficient reasons, no penalty shall be levied under this section. 

Explanation.—For the removal of doubt, it is hereby declared that an assessee shall not cease to be liable to any 

penalty under this sub-section merely by reason of the fact that before the levy of such penalty he has paid the 

tax. 

(2) Where as a result of any final order the amount of tax, with respect to the default in the payment of 
which the penalty was levied, has been wholly reduced, the penalty levied shall be cancelled and the 
amount of penalty paid shall be refunded. 
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222. (1) When an assessee is in default or is deemed to be in default in making a payment of tax, the 

statement in the prescribed

 (such statement being hereafter in this Chapter and in the 

Second Schedule referred to as "certificate") and shall proceed to recover from such assessee the amount 

specified in the certificate by one or more of the modes mentioned below, in accordance with the rules laid down 

in the Second Schedule— 

 (a) attachment and sale of the assessee's movable property; 

 (b) attachment and sale of the assessee's immovable property; 

 (c) arrest of the assessee and his detention in prison; 

 (d) appointing a receiver for the management of the assessee's movable and immovable 

properties. 

Explanation.—For the purposes of this sub-section, the assessee's movable or immovable property shall 

include any property which has been transferred, directly or indirectly on or after the 1st day of June, 1973, 

by the 

 and which is held by, or stands in the name of, any of the persons aforesaid; and so 

far as the movable or immovable property so transferred to his minor child or his son's minor child is concerned, 

it shall, even after the date of attainment of majority by such minor child or son's minor child, as the case may 

be, continue to be included in the assessee's movable or immovable property for recovering any arrears due from 

the assessee in respect of any period prior to such date. 

(2) The Tax Recovery Officer may take action under sub-section (1), notwithstanding that proceedings for 

recovery of the arrears by any other mode have been taken. 
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223. (1) The Tax Recovery Officer competent to take action under section 222 shall be— 

 (a) the Tax Recovery Officer within whose jurisdiction the assessee carries on his business or 

profession or within whose jurisdiction the principal place of his business or profession is situate, or 

 (b) the Tax Recovery Officer within whose jurisdiction the assessee resides or any movable or 

immovable property of the assessee is situate, 

the jurisdiction for this purpose being the jurisdiction assigned to the Tax Recovery Officer under the 

orders or directions issued by the Board, or by the Principal Chief Commissioner or Chief Commissioner or 

Principal Commissioner or Commissioner who is authorised in this behalf by the Board in pursuance of section 

120. 

(2) Where an assessee has  and 

the Tax Recovery Officer by whom the certificate is drawn up— 

 (a) is not able to recover the entire amount by sale of the property, movable or immovable, within his 

jurisdiction, or 

 (b) is of the opinion that, for the purpose of expediting or securing the recovery of the whole 
or any part of the amount under this Chapter, it is necessary so to do, 

he may  or, where only a part of the amount is to be recovered, a copy of the certificate 

certified in the prescribed manner57 and  

within whose jurisdiction the assessee resides or has property and, thereupon, that Tax Recovery Officer 

shall also proceed to recover the amount under this Chapter as if the certificate or copy thereof had been drawn 

up by him. 
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Validity of certificate and cancellation or amendment thereof. 

224. It shall not be open to the assessee to dispute the correctness of any certificate drawn up by the Tax 
Recovery Officer on any ground whatsoever, but it shall be lawful for the Tax Recovery Officer to cancel 

the certificate if, for any reason, he thinks it necessary so to do, or to correct any clerical or 

arithmetical mistake therein. 

 

Stay of proceedings in pursuance of certificate and amendment or cancellation thereof. 

225. (1) It shall be lawful for the Tax Recovery Officer to grant time for the payment of any tax and 

when he does so, he shall stay the proceedings for the recovery of such tax until the expiry of the time so 

granted. 

(2) Where the order giving rise to a demand of tax for which a certificate has been drawn up is modified 

in appeal or other proceeding under this Act, and, as a consequence thereof, the demand is reduced but the 

order is the subject-matter of further proceeding under this Act, the Tax Recovery Officer shall stay the 

recovery of such part of the amount specified in the certificate as pertains to the said reduction for the 

period for which the appeal or other proceeding remains pending. 

(3) Where a certificate has been drawn up and subsequently the amount of the outstanding demand is reduced 

as a result of an appeal or other proceeding under this Act, the Tax Recovery Officer shall, when the order which 

was the subject-matter of such appeal or other proceeding has become final and conclusive, amend the 

certificate, or cancel it, as the case may be. 
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226. (1) Where no certificate has been drawn up under section 222, the Assessing Officer may recover the tax 
by any one or more of the modes provided in this section. 

(1A) Where a certificate has been drawn up under section 222, the Tax Recovery Officer may, without prejudice 

to the modes of recovery specified in that section, recover the tax by any one or more of the modes provided in 

this section. 

(2) If any assessee is in receipt of any income chargeable under the head "Salaries", the Assessing Officer 

or Tax Recovery Officer may require any person paying the same to deduct from any payment subsequent 

to the date of such requisition any arrears of tax due from such assessee, and such person shall comply with any 

such requisition and shall pay the sum so deducted to the credit of the Central Government or as the Board 

directs : 

Provided that any part of the salary exempt from attachment in execution of a decree of a civil court under 

section 60 of the Code of Civil Procedure, 1908 (5 of 1908), shall be exempt from any requisition made under 

this sub-section. 

(3) (i) The Assessing Officer or Tax Recovery Officer may, at any time or from time to time, by notice in 

writing require any person from whom money is due or may become due to the assessee or 

any person who holds or may subsequently hold money for or on account of the assessee to pay to 

the Assessing Officer or Tax Recovery Officer either forthwith upon the money becoming due or being held 

or at or within the time specified in the notice (not being before the money becomes due or is held) so much of 

the money as is sufficient to pay the amount due by the assessee in respect of arrears or the whole of the money 

when it is equal to or less than that amount. 

(ii) A notice under this sub-section may be  any 

money for or on account of the assessee jointly with any other person and for the purposes of this sub-section, 

the shares of the joint holders in such account shall be presumed, until the contrary is proved, to be equal. 

(iii) A copy of the notice shall be forwarded to the assessee at his last address known to the 
Assessing Officer or Tax Recovery Officer, and in the case of a joint account to all the joint holders at their 

last addresses known to the Assessing Officer or Tax Recovery Officer. 

(iv) Save as otherwise provided in this sub-section, every person to whom a notice is issued under this sub-

section shall be bound to comply with such notice, and, in particular, where any such notice is issued to a 

post office, banking company or an insurer, it shall not be necessary for any pass book, deposit receipt, 
policy or any other document to be produced for the purpose of any entry, endorsement or the like being 
made before payment is made, notwithstanding any rule, practice or requirement to the contrary. 

(v) Any claim respecting any property in relation to which a notice under this sub-section has been issued 

arising after the date of the notice shall be void as against any demand contained in the notice. 
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(vi) Where a person to whom a notice under this sub-section is sent objects to it by a 

statement on oath that the sum demanded or any part thereof is not due to the assessee or that he does not 

hold any money for or on account of the assessee, then nothing contained in this sub-section shall be deemed to 

require such person to pay any such sum or part thereof, as the case may be, but if it is discovered that such 
statement was false in any material particular, such person shall be personally liable to the Assessing 

Officer or Tax Recovery Officer to the extent of his own liability to the assessee on the date of the notice, or to 

the extent of the assessee's liability for any sum due under this Act, whichever is less. 

(vii) The Assessing Officer or Tax Recovery Officer may, at any time or from time to time, amend or revoke 

any notice issued under this sub-section or extend the time for making any payment in pursuance of such 

notice. 

(viii) The Assessing Officer or Tax Recovery Officer shall grant a receipt for any amount paid in 

compliance with a notice issued under this sub-section, and the person so paying shall be fully discharged 

from his liability to the assessee to the extent of the amount so paid. 

(ix) Any person discharging any liability to the assessee after receipt of a notice under this sub-section 

shall be personally liable to the Assessing Officer or Tax Recovery Officer to the extent of his own liability 

to the assessee so discharged or to the extent of the assessee's liability for any sum due under this Act, whichever 

is less. 

(x) If the person to whom a notice under this sub-section is sent fails to make payment in pursuance thereof 

to the Assessing Officer or Tax Recovery Officer, he shall be deemed to be an assessee in default in respect of 

the amount specified in the notice and further proceedings may be taken against him for the 

realisation of the amount as if it were an arrear of tax due from him, in the manner provided in sections 

222 to 225 and the notice shall have the same effect as an attachment of a debt by the Tax Recovery Officer in 

exercise of his powers under section 222. 

(4) The Assessing Officer or Tax Recovery Officer may 

 of the entire amount of such money, or, if it is more 

than the tax due, an amount sufficient to discharge the tax. 

(5) The Assessing Officer or Tax Recovery Officer may, if so authorised by the Principal Chief Commissioner 

or Chief Commissioner or Principal Commissioner or Commissioner by general or special order, recover 

any arrears of tax due from an assessee by distraint and sale of his movable property in the 

manner laid down in the Third Schedule. 
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227. If the recovery of tax in any area has been entrusted to a State Government under clause (1) of article 

258 of the Constitution, the State Government may direct, with respect to that area or any part thereof; that tax 

shall be recovered therein with, and as an addition to, any municipal tax or local rate, by the same 

person and in the same manner as the municipal tax or local rate is recovered. 

 

228A. (1) Where an agreement is entered into by the Central Government with the Government of any 

country outside India for recovery of income-tax under this Act and the corresponding law from a 

resident, or in force in that country and the Government of that country or any authority under that Government 

which is specified in this behalf in such agreement sends to the Board a certificate for the recovery of any 

tax due under such corresponding law from a person having any property in India, the Board may forward 

such certificate to any Tax Recovery Officer having jurisdiction over the resident, or within whose 

jurisdiction such property is situated and thereupon such Tax Recovery Officer shall— 

 (a) proceed to recover the amount specified in the certificate in the manner in which he would proceed 

to recover the amount specified in a certificate drawn up by him under section 222; and 

 (b) remit any sum so recovered by him to the Board after deducting his expenses in connection with 

the recovery proceedings. 

(2) Where an assessee is in default or is deemed to be in default in making a payment of tax, the Tax Recovery 

Officer may, if the assessee  is a resident of a country (being a country with which the Central 

Government has entered into an agreement for the recovery of income-tax under this Act and the corresponding 

law in force in that country),  a certificate 

drawn up by him under section 222 and the Board may take such action thereon as it may deem 
appropriate having regard to the terms of the agreement with such country. 

 

229. Any sum imposed by way of interest, fine, penalty, or any other sum payable under the provisions of this 

Act, shall be recoverable in the manner provided in this Chapter for the recovery of arrears of tax. 
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232. The several modes of recovery specified in this Chapter shall not affect in any way— 

 (a) any other law for the time being in force relating to the recovery of debts due to Government; or 

 (b) the right of the Government to institute a suit for the recovery of the arrears due from the assessee; 

and it shall be lawful for the Assessing Officer or the Government, as the case may be, to have recourse to any 

such law or suit, notwithstanding that the tax due is being recovered from the assessee by any mode specified 

in this Chapter. 
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Part C of Recovery Procedure 

Question:  (ID 01) (ITCC) 

 

Mr. D a foreign citizen came to India on Special assignment for rendering technical services to an Indian 

company Tata motors limited. His remuneration is paid $10,000 outside India. He is leaving from India on 16th 

September in Etihad airways Flight No. 6E-955. 

 

 

 Your Options are 

A Mr. D should ensure that his tax is deducted at source in India before his departure. 

B Mr. D should ensure that his return is filed in India before his departure. 

C Mr. D should ensure that he is possessing appropriate certificate from Tata Motors before his 

departure. 

D Mr. D should inform his assessing officer the fact that he is leaving the country before his 

departure. 

 

 

 Your Options are 

A Etihad airways will be personally liable to income tax department for tax dues of Mr. D if it 

allows to travel Mr. D without NOC from appropriate tax authorities. 

B Etihad airways will not be personally liable to income tax department for tax dues of Mr. D 

if it allows to travel Mr. D without NOC from appropriate tax authorities. 

C Etihad airways will be personally liable to income tax department for tax dues of Mr. D. 

D Etihad airways will be personally liable to income tax department for tax dues of Mr. D 

because Mr. D has not filed return of income in India before the departure. 
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230. (1) Subject to such exceptions as the Central Government may, by notification in the Official Gazette, 

specify in this behalf, no person,— 

 (a) who is not domiciled in India; 

 (b) who has come to India in connection with business, profession or employment; and 

 (c) who has income derived from any source in India, 

shall leave the territory of India by land, sea or air unless he furnishes to such authority as 

may be prescribed— 

  (i) an ; or 

 (ii) , 

to the effect that tax payable by such person who is not domiciled in India shall be paid by the 

employer referred to in clause (i) or the person referred to in clause (ii), and the prescribed authority shall, on 

receipt of the undertaking, immediately give to such person a no objection certificate, for leaving India: 

Provided that nothing contained in sub-section (1) shall apply to a person who is not domiciled in India 
but visits India as a foreign tourist or for any other purpose not connected with business, profession or 
employment. 
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(1A) Subject to such exceptions as the Central Government may, by notification in the Official Gazette, specify 

in this behalf, every person, who is domiciled in India at the time of his departure from India, shall furnish, 

in the prescribed form to the income-tax authority or such other authority as may be prescribed— 

 (a) the  allotted to him under section 139A: 

Provided that in case no such permanent account number has been allotted to him, or his total income 

is not chargeable to income-tax or he is not required to obtain a permanent account number under this 

Act, such person shall furnish a certificate in the prescribed form; 

 (b) the ; 

 (c) the : 

Provided that no person— 

  (i) who is domiciled in India at the time of his departure; and 

 (ii) in respect of whom circumstances exist which, in the opinion of an income-tax authority render 

it necessary for such person to obtain a certificate under this section, 

shall leave the territory of India by land, sea or air unless he obtains a certificate from the income-tax 

authority stating that he has no liabilities under this Act, or the Wealth-tax Act, 1957 (27 of 1957), or the Gift-

tax Act, 1958 (18 of 1958), or the Expenditure-tax Act, 1987 (35 of 1987), or that satisfactory arrangements 

have been made for the payment of all or any of such taxes which are or may become payable by that person 

: 

Provided* that no income-tax authority shall make it necessary for any person who is domiciled in India to 

obtain a certificate under this section unless he records the reasons therefor and obtains the prior approval 

of the Principal Chief Commissioner or Chief Commissioner of Income-tax. 

 

 

(2) If the owner or charterer of any ship or aircraft carrying persons from any place in the territory of India 

to any place outside India allows any person to whom 

 applies to travel by such ship or aircraft without first satisfying himself that such person is in possession 

of a certificate as required by that sub-section, he shall be personally liable to pay the whole or any part of 

the amount of tax, if any, payable by such person as the Assessing Officer may, having regard to the 

circumstances of the case, determine. 

(3) In respect of any sum payable by the owner or charterer of any ship or aircraft under sub-section (2), 

the owner or charterer, as the case may be,  for such sum, and 

such sum shall be recoverable from him in the manner provided in this Chapter as if it were an arrear of tax. 

(4) The Board may make rules for regulating any matter necessary for, or incidental to, the purpose of carrying 

out the provisions of this section. 

Explanation.—For the purposes of this section, the expressions "owner" and "charterer" include any 

representative, agent or employee empowered by the owner or charterer to allow persons to travel by the ship 

or aircraft. 
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Question 1 (SLID 01)  (Revision  / Home work) 

Write short notes on the Constitution of Settlement Commission. 

 

Question 2 (SLID 02)  (Revision  / Home work) 

Benches of Settlement Commission [Section 245BA]. 

 

Question: 3 (SLID 03) (Revision  / Home work) 

State briefly the proceedings for assessment in respect of which application can be made before Settlement 

Commission on or after 1.6.2007 in relation to search matter.  Explain the provisions relating to admission of 

application before Settlement Commission made on or after 1.6.2007. 

 

 Your Options are 

A Application can be made before the date of search 

B Application can be made after the date of search but before the date of issue of notice 

C Application can be made after the date of issue of notice for assessment but before the date 

of passing the order 

D Search cases cannot apply to settlement commission 

 

Question: 4 (SLID 04) (Revision  / Home work) 

An Assessee’s case is pending in appeal before the income Tax Appellate Tribunal for Assessment Year 2005-

06. Since the appeal is pending, the Assessee wishes to file an application to the Settlement Commission for 

disclosing additional income, the income tax on which is Rs. 15 Lakhs. Is it possible to make such application?  

 

 Your Options are 

A When the matter is pending before Appellate Tribunal, alternatively application can be made 

to settlement commission 

B When the matter is pending before Appellate Tribunal, the settlement commission procedure 

is abated 

C When the matter is pending before Appellate Tribunal, application cannot be made to 

settlement commission 

D None of the above 
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Will your answer be different if the Tribunal sets aside the case and restores the matter to CIT (Appeals) ? 

 

 Your Options are 

A When matter is before the CIT(A) the settlement commission application can be made 

B When matter is before the CIT(A) the settlement commission application cannot be made 

C When matter is before the CIT(A) the CIT(A) procedure is to be completed first and then 

application to be made to settlement commission 

D None of the above 

 

Question: 5 (SLID 05) (Revision  / Home work) 

Briefly describe the manner of computation of Additional Income Tax Payable where the return of income is 

filed by the assessee before applying to settlement commission. 

 

 Your Options are 

A the amount of tax calculated in application to settlement commission as increased by the 

amount of tax calculated on the total income returned for that year 

B the amount of tax calculated in application to settlement commission as reduced by the 

amount of tax calculated on the total income returned for that year 

C The amount of tax disclosed to settlement commission out of un-disclosed source 

D Total tax liability of the assessee including tax on disclosed and un-disclosed source 

 

 

Question: 6 (SLID 06) (Revision  / Home work) 

The orders of the Settlement Commission are conclusive. 

 

 Your Options are 

A Orders of settlement commission are conclusive 

B Orders of settlement commission are arbitrary 

C Orders of settlement commission are full and final 

D Orders of settlement commission are like court orders 
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Question: 7 (SLID 07) (Revision  / Home work) 

Explain the consequences in case of rejection of the application by Settlement Commission [Section 245HA].  

 

 Your Options are 

A Income tax authority will take the matter to the court 

B Income tax authority will use all the material and proceed with the assessment 

C Income tax authority will demand the taxes as per application to settlement commission 

D None of the above 

 

CIT (Appeals) empowered to consider an appeal filled by an assessee challenging the order of assessment in 

respect of which the proceedings before the Settlement Commission abates. 

 

 Your Options are 

A Order of assessment in respect of which settlement commission procedure abated is 

appealable to CIT (A) 

B Order of assessment in respect of which settlement commission procedure abated is not 

appealable to CIT (A) 

C Order of assessment in respect of which settlement commission procedure abated is 

appealable to Tribunals directly instead of CIT(A) 

D Order of assessment in respect of which settlement commission procedure abated is not 

appealable. 

 

 

Question: 8 (SLID 08) (Revision  / Home work) 

When can a subsequent application to the Settlement Commission be barred ? 

 

 

 Your Options are 

A Application to settlement commission can be made only once in life time 

B Application to settlement commission can be made twice in life time 

C Application to settlement commission can be made only once in 10 years 

D None of above 
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Question: 9 (SLID 09)  (Revision  / Home work) 

Discuss the powers of the Settlement Commission. [Section 245H] 

Power of the Settlement Commission to grant immunity from prosecution and penalty is limitless. Discuss. 

 

 Your Options are 

A Settlement commission is empowered to grant immunity from penalty and Prosecution. 

B Settlement commission is empowered to grant immunity from penalty and Prosecution and 

interest. 

C Settlement commission is empowered to grant immunity from full payment of taxes 

D None of above 

 

 

 

Question: 10 (SLID 10) 

The Settlement Commission does not have the power u/s 245D to reduce or waive the interest payable by an 

assessee under the provisions of Section 234A, 234B or 234C. discuss. 

 

 Your Options are 

A Settlement commission can reduce or waive interest of 234A / 234B / 234C 

B Settlement commission cannot reduce or waive interest of 234A / 234B / 234C 

C Settlement commission can reduce or waive interest of 234A / 234B / 234C up to 10,000 

D Settlement commission can reduce or waive interest of 234A / 234B / 234C up to 50,000 
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Question: 11 (SLID 11) (Revision  / Home work) 

There are parallel provisions which empower the Settlement Commission as well as the income – tax authorities 

to reduce or waive penalties and grant immunity from prosecution. In what respects do they overlap and in what 

respects do they differ? 

 

Question: 12 (SLID 12)  

Company X has made application to settlement commission, it has disclosed the tax liability of Rs. 23 crore. 

Once application was accepted and hearing was given to the assessee it disclosed additional income and offered 

tax of Rs. 8 crore additionally. Settlement commission has accepted the revised application. Whether the action 

of the settlement commission is justified ? 

 

Question: 13 (SLID 13)  

Seizures were made from Mr. Sunder pursuant to a search conducted in his premises. He filed an application for 

settlement by claiming to have received the amount by way of loans from several persons. The Settlement 

Commission accepted his statement and made an order. The CBI, however, conducted enquiry at the instance 

of the Revenue regarding the claimed amount of loans and opined that the alleged lenders had no means or 

financial capacity to advance such huge loans to Mr. Sunder and were mere name lenders only. The 

Commissioner filed an application under section 245D(6) praying for the order to be declared void and for 

withdrawal of benefit granted. Mr. Sunder, however, contended that the order of the Settlement Commission 

was final and any fresh analysis would amount to sitting in judgment over an earlier decision, for which the 

Settlement Commission was not empowered. Discuss the correctness of Mr. Sunder’s contention.  

 

Question: 14 (SLID 14) (Revision  / Home work) 

The business premises of Mr. Amit was subjected to a survey under section 133A of the Act. There were some 

incriminating materials found at the time of survey. The assessee apprehends reopening of assessments of the 

earlier years. He wants to know whether he can approach the Settlement Commission. Explain briefly the basic 

conditions to be satisfied and the benefits that may accrue to Mr. Amit by approaching the Settlement 

Commission.  

 

 Your Options are 

A Mr. Amit must wait for Re-assessment notice to be issued and then apply to settlement 

commission 

B Mr. Amit can apply to settlement commission after completion of survey but before the issue 

of notice 

C Mr. Amit can apply to settlement commission after passing of order of re-assessment 

D None of above 
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Question: 15 (SLID 15) (Revision  / Home work) 

Whether the Commissioner (Appeals) is empowered to consider an appeal filed by an assessee challenging the 

order of assessment in respect of which the proceedings before the Settlement Commission abates? Examine 

with the relevant provisions of law. (3 marks) 

 Your Options are 

A CIT (A) has the powers 

B CIT (A) does not have the powers 

C CIT (A) is of rank below of Settlement commission and thus do not have powers 

D Concept of merger do not apply 

 

Question: 16 (SLID 16) (Revision  / Home work) 

 

The business premise of Mr. Rajneesh was subjected to a survey under section 133A of the Act. There were 

some indiscriminating materials found at the time of survey. The assessee apprehends reopening of assessments 

of the earlier years. He wants to know whether he can approach the Settlement Commission.  

Explain briefly the basic conditions to be satisfied and the benefits that may accrue to Mr. Rajneesh by 

approaching the Settlement Commission. 
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245A. In this Chapter, unless the context otherwise requires,— 

 (a) "Bench" means a Bench of the Settlement Commission; 

 (b) "case" means any proceeding for assessment under this Act, of any person in respect of any assessment 

year or assessment years which may be pending before an Assessing Officer on the date on which 

an application under sub-section (1) of section 245C is made. 

Explanation.—For the purposes of this clause— 

  (i) a proceeding for assessment or reassessment or recomputation under section 147 shall be 

deemed to have commenced— 

 (a) from the date on which a notice under section 148 is issued for any assessment year; 

 (b) from the date of issuance of the notice referred to in sub-clause (a), for any other 

assessment year or assessment years for which a notice under section 148 has not been 

issued, but such notice could have been issued on such date, if the return of income for the 

other assessment year or assessment years has been furnished under section 139 or in 

response to a notice under section 142; 

 (ii) [***] 

(iii) a proceeding for making fresh assessment in pursuance of an order under section 254 or section 

263 or section 264, setting aside or cancelling an assessment shall be deemed to have 

commenced from the date on which such order, setting aside or cancelling an 

assessment was passed; 

(iiia) a proceeding for assessment or reassessment for any of the assessment years, referred to in clause 

(b) of sub-section (1) of section 153A in case of a person referred to in section 153A or section 

153C, shall be deemed to have commenced on the date of issue of notice initiating such 

proceeding and concluded on the date on which the assessment is made; 

(iv) a proceeding for assessment for any assessment year, other than the proceedings of assessment or 

reassessment referred to in clause (i) or clause (iii) or clause (iiia)*, shall be deemed to have 

commenced from the date on which the return of income for that assessment year is 

furnished under section 139 or in response to a notice served under section 142 and concluded 

on the date on which the assessment is made; or on the expiry of  [the time specified for making 

assessment under sub-section (1) of section 153], in case where no assessment is made; 

 (c) "Chairman" means the Chairman of the Settlement Commission; 

 (d) "income-tax authority" means an income-tax authority specified in section 116; 

 (e) "Member" means a Member of the Settlement Commission, and includes the Chairman and a Vice-

Chairman; 

 (f) "Settlement Commission" means the Income-tax Settlement Commission constituted under section 

245B; 

 (g) "Vice-Chairman" means a Vice-Chairman of the Settlement Commission and includes a Member who 

is senior amongst the Members of a Bench. 
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245B. (1) The Central Government shall constitute a Commission to be called the Income-tax 

Settlement Commission for the settlement of cases under this Chapter. 

(2) The Settlement Commission shall consist of a Chairman and as many Vice-Chairmen and 

other members as the Central Government thinks fit and shall function within the Department of the Central 

Government dealing with direct taxes. 

(2A) [***] 

(3) The Chairman, Vice-Chairman and other members of the Settlement Commission shall be appointed by the 

Central Government from amongst persons of integrity and outstanding ability, having special knowledge of, 

and, experience in, problems relating to direct taxes and business accounts: 

Provided that, where a member of the Board is appointed as the Chairman , Vice-Chairman or as a member of 

the Settlement Commission, he shall cease to be a member of the Board. 
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245BA. (1) Subject to the other provisions of this Chapter, the jurisdiction, powers and authority of the 

Settlement Commission may be exercised by Benches thereof. 

(2) Subject to the other provisions of this section, a Bench shall be presided over by the Chairman or a 

Vice-Chairman and shall consist of . 

(3) The Bench for which the Chairman is the Presiding Officer shall be the  and the other 

Benches shall be known as . 

(4) Notwithstanding anything contained in sub-sections (1) and (2), the Chairman may authorise the Vice-

Chairman or other Member appointed to one Bench to discharge also the functions of the Vice-Chairman or, as 

the case may be, other Member of another Bench. 

(5) Notwithstanding anything contained in the foregoing provisions of this section, and subject to any rules that 

may be made in this behalf, when one of the persons constituting a Bench (whether such person be the Presiding 

Officer or other Member of the Bench) is unable to discharge his functions owing to absence, illness or any 

other cause or in the event of the occurrence of any vacancy either in the office of the Presiding Officer or in 

the office of one or the other Members of the Bench, the remaining two persons may function as the Bench and 

if the Presiding Officer of the Bench is not one of the remaining two persons, the senior among the remaining 

persons shall act as the Presiding Officer of the Bench : 

Provided that if at any stage of the hearing of any such case or matter, it appears to the Presiding Officer that 

the case or matter is of such a nature that it ought to be heard of by a Bench consisting of three Members, the 

case or matter may be referred by the Presiding Officer of such Bench to the Chairman for transfer to such 

Bench as the Chairman may deem fit. 

(5A) Notwithstanding anything contained in the foregoing provisions of this section, the Chairman may, for the 

disposal of any particular case,  of more than three Members. 

(6) Subject to the other provisions of this Chapter, the places at which the principal Bench and the additional 

Benches shall ordinarily sit shall be such as the Central Government may, by notification in the Official Gazette, 

specify and the Special Bench shall sit at a place to be fixed by the Chairman. 
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245BB. (1) In the event of the occurrence of any vacancy in the office of the Chairman by reason of his 

death, resignation or otherwise, the Vice-Chairman or, as the case may be, such one of the Vice-Chairmen as 

the Central Government may, by notification in the Official Gazette, authorise in this behalf, shall 

act as the Chairman until the date on which a new Chairman, appointed in accordance with the provisions 

of this Chapter to fill such vacancy, enters upon his office. 

(2) When the Chairman is unable to discharge his functions owing to absence, illness or any other cause, 

the Vice-Chairman or, as the case may be, such one of the Vice-Chairmen as the Central Government may, by 

notification in the Official Gazette, authorise in this behalf, shall discharge the functions of the 

Chairman until the date on which the Chairman resumes his duties. 

 

Power of Chairman to transfer cases from one Bench to another. 

245BC. On the application of the assessee or the Principal Chief Commissioner or Chief Commissioner or 

Principal Commissioner or Commissioner and after notice to them, and after hearing such of them as he may 
desire to be heard, or on his own motion without such notice, the Chairman may transfer any case 

pending before one Bench, for disposal, to another Bench. 

 

Decision to be by majority. 

245BD. If the Members of a Bench differ in opinion on any point, the point shall be decided according to the 

opinion of the majority, if there is a majority, but if the Members are equally divided, they shall 

state the point or points on which they differ, and make a  who shall either hear 

the point or points himself or refer the case for hearing on such point or points by one or more of the other 

Members of the Settlement Commission and such point or points shall be decided according to the opinion 

of the majority of the Members of the Settlement Commission who have heard the case, including 

those who first heard it. 
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245C. (1) An assessee may, at any stage of a case relating to him, make an application in such form and in 

such manner as may be prescribed, and containing a full and true disclosure of his income which has 

 the manner in which such income has been derived, 

the additional amount of income-tax payable on such income and such other particulars as may be 

prescribed, to the Settlement Commission to have the case settled and any such application shall be disposed of 

in the manner hereinafter provided : 

Provided that no such application shall be made unless,— 

  (i) in a case where proceedings for assessment or reassessment for any of the assessment years referred to 

in clause (b) of sub-section (1) of section 153A or clause (b) of sub-section (1) of section 153B in case 

of a person referred to in section 153A or section 153C have been initiated, the 

 on the income disclosed in the application exceeds 

(ia) in a case where— 

 (A) the applicant is related to the person referred to in clause (i) who has filed an application (hereafter 

in this sub-section referred to as "specified person"); and 

 (B) the proceedings for assessment or re-assessment for any of the assessment years referred to in 

clause (b) of sub-section (1) of section 153A or clause (b) of sub-section (1) of section 153B in 

case of the applicant, being a person referred to in section 153A or section 153C, have been 

initiated, 

the  payable on the income disclosed in the application 

exceeds , 

 (ii) in any other case, the  on the income disclosed in the 

application exceeds , 

and such tax and the interest thereon, which would have been paid under the provisions of this Act had the 

income disclosed in the application been declared in the return of income before the Assessing Officer on the 

date of application, has been paid on or before the date of making the application and the proof 

of such payment is attached with the application. 

Explanation.—For the purposes of clause (ia),— 

 (a) the applicant, in relation to the specified person referred to in clause (ia), means,— 

  (i) where the specified person is an individual, any relative of the specified person; 

 (ii) where the specified person is a company, firm, association of persons or Hindu undivided family, 

any director of the company, partner of the firm, or member of the association or family, or any 

relative of such director, partner or member; 

(iii) any individual who has a substantial interest in the business or profession of the specified person, 

or any relative of such individual; 

(iv) a company, firm, association of persons or Hindu undivided family having a substantial interest 

in the business or profession of the specified person or any director, partner or member of such 

company, firm, association or family, or any relative of such director, partner or member; 

 (v) a company, firm, association of persons or Hindu undivided family of which a director, partner or 

member, as the case may be, has a substantial interest in the business or profession of the specified 
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person; or any director, partner or member of such company, firm, association or family or any 

relative of such director, partner or member; 

(vi) any person who carries on a business or profession,— 

(A) where the specified person being an individual, or any relative of such specified person, has 

a substantial interest in the business or profession of that person; or 

(B) where the specified person being a company, firm, association of persons or Hindu undivided 

family, or any director of such company, partner of such firm or member of the association 

or family, or any relative of such director, partner or member, has a substantial interest in the 

business or profession of that person; 

 (b) a person shall be deemed to have a substantial interest in a business or profession, if— 

(A) in a case where the business or profession is carried on by a company, such person is, on the date 

of search, the beneficial owner of shares (not being shares entitled to a fixed rate of dividend, 

whether with or without a right to participate in profits) carrying not less than twenty per cent of 

the voting power; and 

(B) in any other case, such person is, on the date of search, beneficially entitled to not less than twenty 

per cent of the profits of such business or profession. 

(1A) For the purposes of sub-section (1) of this section, the additional amount of income-tax payable in 

respect of the income disclosed in an application made under sub-section (1) of this section shall be the amount 

calculated in accordance with the provisions of sub-sections (1B) to (1D). 

(1B) Where the income disclosed in the application relates to only one previous year,— 

  (i) if the applicant has not furnished a return in respect of the total income of that year, then, tax shall 

be calculated on the income disclosed in the application as if such income were the total income; 

 (ii) if the applicant has furnished a return in respect of the total income of that year, tax shall be 

calculated on the aggregate of the total income returned and the income disclosed in the 

application as if such aggregate were the total income. 

(1C) The additional amount of income-tax payable in respect of the income disclosed in the application relating 

to the previous year referred to in sub-section (1B) shall be,— 

 (a) in a case referred to in clause (i) of that sub-section, the amount of tax calculated under that 
clause; 

 (b) in a case referred to in clause (ii) of that sub-section, the amount of tax calculated under that clause 
as reduced by the amount of tax calculated on the total income returned for that year; 

 (c) [***]. 

(1D) Where the income disclosed in the application relates to more than one previous year, the additional 

amount of income-tax payable in respect of the income disclosed for each of the years shall first be calculated 

in accordance with the provisions of sub-sections (1B) and (1C) and the aggregate of the amount so arrived 

at in respect of each of the years for which the application has been made under sub-section (1) shall be the 

additional amount of income-tax payable in respect of the income disclosed in the application. 

(1E) [***] 

(2) Every application made under sub-section (1) shall be accompanied by such fees as may be prescribed. 

(3) An application made under sub-section (1) shall not be allowed to be withdrawn by the applicant. 
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(4) An assessee shall, on the date on which he makes an application under sub-section (1) to the Settlement 

Commission, also intimate the Assessing Officer in the prescribed manner of having made such 

application to the said Commission. 
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245D. (1) On receipt of an application under section 245C, the Settlement Commission shall, within seven days 

from the date of receipt of the application, issue a notice to the applicant requiring him to explain as to why 

the application made by him be allowed to be proceeded with, and on hearing the applicant, the Settlement 

Commission shall, within a period of fourteen days from the date of the application, by an order in 

writing,  or allow the application to be proceeded with: 

Provided that where no order has been passed within the aforesaid period by the Settlement Commission, 

the application shall be deemed to have been allowed to be proceeded with. 

(1A) [Omitted by the Finance (No. 2) Act, 1991, w.e.f. 27-9-1991.] 

 

(2) A copy of every order under sub-section (1) shall be sent to the applicant and to the Principal 

Commissioner or Commissioner. 

 

(2A) Where an application was made under section 245C before the 1st day of June, 2007, but an order under 

the provisions of sub-section (1) of this section, as they stood immediately before their amendment by the 

Finance Act, 2007, has not been made before the 1st day of June, 2007, such application shall be deemed to 

have been allowed to be proceeded with if the additional tax on the income disclosed in such application and 

the interest thereon is paid on or before the 31st day of July, 2007. 

Explanation.—In respect of the applications referred to in this sub-section, the 31st day of July, 2007 shall be 

deemed to be the date of the order of rejection or allowing the application to be proceeded with under sub-

section (1). 

 

(2B) The Settlement Commission shall,— 

  (i) in respect of an application which is allowed to be proceeded with under sub-section (1), within 

thirty days from the date on which the application was made; or 

 (ii) in respect of an application referred to in sub-section (2A) which is deemed to have been allowed to be 

proceeded with under that sub-section, on or before the 7th day of August, 2007, 

call for a report from the Principal Commissioner or Commissioner, and the Principal Commissioner or 

Commissioner shall furnish the report within a period of  of the receipt of communication from 

the Settlement Commission. 
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(2C) Where a report of the Principal Commissioner or Commissioner called for under sub-section (2B) has been 

furnished within the period specified therein, the Settlement Commission may, 

fifteen days , by an order in writing, declare the 

application in question as invalid, and shall send the copy of such order to the applicant and the 

Principal Commissioner or Commissioner: 

Provided that an application shall not be declared invalid unless an opportunity has been given to the 

applicant of being heard: 

Provided further that where the Principal Commissioner or Commissioner has not furnished the report 

within the aforesaid period, the Settlement Commission shall proceed further in the matter without 

the report of the Principal Commissioner or Commissioner. 

(2D) Where an application was made under sub-section (1) of section 245C before the 1st day of June, 2007 and 

an order under the provisions of sub-section (1) of this section, as they stood immediately before their 

amendment by the Finance Act, 2007, allowing the application to have been proceeded with, has been passed 

before the 1st day of June, 2007, but an order under the provisions of sub-section (4), as they stood immediately 

before their amendment by the Finance Act, 2007, was not passed before the 1st day of June, 2007, such 

application shall not be allowed to be further proceeded with unless the additional tax on the income disclosed 

in such application and the interest thereon, is, notwithstanding any extension of time already granted by the 

Settlement Commission, paid on or before the 31st day of July, 2007. 

 

(3) The Settlement Commission, in respect of— 

  (i) an application which has not been declared invalid under sub-section (2C); or 

 (ii) an application referred to in sub-section (2D) which has been allowed to be further 

proceeded with under that sub-section, 

may call for the records from the Principal Commissioner or Commissioner and after examination of such 

records, if the Settlement Commission is of the opinion that any further enquiry or investigation in the 

matter is necessary, it may direct the Principal Commissioner or Commissioner to make or cause to be made 

such further enquiry or investigation and furnish a report on the matters covered by the application and 

any other matter relating to the case, and the Principal Commissioner or Commissioner shall furnish the report 

within a period of ninety days of the receipt of communication from the Settlement Commission: 

Provided that where the Principal Commissioner or Commissioner does not furnish the report within the 

aforesaid period, the Settlement Commission may proceed to pass an order under sub-section (4) without such 

report. 
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(4) After examination of the records and the report of the Principal Commissioner or Commissioner, if any, 

received under— 

  (i) sub-section (2B) or sub-section (3), or 

 (ii) the provisions of sub-section (1) as they stood immediately before their amendment by the Finance Act, 

2007, 

and after giving an opportunity to the applicant and to the Principal Commissioner or Commissioner 
to be heard, either in person or through a representative duly authorised in this behalf, and after examining 

such further evidence as may be placed before it or obtained by it, the Settlement Commission may, in 

accordance with the provisions of this Act, pass such order as it thinks fit on the matters covered by the 

application and any other matter relating to the case not covered by the application, but referred to in the report 

of the Principal Commissioner or Commissioner. 

(4A) The Settlement Commission shall pass an order under sub-section (4),— 

  (i) in respect of an application referred to in sub-section (2A) or sub-section (2D), on or before the 31st 

day of March, 2008; 

 (ii) in respect of an application made on or after the 1st day of June, 2007 but before the 1st day of June, 

2010, within twelve months from the end of the month in which the application was made; 

(iii) in respect of an application made on or after the 1st day of June, 2010, within eighteen months from 
the end of the month in which the application was made. 

(5) Subject to the provisions of section 245BA, the materials brought on record before the Settlement 

Commission shall be considered by the Members of the concerned Bench before passing any order under sub-

section (4) and, in relation to the passing of such order, the provisions ofsection 245BD shall apply. 

(6) Every order passed under sub-section (4) shall provide for the terms of settlement including any demand 

by way of tax, penalty or interest, the manner in which any sum due under the settlement shall be paid 

and all other matters to make the settlement effective and shall also provide that the settlement shall be void if 

it is subsequently found by the Settlement Commission that it has been obtained by fraud or 

misrepresentation of facts. 

(6A) Where any  

within  of the order by him, then, whether or not the Settlement 

Commission has extended the time for payment of such tax or has allowed payment thereof by instalments, the 

assessee shall be liable to pay one and one-fourth per cent  or part of 

a month on the amount remaining unpaid from the date of expiry of the period of thirty-five days aforesaid. 
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(6B) The Settlement Commission may, with a view to rectifying any mistake apparent from the record, amend 

any order passed by it under sub-section (4)— 

 (a) at any time within a period of six months from the end of the month in which the order was passed; 

or 

 (b) at any time within the period of six months from the end of the month in which an application for 
rectification has been made by the Principal Commissioner or the Commissioner or the 
applicant, as the case may be: 

Provided that  shall be made by the Principal Commissioner or the 

Commissioner or the applicant after the expiry of six months from the end of the month in which an order 

under sub-section (4) is passed by the Settlement Commission: 

Provided further that an amendment which has the effect of modifying the liability of the applicant shall 

not be made under this sub-section unless the Settlement Commission has given notice to the applicant and the 

Principal Commissioner or Commissioner of its intention to do so and has allowed the applicant and the 

Principal Commissioner or Commissioner an opportunity of being heard. 

(7) Where a settlement becomes void as provided under sub-section (6), the proceedings with respect to the 

matters covered by the settlement shall be deemed to have been revived from the stage at which the application 

was allowed to be proceeded with by the Settlement Commission and the income-tax authority concerned, 

may, notwithstanding anything contained in any other provision of this Act, complete such proceedings at 

any time before the expiry of two years from the end of the financial year in which the 

settlement became void. 

(8) For the removal of doubts, it is hereby declared that nothing contained in section 153 shall apply to any order 

passed under sub-section (4) or to any order of assessment, reassessment or recomputation required to be made 

by the Assessing Officer in pursuance of any directions contained in such order passed by the Settlement 

Commission and nothing contained in the proviso to sub-section (1) of section 186 shall apply to the cancellation 

of the registration of a firm required to be made in pursuance of any such directions as aforesaid. 
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Power of Settlement Commission to order provisional attachment to protect revenue. 

245DD. (1) Where, during the pendency of any proceeding before it, the Settlement Commission is of the 

opinion that for the purpose of protecting the interests of the revenue it is necessary so to do, it may, by order, 

attach provisionally any property belonging to the applicant in the manner provided in the Second 

Schedule : 

Provided that where a provisional attachment made under section 281B is pending immediately before an 

application is made under section 245C, an order under this sub-section shall continue such provisional 

attachment up to the period up to which an order made under section 281Bwould have continued if such 

application had not been made : 

Provided further that where the Settlement Commission passes an order under this sub-section after the expiry 

of the period referred to in the preceding proviso, the provisions of sub-section (2) shall apply to such order as 

if the said order had originally been passed by the Settlement Commission. 

(2) Every provisional attachment made by the Settlement Commission under sub-section (1) shall cease to 

have effect after the expiry of a period of six months from the date of the order made under sub-section 

(1) : 

Provided that the Settlement Commission may, for reasons to be recorded in writ

 as it thinks fit. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071575',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071263',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071575',%20'');


 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Settlement of  cases - P a g e  | F20 . 13 

245E. If the Settlement Commission is of the opinion (the reasons for such opinion to be recorded by it in 

writing) that, for the proper disposal of the case pending before it, it is necessary or expedient to reopen any 

proceeding connected with the case but which has been completed under this Act by any income-tax authority 

before the application under section 245C was made, it may, with the concurrence of the applicant, reopen such 

proceeding and pass such order thereon as it thinks fit, as if the case in relation to which the application for 

settlement had been made by the applicant under that section covered such proceeding also : 

Provided that no proceeding shall be reopened by the Settlement Commission under this section if the period 

between the end of the assessment year to which such a proceeding relates and the date of application for 

settlement under section 245C exceeds nine years : 

Provided further that no proceeding shall be reopened by the Settlement Commission under this 
section in a case where an application under section 245C is made on or after the 1st day of June, 2007. 
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245F. (1) In addition to the powers conferred on the Settlement Commission under this Chapter, it shall have 

all the powers which are vested in an income-tax authority under this Act. 

(2) Where an application made under section 245C has been allowed to be proceeded with under section 245D, 

the Settlement Commission shall, until an order is passed under sub-section (4) of section 245D, have, subject 

to the provisions of sub-section (3) of that section, exclusive jurisdiction to exercise the powers and perform the 

functions of an income-tax authority under this Act in relation to the case : 

Provided that where an application has been made under section 245C on or after the 1st day of June, 2007, the 

Settlement Commission shall have such exclusive jurisdiction from the date on which the application was made: 

Provided further that where— 

  (i) an application made on or after the 1st day of June, 2007, is rejected under sub-section (1) of section 

245D; or 

 (ii) an application is not allowed to be proceeded with under sub-section (2A) of section 245D, or, as the 

case may be, is declared invalid under sub-section (2C) of that section; or 

(iii) an application is not allowed to be further proceeded with under sub-section (2D) of section 245D, 

the Settlement Commission, in respect of such application shall have such exclusive jurisdiction upto the 

date on which the application is rejected, or, not allowed to be proceeded with, or, declared invalid, 

or, not allowed to be further proceeded with, as the case may be. 

(3) Notwithstanding anything contained in sub-section (2) and in the absence of any express direction to the 

contrary by the Settlement Commission, nothing contained in this section shall affect the operation of any other 

provision of this Act requiring the applicant to pay tax on the basis of self-assessment in relation to the matters 

before the Settlement Commission. 

(4) For the removal of doubt, it is hereby declared that, in the absence of any express direction by the Settlement 

Commission to the contrary, nothing in this Chapter shall affect the operation of the provisions of this Act in so 

far as they relate to any matters other than those before the Settlement Commission. 

(5) [***] 

(6) [***] 

(7) The Settlement Commission shall, subject to the provisions of this Chapter, have power to regulate its 

own procedure and the procedure of Benches thereof in all matters arising out of the exercise of its powers 

or of the discharge of its functions, including the places at which the Benches shall hold their sittings. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071263',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071264',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071264',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071263',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071264',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071264',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071264',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071264',%20'');


 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Settlement of  cases - P a g e  | F20 . 15 

245G. No person shall be entitled to inspect, or obtain copies of, any reports made by any income-tax 

authority to the Settlement Commission; but the Settlement Commission may, in its discretion, furnish copies 

thereof to any such person on an application made to it in this behalf and on payment of the prescribed fee : 

Provided that, for the purpose of enabling any person whose case is under consideration to rebut 

any evidence brought on record against him in any such report, the Settlement Commission shall, on 

an application made in this behalf, and on payment of the prescribed fee by such person, furnish him 

with a certified copy of any such report or part thereof relevant for the purpose. 
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245H. (1) The Settlement Commission may, if it is satisfied that any person who made the application for 

settlement under section 245C has co-operated with the Settlement Commission in the proceedings before 

it and has made a full and true disclosure of his income and the manner in which such income has been derived, 

grant to such person, subject to such conditions as it may think fit to impose for the reasons to be recorded 

in writing, immunity from prosecution for any offence under this Act or under the Indian Penal Code 

(45 of 1860) or under any other Central Act for the time being in force and also (either wholly or in part) from 

the imposition of any penalty under this Act, with respect to the case covered by the settlement : 

 

Provided that no such immunity shall be granted by the Settlement Commission in cases where the proceedings 

for the prosecution for any such offence have been instituted before the date of receipt of the application 

under section 245C : 

Provided further that the Settlement Commission shall not grant immunity from prosecution for any offence 

under the Indian Penal Code (45 of 1860) or under any Central Act other than this Act and the Wealth-tax Act, 

1957 (27 of 1957) to a person who makes an application undersection 245C on or after the 1st day of June, 2007. 

(1A) An immunity granted to a person under sub-section (1) shall stand withdrawn if such person 

fails to pay any sum specified in the order of settlement passed under sub-section (4) of section 

245D within the time specified in such order or within such further time as may be allowed by the Settlement 

Commission, or fails to comply with any other condition subject to which the immunity was granted and 

thereupon the provisions of this Act shall apply as if such immunity had not been granted. 

(2) An immunity granted to a person under sub-section (1) may, at any time, be withdrawn by the Settlement 

Commission, if it is satisfied that such person had, in the course of the settlement proceedings, 

and thereupon such 

person may be tried for the offence with respect to which the immunity was granted or for any other offence of 

which he appears to have been guilty in connection with the settlement and shall also become liable to the 

imposition of any penalty under this Act to which such person would have been liable, had not such immunity 

been granted. 
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245HA. (1) Where— 

  (i) an application made under section 245C on or after the 1st day of June, 2007 has  under 

sub-section (1) of section 245D; or 

 (ii) an application made under section 245C has  to be proceeded with under sub-section 

(2A) or further proceeded with under sub-section (2D) of section 245D; or 

(iii) an application made under section 245C has been  under sub-section (2C) 

of section 245D; or 

(iiia) in respect of any application made under section 245C, an order under sub-section (4) of section 

245D has been ; or 

(iv) in respect of  made under section 245C, an order under sub-section (4) 

of section 245D has  under sub-section (4A) 

of section 245D, 

the proceedings before the Settlement Commission shall abate on the specified date. 

Explanation.—For the purposes of this sub-section, "specified date" means— 

 (a) in respect of an application referred to in clause (i), the day on which the application was rejected; 

 (b) in respect of an application referred to in clause (ii), the 31st day of July, 2007; 

 (c) in respect of an application referred to in clause (iii), the last day of the month in which the application 

was declared invalid; 

(ca) in respect of an application referred to clause (iiia), the day on which the order under sub-section (4) 

of section 245D was passed not providing for the terms of settlement; 

 (d) in respect of an application referred to in clause (iv), on the date on which the time or period specified 

in sub-section (4A) of section 245D expires. 

(2) Where a proceeding before the Settlement Commission abates, the Assessing Officer, or, as the case may 

be, any other income-tax authority before whom the proceeding at the time of making the application was 

pending, shall dispose of the case in accordance with the provisions of this Act 

(3) For the purposes of sub-section (2), the Assessing Officer, or, as the case may be, other income-tax 

authority, shall be entitled to use all the material and other information produced by the 

assessee before the Settlement Commission or the results of the inquiry held or evidence recorded by 

the Settlement Commission in the course of the proceedings before it, as if such material, information, inquiry 

and evidence had been produced before the Assessing Officer or other income-tax authority or held or recorded 

by him in the course of the proceedings before him. 

(4) For the purposes of the time-limit under sections 149, 153, 153B, 154, 155, 158BE and 231 and for the 

purposes of payment of interest under section 243 or 244 or, as the case may be, section 244A, for making the 

assessment or reassessment under sub-section (2), the period commencing on and from the date of the 

application to the Settlement Commission under section 245C and ending with "specified date" 

referred to in sub-section (1) shall be excluded; and where the assessee is a firm, for the purposes of the 

time-limit for cancellation of registration of the firm under sub-section (1) of section 186, the period aforesaid 

shall, likewise, be excluded. 
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245HAA. Where an application made under section 245C on or after the 1st day of June, 2007, is rejected 

under sub-section (1) of section 245D, or any other application made under section 245C is not allowed to be 

proceeded with under sub-section (2A) of section 245D or is declared invalid under sub-section (2C) of section 

245D or has not been allowed to be further proceeded with under sub-section (2D) of section 245D or an order 

under sub-section (4) of section 245D has not been passed within the time or period specified under sub-

section (4A) of section 245D, the Assessing Officer shall allow the credit for the tax and interest paid on 

or before the date of making the application or during the pendency of the case before the Settlement 

Commission. 

 

245-I. Every order of settlement passed under sub-section (4) of section 245D shall be conclusive as to the 

matters stated therein and no matter covered by such order shall, save as otherwise provided in this Chapter, 

be reopened in any proceeding under this Act or under any other law for the time being in force. 

 

245J. Any sum specified in an order of settlement passed under sub-section (4) of section 245D may, subject to 

such conditions, if any, as may be specified therein, be recovered, and any penalty for default in making payment 

of such sum may be imposed and recovered in accordance with the provisions of Chapter XVII, by the Assessing 

Officer having jurisdiction over the person who made the application for settlement under section 245C. 
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245K. (1) Where— 

  (i) an order of settlement passed under sub-section (4) of section 245D provides for the imposition of a 

penalty on the person who made the application under section 245C for settlement, on the ground of 

concealment of particulars of his income; or 

 (ii) after the passing of an order of settlement under the said sub-section (4) in relation to a case, such 

person is convicted of any offence under Chapter XXII in relation to that case; or 

(iii) the case of such person was sent back to the Assessing Officer by the Settlement Commission on or 

before the 1st day of June, 2002, 

then, he or any person related to such person (herein referred to as related person) shall not be entitled to apply 

for settlement under section 245C in relation to any other matter. 

(2) Where a person has made an application under section 245C on or after the 1st day of June, 2007 

and if such application has been allowed to be proceeded with under sub-section (1) of section 245D, such 

person or any related person shall not be subsequently entitled to make an application 

under section 245C. 

Explanation.—For the purposes of this section, "related person" with respect to a person means,— 

  (i) where such person is an individual, any company in which such person holds more than fifty per cent 

of the shares or voting rights at any time, or any firm or association of persons or body of individuals 

in which such person is entitled to more than fifty per cent of the profits at any time, or any Hindu 

undivided family in which such person is a karta; 

 (ii) where such person is a company, any individual who held more than fifty per cent of the shares or 

voting rights in such company at any time before the date of application before the Settlement 

Commission by such person; 

(iii) where such person is a firm or association of persons or body of individuals, any individual who was 

entitled to more than fifty per cent of the profits in such firm, association of persons or body of 

individuals, at any time before the date of application before the Settlement Commission by such person; 

(iv) where such person is a Hindu undivided family, the karta of that Hindu undivided family. 

 

245L. Any proceeding under this Chapter before the Settlement Commission shall be deemed to be a judicial 

proceeding within the meaning of sections 193 and 228, and for the purposes of section 196, of the Indian Penal 

Code (45 of 1860). 
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Question (Accelerated assessment) (ID – 01) (Revision  / Home work) 

An assessee has applied for tax clearance certificate. Can the AO. make an assessment U/s. 174? 

 

 Your Options are 

A Application of Tax clearance certificate is routine procedure and thus 174 should not be 

applied. 

B Application of Tax clearance certificate is reasons enough for officer to invoke 174. 

C Assessing officer must always invoke 174 

D None of above 

 

Question (Accelerated assessment) (ID – 02)  (Revision  / Home work) 

In pursuance of an agreement entered into with a non-resident firm by the company X, the firm supplied 

drawings and designs, etc. One Mr. Davis, one of the partners of the firm, also visited India to supervise the 

erection of the plant and the firm was paid some remuneration as per the agreement. The presence of the partner 

of the non-resident firm in India was brought to the notice of the Income-tax Officer, who recorded his statement 

also. Company X also requested the officer to make a note of 174 and make the assessment on Mr Davis before 

he leaves India. The Income-tax Officer, however, issued a notice to the company to show cause why it should 

not be treated as agent of the non-resident firm. Officer also treated the company as agent of non-resident. 

Whether action of the officer is justified ? 

 

 Your Options are 

A AO is not Justified since Section 174 and Section 160 are mutually exclusive 

B AO is not Justified since Section 174 and Section 160 are not mutually exclusive 

C AO is not Justified since Section 174 and Section 160 can operate simultaneously 

D AO is Justified 
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Question (Accelerated assessment) (ID – 11) 

Assessee company X is selling its factory building plant and machinery to Company Y on 1-6-2011. Net income 

of the company as on the date is 30 crore. Assessing officer is invoking the provisions of section 175 and making 

the assessment of the company immediately by issuing a notice. Assessing officer has worked out the tax liability 

as 30 crore * tax rate % + SC and CESS (tax rate for AY 2012-13). However CIT is of the view that tax liability 

should be worked as  30 crore * tax rate % + SC and CESS  (tax rate for AY 2011-12) since the previous year 

is same as assessment year. You are required to offer your comments on the issue. 

 

 

 Your Options are 

A Tax rate of AY 12-13 will apply 

B Tax rate of AY 12-13 will apply if the finance act is already passed appropriately 

C Tax rate of AY 11-12 will always apply 

D None of above 
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Assessment of persons leaving India. 

174. (1) Notwithstanding anything contained in section 4, when it appears to the Assessing Officer that any 

individual may leave India during the current assessment year or shortly after its expiry and that 

, the total income of such individual for the period from the expiry 

of the previous year for that assessment year up to the probable date of his departure from India shall be 

chargeable to tax in that assessment year. 

 

(2) The total income of each completed previous year or part of any previous year included in such period shall 

be chargeable to tax at the rate or rates in force in that assessment year, and 

 in respect of each such completed previous year or part of any previous year. 

(3) The Assessing Officer may estimate the income of such individual for such period or any part 

thereof, where it cannot be readily determined in the manner provided in this Act. 

(4) For the purpose of making an assessment under sub-section (1), the Assessing Officer may serve a notice 

upon such individual requiring him to furnish within such time, not being less than seven days, as may be 

specified in the notice, a return in the same form and verified in the same manner as a return under clause (i) of 

sub-section (1) of section 142, setting forth his total income for each completed previous year comprised in the 

period referred to in sub-section (1) and his estimated total income for any part of the previous year comprised 

in that period; and the provisions of this Act shall, so far as may be, and subject to the provisions of this section, 

apply as if the notice were a notice issued under clause (i) of sub-section (1) of section 142. 

(5) The tax chargeable under this section shall be in addition to the tax, if any, chargeable under any 

other provision of this Act. 

(6) Where the provisions of sub-section (1) are applicable, any  under 

clause (i) of sub-section (1) of section 142 or section 148 in respect of any tax chargeable under any other 

provision of this Act may, notwithstanding anything contained in clause (i) of sub-section (1) of section 

142 or section 148, as the case may be, require the furnishing of the return by such individual 

within such period, not being less than seven days, as the Assessing Officer may think 

proper. 
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Assessment of association of persons or body of individuals or artificial juridical person formed for a 

particular event or purpose. 

174A. Notwithstanding anything contained in section 4, where it appears to the Assessing Officer that any 

association of persons or a body of individuals or an artificial juridical person, formed or 

established or incorporated for a particular event or purpose is likely to be dissolved in the 

assessment year in which such association of persons or a body of individuals or an artificial 

juridical person was formed or established or incorporated or immediately after such assessment year, the 

total income of such association or body or juridical person for the period from the expiry of the previous year 

for that assessment year up to the date of its dissolution shall be chargeable to tax in that assessment year, and 

the provisions of sub-sections (2) to (6) of section 174 shall, so far as may be, apply to any proceedings in the 

case of any such person as they apply in the case of persons leaving India. 
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Assessment of persons likely to transfer property to avoid tax. 

175. Notwithstanding anything contained in section 4, if it appears to the Assessing Officer during any 

current assessment year that any person is likely to charge, sell, transfer, dispose of or otherwise 

part with any of his assets with a view to avoiding payment of any liability under the provisions 

of this Act, the total income of such person for the period from the expiry of the previous year for that assessment 

year to the date when the Assessing Officer commences proceedings under this section shall be chargeable to 

tax in that assessment year, and the provisions of sub-sections (2), (3), (4), (5) and (6) of section 174 shall, so 

far as may be, apply to any proceedings in the case of any such person as they apply in the case of persons 

leaving India. 
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Discontinued business. 

176. (1) Notwithstanding anything contained in section 4, where any business or profession is discontinued 

in any assessment year, the income of the period from the expiry of the previous year for that assessment 

year up to the date of such discontinuance may, at the discretion of the Assessing Officer, be charged 

to tax in that assessment year. 

(2) The total income of each completed previous year or part of any previous year included in such period shall 

be chargeable to tax at the rate or rates in force in that assessment year, and separate assessments shall be 

made in respect of each such completed previous year or part of any previous year. 

(3) Any person discontinuing any business or profession shall give to the Assessing Officer 

notice of such discontinuance within fifteen days thereof. 

 

(3A) Where any business is discontinued in any year, any sum received after the discontinuance shall be 

deemed to be the income of the recipient and charged to tax accordingly in the year of 

receipt, if such sum would have been included in the total income of the person who carried on 

the business had such sum been received before such discontinuance. 

(4) Where any profession is discontinued in any year on account of the cessation of the profession by, or the 

retirement or death of, the person carrying on the profession, any sum received after the discontinuance shall be 

deemed to be the income of the recipient and charged to tax accordingly in the year of receipt, if such sum would 

have been included in the total income of the aforesaid person had it been received before such discontinuance. 

 

(5) Where an assessment is to be made under the provisions of this section, the Assessing Officer may 

serve on the person whose income is to be assessed or, in the case of a firm, on any person who was a partner 

of such firm at the time of its discontinuance or, in the case of a company, on the principal officer thereof, a 

notice containing all or any of the requirements which may be included in a notice under clause (i) of sub-

section (1) of section 142 and the provisions of this Act shall, so far as may be, apply accordingly as if the notice 

were a notice issued under clause (i) of sub-section (1) of section 142. 

 

(6) The tax chargeable under this section shall be in addition to the tax, if any, chargeable under 

any other provision of this Act. 

(7) Where the provisions of sub-section (1) are applicable, any notice issued by the Assessing Officer under 

clause (i) of sub-section (1) of section 142 or section 148 in respect of any tax chargeable under any other 

provisions of this Act may, notwithstanding anything contained in clause (i) of sub-section (1) of section 

142 or section 148, as the case may be, require the furnishing of the return by the person to whom the aforesaid 

notices are issued within such period, not being less than seven days, as the Assessing Officer may think proper. 
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Question (legal heirs and executors) (ID – 02) (Revision  / Home work) 

A notice of demand has been sent to the Mr. Majmudar a deceased assessee during his lifetime. The assessing 

officer wants to recover the dues from his son Mr. Hari. Is there any necessity of sending further notice?  

 

 Your Options are 

A Demand notice should be again send to Mr. Hari 

B Demand notice should be again send to Mr. Hari (in joint name of Mr. Majmudar and Mr. 

Hari) 

C Demand notice should be again send to Mr. Hari in 30 days after death of Mr. Majmudar 

D Demand notice need not be send again. 

 

 

Question (legal heirs and executors) (ID – 03) (Revision  / Home work) 

The assessee died leaving behind 3 sons as  legal representative. The assessing officer served notice U/s 148 on 

one of them. How far the proceedings are valid? 

 

 Your Options are 

A Re-assessment notice should be send to all the 3 sons 

B Re-assessment notice should be send to eldest son 

C Re-assessment notice should be send to any one of the sons 

D No need to serve notice on sons, rather it should be send to deceased assessee as per the data 

available.  

 

 

Question (legal heirs and executors) (ID – 04) (Revision  / Home work) 

While making an assessment on executor, as AOP U/s 168(1) (b) the assessing officer noticed that there were 

some brought forward losses. Can these be allowed to be set off ?  

 

 Your Options are 

A Losses of deceased is not allowed to be set off in hands of executors since executor is not the 

assessee. 

B Losses of deceased is not allowed to be set off in hands of executors since executor is acting 

in fiduciary capacity. 

C Both A and B are acceptable 

D Losses of deceased will be allowed to be set off in the hands of executor 
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Question (legal heirs and executors) (ID – 05) (Revision  / Home work) 

One Mr. B having extensive business interests did not file returns. He died leaving behind ten legal 

representatives of which one is J. J filed return pursuant to notice and personally signed it. However, assessment 

orders were made mentioning the names of all ten legal representatives. On appeal, J contended for the first time 

that inasmuch as all the legal representatives of Mr. B were not given notice of the assessment proceedings, the 

assessments made were illegal and void. Whether the notice to J was in order ?   

 

 Your Options are 

A Notice to J and order pursuant to that is not Justified since there were 10 legal representatives 

known to the revenue. 

B Notice to J and order pursuant to that is not Justified anyways. 

C Notice to J is not valid but order is valid. 

D Notice to J and order pursuant to that is Justified. 

 

Question (legal heirs and executors) (ID – 06) 

On the death of Mr Kalpesh Sanghavi who had not left any Will, the properties were managed by his mother. 

The widow of the deceased did not receive any share from the estate till year end. Her mother-in- law filed a 

consolidated return showing income of 6 lakhs and the ITO made assessment on the widow for her 50 %  share 

in income and assets. Is the action of the officer justified ?  

 

You are also requested to advise assessing officer on making the assessment of the said income in correct 

manner. 

 

 Your Options are 

A Action of the officer is Justified since tax dues have to be recovered 

B Action of the officer is Justified since it is correct assessment procedure 

C Action of the officer is Justified since widow is wife of deceased 

D Action of the officer is not Justified  
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Legal representatives. 

159. (1) Where a person dies, his legal representative shall be liable to pay any sum which the 

deceased would have been liable to pay , in the like manner and to the same 

extent as the deceased. 

(2) For the purpose of making an assessment (including an assessment, reassessment or recomputation 

under section 147) of the income of the deceased and for the purpose of levying any sum in the hands of the 

legal representative in accordance with the provisions of sub-section (1),— 

(a)  any proceeding taken against the deceased before his death shall be deemed to have 

been taken against the legal representative and may be continued against the legal 

representative from the stage at which it stood on the date of the death of the deceased; 

(b)  any proceeding which could have been taken against the deceased if he had survived, may be taken 

against the legal representative; and 

(c)  all the provisions of this Act shall apply accordingly. 

(3) The legal representative of the deceased shall, for the purposes of this Act, be deemed to be an 

assessee. 

(4) Every legal representative  by him in his capacity as legal 

representative if, while his liability for tax remains undischarged, he creates a charge on or 

disposes of or parts with any assets of the estate of the deceased, which are in, or may come 

into, his possession, but such liability shall be limited to the value of the asset so charged, disposed of or 

parted with. 

(5) The provisions of sub-section (2) of section 161, section 162, and section 167, shall, so far as may be and to 

the extent to which they are not inconsistent with the provisions of this section, apply in relation to a legal 

representative. 

(6) The liability of a legal representative under this section shall, subject to the provisions of sub-section (4) and 

sub-section (5), be limited to the extent to which the estate is capable of meeting the liability. 
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Executors. 

168. (1) Subject as hereinafter provided, the income of the estate of a deceased person shall be chargeable 

to tax in the hands of the executor,— 

(a)  if there is only one executor, then, as if the executor were an individual; or 

(b)  if there are more executors than one, then, as if the executors were an association of persons; 

and for the purposes of this Act, the 

was a resident or non-resident during the previous year in which his death took place. 

(2) The assessment of an executor under this section shall be made separately from any assessment 

that may be made on him in respect of his own income. 

(3) Separate assessments shall be made under this section on the total income of each completed previous 

year or part thereof as is included in the period from the date of the death to the date of complete 

distribution to the beneficiaries of the estate according to their several interests. 

(4) In computing the total income of any previous year under this section, any income of the estate of that 

previous year distributed to, or applied to the benefit of, any specific legatee of the estate during that 
previous year shall be excluded; but the 

. 

Explanation.—In this section, "executor" includes an administrator or other person administering the estate of 

a deceased person. 
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Question (Succession of Business) (ID – 07) (Revision  / Home work) 

In the following cases, mention whether there is a ‘succession’ for the purpose of section 170 of Income Tax 

Act. 

 

a) B and Co. owned rolling mills and other manufacturing units. It transferred the rolling milts to a newly 

formed company. 

b) A HUF carried on a money lending business. It was partitioned and the erstwhile co-parceners carried on 

the same business in partnership. 

c) A five member HUF carried on a money lending business. The HUF was partitioned. One of the members 

was assigned a one fifth share of the assets of the business and separated. The other four carried on the 

business at old premises in the manner in which it was carried on before partition. 

 

 Your Options are i.r.t. 

A A and B are succession 

B A and B and C are succession 

C A and C are succession 

D C and B are succession 

 

 

Question (Discontinuation of business) (ID – 08) (Revision  / Home work) 

A business of firm was discontinued during the previous year. Assessing officer wants to make cumulative 

assessment i.e. assessment of the earlier previous year in which business existed for the whole year and the part 

of the next previous year during which business was discontinued is such cumulative assessment valid? 

 

 Your Options are 

A Cumulative Assessment is valid since it is squarely covered by 176 

B Cumulative Assessment is valid since it is squarely covered by 176 rw 189 

C Cumulative Assessment is valid for assessee being Firm 

D Cumulative assessment is not valid 
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Question (Discontinuation of business) (ID – 09) (Revision  / Home work) 

An HUF was carrying on a business. It was partitioned & the business was split Two of the erstwhile members 

continued the business activities as their own, taking over the premises of the business. Does section 176 apply 

? 

 

 Your Options are 

A 176 do not apply since business was partitioned 

B 176 do not apply since business was partitioned and split 

C 176 do not apply since business was carried on by HUF and partition of HUF is not regarded 

as transfer 

D 176 applies 
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Succession to business otherwise than on death. 

170. (1) Where a person carrying on any business or profession (such person hereinafter in this section 

being referred to as the predecessor)  therein by any other person (hereinafter in this 

section referred to as the successor) who continues to carry on that business or profession,— 

(a)  the predecessor shall be assessed in respect of the income of the previous year in which the 

succession took place up to the date of succession; 

(b)  the successor shall be assessed in respect of the income of the previous year after the date of 

succession. 

(2) Notwithstanding anything contained in sub-section (1), when the , the 

assessment of the income of the previous year in which the succession took place up to the date of succession 

and of the previous year preceding that year shall be made on the successor in like manner and to the 

same extent as it would have been made on the predecessor, and all the provisions of this Act shall, so 

far as may be, apply accordingly. 

(3) When any sum payable under this section in respect of the income of such business or profession for the 

previous year in which the succession took place up to the date of succession or for the previous year preceding 

that year, assessed on the predecessor, cannot be recovered from him, the Assessing Officer shall record 

a finding to that effect and the sum payable by the predecessor shall thereafter be payable by and 

recoverable from the successor, and the successor shall be entitled to recover from the predecessor any sum 

so paid. 

(4) Where any business or profession carried on by a Hindu undivided family is succeeded to, and 

simultaneously with the succession or after the succession there has been a partition of the joint family property 

between the members or groups of members, the tax due in respect of the income of the business or profession 

succeeded to, up to the date of succession, shall be assessed and recovered in the manner provided in section 

171, but without prejudice to the provisions of this section. 

Explanation.—For the purposes of this section, "income" includes any gain accruing from the transfer, in any 

manner whatsoever, of the business or profession as a result of the succession. 
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Question (Companies in liquidation) (ID – 10) 

 

Imperial Chit Funds (P) Ltd. was under liquidation. On completion of assessment the official liquidator informed 

the I.T.O. that tax dues determined constituted debt provable in the winding up proceedings as 10 lakhs. I.T.O. 

however, issued a certificate to the T.R.O. and demanded the tax dues immediately and issued a demand notice 

of 13 lakhs including 3 lakhs likely to become due there after. Can the income tax department be treated as a 

secured creditor' and the amount set aside by official liquidator U/s 178(3)(b) fall outside the area of winding 

up proceedings? Can the A.O. be entitled to payment of tax demand otherwise than as winding up procedure of 

Companies Act ?  

 

 Your Options are 

A Department will be secured creditor for 3 lakhs 

B Department will be secured creditor for 13 lakhs 

C Department will be secured creditor for 23 lakhs 

D None of above 

 

Question (Directors Private Limited Companies) (ID – 11) 

Kalpesh Sanghavi was a director in a private company floated by, his brother. He resigned from directorship of 

the company with effect from 31-3-PY. For the year, tax and interest were found due against the company. As 

the departmental authorities could not recover the outstanding dues from the company, proceedings were 

initiated against Kalpesh Sanghavi under section 179(1). His salary from his employer, Punjab Roadways was 

attached in month of August. Subsequently, the company filed a revision petition for the stay against recovery 

proceedings. Can the recovery proceedings against Kalpesh Sanghavi be stayed ? 

OR 

In respect of the taxes due from a private limited company, which could not be recovered from it, the 

Tax Recovery Officer attached the properties of an erstwhile director for recovery thereof. It was 

contended by the director that notice under section 156 had not been served on him and, therefore, the 

proceedings for recovery were not valid. What is the correct legal position ? 

OR 

'A' was a director of a Private Company floated by his brother. He resigned on 31st March. Tax and 

interest was due from the Company. Proceedings were initiated against ‘A’. His salary was attached. 

Company filed a revision petition for stay of recovery against the company. Can recovery against 'A' be 

stayed ?  
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 Your Options are 

A The mere pendency of the revision petition cannot be made a ground for issue of a direction 

to stop making recovery of the tax as the filing of the revision petition by the company does 

not operate a stay against the recovery proceedings against Mr. Kalpesh Sanghavi 

B Since revision petition is filed by the company the recovery proceeding cannot be initiated 

by against Mr. Kalpesh Sanghavi 

C A or B above 

D A and B above 

 

 

 Your Options are 

A Recovery against Mr. A is valid 

B Recovery against Mr. A is not valid 

C Recovery against Mr. A is not valid since section 179 do not apply 

D Recovery against Mr. A is not valid since section 179 apply 
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Company in liquidation. 

178. (1) Every person— 

(a)  who is the  which is being wound up, whether under the orders of a court 

or otherwise; or 

(b)  who has been appointed the receiver of any assets of a company, 

(hereinafter referred to as the liquidator) shall, within thirty days after he has become such 

liquidator, give notice of his appointment as such to the Assessing Officer who is entitled to assess the 

income of the company. 

(2) The Assessing Officer shall, after making such inquiries or calling for such information as he may 

deem fit, notify to the liquidator within three months from the date on which he receives notice of the 

appointment of the liquidator the amount which, in the opinion of the Assessing Officer, would be sufficient to 

provide for any tax which is then, or is  to become, payable by the company. 

(3) The liquidator— 

(a)  shall not, without the leave of the Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner, part with any of the assets of the company or the properties in his 

hands until he has been notified by the Assessing Officer under sub-section (2) ; and 

(b)  on being so notified, shall set aside an amount, equal to the amount notified and, until he so sets aside 

such amount, shall not part with any of the assets of the company or the properties in his hands : 

Provided that nothing contained in this sub-section shall debar the liquidator from parting with such assets or 

properties for the purpose of the payment of the tax payable by the company or for making any payment to 

secured creditors whose debts are entitled under law to priority of payment over debts due to Government on 

the date of liquidation or for meeting such costs and expenses of the winding up of the company as are in the 

opinion of the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner reasonable. 

(4) If the liquidator fails to give the notice in accordance with sub-section (1) or fails to set aside the 

amount as required by sub-section (3) or parts with any of the assets of the company or the properties in his 

hands in contravention of the provisions of that sub-section, he shall be personally liable for the payment of 

the tax which the company would be liable to pay : 

Provided that if the amount of any tax payable by the company is notified under sub-section (2), the personal 

liability of the liquidator under this sub-section shall be to the extent of such amount. 

(5) Where there are , the obligations and liabilities attached to the liquidator under 

this section shall attach to all the liquidators jointly and severally. 

(6) The provisions of this section shall have effect notwithstanding anything to the contrary contained in any 

other law for the time being in force 29[except the provisions of the Insolvency and Bankruptcy Code, 2016]. 
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Liability of directors of private company in liquidation. 

179. (1) Notwithstanding anything contained in the Companies Act, 195630 (1 of 1956), where any tax due 
from a  in respect of any income of any previous year or from any other company in respect 

of any income of any previous year during which such other company was a private company cannot be 

recovered, then, every person who was a director of the private company at any time during the relevant 

previous year shall be jointly and severally liable for the payment of such tax unless he proves that 

the non-recovery cannot be attributed to any gross neglect, misfeasance or breach of duty 

on his part in relation to the affairs of the company. 

 

(2) Where a private company is converted into a public company and the tax assessed in respect of any income 

of any previous year during which such company was a private company cannot be recovered, then, nothing 

contained in sub-section (1) shall apply to any person who was a director of such private company in relation to 

any tax due in respect of any income of such private company assessable for any assessment year commencing 

before the 1st day of April, 1962. 

Explanation.—For the purposes of this section, the expression "tax due" includes penalty, interest or any other 

sum payable under the Act. 

 

 

 

 

 

javascript:ShowFootnote('ftn30_section179');


 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Agricultural Income - P a g e  | F22 . 1 

 

 

Question 1 (ID 01) 

X Ltd. grows sugarcane to manufacture sugar. Data is as follows 

 Rs. 

Cost of cultivation of sugarcane 6 

Market value of sugarcane when sugarcane is transferred to factory 9 

Other manufacturing cost 6 

Sales turnover of sugar 22 

Salary of managing director who looks after agriculture as well as non-agricultural 

operations of the company 
2 

You are required to find out the agricultural income of the company. 

 

Question 2 (ID 02) 

For the year, net agricultural income of an assessee is Rs. 86,000 and non-agricultural income is Rs. 12,65,000. 

The taxpayer contributes Rs. 40,000 towards public provident fund. Find out the tax if the taxpayer is: 

(a) Mrs. X, an individual (22 years). 

(b)  A Ltd. an Indian company. 
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Ch-ID Q-ID Type of Question Status 

F22 01 Mix activity V.Imp 

F22 02 Tax liability  
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Incomes not included in total income. 

10. In computing the total income of a previous year of any person, any income falling within any of the 

following clauses shall not be included— 

(1)  agricultural income ; 

 

Definitions. 

2. In this Act, unless the context otherwise requires,— 

 (1A) "agricultural income"2 means— 

(a) any rent or revenue derived from land which is situated in India and is used for agricultural 

purposes; 

(b) any income derived from such land by— 

 (i)  agriculture; or 

(ii)  the performance by a cultivator or receiver of rent-in-kind of any process ordinarily 

employed by a cultivator or receiver of rent-in-kind to render the produce raised or received 

by him fit to be taken to market; or 

(iii) the sale by a cultivator or receiver of rent-in-kind of the produce raised or received 

by him, in respect of which no process has been performed other than a process of the nature 

described in paragraph (ii) of this sub-clause; 

(c)  any income derived from any building owned and occupied by the receiver of the rent or 

revenue of any such land, or occupied by the cultivator or the receiver of rent-in-kind, of any 

land with respect to which, or the produce of which, any process mentioned in paragraphs (ii) and 

(iii) of sub-clause (b) is carried on : 

Provided that— 

 (i)  the building is on or in the immediate vicinity of the land, and is a building which 

the receiver of the rent or revenue or the cultivator, or the receiver of rent-in-kind, by reason 

of his connection with the land, requires as a dwelling house, or as a store-house, or other 

out-building, and 

(ii)  the land is either assessed to land revenue in India or is subject to a local 

rate assessed and collected by officers of the Government as such or where the land is not 

so assessed to land revenue or subject to a local rate, it is not situated— 

(A) in any area which is comprised within the jurisdiction of a municipality (whether known 

as a municipality, municipal corporation, notified area committee, town area committee, 

town committee or by any other name) or a cantonment board and which has a 

population of not less than ten thousand; or 

(B) in any area within the distance, measured aerially,— 

 (I)  not being more than two kilometres, from the local limits of any municipality or 

cantonment board referred to in item (A) and which has a population of more than 

ten thousand but not exceeding one lakh; or 
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(II)  not being more than six kilometres, from the local limits of any municipality or 

cantonment board referred to in item (A) and which has a population of more than 

one lakh but not exceeding ten lakh; or 

(III)  not being more than eight kilometres, from the local limits of any municipality or 

cantonment board referred to in item (A) and which has a population of more than 

ten lakh. 

Explanation 1.—For the removal of doubts, it is hereby declared that revenue derived from land shall 

not include and shall be deemed never to have included any income arising from the transfer of any land 

referred to in item (a) or item (b) of sub-clause (iii) of clause (14) of this section. 

Explanation 2.—For the removal of doubts, it is hereby declared that income derived from any building 

or land referred to in sub-clause (c) arising from the use of such building or land for any purpose 

(including letting for residential purpose or for the purpose of any business or profession) other than 

agriculture falling under sub-clause (a) or sub-clause (b) shall not be agricultural income. 

Explanation 3.—For the purposes of this clause, any income derived from saplings or seedlings grown 

in a nursery shall be deemed to be agricultural income. 

Explanation 4.—For the purposes of clause (ii) of the proviso to sub-clause (c), "population" means the 

population according to the last preceding census of which the relevant figures have been published 

before the first day of the previous year; 

 

 

 
 

 

 

 

 

 

 

 

 

 

  



 

Website - https://ca-lectures.online/ 

C.A. Kalpesh Sanghavi Exemption  - P a g e  | F23 . 1 

 

Question 1 

R Ltd. furnishes the following particulars for the year. 

Total sales of the above undertaking 50,00,000 

Export sales 40,00,000 

Domestic sales 10,00,000 

Money brought to India in convertible foreign exchange upto 30-9-AY 36,00,000 

Profit from the above undertaking 5,00,000 

Compute the deduction available from the total income under section 10AA. 

 

Question 2  

R & Co., a partnership concern, has established in special economic zone in a free trade zone. It furnishes the 

following particulars of its 2nd year of operations for the previous year: 

 Rs. 

Total sales of business 1,00,00,000 

Export sales 80,00,000 

Profit of business 10,00,000 

Out of the total export sales, realization of a sale of Rs. 5,00,000 is difficult because of insolvency of buyer. 

Realisation of rest of the sales has been received in time. The plant and machinery used in the business has been 

depreciated @ 15% on SLM basis and depreciation of Rs. 3,00,000 is charged in profit & loss account. Compute 

the taxable income of R & Co. 

 

Question 3 (Revision  / Home work) 

A company is engaged in SEZ. It has started a new undertaking for which approval as a 100% export oriented 

undertaking has been obtained from the CBDT. It furnishes the following data and requests you to compute the 

deduction allowable to it under section 10AA. 

 (Rs. In 

lacs) 

Total profit of the company for the previous year 50 

Total turnover i.e. Export, Sales and Domestic Sales for the previous year 500 

Consideration received in respect of export of software received in convertible foreign 

exchange within 6 months of the end of the previous year 

250 

Sale proceeds credited to a separate account in a bank outside India with the approval of 

R.B.I. 

50 

Telecom and insurance charges attributable to export of software 10 

Staff costs and travel expenses incurred in foreign exchange to provide technical 

assistance outside India to a client 

40 
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Question 4 (Revision  / Home work) 

 

X Ltd. is a manufacturing and trading company. It owns 3 units. Unit A manufactures goods in a special 

economic zone for export purposes and qualified for exemption under section 10AA. Unit B is manufacturing 

unit and goods are sold in domestic market. It is not qualified for any tax holiday. Unit C owns retail outlets in 

different parts of country. From the information given below find out net income of X Ltd. for the year  

 

 Unit A Unit B Unit C 

Net profit as per profit and loss account                                  90 -(40) 10 

Turnover 1200 400 150 

Out of which how much is export turnover 1180 10 - 

Amount remitted in convertible foreign exchange up to September 

30, AY 
1002 

2 
- 

Freight and insurance (charged over and above sale price from 

importers and included in amount remitted in convertible foreign 

exchange as well as turnover given above) 

10 

 

- - 

 

 

Question 5 (Revision  / Home work) 

 

X Ltd. has an undertaking (Unit X) in Special Economic Zone (SEZ) and another undertaking (Unit Y) in Free 

Trade Zone (FTZ) for manufacturing of computer software. It furnishes the following particulars of its 2nd year 

of operations ending March 31, 2018 – 

Rs. (in Lakh) 

 Unit X Unit Y 

Total Sales 180 120 

Export sales (inclusive of Rs. 10 lakh onsite development of computer software 

outside India by Unit X) 

120 10 

Profit earned (after claim of bad debts under section 36(1)(vii) in Unit X) 63 36 

Plant and machinery used in business has been depreciated at 15 percent on straight line method (SLM) basis 

and depreciation of Rs. 9 lakh was charged to Profit and Loss Account in the proportion of sales during the 

previous year. Rs. 100 lakh were realized out of export sales in time and balance of Rs. 20 lakh becomes 

irrecoverable due to bankruptcy of one of the foreign buyers in Unit X. 

Compute the deduction under section 10AA and taxable income of X Ltd. for the assessment year 2018-19. 
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Ch-ID Q-ID Type of Question Status 

F23 03 Computation V.Imp 

F23 04 Computation (multiple units) V.Imp 

F23 05 Computation (multiple units)  
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Special provisions in respect of newly established Units in Special Economic Zones. 

10AA. (1) Subject to the provisions of this section, in computing the total income of an assessee, being an 

entrepreneur as referred to in clause (j) of section 2 of the Special Economic Zones Act, 2005, from 

his Unit, who begins to manufacture or produce articles or things or provide any services during the 

previous year relevant to any assessment year commencing on or after the 1st day of 90[April, 2006, but before 

the first day of April, 2021, the following deduction shall be allowed]— 

(i)  hundred per cent of profits and gains derived from the export, of such articles or things or from 

services for a period of five consecutive assessment years beginning with the assessment year 

relevant to the previous year in which the Unit begins to manufacture or produce such articles or things 

or provide services, as the case may be, and fifty per cent of such profits and gains for further five 

assessment years and thereafter; 

(ii)  for the  assessment years, so much of the amount not exceeding 

of the previous year in respect of which 

the deduction is to be allowed and credited to a reserve account (to be called the "Special Economic 

Zone Re-investment Reserve Account") to be created and utilized for the purposes of the business of 

the assessee in the manner laid down in sub-section (2). 
91[Explanation.—For the removal of doubts, it is hereby declared that the amount of deduction under this section 

shall be allowed from the total income of the assessee computed in accordance with the provisions of this Act, 

before giving effect to the provisions of this section and the deduction under this section shall not exceed such 

total income of the assessee.] 

(2) The deduction under clause (ii) of sub-section (1) shall be allowed only if the following conditions are 

fulfilled, namely :— 

(a)  the amount credited to the Special Economic Zone Re-investment Reserve Account is to be utilised— 

(i)  for the purposes of acquiring machinery or plant which is first put to use before the expiry of a 

period of three years following the previous year in which the reserve was created; and 

(ii)  until the acquisition of the machinery or plant as aforesaid, for the purposes of the business of the 

undertaking other than for distribution by way of dividends or profits or for remittance outside 

India as profits or for the creation of any asset outside India; 

(b)  the particulars, as may be specified by the Central Board of Direct Taxes in this behalf, under clause (b) 

of sub-section (1B) of section 10A have been furnished by the assessee in respect of machinery or plant 

along with the return of income92 for the assessment year relevant to the previous year in which such 

plant or machinery was first put to use. 
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(3) Where any amount credited to the Special Economic Zone Re-investment Reserve Account under clause (ii) 

of sub-section (1),— 

(a)  has been utilised for any purpose other than those referred to in sub-section (2), the amount so utilised; 

or 

(b)  has not been utilised before the expiry of the period specified in sub-clause (i) of clause (a) of sub-

section (2), the amount not so utilised, 

shall be deemed to be the profits,— 

(i)  in a case referred to in clause (a), in the year in which the amount was so utilised; or 

(ii)  in a case referred to in clause (b), in the year immediately following the period of three years specified 

in sub-clause (i) of clause (a) of sub-section (2), 

and shall be charged to tax accordingly : 

Provided that where in computing the total income of the Unit for any assessment year, its profits and gains 

had not been included by application of the provisions of sub-section (7B) of section 10A, the undertaking, 

being the Unit shall be entitled to deduction referred to in this sub-section only for the unexpired period of ten 

consecutive assessment years and thereafter it shall be eligible for deduction from income as provided in clause 

(ii) of sub-section (1). 

Explanation.—For the removal of doubts, it is hereby declared that an undertaking, being the Unit, which had 

already availed, before the commencement of the Special Economic Zones Act, 2005, the deductions referred 

to in section 10A for ten consecutive assessment years, such Unit shall not be eligible for deduction from income 

under this section : 

Provided further that where a Unit initially located in any free trade zone or export processing zone is 

subsequently located in a Special Economic Zone by reason of conversion of such free trade zone or export 

processing zone into a Special Economic Zone, the period of ten consecutive assessment years referred to above 

shall be reckoned from the assessment year relevant to the previous year in which the Unit began to manufacture, 

or produce or process such articles or things or services in such free trade zone or export processing zone: 

Provided also that where a Unit initially located in any free trade zone or export processing zone is subsequently 

located in a Special Economic Zone by reason of conversion of such free trade zone or export processing zone 

into a Special Economic Zone and has completed the period of ten consecutive assessment years referred to 

above, it shall not be eligible for deduction from income as provided in clause (ii) of sub-section (1) with effect 

from the 1st day of April, 2006. 
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(4) This section applies to any undertaking, being the Unit, which fulfils all the following conditions, namely:— 

(i)  it has begun or begins to manufacture or produce articles or things or provide services during the previous 

year relevant to the assessment year commencing on or after the 1st day of April, 2006 in any Special 

Economic Zone; 

(ii)  it is not formed by the splitting up, or the reconstruction, of a business already in existence: 

Provided that this condition shall not apply in respect of any undertaking, being the Unit, which is 

formed as a result of the re-establishment, reconstruction or revival by the assessee of the business of 

any such undertaking as is referred to in section 33B, in the circumstances and within the period 

specified in that section; 

(iii) it is not formed by the transfer to a new business, of machinery or plant previously used for any purpose. 

Explanation.—The provisions of Explanations 1 and 2 to sub-section (3) of sec-tion 80-IA shall apply for the 

purposes of clause (iii) of this sub-section as they apply for the purposes of clause (ii) of that sub-section. 

(5) Where any undertaking being the Unit which is entitled to the deduction under this section is transferred, 

before the expiry of the period specified in this section, to another undertaking, being the Unit in a scheme of 

amalgamation or demerger,— 

(a)  no deduction shall be admissible under this section to the amalgamating or the demerged Unit, being 

the company for the previous year in which the amalgamation or the demerger takes place; and 

(b)  the provisions of this section shall, as they would have applied to the amalgamating or the demerged 

Unit being the company as if the amalgamation or demerger had not taken place. 

(6) Loss referred to in sub-section (1) of section 72 or sub-section (1) or sub-section (3) of section 74, in so far 

as such loss relates to the business of the undertaking, being the Unit shall be allowed to be carried forward or 

set off. 

(7) For the purposes of sub-section (1), the profits derived from the export of articles or things or services 

(including computer software) shall be the amount which bears to the profits of the business of the 

undertaking, being the Unit, the same proportion as the export turnover in respect of such articles 

or things or services bears to the total turnover of the business carried on by the undertaking : 

Provided that the provisions of this sub-section [as amended by section 6 of the Finance (No. 2) Act, 2009 (33 

of 2009)] shall have effect for the assessment year beginning on the 1st day of April, 2006 and subsequent 

assessment years. 

(8) The provisions of sub-sections (5)93 and (6) of section 10A shall apply to the articles or things or services 

referred to in sub-section (1) as if— 

(a)  for the figures, letters and word "1st April, 2001", the figures, letters and word "1st April, 2006" had 

been substituted; 

(b)  for the word "undertaking", the words "undertaking, being the Unit" had been substituted. 

(9) The provisions of sub-section (8) and sub-section (10) of section 80-IA shall, so far as may be, apply in 

relation to the undertaking referred to in this section as they apply for the purposes of the undertaking referred 

to in section 80-IA. 

(10) Where a deduction under this section is claimed and allowed in respect of profits of any of the specified 

business, referred to in clause (c) of sub-section (8) of section 35AD, for any assessment year, no deduction 

shall be allowed under the provisions of section 35AD in relation to such specified business for the 

same or any other assessment year.] 
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Explanation 1.—For the purposes of this section,— 

(i)  "export turnover" means the consideration in respect of export by the undertaking, being the Unit of 

articles or things or services received in, or brought into, India by the assessee but does not include 

; 

(ii)  "export in relation to the Special Economic Zones" means taking goods or providing services out of 

India from a Special Economic Zone by land, sea, air, or by any other mode, whether physical or 

otherwise; 

(iii) "manufacture" shall have the same meaning as assigned to it in clause (r) of section 2 of the Special 

Economic Zones Act, 2005; 

(iv) "relevant assessment year" means any assessment year falling within a period of fifteen consecutive 

assessment years referred to in this section; 

(v)  "Special Economic Zone" and "Unit" shall have the same meanings as assigned to them under clauses 

(za) and (zc) of section 2 of the Special Economic Zones Act, 2005. 

 

Explanation 2.—For the removal of doubts, it is hereby declared that the profits and gains derived from 

on site development of computer software (including services for development of software) outside 

India shall be deemed to be the profits and gains derived from the export of computer software outside 

India. 
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REFER THIS TOPIC FROM BOOK-A 
 

ALIAS CHAPTER ID – A09 

Question 7 (Carry forward and set off) (SLID 007) (Revision  / Home work)  

Mr. Madhukant was carrying on proprietary business in Name of M/s Mahavir of speculation in shares, cotton 

and other commodities. Mr. Madhukant has carried forward loss of 2 Lakhs of the said business. He died leaving 

behind his widow, a son and a daughter. Three heirs of Madhukant entered into a partnership and executed a 

partnership deed wherein they agreed to carry on the said business of speculation. In the said speculation 

business carried on in the name of the M/s MM a partnership firm, profits were earned by firm 10 Lakhs and 

the assessee sought to carry forward and set off the losses incurred by the deceased in his proprietary business 

against the income from the speculation business of the partnership firm.  

 

 Your Options are 

A Total Income of M/s MM will be 10 Lakhs 

B Total Income of M/s MM will be 8 Lakhs 

C Total Income of M/s MM will be 18 Lakhs 

D None of above 

 

OR 

Smt. Bhanu succeeded to the business of her husband Sri. Bhavesh who died on 10 September. She carried on 

the business as proprietary. The business of Bhavesh up to the date of his death resulted in a loss amounting to 

1 Lakh. Smt. Bhanu earned profit in business for the year Amount 15 Lakhs.  

 

 Your Options are 

A Total Income of Bhanu will be 14 Lakhs 

B Total Income of Bhanu will be 15 Lakhs 

C Total Income of Bhanu will be 16 Lakhs 

D None of above 
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Question 9 (Carry forward and set off) (SLID 013) (Revision  / Home work)  

X provides the following information: 

Sales (retail trade in garments) (no books of accounts maintained) 32,00,000 

Rent from house property at Chennai (computed) 120,000 

Vacant site lease rent 12,000 

X purchases 20,000 shares of A.Co. Ltd., declares 1 : 1 bonus on January 1, 2003. 

X sells 1,000 bonus shares in September of previous year for Rs.1,20,000. 

X gets Rs.50,000 on February 12,  being amount due from Y relating to electronic goods supplied by X’s father, 

which was written off as bad debt by his father 4 years back and allowed as deduction. X’s father died 2 years 

back. 

X’s father has brought business loss relating to discontinued automobile business of 3 years back : Rs.2,00,000; 

brought forward depreciation relating to the same business : Rs.1,50,000. 

Compute gross total income of X. 

 

 

Question 10 (Carry forward and set off) (SLID 017) (Revision  / Home work)  

From the following data, you are required to work out the total income chargeable to tax of X Ltd., a domestic 

company.: 

Business loss 50,00,000 

Property income  45,00,000 

Income from other sources 1,00,000 

Capital gains:  

Short-term  3,00,000 

Long-term 10,00,000 

 

 

 Your Options are 

A Total income 900,000 will be taxed @ 20 % + Applicable surcharge + CESS 

B Total income 900,000  will be taxed @ 30 % + Applicable surcharge + CESS 

C Either A or B can be preferred by the Company X 

D None of above 
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Question 1 (special treatment for partnership firms)  (SLID 011)  

R, S and G are equal partners of a firm. The firms c/f loss was determined as Rs. 78,000. S retired from the firm 

and P joined on 1-4 of previous year as an equal partner. The firm made a profit of Rs. 84,000 for the previous 

year but it wants to set off the carried forward loss of Rs. 78,000 of the previous year against this profit. Examine 

the validity of the firms claim and allocate the shares of R, Sand G. 

 

Problem 2 (special treatment for partnership firms) (ID 12) 

X, Y and Z (1:1:2) are three partners of a firm. Brought Forward income of the firm is (-) Rs. 1,30,000 (out of 

which unadjusted depreciation is Rs. 40,000). On April 30, Z retires from the firm and the other partners carry 

on the same business. The income of the firm for the year before adjusting of the aforesaid loss and depreciation 

is Rs. 1,08,000. Compute the net income of the firm after adjustment of loss and depreciation. Assume that 

salary and interest are not paid to partners. 
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78. (1) Where a change has occurred in the constitution of a firm, nothing in this Chapter shall entitle the 

firm to have carried forward and set off so much of the loss proportionate to the share of a retired 

or deceased partner as exceeds his share of profits, if any, in the firm in respect of the previous year. 

 

(2) Where any person carrying on any business or profession has been succeeded in such capacity by another 

person otherwise than by inheritance, nothing in this Chapter shall entitle any person other than the 

person incurring the loss to have it carried forward and set off against his income. 
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Question 1 (Special treatment for companies) (SLID 010)  

X (P.) Ltd. has share capital in the form of equity share capital. Company was incorporated in year 1 and the 

equity shares were held by four members A, B, C, & D equally i.e. 250,000 shares of Rs. 10 FV by each of 

them. The company made losses/ profits for the years as follows: 

 

Assessment year  Business loss Unabsorbed depreciation Total 

Year 1 Nil 15,00,000 15,00,000 

Year 2 Nil 12,00,000 12,00,000 

Year 3 19,00,000 9,00,000 28,00,000 

Total  19,00,000 36,00,000 55,00,000 

 

The above figures have been accepted by the tax department.  

During the year 4, further 600,000 shares were allotted to Y and during the year 5, further 15,00,000 shares were 

allotted to Z.  

 

The profits for previous year are as follows: 

 

For the year 4 : Rs.18,00,000 (before charging depreciation Rs.9,00,000) 

For the year 5: Rs.75,00,000 (before charging depreciation Rs.7,50,000) 

 

You are required to 

1. Compute the taxable income for year 4 and year 5.  

2. Would your answer be different if the company was eligible start up covered by 80-IAC. 

3. Would your answer be different if the company’s change in the shareholding takes place pursuant to a 

resolution plan approved under the Insolvency and Bankruptcy Code, 2016 (31 of 2016) in the year 5. 

 

Workings must form part of your answer. 
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Question 3 (Business ID 72) (computation of business income) (Special treatment for companies) 

 

X,Y and Z carried on a business of running hotels in partnership firm. In order to increase its scale of operation 

and meet its fund requirement, the firm decided to carry on its business through corporate route. For that purpose, 

a company under the name and style XYZ Hospitality (P.) Ltd. Was formed 2 years back and the business of 

the partnership firm as a whole was succeeded by the company. The company’s profit and loss account for the 

year shows a net profit of Rs. 450 lakh after debit / credit of the following items 

 

1. Interest of Rs. 3 lakh paid to Allahabad Bank on a term loan taken for the purpose of acquiring a land a 

Bhubaneswar for a new hotel to be set up. 

2. Depreciation charged: Rs. 40 lakh. 

3.  Rs. 2 lakh credited on account of waiver of dues obtained from a supplier of the erstwhile firm against 

supply of certain materials. 

4. Rs. 1.18 lakh being the aggregate of amounts paid in cash to D, a transport contractor, as follows- 

Date of payment Rs. In lakh 

June 5, 0.15 

July 20, 0.21 

September 20, 0.22 

November 3, 0.26 

November 5, 0.36 

Tax was not deducted at source as D submitted a certificate under section 197(1), which he had obtained 

from TDS circle of the Income-tax Department. 

 

5. Rs. 50,000 being proportionate part of the cost of animals (purchased and kept for entertainment of the 

guests of hotel), is debited in the profit and loss account as amortization of expenditure as per the 

accounting policy of the company. 

6. Rs. 10,000 is credited on account of sale proceeds of carcass of animal which died during the year. 

7. Provision for bad and doubtful debts: Rs. 12 lakh 

8. Payment of Rs. 25 lakh to some employees as compensation for voluntary retirement, as per scheme. 

9. Foreign exchange fluctuation loss (net) amounting to Rs. 30 lakh arising from restatement of the year 

end liabilities to foreign suppliers of provisions and beverages as per the requirement of AS-11 of ICAI. 
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Other information- 

 

1. Depreciation as per the Income-tax Act: Rs. 65 lakh. 

2. Cost of animal died as referred to in (6) above was Rs. 2 lakh. 

3. Debt of Rs. 4 lakh due from one corporate customer for three months has been written off during the 

year after giving few reminders by debiting provision for bad and doubtful debts account. 

4. The erstwhile firm was allowed exemption of Rs. 50 lakh under section 47(xiii) in respect of long-term 

capital assets transferred to the company. 

5. The company’s voting rights till 01-04-PY were held as follows: 

X 40 percent 

Y 30 percent 

Z 15 percent 

Others 15 percent 

During the year, shares constituting 36 percent voting rights are transferred by X to his son-in-law.  

6. Unabsorbed business loss and unabsorbed depreciation of Rs. 10 lakh each have been carried forward 

from 9 years back.  

7. The company has subsidiary company, PQR Ltd. (a closely held company). During the year the company 

obtains a temporary loan of Rs. 12 lakh from its subsidiary company. Accumulated profit of the 

subsidiary company is Rs. 30 lakh at the time of payment of the loan. The loan is repaid by the company 

before the end of the year. 

 

Compute total income of XYZ (P.) Ltd. indicating reason for treatment of each of the items.  

Ignore the provisions relating to the minimum alternate tax. 
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(1) Notwithstanding anything contained in this Chapter, where a change in shareholding has taken place 

during the previous year in the case of a company, not being a company in which the public are substantially 

interested, no loss incurred in any year prior to the previous year shall be carried forward and set off against 

the income of the previous year, unless on the last day of the previous year, the shares of the 
company carrying not less than fifty-one per cent. of the voting power were beneficially held by 

persons who beneficially held shares of the company carrying not less than fifty-one per cent. 
of the voting power on the last day of the year or years in which the loss was incurred : 

Provided that even if the said condition is not satisfied in case of an eligible start up as referred to in section 

80-IAC, the loss incurred in any year prior to the previous year shall be allowed to be carried forward 

and set off against the income of the previous year if all the shareholders of such company who held shares 

carrying voting power on the last day of the year or years in which the loss was incurred, continue 

to hold those shares on the last day of such previous year and such loss has been incurred during 

the period of seven years beginning from the year in which such company is incorporated. 

(2) Nothing contained in sub-section (1) shall apply,–– 

(a) to a case where a change in the said voting power and shareholding takes place in a previous year 

consequent upon the  or on account of transfer of shares by way of gift to any 

relative of the shareholder making such gift ; 

(b) to any change in the shareholding of an Indian company which is a subsidiary of a foreign company 

as a result of amalgamation or demerger of a foreign company subject to the condition that 

fifty-one per cent. shareholders of amalgamating or demerged foreign company continue to be the 

shareholders of the amalgamated or the resulting foreign company ; 

(c) to a company where a change in the shareholding takes place in a previous year pursuant to a 

resolution plan approved under the Insolvency and Bankruptcy Code, 2016 (31 of 2016), after 

affording a reasonable opportunity of being heard to the jurisdictional Principal Commissioner or 

Commissioner ; 
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(d) to a company, and its subsidiary and the subsidiary of such subsidiary, where,–– 

(i) the Tribunal, on an application moved by the Central Government under section 241 of the 

Companies Act, 2013 (18 of 2013), has suspended the Board of Directors of such company and has 

appointed new directors nominated by the Central Government, under section 242 of the said Act ; and 

(ii) a change in shareholding of such company, and its subsidiary and the subsidiary of such subsidiary, 

has taken place in a previous year pursuant to a resolution plan approved by the Tribunal under section 

242 of the Companies Act, 2013 (18 of 2013) after affording a reasonable opportunity of being heard 

to the jurisdictional Principal Commissioner or Commissioner. 

Explanation.––For the purposes of this section,— 

(i) a company shall be a subsidiary of another company, if such other company holds more than half 

in nominal value of the equity share capital of the company ; 

(ii) “Tribunal” shall have the meaning assigned to it in clause (90) of section 2 of the Companies 

Act, 2013 (18 of 2013).  
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Question 1 (SLID 018) (Dividend and bonus stripping) 

W purchase 1,000 Units of UTI Rs. 12,500 on 1.4. UTI declares dividend on 31.5 (record date) at Rs. 3 per unit. 

W sells the entire 1,000 units on 30.9 for Rs. 9,000. You are required to compute the capital loss. 

 

Question 2 (SLID 019) (Dividend and bonus stripping) 

R, an individual resident in India bought 1,000 equity shares of Rs. 10 each of A Ltd at Rs. 50 per share on 

30.05. He sold 700 equity shares at Rs. 35 per share on 30.9 and the remaining 300 shares at Rs. 25 per share 

on 20.12. A Ltd declared a dividend of 50% the record date being 10.08. R sold on 01.02 a house from which 

he derived a long term capital gain of Rs. 75,000. Compute the capital gain.   

 

Problem 3 (Dividend and bonus stripping) (Revision  / Home work) (ID 21) 

X purchases on May 10, 1000  preference shares of Rs. 10 each in A Ltd. @ Rs. 55.55. On October 20,  he 

transfers 800 shares @ Rs. 37 per share and remaining 200 shares are transferred on December 20, @ Rs. 20 

per share. A Ltd. Declares 50 per cent dividend (record date : August 3,). During previous year, he has generated 

long term capital gain of Rs. 76,000 on sale of gold. 

 

 Your Options are 

A Total income will be 62,050 

B Total income will be 58,050 

C Total income will be 76,000 

D None of above 
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94. (1) Where the owner of any securities (in this sub-section and in sub-section (2) referred to as "the owner") 

sells or transfers those securities, and buys back or reacquires the securities, then, if the result of the transaction 

is that any interest becoming payable in respect of the securities is receivable otherwise than by the 

owner, the interest payable as aforesaid shall, whether it would or would not have been chargeable to income-

tax apart from the provisions of this sub-section, be deemed, for all the purposes of this Act, to be the 

income of the owner and not to be the income of any other person. 

Explanation.—The references in this sub-section to buying back or reacquiring the securities shall be deemed 

to include references to buying or acquiring similar securities, so, however, that where similar securities are 

bought or acquired, the owner shall be under no greater liability to income-tax than he would have been under 

if the original securities had been bought back or reacquired. 

(2) Where any person has had at any time during any previous year any beneficial interest in any securities, and 

the result of any transaction relating to such securities or the income thereof is that, in respect of such securities 

within such year, either no income is received by him or the income received by him is less than the sum to 

which the income would have amounted if the income from such securities had accrued from day to day and 

been apportioned accordingly, then the income from such securities for such year shall be deemed to be the 

income of such person. 

(3) The provisions of sub-section (1) or sub-section (2) shall not apply if the owner, or the person who has had 

a beneficial interest in the securities, as the case may be, proves to the satisfaction of the Assessing Officer— 

 (a) that there has been no avoidance of income-tax, or 

 (b) that the avoidance of income-tax was exceptional and not systematic and that there was not in his case 

in any of the three preceding years any avoidance of income-tax by a transaction of the nature referred 

to in sub-section (1) or sub-section (2). 

(4) Where any person carrying on a business which consists wholly or partly in dealing in securities, buys or 

acquires any securities and sells back or retransfers the securities, then, if the result of the transaction is that 

interest becoming payable in respect of the securities is receivable by him but is not deemed to be his income 

by reason of the provisions contained in sub-section (1), no account shall be taken of the transaction in 

computing for any of the purposes of this Act the profits arising from or loss sustained in the business. 

(5) Sub-section (4) shall have effect, subject to any necessary modifications, as if references to selling back or 

retransferring the securities included references to selling or transferring similar securities. 

(6) The Assessing Officer may, by notice in writing, require any person to furnish him within such time as he 

may direct (not being less than twenty-eight days), in respect of all securities of which such person was the 

owner or in which he had a beneficial interest at any time during the period specified in the notice, such 

particulars as he considers necessary for the purposes of this section and for the purpose of discovering whether 

income-tax has been borne in respect of the interest on all those securities. 
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(7) Where— 

 (a) any person buys or acquires any securities or unit within a period of three months prior to the 

record date; 

 (b) such person sells or transfers— 

  (i) such securities within a period of three months after such date; or 

 (ii) such unit within a period of nine months after such date; 

 (c) the dividend or income on such securities or unit received or receivable by such person is exempt, 

then, the loss, if any, arising to him on account of such purchase and sale of securities or unit, to the extent 

such loss does not exceed the amount of dividend or income received or receivable on such securities or 

unit, shall be ignored for the purposes of computing his income chargeable to tax. 

(8) Where— 

 (a) any person buys or acquires any units within a period of three months prior to the record date; 

 (b) such person is allotted additional units without any payment on the basis of holding of such units 

on such date; 

 (c) such person sells or transfers all or any of the units referred to in clause (a) within a period of nine 

months after such date, while continuing to hold all or any of the additional units referred to in clause 

(b), 

then, the loss, if any, arising to him on account of such purchase and sale of all or any of such units shall be 

ignored for the purposes of computing his income chargeable to tax and notwithstanding anything contained in 

any other provision of this Act, the amount of loss so ignored shall be deemed to be the cost of 

purchase or acquisition of such additional units referred to in clause (b) as are held by him on the 

date of such sale or transfer. 

Explanation.—For the purposes of this section,— 

 (a) "interest" includes a dividend ; 

(aa) "record date" means such date as may be fixed by— 

  (i) a company for the purposes of entitlement of the holder of the securities to receive dividend; or 

 (ii) a Mutual Fund or the Administrator of the specified undertaking or the specified company as 

referred to in the Explanation to clause (35) of section 10, for the purposes of entitlement of the 

holder of the units to receive income, or additional unit without any consideration, as the case 

may be; 

 (b) "securities" includes stocks and shares ; 

 (c) securities shall be deemed to be similar if they entitle their holders to the same rights against the same 

persons as to capital and interest and the same remedies for the enforcement of those rights, 

notwithstanding any difference in the total nominal amounts of the respective securities or in the form 

in which they are held or in the manner in which they can be transferred; 

 (d) "unit" shall have the meaning assigned to it in clause (b) of the Explanation to section 115AB. 
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Ch-ID Q-ID Type of Question Status 

F25 11 Firms special adjustment  

F25 10 Companies Special Adjustment  

F25 72 Full Computation V.Imp 

    

F25 18 Dividend stripping  

F25 19 Dividend stripping V.Imp 
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Question (GAAR and Tax Avoidance) (ID 01)  

 

V Tech Ltd is a company resident of country Cl. It enters into an agreement with Z Energy Ltd.. an Indian 

company for setting up e power plant in India. It is a composite contract for an agreed pnce of US$ 100 million. 

The payment has been split in the following parts as per separate agreements  

(i) US$ 10 million for design of power plant outside India (payment for which is taxable at 10% on gross basis) 

(ii) US$ 70 million for offshore supplies of equipment etc (not taxable as no role is played by any PE in India. 

There are not subject to import duty)  

(iii) US$ 20 million for local supplies and installation charges (taxable on net income basis) 

It is found that the fair market value of offshore design is about USD 30 million; therefore  is under invoiced. 

On the other hand, offshore supplies were over invoiced. The arrangement resulted in significant tax benefit to 

the taxpayer. Can GAAR be invoked in such a case ? 

 

Question (GAAR and Tax Avoidance) (ID 02)  

 

Under the provisions of a tax treaty between India and country F4. Any capital gains arising from the sale of 

shares of lndco, an Indian company would be taxable only in F4 if the transferor is a resident of F4 except where 

the transferor holds more than 10% interest in the capital stack of lndco. A company. A Ltd. being resident in 

F4, makes an investment in indco through two wholly owned subsidiaries (K Ltd. and L Ltd.) located in F4. 

Each subsidiary holds 9.95% shareholding in the Indian Company, the total adding to 19.9% of equity of lndco. 

The subsidiaries sell the shares of Indco and claim exemption as each is holding less than 10% equity shares in 

the Indian company. Can GAAR be invoked to deny treaty benefit ? 
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Question (GAAR and Tax Avoidance) (ID 03)  

 

An Indian company, A Ltd. makes an investment of 1 crore in shares of a listed company on l January. After a 

year, the prices go up and fair market value of shares becomes 11 crore. if A Ltd sells these shares, the long 

term capitel gains of 10 crore would be exempt but it would be liable to tax under MAT@ the applicable rate. 

A Ltd. forms partnership firm with another person with nominal partnership. It transfers its shares in the firm at 

a cost price. No capital gain arises as per section 45 of the Act. After a year, the firm sells these shares and 

realises the gains of 10 crore which is exempt from taxation and no MAT is payable. Subsequently. The firm is 

dissolved and share of A Ltd In the partnership firm is transferred back along with profits, which is exempt from 

tax under the Act. Can GAAR be invoked in this case ? 

 

 

Question (GAAR and Tax Avoidance) (ID 04)  

 

lndco incorporates a Subco in a NTJ (Low Tax Jurisdiction) with equity of US $100. Subco gives a loan of US 

$ 100 to another Indian company (X Ltd) at the rate of 10% p.a. X Ltd. claims deduction of interest payable to 

Subco from the profit of business. There is no other activity in Subco. Can GAAR be invoked in such a case ? 

 

 

Question (GAAR and Tax Avoidance) (ID 05)  

 

(i) X Ltd. is a banking institution in LTJ (Low Tax Jurisdiction), 

(ii) There is a closely held company Subco in LTJ which is a wholly owned subsidiary of another closely held 

Indian company Indco; 

(iii) Subco has reserves and, if it provides a loan to lndco. It may be treated as deemed dividend under section 

2(22)(e) of the Act. 

(iv) Subco makes a term deposit with X bank Ltd. and X bank Ltd., on the basis of this security, provides a back 

to back loan to lndco. 

 

Say, lndia- LTJ tax treaty provides that interest payment to LTJ banking company is not taxable in lndia 

Can this be examined under GAAR ? 
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Question (GAAR and Tax Avoidance) (ID 06)  

 

(i) Y Ltd. is a company incorporated in country C1. It is a non-resident in India. 

(ii) Z Ltd. Is a company resident in India. 

(iii) A Ltd. is a company incorporated in country F1 and it is a 100% subsidiary of Y Ltd. 

(iv) A Ltd. end Z Ltd. form a joint venture company X Ltd. in India after the date of commencement of GAAR 

provisions. There is no other activity in A Ltd. 

(v) The India-F1 tax treaty provides for non-taxation of capital gains in the source country and country F1 

charges no capital gains tax in its domestic law. 

(vi) A Ltd. is also designated as a permitted transferee of Y Ltd. Permitted transferee means that though shares 

are held by A Ltd. all rights of voting, management. Right to sell etc., are vested in Y Ltd. 

(vii) As per the joint venture agreement, 49% of X Ltd equity is allotted to A Ltd. And 51% is allotted to Z Ltd.. 

(viii) Thereafter, the shares of X Ltd. held by A Ltd. are sold to C Ltd., a company connected to the Z Ltd. 

group. 

As per the tax treaty with country F1, capital gains arising to A Ltd. are not taxable in India. Can GAAR be 

invoked to deny the treaty benefit ? 

 

Question (GAAR and Tax Avoidance) (ID 07)  

 

A Ltd. is incorporated in country F1 as a wholly owned subsidiary of company Y Ltd. which is not a resident of 

F1 or of India. The India-Fl tax treaty provides for non-taxation of capital gains in India (the source country) 

and country F1 charges no capital gains tax in its domestic law. Some shares of X Ltd., an Indian company are 

acquired by A Ltd in the year after date of coming into force of GAAR provisions. The entire funding for 

investment by A Ltd. in X Ltd. was done by Y Ltd. These shares are subsequently disposed of by A Ltd after 5 

years. This results in capital gains which A Ltd. claims as not being taxable in India by virtue of the India-F1 

tax treaty. A Ltd. has not made any other transaction during this period. Can GAAR be invoked ? 
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Question (GAAR and Tax Avoidance) (ID 08)  

 

Specify with reason, whether the following acts can be considered as (i) Tax planning; or (ii) Tax management: 

or (iii) Tax evasion 

 

(i) Mr P deposits 1,00,000 in PPF account so as to reduce his total income from 3,40,000 to 2,40,000. 

(ii) SQL Ltd. maintains register of tax deduction at source effected by it to enable timely compliance. 

(iii) An individual tax payer making tax saver deposit of 1,00,000 in a nationalised bank 

(iv) A partnership firm obtaining declaration from lenders and depositors in Form NO. 15G/15H and forwarding 

the same to income-tax authorities. 

(v) A company installed an air-conditioner costing 75,000 at the residence of a director as per terms of his 

appointment but treats it as fitted in quality control section in the factory. This is with the objective to treat it as 

plant for the puipose of computing depreciation. 

(vi) RR Ltd. issued a credit note for 80,000 as brokerage payable to Mr. Ramana who is the son of the managing 

director of the company. The purpose is to increase the total income of Mr. Ramana from  4,00,000 to 4,80,000 

and reduce the income of RR Ltd. correspondingly. 

(vii) A company remitted provident fund contribution of both its own contribution and employees contribution 

on monthly basis before due date. 
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95. (1) Notwithstanding anything contained in the Act, an arrangement entered into by an assessee may be 

declared to be an impermissible avoidance arrangement and the consequence in relation to tax arising 

therefrom may be determined subject to the provisions of this Chapter. 

(2) This Chapter shall apply in respect of any assessment year beginning on or after the 1st day of April, 2018. 

Explanation.—For the removal of doubts, it is hereby declared that the provisions of this Chapter may be applied 

to any step in, or a part of, the arrangement as they are applicable to the arrangement. 

 

 

96. (1) An impermissible avoidance arrangement means an arrangement, the main purpose of which is to 

obtain a tax benefit, and it— 

 (a) creates rights, or obligations, which are not ordinarily created between persons dealing at arm's 

length; 

 (b) results, directly or indirectly, in the misuse, or abuse, of the provisions of this Act; 

 (c) lacks commercial substance or is deemed to lack commercial substance under section 97, in whole 

or in part; or 

 (d) is entered into, or carried out, by means, or in a manner, which are not ordinarily employed for bona 

fide purposes. 

(2) An arrangement shall be presumed, unless it is proved to the contrary by the assessee, to have been 

entered into, or carried out, for the main purpose of obtaining a tax benefit, if the main purpose of a step in, 

or a part of, the arrangement is to obtain a tax benefit, notwithstanding the fact that the main purpose of the 

whole arrangement is not to obtain a tax benefit. 
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97. (1) An arrangement shall be deemed to lack commercial substance, if— 

 (a) the substance or effect of the arrangement as a whole, is inconsistent with, or differs significantly from, 

the form of its individual steps or a part; or 

 (b) it involves or includes— 

  (i) round trip financing; 

 (ii) an accommodating party; 

(iii) elements that have effect of offsetting or cancelling each other; or 

(iv) a transaction which is conducted through one or more persons and disguises the value, location, 

source, ownership or control of funds which is the subject matter of such transaction; or 

 (c) it involves the location of an asset or of a transaction or of the place of residence of any party which is 

without any substantial commercial purpose other than obtaining a tax benefit (but for the provisions of 

this Chapter) for a party; or 

 (d) it does not have a significant effect upon the business risks or net cash flows of any party to the 

arrangement apart from any effect attributable to the tax benefit that would be obtained (but for the 

provisions of this Chapter). 

(2) For the purposes of sub-section (1), round trip financing includes any arrangement in which, through a 

series of transactions— 

 (a) funds are transferred among the parties to the arrangement; and 

 (b) such transactions do not have any substantial commercial purpose other than obtaining the tax benefit 

(but for the provisions of this Chapter), 

without having any regard to— 

(A) whether or not the funds involved in the round trip financing can be traced to any funds transferred to, 

or received by, any party in connection with the arrangement; 

(B) the time, or sequence, in which the funds involved in the round trip financing are transferred or received; 

or 

(C) the means by, or manner in, or mode through, which funds involved in the round trip financing are 

transferred or received. 

(3) For the purposes of this Chapter, a party to an arrangement shall be an accommodating party, if the 

main purpose of the direct or indirect participation of that party in the arrangement, in whole or in 

part, is to obtain, directly or indirectly, a tax benefit (but for the provisions of this Chapter) for the assessee 

whether or not the party is a connected person in relation to any party to the arrangement. 

(4) For the removal of doubts, it is hereby clarified that the following may be relevant but shall not be sufficient 

for determining whether an arrangement lacks commercial substance or not, namely:— 

  (i) the period or time for which the arrangement (including operations therein) exists; 

 (ii) the fact of payment of taxes, directly or indirectly, under the arrangement; 

(iii) the fact that an exit route (including transfer of any activity or business or operations) is provided by 

the arrangement. 
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98. (1) If an arrangement is declared to be an impermissible avoidance arrangement, then, the consequences, 

in relation to tax, of the arrangement, including denial of tax benefit or a benefit under a tax treaty, 

shall be determined, in such manner as is deemed appropriate, in the circumstances of the case, including by 

way of but not limited to the following, namely:— 

 (a) disregarding, combining or recharacterising any step in, or a part or whole of, 

the impermissible avoidance arrangement; 

 (b) treating the impermissible avoidance arrangement as if it had not been entered into or carried out; 

 (c) disregarding any accommodating party or treating any accommodating party and any other party as one 

and the same person; 

 (d) deeming persons who are connected persons in relation to each other to be one and the same person for 

the purposes of determining tax treatment of any amount; 

 (e) reallocating amongst the parties to the arrangement— 

  (i) any accrual, or receipt, of a capital nature or revenue nature; or 

 (ii) any expenditure, deduction, relief or rebate; 

  (f) treating— 

  (i) the place of residence of any party to the arrangement; or 

 (ii) the situs of an asset or of a transaction, 

at a place other than the place of residence, location of the asset or location of the transaction as provided 

under the arrangement; or 

 (g) considering or looking through any arrangement by disregarding any corporate structure. 

(2) For the purposes of sub-section (1),— 

  (i) any equity may be treated as debt or vice versa; 

 (ii) any accrual, or receipt, of a capital nature may be treated as of revenue nature or vice versa; or 

(iii) any expenditure, deduction, relief or rebate may be recharacterised. 

 

 

99. For the purposes of this Chapter, in determining whether a tax benefit exists,— 

  (i) the parties who are connected persons in relation to each other may be treated as one and the same 

person; 

 (ii) any accommodating party may be disregarded; 

(iii) the accommodating party and any other party may be treated as one and the same person; 

(iv) the arrangement may be considered or looked through by disregarding any corporate structure. 
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100. The provisions of this Chapter shall apply in addition to, or in lieu of, any other basis for determination of 

tax liability. 

 

101. The provisions of this Chapter shall be applied in accordance with such guidelines and subject to such 

conditions, as may be prescribed.51 

 

102. In this Chapter, unless the context otherwise requires,— 

 (1) "arrangement" means any step in, or a part or whole of, any transaction, operation, scheme, agreement 

or understanding, whether enforceable or not, and includes the alienation of any property in such 

transaction, operation, scheme, agreement or understanding; 

 (2) "asset" includes property, or right, of any kind; 

 (3) "benefit" includes a payment of any kind whether in tangible or intangible form; 

 (4) "connected person" means any person who is connected directly or indirectly to another person and 

includes,— 

 (a) any relative of the person, if such person is an individual; 

 (b) any director of the company or any relative of such director, if the person is a company; 

 (c) any partner or member of a firm or association of persons or body of individuals or any relative 

of such partner or member, if the person is a firm or association of persons or body of individuals; 

 (d) any member of the Hindu undivided family or any relative of such member, if the person is a 

Hindu undivided family; 

 (e) any individual who has a substantial interest in the business of the person or any relative of such 

individual; 

 (f) a company, firm or an association of persons or a body of individuals, whether incorporated or 

not, or a Hindu undivided family having a substantial interest in the business of the person or any 

director, partner, or member of the company, firm or association of persons or body of individuals 

or family, or any relative of such director, partner or member; 

 (g) a company, firm or association of persons or body of individuals, whether incorporated or not, or 

a Hindu undivided family, whose director, partner, or member has a substantial interest in the 

business of the person, or family or any relative of such director, partner or member; 

 (h) any other person who carries on a business, if— 

 (i) the person being an individual, or any relative of such person, has a substantial interest in the 

business of that other person; or 

(ii) the person being a company, firm, association of persons, body of individuals, whether 

incorporated or not, or a Hindu undivided family, or any director, partner or member of such 

company, firm or association of persons or body of individuals or family, or any relative of 

javascript:ShowFootnote('ftn51_section101');
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such director, partner or member, has a substantial interest in the business of that other 

person; 

 (5) "fund" includes— 

 (a) any cash; 

 (b) cash equivalents; and 

 (c) any right, or obligation, to receive or pay, the cash or cash equivalent; 

 (6) "party" includes a person or a permanent establishment which participates or takes part in an 

arrangement; 

 (7) "relative" shall have the meaning assigned to it in the Explanation to clause (vi) of sub-section (2) 

of section 56; 

 (8) a person shall be deemed to have a substantial interest in the business, if,— 

 (a) in a case where the business is carried on by a company, such person is, at any time during the 

financial year, the beneficial owner of equity shares carrying twenty per cent or more, of the 

voting power; or 

 (b) in any other case, such person is, at any time during the financial year, beneficially entitled to 

twenty per cent or more, of the profits of such business; 

 (9) "step" includes a measure or an action, particularly one of a series taken in order to deal with or achieve 

a particular thing or object in the arrangement; 

(10) "tax benefit" includes,— 

 (a) a reduction or avoidance or deferral of tax or other amount payable under this Act; or 

 (b) an increase in a refund of tax or other amount under this Act; or 

 (c) a reduction or avoidance or deferral of tax or other amount that would be payable under this Act, 

as a result of a tax treaty; or 

 (d) an increase in a refund of tax or other amount under this Act as a result of a tax treaty; or 

 (e) a reduction in total income; or 

 (f) an increase in loss, 

in the relevant previous year or any other previous year; 

(11) "tax treaty" means an agreement referred to in sub-section (1) of section 90 or sub-section (1) of section 

90A. 
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144BA. (1) If, the Assessing Officer, at any stage of the assessment or re-assessment proceedings before him 

having regard to the material and evidence available, considers that it is necessary to declare an arrangement as 

an impermissible avoidance arrangement and to determine the consequence of such an arrangement within the 

meaning of Chapter X-A, then, he may make a reference to the Principal Commissioner or Commissioner in 

this regard. 

(2) The Principal Commissioner or Commissioner shall, on receipt of a reference under sub-section (1), if he is 

of the opinion that the provisions of Chapter X-A are required to be invoked, issue a notice to the assessee, 

setting out the reasons and basis of such opinion, for submitting objections, if any, and providing an opportunity 

of being heard to the assessee within such period, not exceeding sixty days, as may be specified in the notice. 

(3) If the assessee does not furnish any objection to the notice within the time specified in the notice issued 

under sub-section (2), the Principal Commissioner or Commissioner shall issue such directions as he deems fit 

in respect of declaration of the arrangement to be an impermissible avoidance arrangement. 

(4) In case the assessee objects to the proposed action, and the Principal Commissioner or Commissioner after 

hearing the assessee in the matter is not satisfied by the explanation of the assessee, then, he shall make a 

reference in the matter to the Approving Panel for the purpose of declaration of the arrangement as an 

impermissible avoidance arrangement. 

(5) If the Principal Commissioner or Commissioner is satisfied, after having heard the assessee that the 

provisions of Chapter X-A are not to be invoked, he shall by an order in writing, communicate the same to the 

Assessing Officer with a copy to the assessee. 

(6) The Approving Panel, on receipt of a reference from the Principal Commissioner or Commissioner under 

sub-section (4), shall issue such directions, as it deems fit, in respect of the declaration of the arrangement as an 

impermissible avoidance arrangement in accordance with the provisions of Chapter X-A including specifying 

of the previous year or years to which such declaration of an arrangement as an impermissible avoidance 

arrangement shall apply. 

(7) No direction under sub-section (6) shall be issued unless an opportunity of being heard is given to the 

assessee and the Assessing Officer on such directions which are prejudicial to the interest of the assessee or the 

interests of the revenue, as the case may be. 

(8) The Approving Panel may, before issuing any direction under sub-section (6),— 

 (i)  if it is of the opinion that any further inquiry in the matter is necessary, direct the Principal 

Commissioner or Commissioner to make such inquiry or cause the inquiry to be made by any other 

income-tax authority and furnish a report containing the result of such inquiry to it; or 

(ii)  call for and examine such records relating to the matter as it deems fit; or 

(iii)  require the assessee to furnish such documents and evidence as it may direct. 

(9) If the members of the Approving Panel differ in opinion on any point, such point shall be decided according 

to the opinion of the majority of the members. 

(10) The Assessing Officer, on receipt of directions of the Principal Commissioner or Commissioner under sub-

section (3) or of the Approving Panel under sub-section (6), shall proceed to complete the proceedings referred 

to in sub-section (1) in accordance with such directions and the provisions of Chapter X-A. 

(11) If any direction issued under sub-section (6) specifies that declaration of the arrangement as impermissible 

avoidance arrangement is applicable for any previous year other than the previous year to which the proceedings 

referred to in sub-section (1) pertains, then, the Assessing Officer while completing any assessment or 

reassessment proceedings of the assessment year relevant to such other previous year shall do so in accordance 
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with such directions and the provisions of Chapter X-A and it shall not be necessary for him to seek fresh 

direction on the issue for the relevant assessment year. 

(12) No order of assessment or reassessment shall be passed by the Assessing Officer without the prior approval 

of the Principal Commissioner or Commissioner, if any tax consequences have been determined in the order 

under the provisions of Chapter X-A. 

(13) The Approving Panel shall issue directions under sub-section (6) within a period of six months from the 

end of the month in which the reference under sub-section (4) was received. 

(14) The directions issued by the Approving Panel under sub-section (6) shall be binding on— 

 (i)  the assessee; and 

(ii)  the Principal Commissioner or Commissioner and the income-tax authorities subordinate to him, 

and notwithstanding anything contained in any other provision of the Act, no appeal under the Act shall lie 

against such directions. 

(15) The Central Government shall, for the purposes of this section, constitute one or more Approving Panels 

as may be necessary and each panel shall consist of three members including a Chairperson. 

(16) The Chairperson of the Approving Panel shall be a person who is or has been a judge of a High Court, 

and— 

 (i)  one member shall be a member of Indian Revenue Service not below the rank of Principal Chief 

Commissioner or Chief Commissioner of Income-tax; and 

(ii)  one member shall be an academic or scholar having special knowledge of matters, such as direct taxes, 

business accounts and international trade practices. 

(17) The term of the Approving Panel shall ordinarily be for one year and may be extended from time to time 

up to a period of three years. 

(18) The Chairperson and members of the Approving Panel shall meet, as and when required, to consider the 

references made to the panel and shall be paid such remuneration as may be prescribed. 

(19) In addition to the powers conferred on the Approving Panel under this section, it shall have the powers 

which are vested in the Authority for Advance Rulings under section 245U. 

(20) The Board shall provide to the Approving Panel such officials as may be necessary for the efficient exercise 

of powers and discharge of functions of the Approving Panel under the Act. 

(21) The Board may make rules for the purposes of the constitution and efficient functioning of the Approving 

Panel and expeditious disposal of the references received under sub-section (4). 

Explanation.—In computing the period referred to in sub-section (13), the following shall be excluded— 

 (i)  the period commencing from the date on which the first direction is issued by the Approving Panel to 

the Principal Commissioner or Commissioner for getting the inquiries conducted through the authority 

competent under an agreement referred to in section 90 or section 90Aand ending with the date on 

which the information so requested is last received by the Approving Panel or one year, whichever is 

less; 

(ii)  the period during which the proceeding of the Approving Panel is stayed by an order or injunction of 

any court: 

Provided that where immediately after the exclusion of the aforesaid time or period, the period available to the 

Approving Panel for issue of directions is less than sixty days, such remaining period shall be extended to sixty 

days and the aforesaid period of six months shall be deemed to have been extended accordingly. 
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10U. Chapter X-A not to apply in certain cases.—(1) The provisions of Chapter X-A shall not apply to— 

(a)  an arrangement where the tax benefit in the relevant assessment year arising, in aggregate, to all the 

parties to the arrangement does not exceed a sum of rupees three crore; 

(b)  a Foreign Institutional Investor,— 

 (i)  who is an assessee under the Act; 

(ii)  who has not taken benefit of an agreement referred to in section 90 or section 90A as the case may 

be; and 

(iii) who has invested in listed securities, or unlisted securities, with the prior permission of the 

competent authority, in accordance with the Securities and Exchange Board of India (Foreign 

Institutional Investor) Regulations, 1995 and such other regulations as may be applicable, in 

relation to such investments; 

(c)  a person, being a non-resident, in relation to investment made by him by way of offshore derivative 

instruments or otherwise, directly or indirectly, in a Foreign Institutional Investor; 

(d)  any income accruing or arising to, or deemed to accrue or arise to, or received or deemed to be received 

by, any person from transfer of investments made before the 17a[1st day of April, 2017] by such person. 

(2) Without prejudice to the provisions of clause (d) of sub-rule (1), the provisions of Chapter X-A shall apply 

to any arrangement, irrespective of the date on which it has been entered into, in respect of the tax benefit 

obtained from the arrangement on or after the 17aa[1st day of April, 2017]. 

(3) For the purposes of this rule,— 

(i)  "Foreign Institutional Investor" shall have the same meaning as assigned to it in the Explanation to section 

115AD; 

(ii) "off shore derivative instrument" shall have the same meaning as assigned to it in the Securities and 

Exchange Board of India (Foreign Institutional Investor) Regulations, 1995 issued under Securities and 

Exchange Board of India Act, 1992 (15 of 1992) ; 

(iii) "Securities and Exchange Board of India" shall have the same meaning as assigned to it in clause (a) of 

sub-section (1) of section 2 of the Securities and Exchange Board of India Act, 1992 (15 of 1992); 

(iv) "tax benefit" as defined in clause (10) of section 102 and computed in accordance with Chapter X-A shall 

be with reference to— 

(a)  sub-clauses (a) to (e) of the said clause, the amount of tax; and 

(b)  sub-clause (f) of the said clause, the tax that would have been chargeable had the increase in loss 

referred to therein been the total income.] 
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10UA . For the purposes of sub-section (1) of section 98, where a part of an arrangement is declared to be an 

impermissible avoidance arrangement, the consequences in relation to tax shall be determined with reference 

to such part only. 
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10UB. (1) For the purposes of sub-section (1) of section 144BA, the Assessing Officer shall, before making a 

reference to the Commissioner, issue a notice in writing to the assessee seeking objections, if any, to the 

applicability of provisions of Chapter X-A in his case. 

(2) The notice referred to in sub-rule (1) shall contain the following:— 

 (i)  details of the arrangement to which the provisions of Chapter X-A are proposed to be applied; 

(ii)  the tax benefit arising under the arrangement; 

(iii) the basis and reason for considering that the main purpose of the identified arrangement is to obtain tax 

benefit; 

(iv) the basis and the reasons why the arrangement satisfies the condition provided in clause (a), (b), (c) or 

(d) of sub-section (1) of section 96; and 

(v)  the list of documents and evidence relied upon in respect of (iii) and (iv) above. 

(3) The reference by the Assessing Officer to the Commissioner under sub-section (1) of section 144BA shall be 

in Form No. 3CEG. 

(4) Where the Commissioner is satisfied that the provisions of Chapter X-A are not required to be invoked with 

reference to an arrangement after considering— 

 (i)  the reference received from the Assessing Officer under sub-section (1) of section 144BA; or 

(ii)  the reply of the assessee in response to the notice issued under sub-section (2) of section 144BA, 

he shall issue directions to the Assessing Officer in Form No. 3CEH. 

(5) Before a reference is made by the Commissioner to the Approving Panel under sub-section (4) of section 

144BA, he shall record his satisfaction regarding the applicability of the provisions of Chapter X-A in Form 

No. 3CEI and enclose the same with the reference.] 
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10UC. (1) For the purposes of section 144BA,— 

(i)  no directions under sub-section (3) of section 144BA shall be issued by the Commissioner after the expiry 

of one month from the end of the month in which the date of compliance of the notice issued under sub-

section (2) of section 144BA falls; 

(ii) no reference shall be made by the Commissioner to the Approving Panel under sub-section (4) of section 

144BA after the expiry of two months from the end of the month in which the final submission of the 

assessee in response to the notice issued under sub-section (2) of section 144BA is received; 

(iii) the Commissioner shall issue directions to the Assessing Officer in Form No.3CEH,— 

 (a)  in the case referred to in clause (i) of sub-rule (4) of rule 10UB, within a period of one month from 

the end of month in which the reference is received by him; and 

(b)  in the case referred to in clause (ii) of sub-rule (4) of rule 10UB, within a period of two months from the 

end of month in which the final submission of the assessee in response to the notice issued under sub-section 

(2) of section 144BA is received by him.] 
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Question (ITA) (SLID  16)  

 

The assessment of B, an individual, for the year was made under section 143(3) of the Income-tax Act, 1961 on 

18.3. and the penalty was initiated. The assessment has become final and is not the subject-matter of an appeal 

or revision. The Assessing Officer issued a show cause notice for levy of penalty to B on 25.3. B furnished a 

reply to the said notice on 30.3. There was a change in incumbent and the Assessing Officer, who made the 

assessment and issued the show cause notice, was succeeded by another. The successor-Assessing Officer, suo 

moto, issued a notice under section 129 to B on 20.9. B did not respond to the said notice. The successor-

Assessing Officer passed an order on 24.10 levying penalty. Examine the validity of the order of penalty passed 

with reference to the aspect of limitation. 

 

 

 Your Options are 

A Successor officer is Justified in passing penalty orders. 

B Successor officer is not Justified in passing penalty orders, since re-hearing was not given to 

the assessee before passing the order. 

C Successor officer is not Justified in passing penalty orders, since principles of natural justice 

have been violated. 

D Successor officer is not Justified in passing penalty orders, since successor officer has not 

passed orders in favour of the assessee. 
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Question (ITA) (SLID  16A)  

 

Board may issue instructions and directions to other income-tax authorities as it may deem fit u/s 119.   

 

 Your Options are 

A Such direction and instructions are for proper administration of this act. 

B Such direction and instructions are for increasing tax base of the country. 

C Such direction and instructions are for increasing tax collection of the country. 

D Such direction and instructions are for increasing tax payers of the country. 

 

 Your Options are 

A Such direction and instructions are to be followed by Income tax authority 

B Such direction and instructions are to be followed by Income tax authority and other persons 

employed in execution of income tax act 

C Such direction and instructions are to be followed by Income tax authority, assessee and 

other persons employed in execution of income tax act 

D Such direction and instructions are to be followed by Income tax authority, assessee, common 

man and other persons employed in execution of income tax act 

 

 Your Options are 

A Such direction and instructions are not binding on assessing officer. 

B Such direction and instructions are not binding on assessing officer and CIT passing order 

u/s 263. 

C Such direction and instructions are not binding on assessing officer, common man and CIT 

passing order u/s 263. 

D Such direction and instructions are not binding on assessee. 
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Question (ITA) (SLID  16B)  

 

In issuing the directions or orders referred to in u/s 120 the Board or other income-tax authority authorised by 

it may have regard to any one or more of the following criteria, namely :— 

(a)  territorial area; 

(b)  persons or classes of persons; 

(c)  incomes or classes of income; and 

(d)  cases or classes of cases. 

(e) Gender of the persons 

(f) Age of the Persons 

(g) Educational qualification of the persons 

 

 Your Options are 

A a,b,c,d 

B a,b,c,d,e,f 

C a,b,c,d,e,f,g 

D a,b,c 

 

Question (ITA) (SLID  16C)  

 

Where by virtue of any direction or order issued under section 120, the Assessing Officer has been vested with 

jurisdiction over any area, within the limits of such area, he shall have jurisdiction— 

(a)  in respect of any person carrying on a business or profession, if the place at which he carries on his 

business or profession is situate within the area, or where his business or profession is carried on in more 

places than one, if the principal place of his business or profession is situate within the area, and 

(b)  in respect of any other person residing within the area. 

(c) in respect of manufacturing concern where the factory is situated. 

(d) in respect of Rental Income where the property is situated 

 

 Your Options are 

A a,b 

B a,b,c 

C a,b,c,d 

D a 
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 Your Options are 

A Where doubt about jurisdiction of the assessing officer arise, matter will be decided by 

director general 

B Where doubt about jurisdiction of the assessing officer arise, matter will be decided by CBDT 

C Where doubt about jurisdiction of the assessing officer arise, matter will be decided by 

Government 

D Where doubt about jurisdiction of the assessing officer arise, matter will be decided by High 

Court. 

 

Question (ITA) (SLID  16D) 
Director General can transfer the case from one officer to another officer u/s 127. 

 

 Your Options are 

A Opportunity of being heard is to be given to the assessee. 

B Opportunity of being heard is not to be given to the assessee if the assessee is first time tax 

payer. 

C Opportunity of being heard is not to be given to the assessee if tax liability is less then 10,000 

D Opportunity of being heard is not to be given to the assessee age is less then 26 years 

 

 Your Options are 

A The transfer of a may be made at any stage of the proceedings, and shall not render necessary 

the re-issue of any notice already issued by the Assessing Officer from whom the case is 

transferred. 

B The transfer of a may be made at any stage of the proceedings, and shall render necessary 

the re-issue notice already issued by the Assessing Officer from whom the case is transferred. 

C The transfer of a may be made at any stage of the proceedings, and shall render necessary 

the re-issue notice already issued by the Assessing Officer from whom the case is transferred 

and also re-hearing is to be provided. 

D Transfer of a case cannot be made without authorisation from central government. 
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116. There shall be the following classes of income-tax authorities for the purposes of this Act, namely :— 

(a)  the Central Board of Direct Taxes constituted under the Central Boards of Revenue Act, 1963 (54 of 

1963), 

(aa) Principal Directors General of Income-tax or Principal Chief Commissioners of Income-tax, 

(b)  Directors-General of Income-tax or Chief Commissioners of Income-tax, 

(ba) Principal Directors of Income-tax or Principal Commissioners of Income-tax, 

(c)  Directors of Income-tax or Commissioners of Income-tax or Commissioners of Income-tax (Appeals), 

(cc) Additional Directors of Income-tax or Additional Commissioners of Income-tax or Additional 

Commissioners of Income-tax (Appeals), 

(cca) Joint Directors of Income-tax or Joint Commissioners of Income-tax, 

(d)  Deputy Directors of Income-tax or Deputy Commissioners of Income-tax or Deputy Commissioners of 

Income-tax (Appeals), 

(e)  Assistant Directors of Income-tax or Assistant Commissioners of Income-tax, 

(f)  Income-tax Officers, 

(g)  Tax Recovery Officers, 

(h)  Inspectors of Income-tax. 
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117. (1) The Central Government may appoint such persons as it thinks fit to be income-tax authorities. 

(2) Without prejudice to the provisions of sub-section (1), and subject to the rules and orders of the Central 

Government regulating the conditions of service of persons in public services and posts, the Central Government 

may authorise the Board, or a Principal Director General or Director-General, a Principal Chief Commissioner 

or Chief Commissioner or a Principal Director or Director or a Principal Commissioner or Commissioner to 

appoint income-tax authorities below the rank of an Assistant Commissioner or Deputy Commissioner. 

(3) Subject to the rules and orders of the Central Government regulating the conditions of service of persons in 

public services and posts, an income- tax authority authorised in this behalf by the Board may appoint such 

executive or ministerial staff as may be necessary to assist it in the execution of its functions. 

 

 

118. The Board may, by notification in the Official Gazette, direct that any income- tax authority or 

authorities specified in the notification shall be subordinate to such other income-tax authority or 

authorities as may be specified in such notification. 
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119. (1) The Board may, from time to time, issue such orders, instructions and directions to other 

income-tax authorities as it may deem fit for the proper administration of this Act, and such authorities and 

all other persons employed in the execution of this Act shall observe and follow such orders, 

instructions and directions of the Board : 

 

Provided that no such orders, instructions or directions shall be issued— 

(a)  so as to require any income-tax authority to make a particular assessment or to dispose of a 

particular case in a particular manner; or 

(b)  so as to interfere with the discretion of the Commissioner (Appeals) in the exercise of his 

appellate functions. 

 

(2) Without prejudice to the generality of the foregoing power,— 

(a) the Board may, if it considers it necessary or expedient so to do, for the purpose of proper and efficient 

management of the work of assessment and collection of revenue, issue, from time to time (whether by 

way of relaxation of any of the provisions of sections 

115P, 115S,115WD, 115WE, 115WF, 115WG, 115WH, 115WJ, 115WK, 139, 143, 144, 147, 148, 154, 

155, 158BFA, sub-section (1A) of section 201, sections 

210, 211, 234A, 234B, 234C, 234E, 32[270A,] 271 33[, 271C, 271CA] and 273 or otherwise), general or 

special orders in respect of any class of incomes or fringe benefits or class of cases, setting forth directions 

or instructions (not being prejudicial to assessees) as to the guidelines, principles or procedures to be 

followed by other income-tax authorities in the work relating to assessment or collection of revenue or the 

initiation of proceedings for the imposition of penalties and any such order may, if the Board is of opinion 

that it is necessary in the public interest so to do, be published and circulated in the prescribed 

manner for general information; 

(b)  the Board may, if it considers it desirable or expedient so to do for avoiding genuine hardship in any case 

or class of cases, by general or special order, authorise any income-tax authority, not being a 

Commissioner (Appeals) to admit an application or claim for any exemption, deduction, refund or any 

other relief under this Act after the expiry of the period specified by or under this Act for making such 

application or claim and deal with the same on merits in accordance with law; 

(c)  the Board may, if it considers it desirable or expedient so to do for avoiding genuine hardship in any case 

or class of cases, by general or special order for reasons to be specified therein, relax any requirement 

contained in any of the provisions of Chapter IV or Chapter VI-A, where the assessee has failed to comply 

with any requirement specified in such provision for claiming deduction thereunder, subject to the 

following conditions, namely:— 

 (i)  the default in complying with such requirement was due to circumstances beyond the control of 

the assessee; and 

(ii)  the assessee has complied with such requirement before the completion of assessment in relation 

to the previous year in which such deduction is claimed : 

Provided that the Central Government shall cause every order issued under this clause to be laid before 

each House of Parliament. 
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120. (1) Income-tax authorities shall exercise all or any of the powers and perform all or any of the 

functions conferred on, or, as the case may be, assigned to such authorities by or under this Act in accordance 

with such directions as the Board may issue for the exercise of the powers and performance of the functions by 

all or any of those authorities. 

Explanation.—For the removal of doubts, it is hereby declared that any income-tax authority, being an authority 

higher in rank, may, if so directed by the Board, exercise the powers and perform the functions of the income-

tax authority lower in rank and any such direction issued by the Board shall be deemed to be a direction issued 

under sub-section (1). 

(2) The directions of the Board under sub-section (1) may authorise any other income-tax authority to issue 

orders in writing for the exercise of the powers and performance of the functions by all or any of the 

other income-tax authorities who are subordinate to it. 

(3) In issuing the directions or orders referred to in sub-sections (1) and (2), the Board or other income-tax 

authority authorised by it may have regard to any one or more of the following criteria, namely :— 

(a)  territorial area; 

(b)  persons or classes of persons; 

(c)  incomes or classes of income; and 

(d)  cases or classes of cases. 

(4) Without prejudice to the provisions of sub-sections (1) and (2), the Board may, by general or special 

order, and subject to such conditions, restrictions or limitations as may be specified therein,— 

(a)  authorise any Principal Director General or Director General or Principal Director or Director to 

perform such functions of any other income-tax authority as may be assigned to him by the Board; 

(b)  empower the Principal Director General or Director General or Principal Chief Commissioner or 

Chief Commissioner or Principal Commissioner or Commissioner to issue orders in writing that the 

powers and functions conferred on, or as the case may be, assigned to, the Assessing Officer by or under 

this Act in respect of any specified area or persons or classes of persons or incomes or classes of income 

or cases or classes of cases, shall be exercised or performed by an Additional Commissioner or an 

Additional Director or a Joint Commissioner or a Joint Director, and, where any order is made under 

this clause, references in any other provision of this Act, or in any rule made thereunder to the Assessing 

Officer shall be deemed to be references to such Additional Commissioner or Additional Director or 

Joint Commissioner or Joint Director by whom the powers and functions are to be exercised or 

performed under such order, and any provision of this Act requiring approval or sanction of the Joint 

Commissioner shall not apply. 
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(5) The directions and orders referred to in sub-sections (1) and (2) may, wherever considered necessary or 

appropriate for the proper management of the work, require two or more Assessing Officers (whether or not 

of the same class) to exercise and perform, concurrently, the powers and functions in respect of any area 

or persons or classes of persons or incomes or classes of income or cases or classes of cases; and, where such 

powers and functions are exercised and performed concurrently by the Assessing Officers of different classes, 

any authority lower in rank amongst them shall exercise the powers and perform the functions as any higher 

authority amongst them may direct, and, further, references in any other provision of this Act or in any rule 

made thereunder to the Assessing Officer shall be deemed to be references to such higher authority and any 

provision of this Act requiring approval or sanction of any such authority shall not apply. 

(6) Notwithstanding anything contained in any direction or order issued under this section, or in section 124, the 

Board may, by notification in the Official Gazette, direct that for the purpose of furnishing of the return of 

income or the doing of any other act or thing under this Act or any rule made thereunder by any person or class 

of persons, the income-tax authority exercising and performing the powers and functions in relation to the said 

person or class of persons shall be such authority as may be specified in the notification. 
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124. (1) Where by virtue of any direction or order issued under sub-section (1) or sub-section (2) of section 120, 

the Assessing Officer has been vested with jurisdiction over any area, within the limits of such area, he 

shall have jurisdiction— 

(a)  in respect of any person carrying on a business or profession, if the place at which he 

carries on his business or profession is situate within the area, or where his business or 

profession is carried on in more places than one, if the principal place of his business or 
profession is situate within the area, and 

(b)  in respect of any other person residing within the area. 

(2) Where a question arises under this section as to whether an Assessing Officer has jurisdiction to 

assess any person, the question shall be determined by the Principal Director General or Director General 

or the Principal Chief Commissioner or Chief Commissioner or the Principal Commissioner or Commissioner; 

or where the question is one relating to areas within the jurisdiction of different Principal Directors General or 

Directors General or Principal Chief Commissioners or Chief Commissioners or Principal Commissioners or 

Commissioners, by the Principal Directors General or Directors General or Principal Chief Commissioners or 

Chief Commissioners or Principal Commissioners or Commissioners concerned or, if they are not in agreement, 

by the Board or by such Principal Director General or Director General or Principal Chief Commissioner or 

Chief Commissioner or Principal Commissioner or Commissioner as the Board may, by notification in the 

Official Gazette, specify. 

(3) No person shall be entitled to call in question the jurisdiction of an Assessing Officer— 

(a)  where he has made a return under sub-section (1) of section 115WD or under sub-section (1) 

of section 139, after the expiry of one month from the date on which he was served with a notice under 

sub-section (1) of section 142 or sub-section (2) of section 115WE or sub-section (2) of section 143 or 

after the completion of the assessment, whichever is earlier; 

(b)  where he has made no such return, after the expiry of the time allowed by the notice under sub-

section (2) of section 115WD or sub-section (1) of section 142 or under sub-section (1) of section 

115WH or under section 148 for the making of the return or by the notice under the first proviso 

to section 115WF or under the first proviso to section 144 to show cause why the assessment should not 

be completed to the best of the judgment of the Assessing Officer, whichever is earlier; 

(c) where an action has been taken under section 132 or section 132A, after the expiry of one month 

from the date on which he was served with a notice under sub-section (1) of section 153A or sub-section 

(2) of section 153C or after the completion of the assessment, whichever is earlier. 

(4) Subject to the provisions of sub-section (3), where an assessee calls in question the jurisdiction of an 

Assessing Officer, then the Assessing Officer shall, if not satisfied with the correctness of the claim, refer the 

matter for determination under sub-section (2) before the assessment is made. 

(5) Notwithstanding anything contained in this section or in any direction or order issued under section 120, 

every Assessing Officer shall have all the powers conferred by or under this Act on an Assessing Officer in 

respect of the income accruing or arising or received within the area, if any, over which he has been vested with 

jurisdiction by virtue of the directions or orders issued under sub-section (1) or sub-section (2) of section 120. 
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127. (1) The Principal Director General or Director General or Principal Chief Commissioner or Chief 

Commissioner or Principal Commissioner or Commissioner may, after giving the assessee a reasonable 

opportunity of being heard in the matter, wherever it is possible to do so, and after recording his reasons 

for doing so, transfer any case from one or more Assessing Officers subordinate to him (whether with or 

without concurrent jurisdiction) to any other Assessing Officer or Assessing Officers (whether with or without 

concurrent jurisdiction) also subordinate to him. 

(2) Where the Assessing Officer or Assessing Officers from whom the case is to be transferred and the Assessing 

Officer or Assessing Officers to whom the case is to be transferred are not subordinate to the same 

Principal Director General or Director General or Principal Chief Commissioner or Chief Commissioner or 

Principal Commissioner or Commissioner,— 

(a) where the Principal Directors General or Directors General or Principal Chief Commissioners or Chief 

Commissioners or Principal Commissioners or Commissioners to whom such Assessing Officers are 

subordinate are in agreement, then the Principal Director General or Director General or Principal Chief 

Commissioner or Chief Commissioner or Principal Commissioner or Commissioner from whose 

jurisdiction the case is to be transferred may, after giving the assessee a reasonable opportunity 

of being heard in the matter, wherever it is possible to do so, and after recording his reasons for 

doing so, pass the order; 

(b) where the Principal Directors General or Directors General or Principal Chief Commissioners or Chief 

Commissioners or Principal Commissioners or Commissioners aforesaid are not in agreement, the 

order transferring the case may, similarly, be passed by the Board or any such Principal Director General 

or Director General or Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner as the Board may, by notification in the Official Gazette, authorise 

in this behalf. 

 

(3) Nothing in sub-section (1) or sub-section (2) shall be deemed to require any such opportunity to be 

given where the transfer is from any Assessing Officer or Assessing Officers (whether with or without 

concurrent jurisdiction) to any other Assessing Officer or Assessing Officers (whether with or without 

concurrent jurisdiction) and the offices of all such officers are situated in the same city, locality or 

place. 

 

(4) The transfer of a case under sub-section (1) or sub-section (2) may be made at any stage of the 

proceedings, and shall not render necessary the re-issue of any notice already issued by the Assessing 

Officer or Assessing Officers from whom the case is transferred. 

 

Explanation.—In section 120 and this section, the word "case", in relation to any person whose name is specified 

in any order or direction issued thereunder, means all proceedings under this Act in respect of any year which 

may be pending on the date of such order or direction or which may have been completed on or before such 

date, and includes also all proceedings under this Act which may be commenced after the date of such order or 

direction in respect of any year. 
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129. Whenever in respect of any proceeding under this Act an income-tax authority ceases to exercise 

jurisdiction and is succeeded by another who has and exercises jurisdiction, the income-tax authority so 

succeeding may continue the proceeding from the stage at which the proceeding was left by his predecessor 

: 

 

Provided that the assessee concerned may demand that before the proceeding is so continued the 

previous proceeding or any part thereof be reopened or that before any order of assessment is passed against 

him, he be reheard. 
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Question  (power to call for documents, summons etc.) (SLID  14) (Revision  / Home work) 

The Director General of Income – Tax after getting the information that Mr. Mogambo is in possession of 

unaccounted cash of  50 lacs, issued orders by invoking powers vested in him as per section 131(1A) of the Act, 

for its seizure. Order for seizure of cash issued by the Director General of Income – Tax. 

 

 Your Options are 

A Seizure of cash is justified since orders were issued by Director General 

B Seizure of cash is justified 131(1A) permits the seizure of cash 

C Seizure of cash is justified since it is believed that it is unaccounted cash 

D None of above 

 

Question  (power to call for documents, summons etc.) (SLID  08) (Revision  / Home work) 

The assessee was carried on the business of purchase and sale of silver ornaments, utensils, etc. A search was 

conducted by the Income-tax Department on the residential and business premises of the assessee. During the 

search silver ornaments and utensils were seized. The assessee had explained that the said silver had been 

purchased from R. Statement of R was recorded. The Assessing Officer accepted all the entries recorded in the 

amanat book except the entries pertaining to R. The affidavit of R and the bank transaction made by him were 

ignored. The assessee made a prayer under section 131 of the Act to summon R for cross-examination. The 

prayer was not acceded to and the assessment order was passed by the officer.  

 

 Your Options are 

A Order of AO is Justified since law does not provide for Cross examination of statements. 

B Order of AO is Justified since additions have been made pursuant to search. 

C Order of AO is Justified since he has followed all the principles of Natural Justice. 

D None of above 
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Question  (power to call for documents, summons etc.) (SLID 09) 

The assessee-company was engaged in the business of selling consumer goods. The assessee was requested to 

furnish the true and complete details of all payments made by it to its distributors in Kerala, during the period 

of last 3 years, with the names and complete addresses of the respective payees and the amount paid in each 

financial year, etc., and any other relevant details. This letter was issued in lieu of summoning the assessee under 

section 131. The assessee was informed that the distributors of the company’s products in Kerala were in receipt 

of remuneration (by whatever name called) from the company which had not been fully and properly offered 

for income-tax assessment in their respective hands. For the purpose of making necessary enquiry and 

investigation thereto, relevant details were called for, from the assessee. A formal summons was also enclosed. 

It was further informed that the personal appearance of the managing director was not essential provided the 

particulars called for were furnished. You are required to answer whether the action of the income tax authority 

in issuing the summons are justified. 

 

Question  (power to call for documents, summons etc.) (SLID 17) 

The Assessing Officer issued notices under section 133 to four banks requiring particulars relating to a customer 

in a specific format duly verified in a prescribed manner. One of the banks refused to part with the information 

on the ground that the letter did not specify about any proceeding pending against the said customer under the 

Income-tax Act, 1961. Discuss the correctness of action of the bank in refusing to furnish the particulars as 

required by the Assessing Officer. 
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131. (1) The Assessing Officer, Deputy Commissioner (Appeals), Joint Commissioner, Commissioner 

(Appeals), Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner 

and the Dispute Resolution Panel referred to in clause (a) of sub-section (15) of section 144C shall, for the 

purposes of this Act, have the same powers as are vested in a court under the Code of Civil Procedure, 

1908 (5 of 1908), when trying a suit in respect of the following matters, namely :— 

 

(a)  discovery and inspection; 

(b)  enforcing the attendance of any person, including any officer of a banking company and 

examining him on oath; 

(c)  compelling the production of books of account and other documents; and 

(d)  issuing commissions. 

 

(1A) If the Principal Director General or Director General or Principal Director or Director or Joint Director or 

Assistant Director or Deputy Director, or the authorised officer referred to in sub-section (1) of section 

132 before he takes action under clauses (i) to (v) of that sub-section, has reason to suspect that any income has 

been concealed, or is likely to be concealed, by any person or class of persons, within his jurisdiction, then, for 

the purposes of making any enquiry or investigation relating thereto, it shall be competent for him to exercise 

the powers conferred under sub-section (1) on the income-tax authorities referred to in that sub-section, 
notwithstanding that no proceedings with respect to such person or class of persons are pending 

before him or any other income-tax authority. 

 

(2) For the purpose of making an inquiry or investigation in respect of any person or class of persons in 

relation to an agreement referred to in section 90 or section 90A, it shall be competent for any income-tax 

authority not below the rank of Assistant Commissioner of Income-tax, as may be notified by the Board in this 

behalf, to exercise the powers conferred under sub-section (1) on the income-tax authorities referred to in that 

sub-section, notwithstanding that no proceedings with respect to such person or class of persons are pending 

before it or any other income-tax authority. 

 

(3) Subject to any rules made in this behalf, any authority referred to in sub-section (1) or sub-section (1A) or 

sub-section (2) may impound and retain in its custody for such period as it thinks fit any books of account 

or other documents produced before it in any proceeding under this Act : 

Provided that an Assessing Officer or an Assistant Director or Deputy Director shall not— 

(a)  impound any books of account or other documents without recording his reasons for so doing, or 

(b)  retain in his custody any such books or documents for a period exceeding fifteen days (exclusive of 

holidays) without obtaining the approval of the Principal Chief Commissioner or Chief Commissioner 

or Principal Director General or Director General or Principal Commissioner or Commissioner or 

Principal Director or Director therefor, as the case may be. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071846',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071780',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071780',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071519',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071521',%20'');


 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Powers of ITA - P a g e  | F31-B . 2 

132A. (1) Where the Principal Director General or Director General or Principal Director or Director or the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, in 

consequence of information in his possession, has reason to believe that— 

(a)  any person to whom a summons under sub-section (1) of section 37 of the Indian Income-tax Act, 

1922 (11 of 1922), or under sub-section (1) of section 131 of this Act, or a notice under sub-section (4) 

of section 22 of the Indian Income-tax Act, 1922, or under sub-section (1) of section 142 of this Act 

was issued to produce, or cause to be produced, any books of account or other documents has omitted 

or failed to produce, or cause to be produced, such books of account or other documents, as 

required by such summons or notice and the said books of account or other documents have been taken 

into custody by any officer or authority under any other law for the time being in 

force, or 

(b)  any books of account or other documents will be useful for, or relevant to, any proceeding under 

the Indian Income-tax Act, 1922 (11 of 1922), or under this Act and any person to whom a summons or 

notice as aforesaid has been or might be issued will not, or would not, produce or cause to be produced, 

such books of account or other documents on the return of such books of account or other documents 

by any officer or authority by whom or which such books of account or other documents have been 

taken into custody under any other law for the time being in force, or 

(c)  any assets represent either wholly or partly income or property which has not been, or would not 

have been, disclosed for the purposes of the Indian Income-tax Act, 1922 (11 of 1922), or this Act by 

any person from whose possession or control such assets have been taken into custody by any officer 

or authority under any other law for the time being in force, 

then, the Principal Director General or Director General or Principal Director or Director or the Principal Chief 

Commissioner or Chief Commissioner or Principal Commissioner or Commissioner may authorise any 

Additional Director, Additional Commissioner, Joint Director, Joint Commissioner, Assistant Director or 

Deputy Director, Assistant Commissioner or Deputy Commissioner or Income-tax Officer (hereafter in this 

section and in sub-section (2) of section 278D referred to as the requisitioning officer) to require the officer 

or authority referred to in clause (a) or clause (b) or clause (c), as the case may be, to deliver such 

books of account, other documents or assets to the requisitioning officer. 

Explanation.—For the removal of doubts, it is hereby declared that the reason to believe, as recorded by the 

income-tax authority under this sub-section, shall not be disclosed to any person or any authority or the Appellate 

Tribunal. 

(2) On a requisition being made under sub-section (1), the officer or authority referred to in clause (a) or clause 

(b) or clause (c), as the case may be, of that sub-section shall deliver the books of account, other 
documents or assets to the requisitioning officer either forthwith or when such officer or authority 
is of the opinion that it is no longer necessary to retain the same in his or its custody. 

(3) Where any books of account, other documents or assets have been delivered to the requisitioning officer, the 

provisions of sub-sections (4A) to (14) (both inclusive) of section 132 and section 132B shall, so far as may be, 

apply as if such books of account, other documents or assets had been seized under sub-section (1) of 

section 132 by the requisitioning officer from the custody of the person referred to in clause (a) or clause (b) or 

clause (c), as the case may be, of sub-section (1) of this section and as if for the words "the authorised officer" 

occurring in any of the aforesaid sub-sections (4A) to (14), the words "the requisitioning officer" were 

substituted. 
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133. The Assessing Officer, the Deputy Commissioner (Appeals), the Joint Commissioner or the Commissioner 

(Appeals) may, for the purposes of this Act,— 

(1)  require any firm to furnish him with a return of the names and addresses of the partners of the firm 

and their respective shares; 

(2)  require any Hindu undivided family to furnish him with a return of the names and addresses of the 

manager and the members of the family; 

(3)  require any person whom he has reason to believe to be a trustee, guardian or agent, to furnish him with 

a return of the names of the persons for or of whom he is trustee, guardian or agent, and of their 

addresses; 

(4)  require any assessee to furnish a statement of the names and addresses of all persons to whom 

he has paid in any previous year rent, interest, commission, royalty or brokerage, or any 

annuity, not being any annuity taxable under the head "Salaries" amounting to more than one thousand 

rupees, or such higher amount as may be prescribed, together with particulars of all such payments 

made; 

(5)  require any dealer, broker or agent or any person concerned in the management of a stock or 

commodity exchange to furnish a statement of the names and addresses of all persons to whom 
he or the exchange has paid any sum in connection with the transfer, whether by way of sale, 

exchange or otherwise, of assets, or on whose behalf or from whom he or the exchange has received 

any such sum, together with particulars of all such payments and receipts ; 

(6)  require any person, including a banking company or any officer thereof, to furnish information in 

relation to such points or matters, or to furnish statements of accounts and affairs verified in the 
manner specified by the Assessing Officer, the Deputy Commissioner (Appeals), the Joint 

Commissioner or the Commissioner (Appeals), giving information in relation to such points or matters 

as, in the opinion of the Assessing Officer, the Deputy Commissioner (Appeals), the Joint 

Commissioner or the Commissioner (Appeals), will be useful for, or relevant to, any enquiry or 

proceeding under this Act : 

Provided that the powers referred to in clause (6), may also be exercised by the Principal Director General or 

Director-General, the Principal Chief Commissioner or Chief Commissioner, the Principal Director or 

Director or the Principal Commissioner or Commissioner or the Joint Director or Deputy Director or Assistant 

Director: 

Provided further that the power in respect of an inquiry, in a case where no proceeding is pending, shall not 

be exercised by any income-tax authority below the rank of Principal Director or Director or Principal 

Commissioner or Commissioner 45[, other than the Joint Director or Deputy Director or Assistant Director,] 

without the prior approval of the Principal Director or Director or, as the case may be, the Principal 

Commissioner or Commissioner: 

Provided also that for the purposes of an agreement referred to in section 90 or section 90A, an income-tax 

authority notified under sub-section (2) of section 131 may exercise all the powers conferred under this section, 

notwithstanding that no proceedings are pending before it or any other income-tax authority. 
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133C. (1)] The prescribed income-tax authority may, for the purposes of verification of information in its 

possession relating to any person, issue a notice to such person requiring him, on or before a date to be 

specified therein, to furnish information or documents verified in the manner specified therein, which 

may be useful for, or relevant to, any inquiry or proceeding under this Act. 

(2) Where any information or document has been received in response to a notice issued under sub-section (1), 

the prescribed income-tax authority may process such information or document and make available the 

outcome of such processing to the Assessing Officer. 

(3) The Board may make a scheme for centralised issuance of notice and for processing of information or 

documents and making available the outcome of the processing to the Assessing Officer. 

Explanation.—In this section, the term "proceeding" shall have the meaning assigned to it in clause (b) of 

the Explanation to section 133A. 

 

134. The Assessing Officer, the Deputy Commissioner (Appeals), the Joint Commissioner or the Commissioner 

(Appeals), or any person subordinate to him authorised in writing in this behalf by the Assessing Officer, the 

Deputy Commissioner (Appeals), the Joint Commissioner or the Commissioner (Appeals), may inspect, and if 

necessary, take copies, or cause copies to be taken, of any register of the members, debenture 

holders or mortgagees of any company or of any entry in such register. 
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Question (power to call for documents, summons etc.) (SLID  15)  

An Assessing Officer entered a hotel run by a person, in respect of whom he exercises jurisdiction, at 8 p.m. for 

the purpose of collecting information, which may be useful for the purposes of the Act. The hotel is kept open 

for business every day between 9 a.m. to 9 p.m. The hotelier claims that the Assessing Officer could not enter 

the hotel after sunset. The Assessing Officer wants to take away with him the books of account kept at the hotel.  

Examine the validity of the claim made by the hotelier and the proposed action of the Assessing Officer with 

reference to the provisions of section 133B of the Income – tax Act, 1961. 
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133B. (1) Notwithstanding anything contained in any other provision of this Act, an income-tax authority 

may, for the purpose of collecting any information which may be useful for, or relevant to, the purposes of this 

Act, enter— 

(a) any building or place within the limits of the area assigned to such authority ; or 

(b) any building or place occupied by any person in respect of whom he exercises jurisdiction, 

at which a business or profession is carried on, whether such place be the principal place or not of such 

business or profession, and require any proprietor, employee or any other person who may at that time 

and place be attending in any manner to, or helping in, the carrying on of such business or profession to furnish 

such information as may be prescribed. 

 

(2) An income-tax authority may enter any place of business or profession referred to in sub-section (1) 

only during the hours at which such place is open for the conduct of business or profession. 

 

(3) For the removal of doubts, it is hereby declared that an income-tax authority acting under this section shall, 

on no account, remove or cause to be removed from the building or place wherein he has entered, any 

books of account or other documents or any cash, stock or other valuable article or thing. 

Explanation.—In this section, "income-tax authority" means a Joint Commissioner, an Assistant Director or 

Deputy Director or an Assessing Officer, and includes an Inspector of Income-tax who has been authorised by 

the Assessing Officer to exercise the powers conferred under this section in relation to the area in respect of 

which the Assessing Officer exercises jurisdiction or part thereof. 
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Question (SLID 02) (survey) (Revision  / Home work) 

An Income-tax authority in the course of exercising powers of survey under section 133A serves a summon on 

the assessee and impounds the books of account and other documents found in the premises visited. Discuss the 

legality of its action. 

 

 Your Options are 

A Books can be Impounded for 10 days 

B Books can be Impounded for 15 days 

C Books can be Impounded for 30 days 

D None of above 

 

 

Question (SLID  10) (survey) 

A survey under section 133A of the Income-tax Act, 1961 was conducted at the business premises of the 

assessee. During the course of survey, the tax officials noticed some discrepancies in stock and cash in hand. 

During the survey, the assessee surrendered an amount of Rs. 99,50,000 and offered it for the purposes of 

taxation. The additional income offered included a sum of Rs. 45,00,000 on account of excess stock found 

during the course of survey and offered by one of the partners of the assessee as additional income. The answer 

by one of the partners of the assessee was he could not explain the difference and to buy peace of mind offering 

additional income. However, subsequently, the assessee by letter withdrew the offer of additional income for 

taxation on account of excess stock stating that the statement about stock was incorrect and that the discrepancy 

had been reconciled as it was only a mistake. Assessing officer proposes to tax the additional income. Whether 

the action is justified ? 

 

  



 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Powers of ITA - P a g e  | F31-D . 2 

Question (SLID  11) (survey) (Revision  / Home work) 

The assessee companies manufactured dye-intermediates for their own and job work purposes. On the basis of 

allegations that the companies were illegally diverting one of the raw materials AA, a controlled substance under 

the Narcotic Drugs and Psychotropic Substances Act, 1985, for illegal use in manufacture of banned drugs, 

search operations were carried out by the Central Narcotics Bureau and Narcotics Control Bureau at the premises 

of the assessee companies. Consequently, survey actions under section 133A of the Income-tax Act, 1961 were 

carried out. However, no discrepancies in stock of AA was found. The Assessing Officer held that the sales of 

dye-intermediates MG-7, for the manufacture of which AA was used, to three parties were bogus and that AA 

was sold in the grey market. Subsequently three parties re-traced the statements and were ignored by the officer 

in making the additions of income.  

 

 Your Options are 

A Officer has failed to apply the principles of Natural justice 

B Officer has failed to apply the principles of Natural justice but the additions made were 

justified. 

C Neither A nor B 

D None of above 

 

 

Question (SLID 12) (survey) (Revision  / Home work) 

Survey was conducted in premises of Mr. X, his books are lying with his CA. therefore the income tax authorities 

proposes to conduct the survey of premises of CA. whether it is justified. 

 

 Your Options are 

A Premises of CA cannot be surveyed 

B Premises of CA can be surveyed 

C Premises of CA can be surveyed but only to the extent of books of Mr. X 

D None of above 
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Question (SLID 01) (survey) (Revision  / Home work) 

During the course of survey operations under Section 133A, carried on 5th March, The Income-tax authority, 

impounded the books of account and other documents inspected by him, relating to the assessee and retained 

the same in his custody. Is the action of the officer justified under law ? 

 

 Your Options are 

A Income tax authority can impound the books of account and other documents, and it can be 

retained for 15 days. 

B Income tax authority cannot impound the books of account and other documents 

C Income tax authority can impound the books of account and other documents, and it can be 

retained for 30 days. 

D None of above 

 

OR 

The Assessing Officer within his jurisdiction surveyed a popular Cyber Cafe at 12’ o clock in night for 

the purpose of collecting information which may be useful for the purpose of the Income-tax Act. The 

Cyber Cafe is kept open for business every day between 2 P.M. and 2.A.M. The owner of the Cyber 

Cafe claims that the Assessing Officer could not enter the café in late night. The Assessing Officer 

wanted to take away with him the books of account kept at the Cyber Cafe. Examine the validity of the 

claim made by the owner and the proposed action of the Assessing Officer. 

 

 Your Options are 

A Action of the officer is Justified in Entering cyber café at night and 

Officer can also impound the books of accounts. 

B Action of the officer is not Justified in Entering cyber café at night and 

Officer cannot impound the books of accounts. 

C Action of the officer is Justified in Entering cyber café at night and 

Officer cannot also impound the books of accounts. 

D None of above 
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Question (SLID 10A) (survey) (Revision  / Home work) 

 

Survey of TDS matter can be under taken during these hours 

 

 Your Options are 

A Any Business Hours during which place is open for business 

B After Sun rise and before sun set 

C During 9.00 a.m. to 5 P.m. 

D During 10.00 a.m. to 6 P.m. 

 

Question (SLID 10B) (survey) (Revision  / Home work) 

 

Survey of charitable organisation can be under taken during these hours 

 

 Your Options are 

A Any working Hours during which place is open for charitable activity 

B After Sun rise and before sun set 

C During 9.00 a.m. to 5 P.m. 

D Survey of Charitable organisation is not permitted by law. 

 

Question (SLID 10C) (survey) (Revision  / Home work) 

 

Survey of any function ceremony event can be undertaken. 

 

 Your Options are 

A The statement is false 

B The statement is true, however statement can be recorded only after Function ceremony or 

an event 

C The statement is true, however statement can be recorded at any time during the function 

hours only 

D The statement is true, however statement can be recorded only before Function ceremony or 

an event 
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Question (SLID 10D) (survey) (Revision  / Home work) 

 

Search can be under taken during these hours 

 

 Your Options are 

A Any Business Hours during which place is open for business 

B After Sun rise and before sun set 

C During 9.00 a.m. to 5 P.m. 

D At any time 
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133A. (1) Notwithstanding anything contained in any other provision of this Act, an income-tax authority may 

enter— 

(a)  any place within the limits of the area assigned to him, or 

(b)  any place occupied by any person in respect of whom he exercises jurisdiction, or 

(c)  any place in respect of which he is authorised for the purposes of this section by such income-tax 

authority, who is assigned the area within which such place is situated or who exercises jurisdiction in 

respect of any person occupying such place, 

at which a business or profession or an activity for charitable purpose is carried on, whether such place be the 

principal place or not of such business or profession or of such activity for charitable purpose, and require any 

proprietor, trustee, employee or any other person who may at that time and place be attending in 
any manner to, or helping in, the carrying on of such business or profession or such activity for charitable 

purpose— 

 (i)  to afford him the necessary facility to inspect such books of account or other documents as he may 

require and which may be available at such place, 

(ii)  to afford him the necessary facility to check or verify the cash, stock or other valuable article 

or thing which may be found therein, and 

(iii)  to furnish such information as he may require as to any matter which may be useful for, or relevant 

to, any proceeding under this Act. 

Explanation.—For the purposes of this sub-section, a place where a business or profession or activity for 

charitable purpose is carried on shall also include any other place, whether any business or profession or 

activity for charitable purpose is carried on therein or not, in which the person carrying on the business or 

profession or activity for charitable purpose states that any of his books of account or other 

documents or any part of his cash or stock or other valuable article or thing relating to his 

business or profession or activity for charitable purpose are or is kept. 

 

(2) An income-tax authority may enter any place of business or profession referred to in sub-section (1) only 

during the hours at which such place is open for the conduct of business or profession and, in the case 
of any other place, only after sunrise and before sunset. 

  



 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Powers of ITA - P a g e  | F31-D . 2 

(2A) Without prejudice to the provisions of sub-section (1), an income-tax authority acting under this sub-

section may for the purpose of verifying that tax has been deducted or collected at source in accordance 

with the provisions under sub-heading B of Chapter XVII or under sub-heading BB of Chapter XVII, as the case 

may be, enter, after sunrise and before sunset, any office, or any other place where business or profession 

is carried on, within the limits of the area assigned to him, or any place in respect of which he is authorised for 

the purposes of this section by such income-tax authority who is assigned the area within which such place is 

situated, where books of account or documents are kept and require the deductor or the collector or any other 

person who may at that time and place be attending in any manner to such work,— 

 (i)  to afford him the necessary facility to inspect such books of account or other documents as he may 

require and which may be available at such place, and 

(ii)  to furnish such information as he may require in relation to such matter. 

 

(3) An income-tax authority acting under this section may,— 

 (i)  if he so deems necessary, place marks of identification on the books of account or other documents 

inspected by him and make or cause to be made extracts or copies therefrom, 

(ia)  impound and retain in his custody for such period as he thinks fit any books of account or other 

documents inspected by him: 

Provided that such income-tax authority shall not— 

(a)  impound any books of account or other documents except after recording his reasons for so 

doing; or 

(b)  retain in his custody any such books of account or other documents for a period exceeding 

fifteen days (exclusive of holidays) without obtaining the approval of the Principal Chief 

Commissioner or the Chief Commissioner or the Principal Director General or the Director 

General or the Principal Commissioner or the Commissioner or the Principal Director or the 

Director therefor, as the case may be, 

(ii)  make an inventory of any cash, stock or other valuable article or thing checked or verified by 

him, 

(iii)  record the statement of any person which may be useful for, or relevant to, any proceeding under 

this Act : 

Provided that no action under clause (ia) or clause (ii) shall be taken by an income-tax authority acting under 

sub-section (2A). 

(4) An income-tax authority acting under this section shall, on no account, remove or cause to be removed from 

the place wherein he has entered, any cash, stock or other valuable article or thing. 
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(5) Where, having regard to the nature and scale of expenditure incurred by an assessee, in connection 

with any function, ceremony or event, the income-tax authority is of the opinion that it is necessary or 

expedient so to do, he may, at any time after such function, ceremony or event, require the assessee 

by whom such expenditure has been incurred or any person who, in the opinion of the income-tax authority, is 

likely to possess information as respects the expenditure incurred, to furnish such information as he may 

require as to any matter which may be useful for, or relevant to, any proceeding under this Act and may have 

the statements of the assessee or any other person recorded and any statement so recorded may 

thereafter be used in evidence in any proceeding under this Act. 

 

(6) If a person under this section is required to afford facility to the income-tax authority to inspect books of 

account or other documents or to check or verify any cash, stock or other valuable article or thing or to furnish 

any information or to have his statement recorded either refuses or evades to do so, the income-tax authority 

shall have all the powers under sub-section (1) of section 131 for enforcing compliance with 

the requirement made : 

Provided that no action under sub-section (1) shall be taken by an Assistant Director or a Deputy Director or 

an Assessing Officer or a Tax Recovery Officer or an Inspector of Income-tax without obtaining the approval 

of the Joint Director or the Joint Commissioner, as the case may be. 

Explanation.—In this section,— 

(a) "income-tax authority" means a Principal Commissioner or Commissioner, a Joint Commissioner, a 

Principal Director or Director, a Joint Director, an Assistant Director or a Deputy Director or an 

Assessing Officer, or a Tax Recovery Officer, and for the purposes of clause (i) of sub-section (1), 

clause (i) of sub-section (3) and sub-section (5), includes an Inspector of Income-tax; 

(b) "proceeding" means any proceeding under this Act in respect of any year which may be pending on the 

date on which the powers under this section are exercised or which may have been completed on or 

before such date and includes also all proceedings under this Act which may be commenced after such 

date in respect of any year. 
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Question (SLID 03) (search) (Revision  / Home work) 

On 1.9, Prem & Sons have been searched in delhi. During the search, papers belonging to his close friend Mr. 

Shyam in Mumbai indicating concealed income have been found. How should the Assessing Officer proceed in 

such a situation under the Act ? 

 

 Your Options are 

A Assessing officer should transfer the Papers as per 153C 

B Assessing officer should transfer the Papers as per 161 

C Assessing officer should do the assessment of Mr. Shyam u/s 153A 

D None of above 

 

 

Question (SLID 04) (search) (Revision  / Home work) 

(a) In the course of search on 25.03, assets were seized.  State the procedure laid down to deal with such seized 

assets under the Act. 

 (b) The Director of Income Tax received information that Mr. X has unaccounted cash exceeding Rs.50 lakhs.  

Can the Director pass orders for seizure of the cash invoking his powers under section 131(1A)?  Does the 

Director have any other course open to him for the seizure of cash? 

 

 Your Options are, in relation to (a) 

A Seized assets should be treated as per 133 

B Seized assets should be treated as per 134 

C Seized assets should be treated as per 132A rw 132B 

D Seized assets should be treated as per 131 

 

 

 Your Options are, in relation to (b) 

A Orders of director is not valid by invoking powers in 131(1A) 

B Orders of director is valid by invoking powers in 131(1A) 

C By any Income tax authority books cannot be impounded u/s 131(1A) 

D None of above 
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Question (SLID 05) (search) (Revision  / Home work) 

In the course of search operations under section 132, a tax payer makes a declaration under section 132(4) on 

the earning of income not disclosed.  Can that Statement save the tax payer from a levy of penalty ?    

 

 Your Options are 

A Penalty can be levied as per 270A 

B Penalty can be levied as per 271 

C Penalty can be levied as per 270A however assessee can apply for waiver of penalty u/s 

270AA 

D None of above 

 

 

Question  (SLID 06) (search) (Revision  / Home work) 

State whether the information regarding possession of unexplained assets and income received from the Central 

Bureau of Investigation, a Government agency, can constitute “information” for action under section 132 of the 

Act.  

    

 Your Options are 

A Action u/s 132 is not valid 

B Action u/s 132 is valid if CBI also grants supporting evidence for the same information 

C Action u/s 132 is valid 

D None of above 
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Question  (SLID 07) (search)  

 

The business premises of Ram Bharose Ltd. and the residence of two of its directors at Delhi were searched 

under section 132 of the Act by the DDI, Delhi. The search was concluded on 9-8-PY and following were also 

seized besides other papers and records: 

I. Papers found in drawer of an accountant relating to Shri Krishna Ltd., Mumbai indicating details of 

various business transactions. However, Ram Bharose Ltd. is not having any direct or indirect connection 

of any nature with these transactions and Shri Krishna Ltd., Mumbai and its directors.  

II. Jewellery worth Rs. 5,00,000 from the bedroom of one of the director, which was claimed by him to be 

of his married daughter.  

III. Papers recording certain transactions of income and expenses having direct nexus with the business of 

the company for the period from 16-4-2011 to date of search. It was admitted by the director that the 

transactions recorded in such papers have not been incorporated in the books.  

 

You are required to answer on the basis of the aforesaid and the provisions of Act, following questions: 

 

a) What action the DDI shall be taking in respect of the seized papers relating to Shri Krishna Ltd., Mumbai ? 

b) Whether the contention raised by the director as to jewellery found from his bedroom will be acceptable ? 

c) What presumption shall be drawn in respect of the papers which indicate transactions not recorded in the 

books ? 

d) Proceedings for how many years shall now be taken up and within which time limit the assessment thereof 

be completed by the Assessing Officer ? 

e) Can the company move an application for settlement of case as per chapter XIX-A of the Act ? 
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Question  (SLID 13) (search) 

Mr. I is a informer to the income tax department. He has so for given 8 out of 10 successful information. His 

average remuneration is 10% of taxes recovered. On 17th July he has information about Mr. Babanlal who has 

secreted assets worth 12 crores. Mr. I has request for 15% remuneration to DDI & submitted the information 

with expectation of higher remuneration. In the search it was revealed that 

 

a) Cash of 25 lakhs lying  with police department. 

b) Investment in benami property at silvassa with 50 Lakhs. But his wife has admitted the same as un-

disclosed income belonging to her. His wife accepted that she was trading in gold over the year from 

which the said income was generated. 

c) Some Bank FD’s were 30 Lakhs found as was kept in state bank of India, Andheri branch. 

d) Three fishing trawlers were found belonging to Babanlal, but because of volume & weight custody 

could not be taken. 

e) Mr. Babanlal possessed many documents regarding un-disclosed assets came to knowledge of 

department. 

f) Mr. Babanlal had one girlfriend Miss Mona, with whom some personal letters were communicated (love 

letters) which also came to knowledge of income tax authorities during search operations. 

g) Total value of income un-earthed was 20 crores in view of income tax authorities but assessment is 

challenged by the assessee. 

 

You are required to answer 

 

1) What are the basis on which remuneration of informer decided. 

2) ITA has requested cash from police department, whether justified. 

3) Benami property at silvassa whether includable is the assessment of Mr. Babanlal 

4) Documents / letters which were seized are not in the handwriting of assessee, what will be the 

presumption there about. 

5) Regarding Bank fixed deposit, ITA wants to search premises of Bank at andheri branch to know whether 

there are more FD’s.  Whether justified ? 

6) ITA want to search Laptops of assessee as well also his auditors. Whether justified ? 

7) What action ITA must take in respect to fishing trawlers and personal letters ?  

8) After search was over it was observed a spelling mistake in search warrant whether it can make search 

illegal, whether material obtained in search can be used for assessment. 
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Question  (SLID 13-A) (search) (home work) 

 

In the course of search operation under section 132 of the Income Tax Act, 1961, in the month of July, Mr. 

Khemka has made a declaration under section 132(4) to the Income Tax authorities on the earning of his income 

not disclosed in respect of previous year. Can that statement save Mr. Khemka from a levy of penalty, if he is 

yet to file his return of income for that year? 
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132. (1) Where the Principal Director General or Director General or Principal Director or Director or the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner or 

Additional Director or Additional Commissioner or Joint Director or Joint Commissioner in consequence of 

information in his possession, has reason to believe that— 

(a)  any person to whom a summons under sub-section (1) of section 37 of the Indian Income-tax Act, 1922 

(11 of 1922), or under sub-section (1) of section 131 of this Act, or a notice under sub-section (4) of 

section 22 of the Indian Income-tax Act, 1922, or under sub-section (1) of section 142 of this Act was 

issued to produce, or cause to be produced, any books of account or other documents has omitted 

or failed to produce, or cause to be produced, such books of account or other documents as required 

by such summons or notice, or 

(b)  any person to whom a summons or notice as aforesaid has been or might be issued will not, or would 

not, produce or cause to be produced, any books of account or other documents which will be 

useful for, or relevant to, any proceeding under the Indian Income-tax Act, 1922 (11 of 1922), or under 

this Act, or 

(c)  any person is in possession of any money, bullion, jewellery or other valuable article or thing 

and such money, bullion, jewellery or other valuable article or thing represents either wholly or partly 

income or property which has not been, or would not be, disclosed for the purposes of the Indian 

Income-tax Act, 1922 (11 of 1922), or this Act (hereinafter in this section referred to as the undisclosed 

income or property), 

then,— 

(A) the Principal Director General or Director General or Principal Director or Director or the Principal 

Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, as the case 

may be, may authorise any Additional Director or Additional Commissioner or Joint Director, Joint 

Commissioner, Assistant Director or Deputy Director, Assistant Commissioner or Deputy 

Commissioner or Income-tax Officer, or 

(B) such Additional Director or Additional Commissioner or Joint Director, or Joint Commissioner, as the 

case may be, may authorise any Assistant Director or Deputy Director, Assistant Commissioner or 

Deputy Commissioner or Income-tax Officer, 

(the officer so authorised in all cases being hereinafter referred to as the authorised officer) to— 

(i)  enter and search any building, place, vessel, vehicle or aircraft where he has reason to suspect 

that such books of account, other documents, money, bullion, jewellery or other valuable article or thing 

are kept; 

(ii)  break open the lock of any door, box, locker, safe, almirah or other receptacle for exercising the 

powers conferred by clause (i) where the keys thereof are not available; 

(iia) search any person who has got out of, or is about to get into, or is in, the building, place, vessel, 

vehicle or aircraft, if the authorised officer has reason to suspect that such person has secreted about his 

person any such books of account, other documents, money, bullion, jewellery or other valuable article 

or thing; 

(iib)  require any person who is found to be in possession or control of any books of account or other 

documents maintained in the form of electronic record as defined in clause (t) of sub-section (1) of 
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section 2 of the Information Technology Act, 2000 (21 of 2000), to afford the authorised officer the 

necessary facility to inspect such books of account or other documents; 

(iii) seize any such books of account, other documents, money, bullion, jewellery or other 
valuable article or thing found as a result of such search: 

Provided that bullion, jewellery or other valuable article or thing, being stock-in-trade of the business, 

found as a result of such search shall not be seized but the authorised officer shall make a note 

or inventory of such stock-in-trade of the business; 

(iv)  place marks of identification on any books of account or other documents or make or cause to be 

made extracts or copies therefrom; 

(v)  make a note or an inventory of any such money, bullion, jewellery or other valuable article or 

thing : 

Provided that where any building, place, vessel, vehicle or aircraft referred to in clause (i) is within the area of 

jurisdiction of any Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner, but such Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner has no jurisdiction over the person referred to in clause (a) or clause (b) or clause (c), then, 

notwithstanding anything contained in section 120, it shall be competent for him to exercise the powers under 

this sub-section in all cases where he has reason to believe that any delay in getting the authorisation from the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner having 

jurisdiction over such person may be prejudicial to the interests of the revenue : 

Provided further that where it is not possible or practicable to take physical possession of any valuable 

article or thing and remove it to a safe place due to its volume, weight or other physical characteristics or 
due to its being of a dangerous nature, the authorised officer may serve an order on the owner or the person 

who is in immediate possession or control thereof that he shall not remove, part with or otherwise 

deal with it, except with the previous permission of such authorised officer and such action of the authorised 

officer shall be deemed to be seizure of such valuable article or thing under clause (iii): 

Provided also that nothing contained in the second proviso shall apply in case of any valuable article 

or thing, being stock-in-trade of the business: 

Provided also that no authorisation shall be issued by the Additional Director or Additional Commissioner or 

Joint Director or Joint Commissioner on or after the 1st day of October, 2009 unless he has been empowered by 

the Board to do so. 

Explanation.—For the removal of doubts, it is hereby declared that the reason to believe, as recorded by 

the income-tax authority under this sub-section, shall not be disclosed to any person or any authority or 

the Appellate Tribunal. 
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(1A) Where any Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner, in consequence of information in his possession, has reason to suspect that any books of account, 

other documents, money, bullion, jewellery or other valuable article or thing in respect of which an officer has 

been authorised by the Principal Director General or Director General or Principal Director or Director or any 

other Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner or 

Additional Director or Additional Commissioner or Joint Director or Joint Commissioner to take action under 

clauses (i) to (v) of sub-section (1) are or is kept in any building, place, vessel, vehicle or aircraft not mentioned 

in the authorisation under sub-section (1), such Principal Chief Commissioner or Chief Commissioner or 

Principal Commissioner or Commissioner may, notwithstanding anything contained in section 120, authorise 

the said officer to take action under any of the clauses aforesaid in respect of such building, place, vessel, vehicle 

or aircraft. 

Explanation.—For the removal of doubts, it is hereby declared that the reason to suspect, as recorded by the 

income-tax authority under this sub-section, shall not be disclosed to any person or any authority or the Appellate 

Tribunal. 

(2) The authorised officer may requisition the services of any police officer or of any officer of the Central 

Government, or of both, to assist him for all or any of the purposes specified in sub-section (1) or sub-section 

(1A) and it shall be the duty of every such officer to comply with such requisition. 

(3) The authorised officer may, where it is not practicable to seize any such books of account, other 

documents, money, bullion, jewellery or other valuable article or thing, for reasons other than those 

mentioned in the second proviso to sub-section (1), serve an order on the owner or the person 

who is in immediate possession or control thereof that he shall not remove, part with or otherwise deal 

with it except with the previous permission of such officer and such officer may take such steps as may be 

necessary for ensuring compliance with this sub-section. 

Explanation.—For the removal of doubts, it is hereby declared that serving of an order as aforesaid under this 

sub-section shall not be deemed to be seizure of such books of account, other documents, money, 

bullion, jewellery or other valuable article or thing under clause (iii) of sub-section (1). 

(4) The authorised officer may, during the course of the search or seizure, examine on oath any person who 

is found to be in possession or control of any books of account, documents, money, bullion, jewellery or other 

valuable article or thing and any statement made by such person during such examination may thereafter be 

used in evidence in any proceeding under the Indian Income-tax Act, 1922 (11 of 1922), or under this Act. 

Explanation.—For the removal of doubts, it is hereby declared that the examination of any person under this 

sub-section may be not merely in respect of any books of account, other documents or assets found as a result 

of the search, but also in respect of all matters relevant for the purposes of any investigation connected with any 

proceeding under the Indian Income-tax Act, 1922 (11 of 1922), or under this Act. 
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(4A) Where any books of account, other documents, money, bullion, jewellery or other valuable article or thing 

are or is found in the possession or control of any person in the course of a search, it may be presumed— 

(i)  that such books of account, other documents, money, bullion, jewellery or other valuable article or thing 

belong or belongs to such person; 

(ii)  that the contents of such books of account and other documents are true ; and 

(iii) that the signature and every other part of such books of account and other documents which 

purport to be in the handwriting of any particular person or which may reasonably be assumed to 

have been signed by, or to be in the handwriting of, any particular person, are in that person's 

handwriting, and in the case of a document stamped, executed or attested, that it was duly stamped and 

executed or attested by the person by whom it purports to have been so executed or attested. 

(5) [***] 

(6) [***] 

(7) [***] 

(8) The books of account or other documents seized under sub-section (1) or sub-section (1A) shall not be 

retained by the authorised officer for a period exceeding thirty days from the date of the order of 

assessment under section 153A or clause (c) of section 158BC unless the reasons for retaining the same are 

recorded by him in writing and the approval of the Principal Chief Commissioner or Chief Commissioner, 

Principal Commissioner or Commissioner, Principal Director General or Director General or Principal Director 

or Director for such retention is obtained : 

Provided that the Principal Chief Commissioner or Chief Commissioner, Principal Commissioner or 

Commissioner, Principal Director General or Director General or Principal Director or Director shall not 

authorise the retention of the books of account and other documents for a period exceeding thirty days 

after all the proceedings under the Indian Income-tax Act, 1922 (11 of 1922), or this Act in respect of the years 

for which the books of account or other documents are relevant are completed. 

(8A) An order under sub-section (3) shall not be in force for a period exceeding sixty days from the date 

of the order. 

(9) The person from whose custody any books of account or other documents are seized under sub-section (1) 

or sub-section (1A) may make copies thereof, or take extracts therefrom, in the presence of the authorised officer 

or any other person empowered by him in this behalf, at such place and time as the authorised officer may 

appoint in this behalf. 
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(9A) Where the authorised officer has no jurisdiction over the person referred to in clause (a) or clause (b) or 

clause (c) of sub-section (1), the books of account or other documents, or any money, bullion, jewellery or other 

valuable article or thing (hereafter in this section and insections 132A and 132B referred to as the assets) seized 

under that sub-section shall be handed over by the authorised officer to the Assessing Officer having 

jurisdiction over such person within a period of sixty days from the date on which the last of the 

authorisations for search was executed and thereupon the powers exercisable by the authorised officer under 

sub-section (8) or sub-section (9) shall be exercisable by such Assessing Officer. 
39[(9B) Where, during the course of the search or seizure or within a period of sixty days from the date on which 

the last of the authorisations for search was executed, the authorised officer, for reasons to be recorded in writing, 

is satisfied that for the purpose of protecting the interest of revenue, it is necessary so to do, he may with the 

previous approval of the Principal Director General or Director General or the Principal Director or Director, 

by order in writing, attach provisionally any property belonging to the assessee, and for the said purposes, the 

provisions of the Second Schedule shall, mutatis mutandis, apply. 

(9C) Every provisional attachment made under sub-section (9B) shall cease to have effect after the expiry of 

a period of six months from the date of the order referred to in sub-section (9B). 

(9D) The authorised officer may, during the course of the search or seizure or within a period of sixty days from 

the date on which the last of the authorisations for search was executed, make a reference to a Valuation 

Officer referred to in section 142A, who shall estimate the fair market value of the property in the manner 

provided under that section and submit a report of the estimate to the said officer within a period of sixty days 

from the date of receipt of such reference.] 

(10) If a person legally entitled to the books of account or other documents seized under sub-section (1) or 

sub-section (1A) objects for any reason to the approval given by the Principal Chief Commissioner or Chief 

Commissioner, Principal Commissioner or Commissioner, Principal Director General or Director General or 

Principal Director or Director under sub-section (8), he may make an application to the Board stating therein 

the reasons for such objection and requesting for the return of the books of account or other documents and the 

Board may, after giving the applicant an opportunity of being heard, pass such orders as it thinks fit. 
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(11) [***] 

(11A) [***] 

(12) [***] 

(13) The provisions of the Code of Criminal Procedure, 1973 (2 of 1974), relating to searches and seizure shall 

apply, so far as may be, to searches and seizure under sub-section (1) or sub-section (1A). 

(14) The Board may make rules in relation to any search or seizure under this section ; in particular, and without 

prejudice to the generality of the foregoing power, such rules may provide for the procedure to be followed by 

the authorised officer— 

(i)  for obtaining ingress into any building, place, vessel, vehicle or aircraft to be searched where free ingress 

thereto is not available ; 

(ii)  for ensuring safe custody of any books of account or other documents or assets seized. 
41[Explanation 1.—For the purposes of sub-sections (9A), (9B) and (9D), with respect to "execution of an 

authorisation for search", the provisions of sub-section (2) of section 153B shall apply.] 

Explanation 2.—In this section, the word "proceeding" means any proceeding in respect of any year, whether 

under the Indian Income-tax Act, 1922 (11 of 1922), or this Act, which may be pending on the date on which a 

search is authorised under this section or which may have been completed on or before such date and includes 

also all proceedings under this Act which may be commenced after such date in respect of any year. 
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153A. (1) Notwithstanding anything contained in section 139, section 147, section 148, section 149, section 

151 and section 153, in the case of a person where a search is initiated under section 132 or books of 

account, other documents or any assets are requisitioned under section 132A after the 31st day of May, 2003, 

the Assessing Officer shall— 

(a)  issue notice to such person requiring him to furnish within such period, as may be specified in 

the notice, the return of income in respect of each assessment year falling within six assessment 

years  [and for the relevant assessment year or years] referred to in clause (b), in the prescribed form 

and verified in the prescribed manner and setting forth such other particulars as may be prescribed and 

the provisions of this Act shall, so far as may be, apply accordingly as if such return were a return 

required to be furnished under section 139; 

(b)  assess or reassess the total income of six assessment years immediately preceding the 

assessment year relevant to the previous year in which such search is conducted or requisition is 

made 9[and for the relevant assessment year or years] : 

Provided that the Assessing Officer shall assess or reassess the total income in respect of each assessment year 

falling within such six assessment years 9[and for the relevant assessment year or years] : 

Provided further that assessment or reassessment, if any, relating to any assessment year falling within 

the period of six assessment years 9[and for the relevant assessment year or years] referred to in this sub-section 

pending on the date of initiation of the search under section 132 or making of requisition under section 132A, 

as the case may be, shall abate : 

Provided also that the Central Government may by rules10 made by it and published in the Official Gazette 

(except in cases where any assessment or reassessment has abated under the second proviso), specify the class 

or classes of cases in which the Assessing Officer shall not be required to issue notice for assessing or reassessing 

the total income for six assessment years immediately preceding the assessment year relevant to the previous 

year in which search is conducted or requisition is made 11[and for the relevant assessment year or years]: 

Provided also that no notice for assessment or reassessment shall be issued by the Assessing Officer for 

the relevant assessment year or years unless— 

(a)  the Assessing Officer has in his possession books of account or other documents or evidence which 

reveal that the income, represented in the form of asset, which has escaped assessment amounts to or is 

likely to amount to fifty lakh rupees or more in the relevant assessment year or in aggregate in 

the relevant assessment years; 

(b)  the income referred to in clause (a) or part thereof has escaped assessment for such year or years; 

and 

(c)  the search under section 132 is initiated or requisition under section 132A is made on or after the 1st 

day of April, 2017. 

Explanation 1.—For the purposes of this sub-section, the expression "relevant assessment year" shall mean 

an assessment year preceding the assessment year relevant to the previous year in which search is conducted or 

requisition is made which falls beyond six assessment years but not later than ten assessment years 

from the end of the assessment year relevant to the previous year in which search is conducted or requisition is 

made. 

Explanation 2.—For the purposes of the fourth proviso, "asset" shall include immovable property being land or 

building or both, shares and securities, loans and advances, deposits in bank account.] 
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(2) If any proceeding initiated or any order of assessment or reassessment made under sub-section (1) has been 

annulled in appeal or any other legal proceeding, then, notwithstanding anything contained in sub-section (1) 

or section 153, the assessment or reassessment relating to any assessment year which has abated under the 

second proviso to sub-section (1), shall stand revived with effect from the date of receipt of the order of such 

annulment by the Principal Commissioner or Commissioner: 

Provided that such revival shall cease to have effect, if such order of annulment is set aside. 

Explanation.—For the removal of doubts, it is hereby declared that,— 

 (i)  save as otherwise provided in this section, section 153B and section 153C, all other provisions of this 

Act shall apply to the assessment made under this section; 

(ii)  in an assessment or reassessment made in respect of an assessment year under this section, the tax shall 

be chargeable at the rate or rates as applicable to such assessment year. 
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153B. (1) Notwithstanding anything contained in section 153, the Assessing Officer shall make an order of 

assessment or reassessment,— 

(a)  in respect of each assessment year falling within six assessment years  and for the relevant 

assessment year or years] referred to in clause (b) of sub-section (1) of section 153A, within a period of 

twenty-one months from the end of the financial year in which the last of the authorisations for 

search under section 132 or for requisition under section 132A was executed; 

(b)  in respect of the assessment year relevant to the previous year in which search is conducted under section 

132 or requisition is made under section 132A, within a period of twenty-one months from the 

end of the financial year in which the last of the authorisations for search under section 132 or for 

requisition under section 132A was executed: 

Provided that in case of other person referred to in section 153C, the period of limitation for making the 

assessment or reassessment shall be the period as referred to in clause (a) or clause (b) of this sub-section or 

nine months from the end of the financial year in which books of account or documents or 

assets seized or requisitioned are handed over under section 153C to the Assessing Officer having 

jurisdiction over such other person, whichever is later: 

 

 

Provided further that in the case where the last of the authorisations for search under section 132 or for 

requisition under section 132A was executed during the financial year commencing on the 1st day of April, 

2018,— 

 (i)  the provisions of clause (a) or clause (b) of this sub-section shall have effect, as if for the words "twenty-

one months", the words "eighteen months"  had been substituted; 

(ii)  the period of limitation for making the assessment or reassessment in case of other person referred to 

in section 153C, shall be the period of eighteen months from the end of the financial year in which 

the last of the authorisations for search under section 132 or for requisition under section 132A was 

executed or twelve months from the end of the financial year in which books of account or 

documents or assets seized or requisitioned are handed over under section 153C to the Assessing 

Officer having jurisdiction over such other person, whichever is later: 

 

 

Provided also that in the case where the last of the authorisations for search under section 132 or for requisition 

under section 132A was executed during the financial year commencing on or after the 1st day of April, 2019,— 

 (i)  the provisions of clause (a) or clause (b) of this sub-section shall have effect, as if for the words "twenty-

one months", the words "twelve months" had been substituted; 

(ii)  the period of limitation for making the assessment or reassessment in case of other person referred to 

in section 153C, shall be the period of twelve months from the end of the financial year in which 

the last of the authorisations for search under section 132 or for requisition under section 132A was 

executed or twelve months from the end of the financial year in which books of account or 

documents or assets seized or requisitioned are handed over under section 153C to the Assessing 

Officer having jurisdiction over such other person, whichever is later: 
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Provided also that in case where the last of the authorisations for search under section 132 or for requisition 

under section 132A was executed and during the course of the proceedings for the assessment or reassessment 

of total income, a reference under sub-section (1) of section 92CA is made, the period available for making 

an order of assessment or reassessment shall be extended by twelve months: 

 

Provided also that in case where during the course of the proceedings for the assessment or reassessment of 

total income in case of other person referred to in section 153C, a reference under sub-section (1) of section 

92CA is made, the period available for making an order of assessment or reassessment in case of such other 

person shall be extended by twelve months.] 

 

(2) The authorisation referred to in clause (a) and clause (b) of sub-section (1) shall be deemed to have been 

executed,— 

(a)  in the case of search, on the conclusion of search as recorded in the last panchnama drawn in relation 

to any person in whose case the warrant of authorisation has been issued; or 

(b)  in the case of requisition under section 132A, on the actual receipt of the books of account or other 

documents or assets by the Authorised Officer. 

 

(3) The provisions of this section, as they stood immediately before the commencement of the Finance Act, 

2016, shall apply to and in relation to any order of assessment or reassessment made before the 1st day of June, 

2016: 

Provided that where a notice under section 153A or section 153C has been issued prior to the 1st day of June, 

2016 and the assessment has not been completed by such date due to exclusion of time referred to in 

the Explanation, such assessment shall be completed in accordance with the provisions of this section as it stood 

immediately before its substitution by the Finance Act, 2016 (28 of 2016). 

 

Explanation.—In computing the period of limitation under this section— 

 (i)  the period during which the assessment proceeding is stayed by an order or injunction of any court; or 

(ii)  the period commencing from the date on which the Assessing Officer directs the assessee to get his 

accounts audited under sub-section (2A) of section 142 and— 

(a)  ending with the last date on which the assessee is required to furnish a report of such audit under 

that sub-section; or 

(b)  where such direction is challenged before a court, ending with the date on which the order setting 

aside such direction is received by the Principal Commissioner or Commissioner; or 

(iii)  the period commencing from the date on which the Assessing Officer makes a reference to the Valuation 

Officer under sub-section (1) of section 142A and ending with the date on which the report of the 

Valuation Officer is received by the Assessing Officer; or 

(iv)  the time taken in re-opening the whole or any part of the proceeding or in giving an opportunity to the 

assessee of being re-heard under the proviso to section 129; or 

(v)  in a case where an application made before the Income-tax Settlement Commission is rejected by it or 

is not allowed to be proceeded with by it, the period commencing from the date on which an application 

is made before the Settlement Commission under section 245Cand ending with the date on which the 
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order under sub-section (1) of section 245D is received by the Principal Commissioner or Commissioner 

under sub-section (2) of that section; or 

(vi)  the period commencing from the date on which an application is made before the Authority for Advance 

Rulings under sub-section (1) of section 245Q and ending with the date on which the order rejecting the 

application is received by the Principal Commissioner or Commissioner under sub-section (3) of section 

245R; or 

(vii)  the period commencing from the date on which an application is made before the Authority for Advance 

Rulings under sub-section (1) of section 245Q and ending with the date on which the advance ruling 

pronounced by it is received by the Principal Commissioner or Commissioner under sub-section (7) 

of section 245R; or 

(viii)  the period commencing from the date of annulment of a proceeding or order of assessment or 

reassessment referred to in sub-section (2) of section 153A, till the date of the receipt of the order setting 

aside the order of such annulment, by the Principal Commissioner or Commissioner; or 

(ix)  the period commencing from the date on which a reference or first of the references for exchange of 

information is made by an authority competent under an agreement referred to in section 90 or section 

90A and ending with the date on which the information requested is last received by the Principal 

Commissioner or Commissioner or a period of one year, whichever is less; or 

(x)  the period commencing from the date on which a reference for declaration of an arrangement to be an 

impermissible avoidance arrangement is received by the Principal Commissioner or Commissioner 

under sub-section (1) of section 144BA and ending on the date on which a direction under sub-section 

(3) or sub-section (6) or an order under sub-section (5) of the said section is received by the Assessing 

Officer, 

shall be excluded: 

Provided that where immediately after the exclusion of the aforesaid period, the period of limitation referred 

to in clause (a) or clause (b) of this sub-section available to the Assessing Officer for making an order of 

assessment or reassessment, as the case may be, is less than sixty days, such remaining period shall be 

extended to sixty days and the aforesaid period of limitation shall be deemed to be extended accordingly: 

Provided further that where the period available to the Transfer Pricing Officer is extended to sixty days in 

accordance with the proviso to sub-section (3A) of section 92CA and the period of limitation available to the 

Assessing Officer for making an order of assessment or reassessment, as the case may be, is less than sixty days, 

such remaining period shall be extended to sixty days and the aforesaid period of limitation shall be deemed to 

be extended accordingly: 
16[Provided also that where a proceeding before the Settlement Commission abates under section 245HA, the 

period of limitation available under this section to the Assessing Officer for making an order of assessment or 

reassessment, as the case may be, shall, after the exclusion of the period under sub-section (4) of section 245HA, 

be not less than one year; and where such period of limitation is less than one year, it shall be deemed to have 

been extended to one year.] 
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153C. (1) Notwithstanding anything contained in section 139, section 147, section 148, section 149, section 

151 and section 153, where the Assessing Officer is satisfied that,— 

(a)  any money, bullion, jewellery or other valuable article or thing, seized or requisitioned, belongs to; or 

(b)  any books of account or documents, seized or requisitioned, pertains or pertain to, or any information 

contained therein, relates to, 

a person other than the person referred to in section 153A, then, the books of account or documents or 

assets, seized or requisitioned shall be handed over to the Assessing Officer having jurisdiction over such 

other person and that Assessing Officer shall proceed against each such other person and issue notice and assess 

or reassess the income of the other person in accordance with the provisions of section 153A, if, that Assessing 

Officer is satisfied that the books of account or documents or assets seized or requisitioned have a bearing on 

the determination of the total income of such other person 17[for six assessment years immediately 

preceding the assessment year relevant to the previous year in which search is conducted or requisition is 

made and] for the relevant assessment year or years referred to in sub-section (1) of section 153A : 

Provided that in case of such other person, the reference to the date of initiation of the search under section 

132 or making of requisition under section 132A in the second proviso to sub-section (1) of section 153A shall 

be construed as reference to the date of receiving the books of account or documents or assets seized or 

requisitioned by the Assessing Officer having jurisdiction over such other person : 

Provided further that the Central Government may by rules18 made by it and published in the Official Gazette, 

specify the class or classes of cases in respect of such other person, in which the Assessing Officer shall not be 

required to issue notice for assessing or reassessing the total income for six assessment years immediately 

preceding the assessment year relevant to the previous year in which search is conducted or requisition is 

made 19[and for the relevant assessment year or years as referred to in sub-section (1) of section 153A] except 

in cases where any assessment or reassessment has abated. 

(2) Where books of account or documents or assets seized or requisitioned as referred to in sub-section (1) has 

or have been received by the Assessing Officer having jurisdiction over such other person after the due date for 

furnishing the return of income for the assessment year relevant to the previous year in which search is conducted 

under section 132 or requisition is made under section 132A and in respect of such assessment year— 

(a)  no return of income has been furnished by such other person and no notice under sub-section (1) 

of section 142 has been issued to him, or 

(b)  a return of income has been furnished by such other person but no notice under sub-section (2) of section 

143 has been served and limitation of serving the notice under sub-section (2) of section 143 has 

expired, or 

(c)  assessment or reassessment, if any, has been made, 

before the date of receiving the books of account or documents or assets seized or requisitioned by the Assessing 

Officer having jurisdiction over such other person, such Assessing Officer shall issue the notice and assess or 

reassess total income of such other person of such assessment year in the manner provided in section 153A. 
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Question 1 (SLID  18) (search) (Revision  / Home work) 

Cash of 25 lacs was seized on 12.9 in a search conducted as per section 132 of the Act. The assessee moved an 

application on 27.10 to release such cash after explaining the sources thereof, which was turned down by the 

department. The assessee seeks your opinion on, the following issues:  

a) Can the department withhold the explained money? 

b) If yes, then to what extent and upto what period? 

 

 

 Your Options are for (a) 

A Assessee application is within the time and thus department cannot withheld the money 

B Assessee application is not within the time and thus department can withheld the money 

C Assessee application is within the time however withholding of monies decision is purely on 

the merits of the explanation in the application 

D Assessee application is within the time limit and thus department has no authority to withheld 

the money. 

 

 

 Your Options are for (b) 

A Money seized should be released in 4 months if explanation is satisfactory 

B Money seized should be released in 120 days if explanation is satisfactory 

C Money seized should be released in 90 days if explanation is satisfactory 

D Money seized should be released in 30 days if explanation is satisfactory 
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Question 2 (SLID  19) (search) (Revision  / Home work) 

A search as per section 132 of the Act was conducted on 02-01-PYand cash Rs. 40 lakhs cash was seized. The 

assesse moved an application on 30-01-PY to release such cash with explanation of the nature and sources 

therof, which was turned down by the department.  

 

 Your Options are 

A Seized Money will not be released 

B Seized Money will be released in 120 days from the date on which the last of the 

authorisations for search 

C Seized Money will be released in 120 days from the date of application 

D Seized Money will be released in 120 days from the end of the month of search 
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132B. (1) The assets seized under section 132  requisitioned under section 132A may be dealt with 

in the following manner, namely:— 

(i)  the amount of any existing liability under this Act, the Wealth-tax Act, 1957 (27 of 1957), the 

Expenditure-tax Act, 1987 (35 of 1987), the Gift-tax Act, 1958 (18 of 1958) and the Interest-tax Act, 

1974 (45 of 1974), and the amount of the liability determined on completion of the assessment 

under section 153A and the assessment of the year relevant to the previous year in which search is 

initiated or requisition is made, or the amount of liability determined on completion of the assessment 

under Chapter XIV-B for the block period, as the case may be (including any penalty levied or interest 

payable in connection with such assessment) and in respect of which such person is in default or is 

deemed to be in default, or the amount of liability arising on an application made before the Settlement 

Commission under sub-section (1) of section 245C, may be recovered out of such assets : 

Provided that where the person concerned makes an application to the Assessing Officer within 

thirty days from the end of the month in which the asset was seized, for release of asset and 

the nature and source of acquisition of any such asset is explained to the satisfaction of the Assessing 

Officer, the amount of any existing liability referred to in this clause may be recovered out of such asset 

and the remaining portion, if any, of the asset may be released, with the prior approval of the Principal 

Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, to the person 

from whose custody the assets were seized: 

Provided further that such asset or any portion thereof as is referred to in the first proviso shall be 

released within a period of one hundred and twenty days from the date on which the last 

of the authorisations for search under section 132 or for requisition under section 132A, as 

the case may be, was executed; 

(ii) if the assets consist solely of money, or partly of money and partly of other assets, the Assessing 

Officer may apply such money in the discharge of the liabilities referred to in clause (i) and the assessee 

shall be discharged of such liability to the extent of the money so applied; 

(iii) the assets other than money may also be applied for the discharge of any such liability referred 

to in clause (i) as remains undischarged and for this purpose such assets shall be deemed to be under 

distraint as if such distraint was effected by the Assessing Officer or, as the case may be, the Tax 

Recovery Officer under authorisation from the Principal Chief Commissioner or Chief Commissioner 

or Principal Commissioner or Commissioner under sub-section (5) of section 226 and the Assessing 

Officer or, as the case may be, the Tax Recovery Officer may recover the amount of such liabilities by 

the sale of such assets and such sale shall be effected in the manner laid down in the Third Schedule. 
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(2) Nothing contained in sub-section (1) shall preclude the recovery of the amount of liabilities aforesaid by any 

other mode laid down in this Act. 

(3) Any assets or proceeds thereof which remain after the liabilities referred to in clause (i) of sub-section (1) 

are discharged shall be forthwith made over or paid to the persons from whose custody the assets were seized. 

(4) (a) The Central Government shall pay simple interest at the rate of one-half per cent for every month 

or part of a month on the amount by which the aggregate amount of money seized under section 132 or 

requisitioned under section 132A, as reduced by the amount of money, if any, released under the first proviso 

to clause (i) of sub-section (1), and of the proceeds, if any, of the assets sold towards the discharge of the existing 

liability referred to in clause (i) of sub-section (1), exceeds the aggregate of the amount required to meet the 

liabilities referred to in clause (i) of sub-section (1) of this section. 

(b) Such interest shall run from the date immediately following the expiry of the period of one hundred and 

twenty days from the date on which the last of the authorisations for search under section 132 or requisition 

under section 132A was executed to the date of completion of the assessment under section 153A or under 

Chapter XIV-B. 

Explanation 1.—In this section,— 

(i)  "block period" shall have the meaning assigned to it in clause (a) of section 158B; 

(ii)  "execution of an authorisation for search or requisition" shall have the same meaning as assigned to it 

in Explanation 2 to section 158BE. 

Explanation 2.—For the removal of doubts, it is hereby declared that the "existing liability" does not include 

advance tax payable in accordance with the provisions of Part C of Chapter XVII. 
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Ch-ID Q-ID Type of Question Status 

F31 16 Income tax authority – Transfer V.Imp 

F31 17 Income tax authority – Powers  

F31 15 Collect info / survey time  

F31 01 Collect info / survey time V.Imp 

F31 07 Search V.Imp 

F31 18 Application of seized assets V.Imp 
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Question  (ID 01) (Revision  / Home work) 

Can an assessee claim a particular deduction, which he has failed to claim in his original return of income, 

otherwise than by filing a revised return ? Discuss. 

 

 Your Options are for (b) 

A Assessee can claim such deduction, by considering the return as defective 

B Assessee can claim such deduction, by rectifying the return of income 

C Assessee can claim such deduction, by referring to CIT 

D Assessee cannot claim such deduction. 

 

Question  (ID 02) (Revision  / Home work) 

“Proceedings cannot be initiated under the Act, unless a proper notice to the effect has been served upon.” In 

this context answer: 

(i) What are the prescribed modes of service of such notice? 

(ii) On whom should be notice be addressed and served upon in the cases where the assessee is a 

company, a dissolved firm, a deceases person and a partitioned HUF. 

 

Question (ID 03) 

An assessee receives an intimation under section 143(1)(a) from the Assessing Officer, determining his income 

at a figure higher than the income returned by him. What is the remedy available to him, if he finds that the 

adjustments made by the Assessing Officer are not justified ? 

 

OR 

 

Also comment on the action of the Assessing Officer in the following cases, relating to the assessment:  

1. He makes adjustments to the total income returned by an assessee on the basis of the past records. 

2. After sending an intimation to the assessee under section 143(1)(a), he takes up the case for scrutiny by 

issuing of a notice under section 143(2), and finds that the assessment would result in a refund. He 

declines to grant refund. 

3. An assessee claims a sum of Rs. 1 lakh paid towards sales tax after the close of the accounting year but 

before filing the return, in the statement filed along with the return. The Assessing Officer refuses to 

allow the claim on the ground that no proof was attached in regard to the payment. 

4. A return of the income for year is filed beyond the time limit prescribed under section 139 for the 

category of the assessee. An amount of Rs. 2 lakhs is the depreciation carried forward from 3 year back 

which the Assessing Officer has refused to adjust in the assessment made under section 143(1) in the 

current year. 
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Question  (ID 05) (Revision  / Home work) 

Can the Assessing Officer complete the assessment under Section 144 of the Income-tax Act, 1961 even though 

there is no failure on the part of the assessee under Section 139(1), (4), (5), 142(1), 142(2A) or 143(2) of the 

Act ?  If so, under what situation ?   

 

 Your Options are  

A Assessment u/s 144 cannot be done, since all compliance of 139 have been done 

B Assessment u/s 144 cannot be done, since there is no failure on part of assessee to disclose 

the material facts truly and fully 

C Assessment u/s 144 cannot be done, since it is a case of scrutiny assessment 

D Assessment u/s 144 can be done, if 145 is not complied with correctly. 

 

 

Question (ID 06) 

A company submitted the return of income for assessment year on 10th July, AY. The Assessing Officer served 

a notice u/s 143(2) on the company on 14th August, AY in order to make assessment under section 143(3). 

Thereafter, on 1st September, AY, the Assessing Officer issued an intimation under section 143(1). Such 

intimation shows a demand for Rs.10,500 towards tax and interest. The company argues that the issue of 

intimation under section 143(1) is bad in law. Discuss.   

 

 

Question (ID 08) (Returns of Income) 

An order under section 143(3) of the Income-tax Act, 1961 for the assessment year is received. On perusal of 

the order, the following two points are noticed. 

(a) Credit of Rs. 12,500 for T.D.S. was not given even though duplicate copy of Form 16A was 

submitted with the return of income. 

(b) Unpaid sales tax liability of Rs. 23,600 on 31-3-PY was actually paid on 28-9-AY before 

submitting the return of income. This amount is disallowed. 
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Question (ID 07) (Returns of Income) 

XYZ Polyfibres, a partnership firm, has earned a gross total income of Rs. 300 lakh for the year. There are no 

international transactions. 

The above includes a profit of Rs. 220 lakh from an industrial undertaking having a turnover of Rs. 80 crore. 

This is the fifth year and deduction under section 80-IB is available to the extent of Rs. 200 lakh.  

There are some grey areas in the taxation workings an hence the assessee is contemplating to file the return of 

income on December 7 AY, after seeking clarifications from tax experts. Advise the assessee-company by 

working out the total income and tax payable, where the return is filed on October 31, AY and when the same 

is filed on December 7, AY. 

What is the practical solution as regards obtaining clarifications, which might or might not have an impact on 

the total income ?  

 

Question (ID 10) (Returns of Income) 

 

During the course of assessment assessing officer have the following powers 

a) Powers of special audit 

b) Power to require the assessee to produce books of accounts and other documents up to 6 years prior to 

previous year 

c) Power to make any further inquiry 

d) Power to require assessee to furnish Return of income 

e) Power to require assessee to produce books of accounts of garnishee 

 

 Your Options are  

A a,b,c,d,e 

B a,c,d 

C a,b,c,d 

D b,c,d,e 
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Question (ID 11) (Returns of Income) 

 

Following are powers and provisions relating to special audit 

 

a) It can be direct at any stage of the proceedings 

b) It can be directed having regard to the nature and complexity of the accounts, volume of the accounts, 

doubts about the correctness of the accounts, multiplicity of transactions in the accounts or specialised 

nature of business activity of the assessee, and the interests of the revenue. 

c) Previous approval of the Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner is not required 

d) Fees of audit to be paid by assessee 

e) audit report to be obtained in 210 days 

 

 

 Your Options are  

A a,b,c,d,e 

B a,c,d 

C a,b,d 

D b,c,d,e 
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142. (1) For the purpose of making an assessment under this Act, the Assessing Officer may serve on any person 

who has made a return under section 115WD or section 139 or in whose case the time allowed under sub-section 

(1) of section 139 for furnishing the return has expired a notice requiring him, on a date to be therein 

specified,— 

 (i)  where such person has not made a return within the time allowed under sub-section (1) of section 

139 or before the end of the relevant assessment year, to furnish a return of his income or the income 

of any other person in respect of which he is assessable under this Act, in the prescribed form and 

verified in the prescribed manner87 and setting forth such other particulars as may be prescribed, or : 

Provided that where any notice has been served under this sub-section for the purposes of this clause 

after the end of the relevant assessment year commencing on or after the 1st day of April, 1990 to a 

person who has not made a return within the time allowed under sub-section (1) of section 139 or before 

the end of the relevant assessment year, any such notice issued to him shall be deemed to have been 

served in accordance with the provisions of this sub-section, 

(ii)  to produce, or cause to be produced, such accounts or documents as the Assessing Officer may 

require, or 

(iii)  to furnish in writing and verified in the prescribed manner information in such form and on such 

points or matters (including a statement of all assets and liabilities of the assessee, whether included in 

the accounts or not) as the Assessing Officer may require : 

Provided that— 

(a)  the previous approval of the Joint Commissioner shall be obtained before requiring the assessee to 

furnish a statement of all assets and liabilities not included in the accounts; 

(b)  the Assessing Officer shall not require the production of any accounts relating to a period more 

than three years prior to the previous year. 

 

(2) For the purpose of obtaining full information in respect of the income or loss of any person, the Assessing 

Officer may make such inquiry as he considers necessary. 

 

(2A) If, at any stage of the proceedings before him, the Assessing Officer, having regard to the nature and 
complexity of the accounts, volume of the accounts, doubts about the correctness of the accounts, 

multiplicity of transactions in the accounts or specialised nature of business activity of the assessee, and the 

interests of the revenue, is of the opinion that it is necessary so to do, he may, with the previous approval 

of the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, 

direct the assessee to get the accounts audited by an accountant, as defined in the Explanation below 

sub-section (2) of section 288, nominated by the Principal Chief Commissioner or Chief Commissioner or 

Principal Commissioner or Commissioner in this behalf and to furnish a report of such audit in the prescribed 

form89-90 duly signed and verified by such accountant and setting forth such particulars as may be prescribed 

and such other particulars as the Assessing Officer may require : 
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Provided that the Assessing Officer shall not direct the assessee to get the accounts so audited unless the 

assessee has been given a reasonable opportunity of being heard. 

(2B) The provisions of sub-section (2A) shall have effect notwithstanding that the accounts of the assessee 

have been audited under any other law for the time being in force or otherwise. 

(2C) Every report under sub-section (2A) shall be furnished by the assessee to the Assessing Officer within 

such period as may be specified by the Assessing Officer : 

Provided that the Assessing Officer may, suo motu, or on an application made in this behalf by the assessee and 

for any good and sufficient reason, extend the said period by such further period or periods as he thinks fit; 

so, however, that the aggregate of the period originally fixed and the period or periods so extended shall not, in 

any case, exceed one hundred and eighty days from the date on which the direction under sub-section (2A) 

is received by the assessee. 

(2D) The expenses of, and incidental to, any audit under sub-section (2A) (including the remuneration of the 

accountant) shall be determined by the Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner (which determination shall be final) and paid by the assessee and in default 

of such payment, shall be recoverable from the assessee in the manner provided in Chapter XVII-D for the 

recovery of arrears of tax : 

Provided that where any direction for audit under sub-section (2A) is issued by the Assessing Officer on or 

after the 1st day of June, 2007, the expenses of, and incidental to, such audit (including the remuneration of the 

Accountant) shall be determined by the Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner in accordance with such guidelines as may be prescribed91 and the expenses so 

determined shall be paid by the Central Government. 

 

(3) The assessee shall, except where the assessment is made under section 144, be given an opportunity of 

being heard in respect of any material gathered on the basis of any inquiry under sub-section (2) or any 

audit under sub-section (2A) and proposed to be utilised for the purposes of the assessment. 

 

 

(4) The provisions of this section as they stood immediately before their amendment by the Direct Tax Laws 

(Amendment) Act, 1987 (4 of 1988), shall apply to and in relation to any assessment for the assessment year 

commencing on the 1st day of April, 1988, or any earlier assessment year and references in this section to the 

other provisions of this Act shall be construed as references to those provisions as for the time being in force 

and applicable to the relevant assessment year. 
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142A. (1) The Assessing Officer may, for the purposes of assessment or reassessment, make a reference to 

a Valuation Officer to estimate the value, including fair market value, of any asset, property or investment and 

submit a copy of report to him. 

(2) The Assessing Officer may make a reference to the Valuation Officer under sub-section (1) whether or 
not he is satisfied about the correctness or completeness of the accounts of the assessee. 

(3) The Valuation Officer, on a reference made under sub-section (1), shall, for the purpose of estimating the 

value of the asset, property or investment, have all the powers that he has under section 38A of the Wealth-tax 

Act, 1957 (27 of 1957). 

(4) The Valuation Officer shall, estimate the value of the asset, property or investment after taking into 

account such evidence as the assessee may produce and any other evidence in his possession gathered, after 

giving an opportunity of being heard to the assessee. 

(5) The Valuation Officer may estimate the value of the asset, property or investment to the best of his 

judgment, if the assessee does not co-operate or comply with his directions. 

(6) The Valuation Officer shall send a copy of the report of the estimate made under sub-section (4) or 

sub-section (5), as the case may be, to the Assessing Officer and the assessee, within a period of six 

months from the end of the month in which a reference is made under sub-section (1). 

(7) The Assessing Officer may, on receipt of the report from the Valuation Officer, and after giving the 

assessee an opportunity of being heard, take into account such report in making the assessment or 

reassessment. 

Explanation.—In this section, "Valuation Officer" has the same meaning as in clause (r) of section 2 of the 

Wealth-tax Act, 1957 (27 of 1957). 
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143. (1) Where a return has been made under section 139, or in response to a notice under sub-section (1) 

of section 142, such return shall be processed in the following manner, namely:— 

(a)  the total income or loss shall be computed after making the following adjustments, namely:— 

 (i)  any arithmetical error in the return; 92[***] 

(ii)  an incorrect claim, if such incorrect claim is apparent from any information in the return; 
93[(iii) disallowance of loss claimed, if return of the previous year for which set off of loss is claimed 

was furnished beyond the due date specified under sub-section (1) of section 139; 

(iv)  disallowance of expenditure indicated in the audit report but not taken into account in 

computing the total income in the return; 

(v) disallowance of deduction claimed under sections 10AA, 80-IA, 80-IAB, 80-IB, 80-IC, 80-

ID or section 80-IE, if the return is furnished beyond the due date specified under sub-section 

(1) of section 139; or 

(vi)  addition of income appearing in Form 26AS or Form 16A or Form 16 which has not been included 

in computing the total income in the return: 

Provided that no such adjustments shall be made unless an intimation is given to the assessee of 

such adjustments either in writing or in electronic mode: 

Provided further that the response received from the assessee, if any, shall be considered before 

making any adjustment, and in a case where no response is received within thirty days of the issue 

of such intimation, such adjustments shall be made:] 

Provided also that no adjustment shall be made under sub-clause (vi) in relation to a return 

furnished for the assessment year commencing on or after the 1st day of April, 2018; 

(b)  the tax , interest and fee, if any, shall be computed on the basis of the total income computed under 

clause (a); 

(c)  the sum payable by, or the amount of refund due to, the assessee shall be determined after adjustment 

of the tax , interest and fee, if any, computed under clause (b) by any tax deducted at source, any tax 

collected at source, any advance tax paid any relief allowable under section 89, any relief 

allowable under an agreement under section 90 or section 90A, or any relief allowable under section 

91, any rebate allowable under Part A of Chapter VIII, any tax paid on self-assessment and any amount 

paid otherwise by way of tax 96[, interest or fee]; 

(d)  an intimation shall be prepared or generated and sent to the assessee specifying the sum determined 

to be payable by, or the amount of refund due to, the assessee under clause (c); and 

(e)  the amount of refund due to the assessee in pursuance of the determination under clause (c) shall be 

granted to the assessee: 
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Provided that an intimation shall also be sent to the assessee in a case where the loss declared in the return 

by the assessee is adjusted but no tax , interest or fee is payable by, or no refund is due to, him: 

Provided further that no intimation under this sub-section shall be sent after the expiry of one year 

from the end of the financial year in which the return is made. 

Explanation.—For the purposes of this sub-section,— 

(a)  "an incorrect claim apparent from any information in the return" shall mean a claim, on the basis of an 

entry, in the return,— 

 (i)  of an item, which is inconsistent with another entry of the same or some other item in such return; 

(ii)  in respect of which the information required to be furnished under this Act to substantiate such 

entry has not been so furnished; or 

(iii)  in respect of a deduction, where such deduction exceeds specified statutory limit which may have 

been expressed as monetary amount or percentage or ratio or fraction; 

(b)  the  in a case 

to, the assessee under clause (c), and where no adjustment has 

been made under clause (a). 

 

 

(1A) For the purposes of processing of returns under sub-section (1), the Board may make a scheme for 

centralised processing of returns with a view to expeditiously determining the tax payable by, or the 

refund due to, the assessee as required under the said sub-section. 

(1B) Save as otherwise expressly provided, for the purpose of giving effect to the scheme made under sub-

section (1A), the Central Government may, by notification in the Official Gazette, direct that any of the 

provisions of this Act relating to processing of returns shall not apply or shall apply with such exceptions, 

modifications and adaptations as may be specified in that notification; so, however, that no direction shall be 

issued after the 31st day of March, 2012. 

(1C) Every notification issued under sub-section (1B), along with the scheme made under sub-section (1A), 

shall, as soon as may be after the notification is issued, be laid before each House of Parliament. 
97[(1D) Notwithstanding anything contained in sub-section (1), the processing of a return shall not be necessary, 

where a notice has been issued to the assessee under sub-section (2): 

Provided that the provisions of this sub-section shall not apply to any return furnished for the assessment year 

commencing on or after the 1st day of April, 2017.] 
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(2) Where a return has been furnished under section 139, or in response to a notice under sub-section (1) 

of section 142, the Assessing Officer or the prescribed income-tax authority as the case may be, if, considers it 

necessary or expedient to ensure that the assessee has not understated the income or has not computed 

excessive loss or has not under-paid the tax in any manner, shall serve on the assessee a notice requiring 

him, on a date to be specified therein, either to attend the office of the Assessing Officer or to produce, or 

cause to be produced before the Assessing Officer any evidence on which the assessee may rely in support of 

the return: 

Provided that no notice under this sub-section shall be served on the assessee after the expiry of six months 

from the end of the financial year in which the return is furnished.] 

(3) On the day specified in the notice issued under sub-section (2), or as soon afterwards as may be, after 

hearing such evidence as the assessee may produce and such other evidence as the Assessing Officer may 

require on specified points, and after taking into account all relevant material which he has gathered, the 

Assessing Officer shall, by an order in writing, make an assessment of the total income or loss of the 

assessee, and determine the sum payable by him or refund of any amount due to him on the basis of such 

assessment: 

Provided that in the case of a— 

(a)  research association referred to in clause (21) of section 10; 

(b)  news agency referred to in clause (22B) of section 10; 

(c)  association or institution referred to in clause (23A) of section 10; 

(d)  institution referred to in clause (23B) of section 10; 

(e)  fund or institution referred to in sub-clause (iv) or trust or institution referred to in sub-clause (v) or any 

university or other educational institution referred to in sub-clause (vi) or any hospital or other medical 

institution referred to in sub-clause (via) of clause (23C) of section 10, 

which is required to furnish the return of income under sub-section (4C) of section 139, no order making an 

assessment of the total income or loss of such research association, news agency, association or institution or 

fund or trust or university or other educational institution or any hospital or other medical institution, shall be 

made by the Assessing Officer, without giving effect to the provisions of section 10, unless— 

 (i)  the Assessing Officer has intimated the Central Government or the prescribed authority the 

contravention of the provisions of clause (21) or clause (22B) or clause (23A) or clause (23B) or sub-

clause (iv) or sub-clause (v) or sub-clause (vi) or sub-clause (via) of clause (23C) ofsection 10, as the 

case may be, by such research association, news agency, association or institution or fund or trust or 

university or other educational institution or any hospital or other medical institution, where in his view 

such contravention has taken place; and 

(ii)  the approval granted to such research association or other association or fund or trust or 

institution or university or other educational institution or hospital or other medical institution has been 

withdrawn or notification issued in respect of such news agency or fund or trust or 
institution has been rescinded : 
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Provided further that where the Assessing Officer is satisfied that the activities of the university, college or 

other institution referred to in clause (ii) and clause (iii) of sub-section (1) of section 35 are not being carried 

out in accordance with all or any of the conditions subject to which such university, college or other institution 

was approved, he may, after giving a reasonable opportunity of showing cause against the proposed withdrawal 

to the concerned university, college or other institution, recommend to the Central Government to withdraw the 

approval and that Government may by order, withdraw the approval and forward a copy of the order to the 

concerned university, college or other institution and the Assessing Officer: 

Provided also that notwithstanding anything contained in the first and the second provisos, no effect shall be 

given by the Assessing Officer to the provisions of clause (23C) of section 10 in the case of a trust or institution 

for a previous year, if the provisions of the first proviso to clause (15) of section 2 become applicable in the case 

of such person in such previous year, whether or not the approval granted to such trust or institution or 

notification issued in respect of such trust or institution has been withdrawn or rescinded. 

 

(3A) The Central Government may make a scheme, by notification in the Official Gazette, for the purposes 

of making assessment of total income or loss of the assessee under sub-section (3) so as to impart greater 

efficiency, transparency and accountability by— 

(a)  eliminating the interface between the Assessing Officer and the assessee in the course of 

proceedings to the extent technologically feasible; 

(b)  optimising utilisation of the resources through economies of scale and functional specialisation; 

(c)  introducing a team-based assessment with dynamic jurisdiction. 

(3B) The Central Government may, for the purpose of giving effect to the scheme made under sub-section (3A), 

by notification in the Official Gazette, direct that any of the provisions of this Act relating to assessment of total 

income or loss shall not apply or shall apply with such exceptions, modifications and adaptations as may be 

specified in the notification: 

Provided that no direction shall be issued after the 31st day of March, 2020. 

 

(3C) Every notification issued under sub-section (3A) and sub-section (3B) shall, as soon as may be after the 

notification is issued, be laid before each House of Parliament.] 

 

(4) Where a regular assessment under sub-section (3) of this section or section 144 is made,— 

(a)  any tax or interest paid by the assessee under sub-section (1) shall be deemed to have been paid towards 

such regular assessment ; 

(b)  if no refund is due on regular assessment or the amount refunded under sub-section (1) exceeds the 

amount refundable on regular assessment, the whole or the excess amount so refunded shall be deemed 

to be tax payable by the assessee and the provisions of this Act shall apply accordingly. 
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144. (1) If any person— 

(a)  fails to make the return required under sub-section (1) of section 139 and has not made a return or a 

revised return under sub-section (4) or sub-section (5) of that section, or 

(b)  fails to comply with all the terms of a notice issued under sub-section (1) of section 142 or fails to 

comply with a direction issued under sub-section (2A) of that section, or 

(c)  having made a return, fails to comply with all the terms of a notice issued under sub-section (2) 

of section 143, 

the Assessing Officer, after taking into account all relevant material which the Assessing Officer has gathered, 

shall, after giving the assessee an opportunity of being heard, make the assessment of the total income or 

loss to the best of his judgment and determine the sum payable by the assessee on the basis of such assessment 

: 

Provided that such opportunity shall be given by the Assessing Officer by serving a notice calling upon the 

assessee to show cause, on a date and time to be specified in the notice, why the assessment should not be 

completed to the best of his judgment : 

Provided further that it shall not be necessary to give such opportunity in a case where a notice under 
sub-section (1) of section 142 has been issued prior to the making of an assessment under this 
section. 

(2) The provisions of this section as they stood immediately before their amendment by the Direct Tax Laws 

(Amendment) Act, 1987 (4 of 1988), shall apply to and in relation to any assessment for the assessment year 

commencing on the 1st day of April, 1988, or any earlier assessment year and references in this section to the 

other provisions of this Act shall be construed as references to those provisions as for the time being in force 

and applicable to the relevant assessment year. 
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145. (1) Income chargeable under the head "Profits and gains of business or profession" or "Income from other 

sources" shall, subject to the provisions of sub-section (2), be computed in accordance with either cash or 

mercantile system of accounting . 

(2) The Central Government may notify in the Official Gazette from time to time income computation and 

disclosure standards to be followed by any class of assessees or in respect of any class of income. 

(3) Where the Assessing Officer is not satisfied about the correctness or comp-leteness of 

the accounts of the assessee, or where the method of accounting provided in sub-section (1) has not 

been regularly followed by the assessee, or income has not been computed in accordance with the 

standards notified under sub-section (2), the Assessing Officer may make an assessment in the manner 

provided in section 144. 
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145A. For the purpose of determining the income chargeable under the head "Profits and gains of business or 

profession",— 

 (i)  the valuation of inventory shall be made at lower of actual cost or net realisable value computed 

in accordance with the income computation and disclosure standards notified under sub-section (2) 

of section 145; 

(ii)  the valuation of purchase and sale of goods or services and of inventory shall be adjusted to 

include the amount of any tax, duty, cess or fee (by whatever name called) actually paid or incurred 

by the assessee to bring the goods or services to the place of its location and condition as on the date 

of valuation; 

(iii)  the inventory being securities not listed on a recognised stock exchange, or listed but not quoted 

on a recognised stock exchange with regularity from time to time, shall be valued at actual cost 

initially recognised in accordance with the income computation and disclosure 

standards notified under sub-section (2) of section 145; 

(iv)  the inventory being securities other than those referred to in clause (iii), shall be valued at lower of 

actual cost or net realisable value in accordance with the income computation and disclosure 

standards notified under sub-section (2) of section 145: 

Provided that the inventory being securities held by a scheduled bank or public financial institution shall be 

valued in accordance with the income computation and disclosure standards notified under sub-section (2) 

of section 145 after taking into account the extant guidelines issued by the Reserve Bank of India in this regard: 

Provided further that the comparison of actual cost and net realisable value of securities shall be made 

category-wise. 

Explanation 1.—For the purposes of this section, any tax, duty, cess or fee (by whatever name called) under any 

law for the time being in force, shall include all such payment notwithstanding any right arising as a 

consequence to such payment. 

Explanation 2.—For the purposes of this section,— 

(a) "public financial institution" shall have the meaning assigned to it in clause (72) of section 2 of the 

Companies Act, 2013 (18 of 2013); 

(b) "recognised stock exchange" shall have the meaning assigned to it in clause (ii) of Explanation 1 to 

clause (5) of section 43; 

(c) "scheduled bank" shall have the meaning assigned to it in clause (ii) of the Explanation to clause (viia) 

of sub-section (1) of section 36. 
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145B. (1) Notwithstanding anything to the contrary contained in section 145, the interest received by an 

assessee on any compensation or on enhanced compensation, as the case may be, shall be deemed to be 

the income of the previous year in which it is received. 

(2) Any claim for escalation of price in a contract or export incentives shall be deemed to be the 

income of the previous year in which . 

(3) The income referred to in sub-clause (xviii) of clause (24) of section 2 shall be deemed to be the 

income of the previous year in which it is received, if not charged to income-tax in any earlier 
previous year. 
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153. (1) No order of assessment shall be made under section 143 or section 144 at any time after the expiry of 

twenty-one months from the end of the assessment year in which the income was first assessable: 

Provided that in respect of an order of assessment relating to the assessment year commencing on the 1st day 

of April, 2018, the provisions of this sub-section shall have effect, as if for the words "twenty-one months", the 

words "eighteen months" had been substituted: 

Provided further that in respect of an order of assessment relating to the assessment year commencing on or 

after the 1st day of April, 2019, the provisions of this sub-section shall have effect, as if for the words "twenty-

one months", the words "twelve months" had been substituted. 

 

(2) No order of assessment, reassessment or recomputation shall be made under section 147 after the expiry 

of nine months from the end of the financial year in which the notice under section 148 was served: 

[Provided that where the notice under section 148 is served on or after the 1st day of April, 2019, the provisions 

of this sub-section shall have effect, as if for the words "nine months", the words "twelve months" had been 

substituted.] 

 

(3) Notwithstanding anything contained in sub-sections (1) and (2), an order of fresh assessment in pursuance 

of an order under section 254 or section 263 or section 264, setting aside or cancelling an assessment, may be 

made at any time before the expiry of nine months from the end of the financial year in which the order 

under section 254 is received by the Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner or, as the case may be, the order under section 263 or section 264 is passed by 

the Principal Commissioner or Commissioner: 

[Provided that where the order under section 254 is received by the Principal Chief Commissioner or Chief 

Commissioner or Principal Commissioner or Commissioner or, as the case may be, the order under section 

263 or section 264 is passed by the Principal Commissioner or Commissioner on or after the 1st day of April, 

2019, the provisions of this sub-section shall have effect, as if for the words "nine months", the words "twelve 

months" had been substituted.] 

 

(4) Notwithstanding anything contained in sub-sections (1), (2) and (3), where a reference under sub-section 
(1) of section 92CA is made during the course of the proceeding for the assessment or reassessment, the period 

available for completion of assessment or reassessment, as the case may be, under the said sub-sections (1), (2) 

and (3) shall be extended by twelve months. 
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(5) Where effect to an order under section 250 or section 254 or section 260 or section 262 or section 

263 or section 264 is to be given by the Assessing Officer, wholly or partly, otherwise than by making a fresh 

assessment or reassessment, such effect shall be given within a period of three months from the end of the 
month in which order under section 250 or section 254 or section 260 or section 262 is received by the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, as the case 

may be, the order under section 263 or section 264 is passed by the Principal Commissioner or Commissioner: 

 

Provided that where it is not possible for the Assessing Officer to give effect to such order within the 

aforesaid period, for reasons beyond his control, the Principal Commissioner or Commissioner on receipt of 

such request in writing from the Assessing Officer, if satisfied, may allow an additional period of  six 
months to give effect to the order: 

 

Provided further that where an order under section 250 or section 254 or section 260 or section 262 or section 

263 or section 264 requires verification of any issue by way of submission of any document by the assessee or 

any other person or where an opportunity of being heard is to be provided to the assessee, the order 

giving effect to the said order under section 250 or section 254 or section 260 or section 262 or section 

263 or section 264 shall be made within the time specified in sub-section (3).] 

 

(6) Nothing contained in sub-sections (1) and (2) shall apply to the following classes of assessments, 

reassessments and recomputation which may, subject to the provisions of sub-sections (3) and (5), be 

completed— 

 (i)  where the assessment, reassessment or recomputation is made on the assessee or any person in 

consequence of or to give effect to any finding or direction contained in an order under section 

250, section 254, section 260, section 262, section 263, or section 264 or in an order of any court in a 

proceeding otherwise than by way of appeal or reference under this Act, on or before the expiry of 

twelve months from the end of the month in which such order is received or passed by the 

Principal Commissioner or Commissioner, as the case may be; or 

(ii)  where, in the case of a firm, an assessment is made on a partner of the firm in consequence of 

an assessment made on the firm under section 147, on or before the expiry of twelve months from 

the end of the month in which the assessment order in the case of the firm is passed. 
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(7) Where effect to any order, finding or direction referred to in sub-section (5) or sub-section (6) is to be given 

by the Assessing Officer, within the time specified in the said sub-sections, and such order has been received or 

passed, as the case may be, by the income-tax authority specified therein before the 1st day of June, 2016, the 

Assessing Officer shall give effect to such order, finding or direction, or assess, reassess or recompute the 

income of the assessee, on or before the 31st day of March, 2017. 

 

(8) Notwithstanding anything contained in the foregoing provisions of this section, sub-section (2) of section 

153A or sub-section (1) of section 153B, the order of assessment or reassessment, relating to any assessment 

year, which stands revived under sub-section (2) of section 153A, shall be made within a period of one year 

from the end of the month of such revival or within the period specified in this section or sub-section (1) 

of section 153B, whichever is later. 

 

(9) The provisions of this section as they stood immediately before the commencement of the Finance Act, 2016, 

shall apply to and in relation to any order of assessment, reassessment or recomputation made before the 1st day 

of June, 2016: 
7a[Provided that where a notice under sub-section (1) of section 142 or sub-section (2) of section 143 or section 

148 has been issued prior to the 1st day of June, 2016 and the assessment or reassessment has not been completed 

by such date due to exclusion of time referred to in Explanation 1, such assessment or reassessment shall be 

completed in accordance with the provisions of this section as it stood immediately before its substitution by the 

Finance Act, 2016 (28 of 2016).] 

Explanation 1.—For the purposes of this section, in computing the period of limitation— 

 (i)  the time taken in reopening the whole or any part of the proceeding or in giving an opportunity to the 

assessee to be re-heard under the proviso to section 129; or 

(ii)  the period during which the assessment proceeding is stayed by an order or injunction of any court; or 

(iii)  the period commencing from the date on which the Assessing Officer intimates the Central Government 

or the prescribed authority, the contravention of the provisions of clause (21) or clause (22B) or clause 

(23A) or clause (23B) or sub-clause (iv) or sub-clause (v) or sub-clause (vi) or sub-clause (via) of clause 

(23C) of section 10, under clause (i) of the proviso to sub-section (3) of section 143 and ending with the 

date on which the copy of the order withdrawing the approval or rescinding the notification, as the case 

may be, under those clauses is received by the Assessing Officer; or 

(iv)  the period commencing from the date on which the Assessing Officer directs the assessee to get his 

accounts audited under sub-section (2A) of section 142 and— 

(a)  ending with the last date on which the assessee is required to furnish a report of such audit under 

that sub-section; or 

(b)  where such direction is challenged before a court, ending with the date on which the order setting 

aside such direction is received by the Principal Commissioner or Commissioner; or 

(v)  the period commencing from the date on which the Assessing Officer makes a reference to the Valuation 

Officer under sub-section (1) of section 142A and ending with the date on which the report of the 

Valuation Officer is received by the Assessing Officer; or 

(vi)  the period (not exceeding sixty days) commencing from the date on which the Assessing Officer 

received the declaration under sub-section (1) of section 158A and ending with the date on which the 

order under sub-section (3) of that section is made by him; or 
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(vii)  in a case where an application made before the Income-tax Settlement Commission is rejected by it or 

is not allowed to be proceeded with by it, the period commencing from the date on which an application 

is made before the Settlement Commission under section 245C and ending with the date on which the 

order under sub-section (1) of section 245D is received by the Principal Commissioner or 

Commissioner under sub-section (2) of that section; or 

(viii)  the period commencing from the date on which an application is made before the Authority for Advance 

Rulings under sub-section (1) of section 245Q and ending with the date on which the order rejecting the 

application is received by the Principal Commissioner or Commissioner under sub-section (3) of section 

245R; or 

(ix)  the period commencing from the date on which an application is made before the Authority for Advance 

Rulings under sub-section (1) of section 245Q and ending with the date on which the advance ruling 

pronounced by it is received by the Principal Commissioner or Commissioner under sub-section (7) 

of section 245R; or 

(x)  the period commencing from the date on which a reference or first of the references for exchange of 

information is made by an authority competent under an agreement referred to in section 90 or section 

90A and ending with the date on which the information requested is last received by the Principal 

Commissioner or Commissioner or a period of one year, whichever is less; or 

(xi)  the period commencing from the date on which a reference for declaration of an arrangement to be an 

impermissible avoidance arrangement is received by the Principal Commissioner or Commissioner 

under sub-section (1) of section 144BA and ending on the date on which a direction under sub-section 

(3) or sub-section (6) or an order under sub-section (5) of the said section is received by the Assessing 

Officer, 

shall be excluded: 

 

Provided that where immediately after the exclusion of the aforesaid period, the period of limitation referred to 

in sub-sections (1), (2), (3) and sub-section (8) available to the Assessing Officer for making an order of 

assessment, reassessment or recomputation, as the case may be, is less than sixty days, such remaining period 

shall be extended to sixty days and the aforesaid period of limitation shall be deemed to be extended 

accordingly: 

Provided further that where the period available to the Transfer Pricing Officer is extended to sixty days 

in accordance with the proviso to sub-section (3A) of section 92CA and the period of limitation available to the 

Assessing Officer for making an order of assessment, reassessment or recomputation, as the case may be, is less 

than sixty days, such remaining period shall be extended to sixty days and the aforesaid period of limitation 

shall be deemed to be extended accordingly: 

Provided also that where a proceeding before the Settlement Commission abates under section 245HA, the 

period of limitation available under this section to the Assessing Officer for making an order of assessment, 

reassessment or recomputation, as the case may be, shall, after the exclusion of the period under sub-section (4) 

of section 245HA, be not less than one year; and where such period of limitation is less than one year, it shall 

be deemed to have been extended to one year; and for the purposes of determining the period of limitation 

under sections 149, 8[***] 154, 155 and 158BE and for the purposes of payment of interest under section 244A, 

this proviso shall also apply accordingly. 

Explanation 2.—For the purposes of this section, where, by an order referred to in clause (i) of sub-section 

(6),— 
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(a)  any income is excluded from the total income of the assessee for an assessment year, then, an assessment 

of such income for another assessment year shall, for the purposes of section 150 and this section, be 

deemed to be one made in consequence of or to give effect to any finding or direction contained in the 

said order; or 

(b)  any income is excluded from the total income of one person and held to be the income of another person, 

then, an assessment of such income on such other person shall, for the purposes of section 150 and this 

section, be deemed to be one made in consequence of or to give effect to any finding or direction 

contained in the said order, if such other person was given an opportunity of being heard before the said 

order was passed. 
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Question 1 (ID 01) (Revision  / Home work)   

X Ltd. has leased out a house property owned by it to the customs authorities at a monthly rent of Rs. 40,000. 

The lease expired on December 31, 1989. X Ltd. gave notice for vacating the premises or alternatively for an 

increase in the rent of Rs. 60,000 per month with effect from January 1, 1990. The customs authorities continued 

to occupy the premises and did not agree to increase the rent. The dispute as to the fixation of rent was referred 

to arbitration in November 1990. The arbitration proceeding continued for about 2 years and finally an award 

was delivered in January 1993 fixing the rent at Rs. 60,000 per month with retrospective effect from January 1, 

1990. The customs authorities disputed the award in the Delhi High Court and ultimately a decree was passed 

by the Delhi High Court in July 1993 in terms of the award. Thereupon, the customs authorities paid in August 

1993 the additional arrear rent of Rs. 20,000 per month for the year 1992-93. In their income-tax returns in 

respect of the assessment years 1991-92, 1992-93 and 1993-94 X Ltd. had continued to declare its rental income 

at the old rate of Rs. 40,000 per month and had also indicated by a footnote the fact that its claim for increase in 

rent from Rs. 40,000 to Rs. 60,000 with effect from January 1, 1990 was disputed by the tenant and the matter 

was pending before the arbitrator/High Court. The Income-tax Officer on consideration of the aforesaid note 

completed the assessment of X Ltd., in respect of the assessment years 1991-92 and 1992-93 on November 30, 

1993 under section 143(3) on the basis of the old rent of Rs. 40,000 per month as was being received “under 

protest” by X Ltd. In December 1993, the Income-tax Officer became aware of the decree passed by the Delhi 

High Court in terms of the award fixing the rent of Rs. 60,000 per month with effect from January 1, 1990.  

Advise whether the income-tax Officer should take action for assessing the additional rent of Rs. 20,000 per 

month now paid in August 1993;  

a. by resort to the reassessment proceeding under section 147;  

b. by resort to the rectification proceedings under section 154;  

c. by initiating proceedings for revision under section 263; or  

d. by assessing the entire arrear rent as income for the assessment year 1994-95 on the basis of 

receipt, as the company follows cash system of accounting.   

 

Question 2 (ID 02) 

During the course of assessment proceedings, the assessee has, inter alia, filed copies of the loan accounts with 

confirmation letters. On that basis, genuineness of the loans was accepted without making any further enquiry 

and the assessments were completed under section 143(3). Thereafter, the premises of one S were searched by 

the department. Certain books and documents were seized. One such book was a diary in which the name of the 

assessee was noted S stated that the transactions noted by him in the aforesaid diary were bogus and that he was 

arranging havalas only for his clients. On the basis of the aforesaid information, the Assessing Officer formed 

reason to believe that certain loans taken by the assessee were not genuine and the assessee’s income for the 

years in question had escaped assessment. He, therefore, initiates reassessment proceedings under section 147. 

Discuss whether the action of the Assessing Officer is justified. 

 

  



 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Re-assessment Procedure  - P a g e  | F34 . 2 

Question 3 (ID 03) 

An assessment was completed in accordance with directions contained in a circular issued by the Central Board 

of Direct Taxes. Subsequently the Supreme Court held the circular to be invalid. Can the completed assessment 

be reopened ? 

OR 

The assessment was completed by the assessing officer. After that, a circular was issued by CBDT 

U/s.119. On the basis of that the A.O. initiated the assessment proceedings U/s.147 due to, concealment 

of income noticed. In the reassessment proceedings, the A.O. inter alia, made use of the provisions of 

the circular issued post assessment The assessee objected to this claiming that the said circular has no 

force. Discuss. 

 

Question 4 (ID 04) (Revision  / Home work) 

R Bros., an AOP, had submitted its return of income on 31-7-AY showing an income of Rs. 47,200. No 

assessment was made on the return. Two of the members of the AOP had been assessed in respect of the share 

income from the AOP.  In August of AY , the audit party points out of the Assessing Officer that R Bros. have 

claimed excessive depreciation of Rs. 3,000. The Assessing Officer has issued under section 148 on R Bros. 

seeking to assess the income of the AOP. Can this be done ? 

 

 Your Options are 

A Finding of audit party of Excessive depreciation is reasons enough for notice u/s 148 

B Finding of audit party of Excessive depreciation is not reasons enough for notice u/s 148 

since it is just a audit measure and it does not have any implication on assessment 

C Notice u/s 148 is not valid 

D None of the above 
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Question 5 (ID 05) 

1. An assessment was made on R originally in the status of a non-resident. In the re-assessment made under 

section 147, he is assessed as resident and ordinarily resident on the ground that the correct status was 

not disclosed in the return of income filed originally. Is the change of status valid in a re-ssessment ? 

2. A non-resident individual was assessed originally on income arising in India on 8-3-2019 in respect of 

assessment year 2018-19. The Assessing Officer discovered an omission in the assessment and issued 

notice to the statutory agent on 10-12-2023 for re-assessment of the omitted income under section 147. 

Assuming that the statutory agent has been given notice of his appointment and has been heard u/s 163, 

how will he contest the validity of the re-assessment ? 

3. An assessee filed a return showing, inter alia, a sum of Rs. 25,000 as capital receipt and hence not liable 

to tax. The Assessing Officer accepted the claim of the assessee and made the assessment on the income 

disclosed. Subsequently, a successor to the Assessing Officer came across a judgement of the high Court 

under which the amount claimed as exempt was held to be liable to tax, under identical circumstances. 

The assessment was re-opened under section 147. The assessee wants you to contend that the notice 

under section 147 is not valid. What is your opinion?  (Revision  / Home work) 

 

 

 Your Options are for (3) 

A 147 assessment due to finding of high court is valid 

B 147 assessment due to finding of high court is not valid but of supreme court is valid 

C 147 assessment due to finding of high court is not valid 

D None of the above 
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Question 6 (ID 06) 

Discuss the validity of the proceedings in the following cases. 

(i) An Assessing Officer made an order of assessment on R determining the total income at Rs. 3,75,000 

by an order just 4 days before last date of making order in respect of year. This was served on the 

assesse after the 15 days of order. A tax of Rs. 1,87,500 was determined subsequently and a demand 

notice was served on the assesse after 25 days. 

(ii) R Ltd. effected purchases of stock-in-trade of the value of Rs. 2,50,000 from G and Company during 

the year. Vouchers in support of the purchases were produced before the Assessing Officer, who 

accepted the claim. Subsequently, the Assessing Officer, received specific information that the said 

purchases were not genuine and G and Company had denied the transaction. The Assessing Officer 

thereafter re-opened the assessment under section 147 in the 5th year after assessment year. R. Ltd. 

challenges the validity of the re-assessment on the ground that it had disclosed all the primary facts 

and the Assessing Officer ought to have verified the genuineness of the claim at the time of the 

original assessment. (Revision  / Home work) 

 

 Your Options are for (ii) 

A Submission of vouchers, books and documents is a Full and True disclosure however action 

of officer invoking 147 is Justified. 

B Submission of vouchers, books and documents was a correct scrutiny procedure and thus 

action of officer invoking 147 is Justified. 

C Submission of vouchers, books and documents does not amount to Full and True disclosure 

and thus action of officer invoking 147 is Justified. 

D None of the above 
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Question 7 (ID 07) 

 Examine the validity of the following: 

1. An assessee was treated as an agent of a non-resident in respect of year for which no return was filed 

suo moto. A notice under section 148 was, therefore, issued to him after 6 years from assessment year 

calling upon him to file a return of income. The assessee raised an objection stating that the proceedings 

were not valid. (Revision  / Home work) 

2. A firm consisting of partners R and G files a return of income in respect of the year showing a total 

income of Rs. 86,000. The Assessing Officer is, however, of the opinion that the business of the firm 

belongs to R as proprietor and makes and assessment on him. In the appeal filed by R the appellate 

authority holds that the firm is genuine and, therefore, allows the appeal. The Assessing Officer issues a 

notice under section 148 and to the firm to assess the income which has escaped assessment. 

3. A firm was assessed under section 143(3) on a total income of Rs. 1,00,000 in respect of assessment year 

2003-04 on 20-4-2004. The assessment was reopened to re-assess an income of Rs. 49,000 which had 

escaped assessment by issue of a notice under section 148 on 15-1-2006 and the re-assessment was 

completed on 20-3-2006. The assessment of the partner, whose case had also been reopened along with 

that of the firm, was made on 15-3-2007, in order to give effect to higher share of remuneration, 

consequent on reassessment of the firm. 

 

 

 Your Options are for (1) 

A Notice on agent of non resident is barred by time. 

B Notice on agent of non resident is not barred by time. 

C Notice on agent is barred by time but still a valid notice. 

D None of the above 
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Question 8 (ID 08)  

Ms. X, an Indian resident, owns for the financial year, a house property in London purchased in July 2004; a 

shop in Sydney purchased in June 2006 and space in a commercial complex in New York purchased in April 

2012. She is also having authority to operate the bank account maintained with Citibank London of a company 

owned by her daughter and son-in-law since July 2013. 

She has been served in July 2015 with the notices issued under section 148 for assessment years 2003-04 to 

2014-15. She wants to challenge the action of the Assessing Officer for issuing notices under section 148 for 

multiple years, seeks your opinion. Advise her suitably.  

 

Question 9 (ID 09) (Home Work)  

Answer the following case. Your answer should cover (1) Issues involved; (2) Provisions applicable; (3) 

Analysis; and (4) Conclusion: 

Dravid (P) Ltd.is engaged in manufacture of electrical items. It received deposit from the distributors and 

supplied goods in the market through the distributors.it could not locate some distributors with whom there was 

no transaction for the past 5 years or so. The income-tax assessment was completed under section 143(3) but 

the issue of unclaimed deposits of distributors was never discussed. The Assessing Officer issued a notice under 

section 148 after 4 years from the end of the relevant assessment year but without quantifying the amount of 

income which had escaped assessment. The assesse challenged the matter in appeal by contending that the 

Assessing Officer without being definite of the quantum of income escaping assessment could not have initiated 

reassessment proceedings. Decide the validity of the contention of the assesse.  

  



 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Re-assessment Procedure  - P a g e  | F34 . 1 

147. If the Assessing Officer has reason to believe that any income chargeable to tax has escaped assessment 

for any assessment year, he may, subject to the provisions of sections 148 to 153, assess or reassess such income 

and also any other income chargeable to tax which has escaped assessment and which comes to his notice 

subsequently in the course of the proceedings under this section, or recompute the loss or the depreciation 

allowance or any other allowance, as the case may be, for the assessment year concerned (hereafter in this 

section and in sections 148 to 153 referred to as the relevant assessment year) : 

 

Provided that where an assessment under sub-section (3) of section 143 or this section has been made for 

the relevant assessment year, no action shall be taken under this section after the expiry of four 

years from the end of the relevant assessment year, unless any income chargeable to tax has escaped 

assessment for such assessment year by reason of the failure on the part of the assessee to make a 

return under section 139 or in response to a notice issued under sub-section (1) of section 142 or section 

148 or to disclose fully and truly all material facts necessary for his assessment, for that 

assessment year: 

 

Provided further that nothing contained in the first proviso shall apply in a case where any 
income in relation to any asset (including financial interest in any entity) located outside India, 
chargeable to tax, has escaped assessment for any assessment year: 

 

Provided also that the Assessing Officer may assess or reassess such income, other than the 

income involving matters which are the subject matters of any appeal, reference or revision, 

which is chargeable to tax and has escaped assessment. 

 

Explanation 1.—Production before the Assessing Officer of account books or other evidence from 
which material evidence could with due diligence have been discovered by the Assessing Officer 
will not necessarily amount to disclosure within the meaning of the foregoing proviso. 

 

Explanation 2.—For the purposes of this section, the following shall also be deemed to be cases where income 

chargeable to tax has escaped assessment, namely :— 

(a)  where no return of income has been furnished by the assessee although his total income or the total 

income of any other person in respect of which he is assessable under this Act during the previous year 

exceeded the maximum amount which is not chargeable to income-tax ; 

(b)  where a return of income has been furnished by the assessee but no assessment has been made and it is 

noticed by the Assessing Officer that the assessee has understated the income or has claimed excessive 

loss, deduction, allowance or relief in the return ; 

(ba)  where the assessee has failed to furnish a report in respect of any international transaction which he was 

so required under section 92E; 

(c)  where an assessment has been made, but— 
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 (i)  income chargeable to tax has been underassessed ; or 

(ii)  such income has been assessed at too low a rate ; or 

(iii)  such income has been made the subject of excessive relief under this Act ; or 

(iv)  excessive loss or depreciation allowance or any other allowance under this Act has been 

computed; 
4[(ca) where a return of income has not been furnished by the assessee or a return of income has been furnished 

by him and on the basis of information or document received from the prescribed income-tax authority, 

under sub-section (2) of section 133C, it is noticed by the Assessing Officer that the income of the 

assessee exceeds the maximum amount not chargeable to tax, or as the case may be, the assessee has 

understated the income or has claimed excessive loss, deduction, allowance or relief in the return;] 

(d)  where a person is found to have any asset (including financial interest in any entity) located outside 

India. 

 

Explanation 3.—For the purpose of assessment or reassessment under this section, the Assessing Officer may 

assess or reassess the income in respect of any issue, which has escaped assessment, and such issue comes to 

his notice subsequently in the course of the proceedings under this section, notwithstanding that the 

reasons for such issue have not been included in the reasons recorded under sub-section (2) 

of section 148. 

 

Explanation 4.—For the removal of doubts, it is hereby clarified that the provisions of this section, as amended 

by the Finance Act, 2012, shall also be applicable for any assessment year beginning on or before the 1st day of 

April, 2012. 
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148. (1) Before making the assessment, reassessment or recomputation under section 147, the Assessing Officer 

shall serve on the assessee a notice requiring him to furnish within such period, as may be specified in 

the notice, a return of his income or the income of any other person in respect of which he is assessable under 

this Act during the previous year corresponding to the relevant assessment year, in the prescribed form and 

verified in the prescribed manner and setting forth such other particulars as may be prescribed; and the provisions 

of this Act shall, so far as may be, apply accordingly as if such return were a return required to be furnished 

under section 139 : 

Provided that in a case— 

(a)  where a return has been furnished during the period commencing on the 1st day of October, 1991 and 

ending on the 30th day of September, 2005 in response to a notice served under this section, and 

(b)  subsequently a notice has been served under sub-section (2) of section 143 after the expiry of twelve 

months specified in the proviso to sub-section (2) of section 143, as it stood immediately before the 

amendment of said sub-section by the Finance Act, 2002 (20 of 2002) but before the expiry of the time 

limit for making the assessment, re-assessment or recomputation as specified in sub-section (2) 

of section 153, every such notice referred to in this clause shall be deemed to be a valid notice: 

Provided further that in a case— 

(a)  where a return has been furnished during the period commencing on the 1st day of October, 1991 and 

ending on the 30th day of September, 2005, in response to a notice served under this section, and 

(b)  subsequently a notice has been served under clause (ii) of sub-section (2) of section 143 after the expiry 

of twelve months specified in the proviso to clause (ii) of sub-section (2) of section 143, but before the 

expiry of the time limit for making the assessment, reassessment or recomputation as specified in sub-

section (2) of section 153, every such notice referred to in this clause shall be deemed to be a valid 

notice. 

Explanation.—For the removal of doubts, it is hereby declared that nothing contained in the first proviso or the 

second proviso shall apply to any return which has been furnished on or after the 1st day of October, 2005 in 

response to a notice served under this section. 

(2) The Assessing Officer shall, before issuing any notice under this section, record his reasons for doing so. 
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149. (1) No notice under section 148 shall be issued for the relevant assessment year,— 

 

(a)  if four years have elapsed from the end of the relevant assessment year, unless the case falls under clause 

(b) or clause (c); 

(b)  if four years, but not more than six years, have elapsed from the end of the relevant assessment 

year unless the income chargeable to tax which has escaped assessment amounts to or is likely to 

amount to one lakh rupees or more for that year; 

(c)  if four years, but not more than sixteen years, have elapsed from the end of the relevant assessment 

year unless the income in relation to any asset (including financial interest in any entity) located 

outside India, chargeable to tax, has escaped assessment. 

 

Explanation.—In determining income chargeable to tax which has escaped assessment for the purposes of this 

sub-section, the provisions of Explanation 2 of section 147 shall apply as they apply for the purposes of that 

section. 

 

(2) The provisions of sub-section (1) as to the issue of notice shall be subject to the provisions of section 151. 

 

(3) If the person on whom a notice under section 148 is to be served is a person treated as the agent of a non-

resident under section 163 and the assessment, reassessment or recomputation to be made in pursuance of the 

notice is to be made on him as the agent of such non-resident, the notice 

  from the end of the relevant assessment year. 

Explanation.—For the removal of doubts, it is hereby clarified that the provisions of sub-sections (1) and (3), 

as amended by the Finance Act, 2012, shall also be applicable for any assessment year beginning on or before 

the 1st day of April, 2012. 
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150. (1) Notwithstanding anything contained in section 149, the notice under section 148 may be issued at any 

time for the purpose of making an assessment or reassessment or recomputation in consequence of or to give 

effect to any finding or direction contained in an order passed by any authority in any proceeding under this Act 

by way of appeal, reference or revision or by a Court in any proceeding under any other law. 

(2) The provisions of sub-section (1) shall not apply in any case where any such assessment, reassessment or 

recomputation as is referred to in that sub-section relates to an assessment year in respect of which an 

assessment, reassessment or recomputation could not have been made at the time the order which was the 

subject-matter of the appeal, reference or revision, as the case may be, was made by reason of any other provision 

limiting the time within which any action for assessment, reassessment or recomputation may be taken. 

 

151. (1) No notice shall be issued under section 148 by an Assessing Officer, after the expiry of a period of 

four years from the end of the relevant assessment year, unless the Principal Chief Commissioner or Chief 

Commissioner or Principal Commissioner or Commissioner is satisfied, on the reasons recorded by the 

Assessing Officer, that it is a fit case for the issue of such notice. 

(2) In a case other than a case falling under sub-section (1), no notice shall be issued under section 148 by an 

Assessing Officer, who is below the rank of Joint Commissioner, unless the Joint Commissioner is 

satisfied, on the reasons recorded by such Assessing Officer, that it is a fit case for the issue of such notice. 

(3) For the purposes of sub-section (1) and sub-section (2), the Principal Chief Commissioner or the Chief 

Commissioner or the Principal Commissioner or the Commissioner or the Joint Commissioner, as the case may 

be, being satisfied on the reasons recorded by the Assessing Officer about fitness of a case for the issue of notice 

under section 148, need not issue such notice himself. 
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152. (1) In an assessment, reassessment or recomputation made under section 147, the tax shall be chargeable 

at the rate or rates at which it would have been charged had the income not escaped assessment. 

(2) Where an assessment is reopened under section 147, the assessee may, if he has not impugned any part of 

the original assessment order for that year either under sections 246 to 248 or under section 264, claim that 

the proceedings under section 147 shall be dropped on his showing that he had been assessed on an amount 

or to a sum not lower than what he would be rightly liable for even if the income alleged to have 
escaped assessment had been taken into account, or the assessment or computation had been properly 

made : 

Provided that in so doing he shall not be entitled to reopen matters concluded by an order under section 

154, 155, 260, 262 or 263. 
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Question  (ID 02) 

 (a) In an order of assessment, the assessee noticed a mistake for which application u/s 154 was moved and the 

order was rectified. Subsequently, the assessee moved further application for rectification u/s 154 which 

was rejected by the Assessing Officer on the ground that the order once rectified cannot be rectified again. 

Is the contention of the Assessing Officer correct ?                   

(b) The return for was filed on time as per Section 139(1). The assessee during the course of assessment 

proceedings u/s 143(2), noticed certain omissions and therefore filed a revised return 3 months after the end 

of assessment year. The Assessing Officer ignoring the revised return so filed framed the order. Is the action 

of Assessing Officer correct ?     

 

 

 Your Options are for (b) 

A Action of the officer is not Valid, since he has ignored the revised return. 

B Action of the officer is not Valid, since the original return was filed on time. 

C Action of the officer is Valid 

D None of the above 

 

 

 

Question  (ID 03) 

EIH Private Ltd’s assessment for year was completed under Section 143(3) on last due date of passing order. 

The company went in appeal on the same day of passing order to the Commissioner (Appeals) and the appeal 

was decided on 16th August after 4 years, and the appeal effect was duly given by the Assessing Officer on 25th 

August,. Thereafter, on 1st September, the Assessing Officer noticed a mistake in calculation of depreciation on 

a particular block of assets, which reduced the income by Rs.1.10 lakh. The assessing officer issued notice under 

section 154 for the purpose of rectifying the mistake. Is such rectification permissible ? 
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154. (1) With a view to rectifying any mistake apparent from the record an income-tax authority referred 

to in section 116 may,— 

(a)  amend any order passed by it under the provisions of this Act ; 

(b)  amend any intimation or deemed intimation under sub-section (1) of section 143; 

(c)  amend any intimation under sub-section (1) of section 200A; 

(d)  amend any intimation under sub-section (1) of section 206CB. 

 

(1A) Where any matter has been considered and decided in any proceeding by way of appeal or revision 

relating to an order referred to in sub-section (1), the authority passing such order may, notwithstanding anything 

contained in any law for the time being in force, amend the order under that sub-section in relation to any 

matter other than the matter which has been so considered and decided. 

 

(2) Subject to the other provisions of this section, the authority concerned— 

(a)  may make an amendment under sub-section (1) of its own motion, and 

(b)  shall make such amendment for rectifying any such mistake which has been brought to its notice by 

the assessee or by the deductor or by the collector, and where the authority concerned is the 

Commissioner (Appeals), by the Assessing Officer also. 

 

(3) An amendment, which has the effect of enhancing an assessment or reducing a refund or otherwise 

increasing the liability of the assessee or the deductor or the collector, shall not be made under this section unless 

the authority concerned has given notice to the assessee or the deductor or the collector of its intention so to 

do and has allowed the assessee or the deductor or the collector a reasonable opportunity of being heard. 

 

(4) Where an amendment is made under this section, an order shall be passed in writing by the income-tax 

authority concerned. 

 

(5) Where any such amendment has the effect of reducing the assessment or otherwise reducing the liability of 

the assessee or the deductor or the collector, the Assessing Officer shall make any refund which may be due 

to such assessee or the deductor or the collector. 
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(6) Where any such amendment has the effect of enhancing the assessment or reducing a refund already made 

or otherwise increasing the liability of the assessee or the deductor or the collector, the Assessing Officer shall 

serve on the assessee or the deductor or the collector, as the case may be a notice of demand in the prescribed 

form specifying the sum payable, and such notice of demand shall be deemed to be issued under section 156 and 

the provisions of this Act shall apply accordingly. 

 

(7) Save as otherwise provided in section 155 or sub-section (4) of section 186 no amendment under this 

section shall be made after the expiry of four years from the end of the financial year in which the order 

sought to be amended was passed. 

 

(8) Without prejudice to the provisions of sub-section (7), where an application for amendment under this  

section is made by the assessee or by the deductor or by the collector on or after the 1st day of June, 

2001 to an income-tax authority referred to in sub-section (1), the authority shall pass an order, within a period 

of six months from the end of the month in which the application is received by it,— 

(a)  making the amendment; or 

(b)  refusing to allow the claim.  
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155. (1) Where, in respect of any completed assessment of a partner in a firm for the assessment year 

commencing on the 1st day of April, 1992, or any earlier assessment year, it is found— 

(a)  on the assessment or reassessment of the firm, or 

(b)  on any reduction or enhancement made in the income of the firm under this section, section 154, section 

250, section 254, section 260, section 262, section 263 or section 264, or 

(c)  on any order passed under sub-section (4) of section 245D on the application made by the firm, 

that the share of the partner in the income of the firm has not been included in the assessment of the partner or, 

if included, is not correct, the Assessing Officer may amend the order of assessment of the partner with a view 

to the inclusion of the share in the assessment or the correction thereof, as the case may be; and the provisions 

of section 154 shall, so far as may be, apply thereto, the period of four years specified in sub-section (7) of that 

section being reckoned from the end of the financial year in which the final order was passed in the case of the 

firm. 

(1A) Where in respect of any completed assessment of a firm it is found— 

(a)  on the assessment or reassessment of the firm, or 

(b)  on any reduction or enhancement made in the income of the firm under this section, section 154, section 

250, section 254, section 260, section 262, section 263 or section 264, or 

(c)  on any order passed under sub-section (4) of section 245D on the application made by the firm, 

that any remuneration to any partner is not deductible under clause (b) of section 40, the Assessing Officer may 

amend the order of assessment of the partner with a view to adjusting the income of the partner to the extent of 

the amount not so deductible ; and the provisions of section 154 shall, so far as may be, apply thereto, the period 

of four years specified in sub-section (7) of that section being reckoned from the end of the financial year in 

which the final order was passed in the case of the firm. 

(2) Where in respect of any completed assessment of a member of an association of persons or of a body of 

individuals it is found— 

(a)  on the assessment or reassessment of the association or body, or 

(b)  on any reduction or enhancement made in the income of the association or body under this 

section, section 154, section 250, section 254, section 260, section 262, section 263 or section 264, or 

(c)  on any order passed under sub-section (4) of section 245D on the application made by the association 

or body, 

that the share of the member in the income of the association or body, as the case may be, has not been included 

in the assessment of the member or, if included, is not correct, the Assessing Officer may amend the order of 

assessment of the member with a view to the inclusion of the share in the assessment or the correction thereof, 

as the case may be ; and the provisions of section 154 shall, so far as may be, apply thereto, the period of four 

years specified in sub-section (7) of that section being reckoned from the end of the financial year in which the 

final order was passed in the case of the association or body, as the case may be. 

(3) [***] 

(4) Where as a result of proceedings initiated under section 147, a loss or depreciation has been recomputed and 

in consequence thereof it is necessary to recompute the total income of the assessee for the succeeding year or 

years to which the loss or depreciation allowance has been carried forward and set off under the provisions of 

sub-section (1) of section 72, or sub-section (2) of section 73, or sub-section (1) or sub-section (3) of section 74, 

or sub-section (3) of section 74A, the Assessing Officer may proceed to recompute the total income in respect 
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of such year or years and make the necessary amendment ; and the provisions of section 154 shall, so far as may 

be, apply thereto, the period of four years specified in sub-section (7) of that section being reckoned from the 

end of the financial year in which the order was passed under section 147. 

(4A) Where an allowance by way of investment allowance has been made wholly or partly to an assessee in 

respect of a ship or an aircraft or any machinery or plant in any assessment year under section 32A and 

subsequently— 

(a)  at any time before the expiry of eight years from the end of the previous year in which the ship or aircraft 

was acquired or the machinery or plant was installed, the ship, aircraft, machinery or plant is sold or 

otherwise transferred by the assessee to any person other than the Government, a local authority, a 

corporation established by a Central, State or Provincial Act or a 20Government company as defined in 

section 617 of the Companies Act, 1956 (1 of 1956), or in connection with any amalgamation or 

succession referred to in sub-section (6) or sub-section (7) of section 32A ; or 

(b)  at any time before the expiry of ten years from the end of the previous year in which the ship or aircraft 

was acquired or the machinery or plant was installed, the assessee does not utilise the amount credited 

to the reserve account under sub-section (4) of section 32A for the purposes of acquiring a new ship or 

a new aircraft or new machinery or plant (other than machinery or plant of the nature referred to in 

clauses (a), (b) and (d) of the second proviso to sub-section (1) of section 32A) for the purposes of the 

business of the undertaking ; or 

(c)  at any time before the expiry of ten years referred to in clause (b) the assessee utilises the amount 

credited to the reserve account under sub-section (4) of section 32A— 

 (i)  for distribution by way of dividends or profits ; or 

(ii)  for remittance outside India as profits or for the creation of any asset outside India ; or 

(iii)  for any other purpose which is not a purpose of the business of the undertaking, 

the investment allowance originally allowed shall be deemed to have been wrongly allowed, and the Assessing 

Officer may, notwithstanding anything contained in this Act, recompute the total income of the assessee for the 

relevant previous year and make the necessary amendment; and the provisions of section 154 shall, so far as 

may be, apply thereto, the period of four years specified in sub-section (7) of that section being reckoned,— 

 (i)  in a case referred to in clause (a), from the end of the previous year in which the sale or other transfer 

took place ; 

(ii)  in a case referred to in clause (b), from the end of the ten years referred to in that clause ; 

(iii)  in a case referred to in clause (c), from the end of the previous year in which the amount was utilised. 

Explanation.—For the purposes of clause (b), "new ship" or "new aircraft" or "new machinery or plant" shall 

have the same meanings as in the Explanation below sub-section (2) of section 32A. 

(5) Where an allowance by way of development rebate has been made wholly or partly to an assessee in respect 

of a ship, machinery or plant installed after the 31st day of December, 1957, in any assessment year under section 

33 or under the corresponding provisions of the Indian Income-tax Act, 1922 (11 of 1922), and subsequently— 

 (i)  at any time before the expiry of eight years from the end of the previous year in which the ship was 

acquired or the machinery or plant was installed, the ship, machinery or plant is sold or otherwise 

transferred by the assessee to any person other than the Government, a local authority, a corporation 

established by a Central, State or Provincial Act or a 21Government company as defined in section 617 

of the Companies Act, 1956 (1 of 1956), or in connection with any amalgamation or succession referred 

to in sub-section (3) or sub-section (4) ofsection 33 ; or 
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(ii)  at any time before the expiry of the eight years referred to in sub-section (3) of section 34, the assessee 

utilises the amount credited to the reserve account under clause (a) of that sub-section— 

(a)  for distribution by way of dividends or profits ; or 

(b)  for remittance outside India as profits or for the creation of any asset outside India ; or 

(c)  for any other purpose which is not a purpose of the business of the undertaking, 

the development rebate originally allowed shall be deemed to have been wrongly allowed, and the Assessing 

Officer may, notwithstanding anything contained in this Act, recompute the total income of the assessee for the 

relevant previous year and make the necessary amendment; and the provisions of section 154 shall, so far as 

may be, apply thereto, the period of four years specified in sub-section (7) of that section being reckoned from 

the end of the previous year in which the sale or transfer took place or the money was so utilised. 

(5A) Where an allowance by way of development allowance has been made wholly or partly to an assessee in 

respect of the cost of planting in any area in any assessment year under section 33A and subsequently— 

 (i)  at any time before the expiry of eight years from the end of the previous year in which such allowance 

was made, the land is sold or otherwise transferred by the assessee to any person other than the 

Government, a local authority, a corporation established by a Central, State or Provincial Act or a 

Government company22 as defined in section 617 of the Companies Act, 1956 (1 of 1956), or in 

connection with any amalgamation or succession referred to in sub-section (5) or sub-section (6) 

of section 33A ; or 

(ii)  at any time before the expiry of the eight years referred to in sub-section (3) of section 33A, the assessee 

utilises the amount credited to the reserve account under clause (ii) of that sub-section— 

(a)  for distribution by way of dividends or profits ; or 

(b)  for remittance outside India as profits or for the creation of any asset outside India ; or 

(c)  for any other purpose which is not a purpose of the business of the undertaking ; 

the development allowance originally allowed shall be deemed to have been wrongly allowed, and the Assessing 

Officer may, notwithstanding anything contained in this Act, recompute the total income of the assessee for the 

relevant previous year and make the necessary amendment ; and the provisions of section 154 shall, so far as 

may be, apply thereto, the period of four years specified in sub-section (7) of that section being reckoned from 

the end of the previous year in which the sale or transfer took place or the money was so utilised. 

Explanation.—For the purposes of this sub-section, where an assessee having any leasehold or other right of 

occupancy in any land transfers such right, he shall be deemed to have sold or otherwise transferred such land. 

(5B) Where any deduction in respect of any expenditure on scientific research has been made in any 

assessment year under sub-section (2B) of section 35 and the assessee fails to furnish a certificate of completion 

of the programme obtained from the prescribed authority within one year of the period allowed for its completion 

by such authority, the deduction originally made in excess of the expenditure actually incurred shall be 

deemed to have been wrongly made, and the Assessing Officer may, notwithstanding anything contained in 

this Act, recompute the total income of the assessee for the relevant previous year and make the necessary 

amendment; and the provisions of section 154 shall, so far as may be, apply thereto, the period of four years 

specified in sub-section (7) of that section being reckoned from the end of the previous year in which 

the period allowed for the completion of the programme by the prescribed authority expired. 

(6) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(7) Where as a result of any proceeding under this Act, in the assessment for any year of a company in whose 

case an order under section 104 has been made for that year, it is necessary to recompute the distributable income 

of that company, the Assessing Officer may proceed to recompute the distributable income and determine the 
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tax payable on the basis of such recomputation and make the necessary amendment ; and the provisions 

of section 154 shall, so far as may be, apply thereto, the period of four years specified in sub-section (7) of that 

section being reckoned from the end of the financial year in which the final order was passed in the case of the 

company in respect of that proceeding. 

(7A) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(7B) Where in the assessment for any year, the capital gain arising from the transfer of a capital asset is not 

charged under section 45 by virtue of the provisions of clause (iv) or, as the case may be, clause (v) of section 

47, but is deemed under section 47A to be income chargeable under the head "Capital gains" of the previous 

year in which the transfer took place by reason of— 

 (i)  such capital asset being converted by the transferee company into, or being treated by it, as stock-in-

trade of its business ; or 

(ii)  the parent company or its nominees or, as the case may be, the holding company ceasing to hold the 

whole of the share capital of the subsidiary company, 

at any time before the expiry of the period of eight years from the date of such transfer, the Assessing Officer 

may, notwithstanding anything contained in this Act, recompute the total income of the transferor company for 

the relevant previous year and make the necessary amendment ; and the provisions of section 154 shall, so far 

as may be, apply thereto, the period of four years specified in sub-section (7) of that section being reckoned 

from the end of the previous year in which the capital asset was so converted or treated or in which the parent 

company or its nominees or, as the case may be, the holding company ceased to hold the whole of the share 

capital of the subsidiary company. 

(8) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(8A) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(9) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(9A) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(10) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(10A) Where in the assessment for any year, a capital gain arising from the transfer of a long-term capital asset, 

is charged to tax and within a period of six months after the date of such transfer, the assessee has made any 

investment or deposit in any specified asset within the meaning of Explanation 1 to sub-section (1) of section 

54E, the Assessing Officer shall amend the order of assessment so as to exclude the amount of the capital gain 

not chargeable to tax under the provisions of sub-section (1) of section 54E ; and the provisions of section 

154 shall, so far as may be, apply thereto, the period of four years specified in sub-section (7) of that section 

being reckoned from the end of the financial year in which the assessment was made. 

(10B) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(10C) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1992.] 

(11) Where in the assessment for any year, a capital gain arising from the transfer of any original asset as is 

referred to in section 54H is charged to tax and within the period extended under that section the assessee 

acquires the new asset referred to in that section or, as the case may be, deposits or invests the amount of such 

capital gain within the period so extended, the Assessing Officer shall amend the order of assessment so as to 

exclude the amount of the capital gain not chargeable to tax under any of the sections referred to in section 54H; 

and the provisions of section 154 shall, so far as may be, apply thereto, the period of four years specified in sub-

section (7) of section 154 being reckoned from the end of the previous year in which the compensation was 

received by the assessee. 

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071182',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071186',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071186',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071187',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071218',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071218',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071218',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071236',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071236',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');


 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Rectification of Mistakes  - P a g e  | F35 . 7 

(11A) Where in the assessment for any year, the deduction under section 10A or section 10B or section 

10BA has not been allowed on the ground that such income has not been received in convertible foreign 

exchange in India, or having been received in convertible foreign exchange outside India, or having been 

converted into convertible foreign exchange outside India, has not been brought into India, by or on behalf of 

the assessee with the approval of the Reserve Bank of India or such other authority as is authorised under any 

law for the time being in force for regulating payments and dealings in foreign exchange and subsequently such 

income or part thereof has been or is received in, or brought into, India in the manner aforesaid, the Assessing 

Officer shall amend the order of assessment so as to allow deduction under section 10A or section 

10B or section 10BA, as the case may be, in respect of such income or part thereof as is so received in, or 

brought into, India, and the provisions of section 154 shall, so far as may be, apply thereto, and the period of 

four years shall be reckoned from the end of the previous year in which such income is so received in, or brought 

into, India. 

(12) Where in the assessment for any year commencing before the 1st day of April, 1988, the deduction 

under section 80-O in respect of any income, being the whole or any part of income by way of royalty, 

commission, fees or any similar payment as is referred to in that section, has not been allowed on the ground 

that such income has not been received in convertible foreign exchange in India, or having been received in 

convertible foreign exchange outside India, or having been converted into convertible foreign exchange outside 

India, has not been brought into India, by or on behalf of the assessee in accordance with any law for the time 

being in force for regulating payments and dealings in foreign exchange and subsequently such income or part 

thereof has been or is received in, or brought into, India in the manner aforesaid, the Assessing Officer shall 

amend the order of assessment so as to allow deduction under section 80-O in respect of such income or part 

thereof as is so received in, or brought into, India; and the provisions of section 154 shall, so far as may be, 

apply thereto, the period of four years specified in sub-section (7) of that section being reckoned from the end 

of the previous year in which such income is so received in, or brought into, India; so, however, that the period 

from the 1st day of April, 1988 to the 30th day of September, 1991 shall be excluded in computing the period 

of four years. 

(13) Where in the assessment for any year, the deduction under section 80HHB or section 80HHC or section 

80HHD or section 80HHE or section 80-O or section 80R or section 80RR or section 80RRA has not been 

allowed on the ground that such income has not been received in convertible foreign exchange in India, or 

having been received in convertible foreign exchange outside India, or having been converted into convertible 

foreign exchange outside India, has not been brought into India, by or on behalf of the assessee with the approval 

of the Reserve Bank of India or such other authority as is authorised under any law for the time being in force 

for regulating payments and dealings in foreign exchange and subsequently such income or part thereof has 

been or is received in, or brought into, India in the manner aforesaid, the Assessing Officer shall amend the 

order of assessment so as to allow deduction under section 80HHB or section 80HHC or section 

80HHD or section 80HHE or section 80-O or section 80R or section 80RR or section 80RRA, as the case may 

be, in respect of such income or part thereof as is so received in, or brought into, India; and the provisions 

of section 154 shall, so far as may be, apply thereto, and the period of four years shall be reckoned from the end 

of the previous year in which such income is so received in, or brought into, India. 

(14) Where in the assessment for any previous year or in any intimation or deemed intimation under sub-section 

(1) of section 143 for any previous year, credit for tax deducted or collected in accordance with the provisions 

of section 199 or, as the case may be, section 206C has not been given on the ground that the certificate furnished 

under section 203 or section 206C was not filed with the return and subsequently such certificate is produced 

before the Assessing Officer within two years from the end of the assessment year in which such income is 

assessable, the Assessing Officer shall amend the order of assessment or any intimation or deemed intimation 

under sub-section (1) of section 143, as the case may be, and the provisions of section 154 shall, so far as may 

be, apply thereto : 
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Provided that nothing contained in this sub-section shall apply unless the income from which the tax has been 

deducted or income on which the tax has been collected has been disclosed in the return of income filed by the 

assessee for the relevant assessment year. 
23[(14A) Where in the assessment for any previous year or in any intimation or deemed intimation under sub-

section (1) of section 143 for any previous year, credit for income-tax paid in any country outside India or a 

specified territory outside India referred to in section 90, section 90A or section 91 has not been given on the 

ground that the payment of such tax was under dispute, and if subsequently such dispute is settled; and the 

assessee, within six months from the end of the month in which the dispute is settled, furnishes to the Assessing 

Officer evidence of settlement of dispute and evidence of payment of such tax along with an undertaking that no 

credit in respect of such amount has directly or indirectly been claimed or shall be claimed for any other 

assessment year, the Assessing Officer shall amend the order of assessment or any intimation or deemed 

intimation under sub-section (1) of section 143, as the case may be, and the provisions of section 154 shall, so 

far as may be, apply thereto: 

Provided that the credit of tax which was under dispute shall be allowed for the year in which such income is 

offered to tax or assessed to tax in India.] 

(15) Where in the assessment for any year, a capital gain arising from the transfer of a capital asset, being 

land or building or both, is computed by taking the full value of the consideration received or accruing as a result 

of the transfer to be the value adopted or assessed by any authority of a State Government for the purpose of 

payment of stamp duty in accordance with sub-section (1) of section 50C, and subsequently such value is 

revised in any appeal or revision or reference referred to in clause (b) of sub-section (2) of that section, the 

Assessing Officer shall amend the order of assessment so as to compute the capital gain by taking the full 

value of the consideration to be the value as so revised in such appeal or revision or reference; and the provisions 

of section 154 shall, so far as may be, apply thereto, and the period of four years shall be reckoned from the end 

of the previous year in which the order revising the value was passed in that appeal or revision or reference. 

(16) Where in the assessment for any year, a capital gain arising from the transfer of a capital asset, being a 

transfer by way of compulsory acquisition under any law, or a transfer, the consideration for which was 

determined or approved by the Central Government or the Reserve Bank of India, is computed by taking the 

compensation or consideration as referred to in clause (a) or, as the case may be, the compensation or 

consideration enhanced or further enhanced as referred to in clause (b) of sub-section (5) of section 45, to be the 

full value of consideration deemed to be received or accruing as a result of the transfer of the asset and 

subsequently such compensation or consideration is reduced by any court, Tribunal or other authority, the 

Assessing Officer shall amend the order of assessment so as to compute the capital gain by taking the 

compensation or consideration as so reduced by the court, Tribunal or any other authority to be the full value of 

consideration; and the provisions of section 154 shall, so far as may be, apply thereto, and the period of four 

years shall be reckoned from the end of the previous year in which the order reducing the compensation was 

passed by the court, Tribunal or other authority. 

(17) Where a deduction has been allowed to an assessee in any assessment year under section 80RRB in respect 

of any patent, and subsequently by an order of the Controller or the High Court under the Patents Act, 1970 (39 

of 1970),— 

 (i)  the patent was revoked, or 

(ii)  the name of the assessee was excluded from the patents register as patentee in respect of that patent, 

the deduction from the income by way of royalty attributable to the period during which the patent had been 

revoked or the period for which the assessee's name was excluded as patentee in respect of that patent, shall be 

deemed to have been wrongly allowed and the Assessing Officer may, notwithstanding anything contained in 

this Act, recompute the total income of the assessee for the relevant previous year and make necessary 
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amendment; and the provisions of section 154 shall, so far as may be, apply thereto, the period of four years 

specified in sub-section (7) of that section being reckoned from the end of the previous year in which such order 

of the Controller referred to in clause (b) of sub-section (1), or the High Court referred to in clause (i) of sub-

section (1) of section 2, of the Patents Act, 1970 (39 of 1970), as the case may be, was passed. 

Explanation.—For the purposes of this section,— 

(a)  "additional compensation" shall have the meaning assigned to it in clause (1) of the Explanation to sub-

section (2) of section 54; 

(b)  "additional consideration", in relation to the transfer of any capital asset the consideration for which 

was determined or approved by the Central Government or the Reserve Bank of India, means the 

difference between the amount of consideration for such transfer as enhanced by any court, tribunal or 

other authority and the amount of consideration which would have been payable if such enhancement 

had not been made. 
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Question  (ID 01) (Revision  / Home work) 

Case A : In the assessment made on a firm, the Assessing Officer made two specific additions, namely (i) 

Unexplained Cash Credit of Rs. 1 Lakh and (ii) Disallowance u/s 43B. The assessee filed an appeal 

before the CIT (Appeals) contesting the addition of cash credit and being unsuccessful, filed a further 

appeal before the Appellate Tribunal. In respect of the disallowance u/s 43B, it did not file any appeal, 

but made a revision petition u/s 264, to the CIT who dismissed it on the ground  that the assessment 

was not subject matter of an appeal to the Appellate Tribunal. The assessee relied on a Board’s circular 

under which the CIT was empowered to accept such a petition. Discuss the correctness of the view 

taken by the CIT. 

Case B :  The Commissioner of Income Tax can revise an order during the pendency of an appeal before the 

First Appellate Authority. 

Case C : An assessee is aggrieved by the order of the Assessing Officer and requests you to contest the same by 

filing an appeal before the Commissioner of Income-tax (Appeals) as well as by filing a revision 

petition before the Commissioner u/s 264 of the Act. Can the assessee invoke both the remedies 

against the order of the Assessing Officer simultaneously? 

Case D : An appeal was preferred by the assessee to the CIT (Appeals) against the order of assessment made by 

the Assessing Officer. The appeal was allowed by the CIT (Appeals). The assessee later found that 

he was entitled to a certain deduction, which was neither claimed by him nor allowed by the Assessing 

Officer in the course of assessment. The issue of deduction was not raised by the assessee in the 

appeal before the CIT (Appeals) and was not considered by the CIT (Appeals). Examine the power 

of the CIT to revise under section 264 the order of assessment in order to allow such deduction on an 

application by the assessee.   
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Question  (ID 03) 

An order of assessment was made by a Deputy Commissioner of Income Tax on 20.3.2018, disallowing, among 

others, the following claims of an assessee : 

1. Technical Fees paid to a Non-resident Company 8,40,000 

2. Salary paid to a technician 1,60,000 

3. Travelling expenses incurred on the travel of the wife of the Manager 2,00,000 

4. Salary paid to an employee – found to be in excess u/s 40A(2) of the Act  1,80,000 

The assessee filed an appeal to the Commissioner of Income Tax (Appeals) against disallowances mentioned 

against items (i), (ii) and (iii) above. 

In the course of the appeal proceedings, it was ascertained that the assessee had paid totally Rs. 16,80,000 as 

technical fees under a collaboration agreement, but the Assessing Officer after examining the evidence 

produced, decided that 50% of the payment was capital expenditure. The assessee, in appeal, claimed that the 

interpretation placed by the Assessing Officer on the agreement was wrong and that the entire payment must be 

allowed as a deduction. Commissioner (Appeals) accepted this argument and deleted the addition of Rs. 

8,40,000 made by the Assessing Officer. He also allowed in full the claim against item no. (ii) and upheld the 

disallowance of the claim against item No. (iii) above. 

Commissioner of Income Tax issued a notice u/s 263 on 20.04.2020 of the Income Tax Act proposing to review 

the order of the assessment made by DCIT., in regard to the claim of technical fees. He felt that the Assessing 

Officer must have concluded that the entire payment of technical fees was capital expenditure and to that extent, 

therefore, the order of assessment was prejudicial to the revenue. 

Was the CIT justified in this action? Give reasons for your answer. 
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Question (ID 04) (Revision  / Home work) 

The assessment of Ashok for Asst Year 2007-08 was completed u/s 143(3) on 15.1.2009. The CIT acting u/s 

263 directed the Assessing Officer to add certain amount appearing in the Balance Sheet in Total Income of 

Ashok. Ashok did not challenge the order of the CIT u/s 263 by filing appeal to the Tribunal. The Assessing 

Officer passed a fresh assessment order on 1.10.2009 including the said amount in Total Income of Ashok 

pursuant to the order of the CIT. 

Ashok disputed the fresh Assessment Order in appeal to CIT (Appeals) u/s 246A. The CIT (Appeals) dismissed 

the appeal on the ground that the Assessing Officer only complied with direction of the CIT u/s 263, which was 

not disputed by Ashok in appeal to Tribunal. Examine the correctness of the stand taken by the CIT (Appeals). 

 

 

 Your Options are,  

A Fresh Assessment order is Time Barred 

B Fresh Assessment order is not Time Barred 

C Fresh Assessment order is Time Barred but still they are valid orders 

D None of the above 

 

 

 Your Options are,  

A Appeal against Fresh Assessment order is Valid 

B Appeal against Fresh Assessment order is Not Valid 

C Appeal against Fresh Assessment order Valid because it is one type of order that can be 

appealed 

D None of the above 
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Question (ID 05) (Revision  / Home work) 

An assessee disclosed, Inter alia, the value of a property sold by him for an apparent consideration of Rs. 5 lakhs 

and the resultant capital gains at Rs. 1 lakh. This was accepted by the Assessing Officer u/s 143(3) without 

making any enquiry with the parties to the transaction. The Commissioner of Income Tax acting u/s 263, set 

aside the assessment with a direction to enquire into the correct sale value in order to arrive at the capital gains 

chargeable to tax. Discuss the principle under which jurisdiction u/s 263 can be assumed by the CIT in the 

circumstances of the case. 

 

 Your Options are,  

A Jurisdiction of CIT is Correct since orders passed by officer was erroneous  

B Jurisdiction of CIT is Not Correct since orders passed by officer was not infructuous 

C Jurisdiction of CIT is Not Correct since orders passed by officer was after following scrutiny 

assessment 

D None of the above 

 

 

Question (ID 06) 

The return of Income filed by Mr. Kishore has been accepted under the provisions of Sec 143(1) of the Income 

Tax Act. Can the Commissioner of Income Tax interfere under his revisional powers and modify the assessment 

it – 

(a) In a case where intimation is served u/s 143(1), 

(b) In a case where no intimation is served. 

 

Question (ID 07) 

Assessment was completed as per section 143(3) considering the various claims so made by the assessee on. 

Subsequently, this was reopened u/s 147 after 3 years on certain issues, but excluding the claim of the assessee 

as to “Lease Equalization Fund”. The order of reassessment was passed. The Commissioner within the powers 

vested u/s 263 passed an order rejecting the claim of assessee as to “Lease Equalization Fund”. The assessee 

challenges that the action of the CIT is not sustainable.  

  

Question (ID 08) (Revision  / Home work) 

The assessment of Shah Ltd for the assessment year 1997-98 was completed under section 143(3) on 30.6.99. 

There was an audit objection that interest on borrowals ought to have been disallowed partly as there was 

diversion of borrowed funds to sister concerns without charge of interest. Shah Ltd did not accept the audit 

objection. On these facts. 

(a) What are the options open to revenue to deal with audit objection. 

(b) Can the assessment be re-opened. 
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Question (ID 10) (Revision  / Home work) 

An assessee is aggrieved by the order of the Assessing Officer and requests you to contest the same by filing an 

appeal before the Commissioner of Income-tax (Appeals) as well as by filing a revision petition before the 

Commissioner under section 264 of the Act. Can the assessee invoke both the remedies against the order of the 

Assessing Officer simultaneously.  

 

 Your Options are,  

A Matters / Points not considered by CIT (A) can be considered by CIT u/s 264 

B Matters / Points not considered by CIT (A) cannot be considered by CIT u/s 264 

C CIT (A) and Application u/s 264 cannot be allowed simultaneously for the same assessment 

year. 

D None of the above 

 

 

Question (ID 11) (Revision / Home work) 

 (a)  J filed a return of income, in due time disclosing a total income of Rs.4 lakhs. The taxes due on the income 

were covered by taxes deducted at source, advance tax and self-assessment tax. The return was taken for 

scrutiny by the assessing officer, who made large additions to the income disclosed by J. On appeal, the 

High Court set aside the order of assessment and directed a fresh assessment to be made after hearing the 

parties. The court order had become final since neither party had preferred an appeal against it. The 

assessing officer did not make any fresh assessment with the result that the  assessment became barred by 

time. J has filed a petition that since no assessment of his income had been made by the assessing officer, 

the entire taxes paid, including the pre-assessment payments, must be refunded to him. Is he justified in 

making this claim ? Discuss.  

(b)  An assessment was completed by the Assessing Officer under section 143(3) on the basis of return submitted 

and other information furnished by the assessee. The Assessing Officer accepted the cost of the land after 

waiting for a reasonable period for report of the valuation officer to whom a reference was made. 

Subsequent to receiving the report from the valuer, it revealed that there was a variation by about Rs.3.00 

lacs. On the basis of this valuation report, the Commissioner issued notice under section 263 to set aside 

the completed assessment. Justify the action of the Commissioner.   

(c)  M filed return of income for claiming a refund of Rs.45,000. The said refund was granted and paid to the 

assessee on 1st March, AY after processing the return under section 143(1). Later on, the case was taken 

up for regular assessment by issue of notice under section 143(2) and the said assessment was completed 

on 16th August, resulting in demand of Rs. 2500. Is the assessee liable to pay interest on the amount of 

refund already granted to him and if so, what is the amount of such interest ?                   

(d)  A search was initiated in the premises of an assessee on 11th November, and it was concluded on 14th 

November. What is the period of limitation for issue of notice for making assessment of preceding six 

assessment years ? In case assessment under Section 143(3) for one year back and appeal before CIT(A) 

for assessment year 4 years back are pending on 11th November,  what would be the fate of such pending 

assessment and appeal ?    
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Question (ID 12) 

An assessee who had been served with an order of assessment passed under section 143(3) on 1.1.2015 had filed 

an application against this order before the CIT as per section 264 on 11.1.2015. However, the CIT refused to 

entertain the application on the pretext of premature application. Assessee seeks your opinion. 

 

Question  (ID 13) 

The Commissioner of Income-tax issued notice to revise the order passed by an Assessing Officer under section 

143. During the pendency of proceedings before the Commissioner, on the basis of material gathered during 

survey under section 133A after issue of the first notice, the Commissioner of Income-tax issued a second notice, 

the contents of which were different from the contents of the first notice. State with reasoning whether the action 

of the Commissioner is justified as to the second notice.  

 

Question  (ID 15) (Revision / Home work) 

AUM Enterprises, a partnership firm, filed its return of income for the A.Y. 2015-16 on 30-07-2015. The 

assessment u/s 143(3) was completed on 15th June, 2016 and the A.O. made two additions to the income of 

assesse, namely. 

(1) Addition of Rs. 8 lakhs for unexplained cash credit u/s 68 and 

(2) Addition of Rs. 3 lakh u/s 40(a)(ia) due to non-furnishing of the evidence of TDS payment. 

The assesse, being aggrieved, contested the addition of Rs. 8 lakhs u/s 68 and appeal to the CIT(A). The appeal 

was decided on 5th January, 2017 against the assesse. 

Now, the assessee seeks your advice as to ‘whether it should apply for revision to CIT U/S 264 or for rectification 

u/s 154 to the A.O. as regards disallowance u/s 40(a)(ia) Advise. (4 marks) 

 

 Your Options are,  

A Application can be made u/s 264 

B Application can be made u/s 147 

C Application can be made u/s 154 

D None of the above 
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Question (ID 16) (Revision / Home work) 

The Assessing Officer has made two additions in the assessment of  Rohit & Co. (sole proprietorship firm): 

(1) Disallowance under section 43B of Rs. 10 lakhs 

(2) Unexplained cash credits of  Rs. 80 lakhs. 

The firm filed an appeal before CIT (A) with respect to the second addition only. The CIT(A) confirmed the 

addition. Further, the assessee has filed an appeal to the Appellate Tribunal w.r.t. addition of unexplained cash 

credit against the order of CIT(A). The Appellate Tribunal has also confirmed the addition. He then preferred 

the revision petition before Principal CIT under section 264 for disallowance under section 43B.The petition 

has been rejected on the ground that the assessment was subject matter of an appeal before the Appellate 

Tribunal. Is the petition maintainable? (4 marks) 

 

 Your Options are,  

A Dis-allowance of 43B can be Challenged u/s 264 

B Dis-allowance of 43B cannot be Challenged u/s 264 

C Dis-allowance of 43B can be Challenged u/s 147 

D None of the above 

 

 

Question (ID 17) (Revision / Home work) 

 

The assessment of Foundation Bank Ltd. for Assessment Year 2014-15 was made under section 143(3) on 30th 

November, 2015 allowing deduction u/s 36(1) (7) and deduction in respect of foreign exchange rate difference 

as claimed in the return of income. Subsequently, two notices of reassessment were issued u/s 148 and an order 

of reassessment was passed u/s 147 on 31st December, 2017 which did not deal with the above deductions. Later 

the Principal Commissioner after examining the records of assessment, initiated revisionary proceeding u/s 263 

on 31st may, 2018 for disallowing deduction u/s 36(1)(7) and deduction in respect of foreign exchange rate 

difference. The bank claims that the order passed by the Principal Commissioner u/s 263 is barred by limitation. 

Is the claim made by Foundation Bank tenable in law? 
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Ch-ID Q-ID Type of Question Status 

F34 03 Scope of 147  

F34 05(2) Agent of NR V.Imp 

F34 07(3) Partner and Firm V.Imp 

F34 08 Foreign assets  

    

F35 03 Two points in one order V.Imp 

    

F36 03 Two points in one order V.Imp 

F36 07 Two points in one order V.Imp 

F36 12 Two points in one order and 264 V.Imp 

F36 15 Two points in one order and 264 V.Imp 

F36 16 Two points in one order and 264 V.Imp 
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263. (1) The Principal Commissioner or Commissioner may call for and examine the record of any 

proceeding under this Act, and if he considers that any order passed therein by the Assessing Officer is 

erroneous in so far as it is prejudicial to the interests of the revenue, he may, after giving the assessee 

an opportunity of being heard and after making or causing to be made such inquiry as he deems necessary, pass 

such order thereon as the circumstances of the case justify, including an order enhancing or modifying the 

assessment, or . 

Explanation 1.—For the removal of doubts, it is hereby declared that, for the purposes of this sub-section,— 

 (a) an order passed on or before or after the 1st day of June, 1988 by the Assessing Officer shall include— 

  (i) an order of assessment made by the Assistant Commissioner or Deputy Commissioner 

or the Income-tax Officer on the basis of the directions issued by the Joint Commissioner 

under section 144A; 

 (ii) an order made by the Joint Commissioner in exercise of the powers or in the performance 

of the functions of an Assessing Officer conferred on, or assigned to, him under the orders or 

directions issued by the Board or by the Principal Chief Commissioner or Chief Commissioner or 

Principal Director General or Director General or Principal Commissioner or Commissioner 

authorised by the Board in this behalf under section 120; 

 (b) "record" shall include and shall be deemed always to have included all records relating to any 

proceeding under this Act available at the time of examination by the Principal Commissioner or 

Commissioner; 

 (c) where any order referred to in this sub-section and passed by the Assessing Officer had been the subject 

matter of any appeal filed on or before or after the 1st day of June, 1988, the powers of the Principal 

Commissioner or] Commissioner under this sub-section shall extend and shall be deemed always to 

have extended to such matters as had not been considered and decided in such appeal. 

Explanation 2.—For the purposes of this section, it is hereby declared that 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, if, 

in the opinion of the Principal Commissioner or Commissioner,— 

 (a) the order is passed without making inquiries or verification which should have been made; 

 (b) the order is passed allowing any relief without inquiring into the claim; 

 (c) the order has not been made in accordance with any order, direction or instruction issued by 

the Board under section 119; or 

 (d) the order has not been passed in accordance with any decision which is prejudicial to the 

assessee, rendered by the jurisdictional High Court or Supreme Court in the case of the assessee or 

any other person. 
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(2) No order shall be made under sub-section (1) after the expiry of two years from the end of the financial 
year in which the order sought to be revised was passed. 

(3) Notwithstanding anything contained in sub-section (2), an order in revision under this section may be passed 

at any time in the case of an order which has been passed in consequence of, or to give effect to, any finding or 

direction contained in an order of the Appellate Tribunal, National Tax Tribunal, the High Court or the Supreme 

Court. 

Explanation.—In computing the period of limitation for the purposes of sub-section (2), the time taken in giving 

an opportunity to the assessee to be reheard under the proviso to section 129 and any period during which any 

proceeding under this section is stayed by an order or injunction of any court shall be excluded. 
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264. (1) In the case of any order other than an order to which section 263 applies passed by an authority 

subordinate to him, the Principal Commissioner or Commissioner may, either of his own motion or on an 

application by the assessee for revision, call for the record of any proceeding under this Act in 

which any such order has been passed and may make such inquiry or cause such inquiry to be made and, subject 

to the provisions of this Act, may pass such order thereon, not being an order prejudicial to the 
assessee, as he thinks fit. 

(2) The Principal Commissioner or Commissioner shall not of his own motion revise any order under this 

section if the order has been made more than one year previously. 

(3) In the case of an application for revision under this section by the assessee, the application must be made 

within one year from the date on which the order in question was communicated to him or the date on 

which he otherwise came to know of it, whichever is earlier : 

Provided that the Principal Commissioner or Commissioner may, if he is satisfied that the assessee was 

prevented by sufficient cause from making the application within that period, admit an application made 
after the expiry of that period. 

(4) The Principal Commissioner or Commissioner shall not revise any order under this section in the 

following cases— 

 (a) where an appeal against the order lies to the Deputy Commissioner (Appeals) or to the 

Commissioner (Appeals) or to the Appellate Tribunal but has not been made and the time within which 

such appeal may be made has not expired, or, in the case of an appeal to the Commissioner (Appeals) 

or to the Appellate Tribunal, the assessee has not waived his right of appeal; or 

 (b) where the order is pending on an appeal before the Deputy Commissioner (Appeals); or 

 (c) where the order has been made the subject of an appeal to the Commissioner (Appeals) or to the 

Appellate Tribunal. 

(5) Every application by an assessee for revision under this section shall be accompanied by a fee of five 

hundred rupees. 

(6) On every application by an assessee for revision under this sub-section, made on or after the 1st day of 

October, 1998, an order shall be passed within one year from the end of the financial year in which such 

application is made by the assessee for revision. 

Explanation.—In computing the period of limitation for the purposes of this sub-section, the time taken in giving 

an opportunity to the assessee to be re-heard under the proviso to section 129 and any period during which any 

proceeding under this section is stayed by an order or injunction of any court shall be excluded. 

(7) Notwithstanding anything contained in sub-section (6), an order in revision under sub-section (6) may be 

passed at any time in consequence of or to give effect to any finding or direction contained in an order of the 

Appellate Tribunal, National Tax Tribunal, the High Court or the Supreme Court. 

Explanation 1.—An order by the Principal Commissioner or Commissioner declining to interfere shall, for the 

purposes of this section, be deemed not to be an order prejudicial to the assessee. 

Explanation 2.—For the purposes of this section, the Deputy Commissioner (Appeals) shall be deemed to be an 

authority subordinate to the Principal Commissioner or Commissioner. 
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Question 01 (ID 01) (Appeals to CIT)  (Revision / Home work) 

Is Commissioner (Appeals) empowered to consider an appeal filed by an assessee challenging the order of 

assessment in respect of which the proceedings before the Settlement Commission abates? 

 

 Your Options are,  

A CIT (A) does not have the powers 

B CIT (A) does have the powers u/s 251 

C CIT (A) does have the powers u/s 250 

D None of the above 

 

Question 02 (ID 04) (Appeals to CIT)  (Revision / Home work) 

Discuss the correctness or otherwise of the following propositions in the context of the Income-tax Act, 1961 : 

The powers of the Commissioner of Income-tax (Appeals) to enhance the assessment are plenary and quite wide. 

 

Question 03 (ID 05) (Appeals to CIT)  (Revision / Home work) 

Discuss the following propositions: 

(i) The Commissioner of Income-tax can revise an order during the pendency of an appeal before the First 

Appellate Authority. 

(ii) The Commissioner of Appeals cannot admit an appeal filed beyond 30 days from the date of receipt of order 

by an Assessee. 

 

 

Question 04 (ID 23) (Appeals to CIT)  (Revision / Home work) 

Assessment of Bhajan Ltd. was completed U/s. 143(3) with an addition of  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 U/s. 154 for rectification of mistake in respect of issues not being 

subject matter of appeal ? 

(iii) Can the assessee-company seek revision U/s. 264 in respect of matters other than those preferred in appeal? 

(iv) Can the Commissioner make a revision U/s. 263 both in respect of matters covered in appeal and other 

matters?   
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Question 01 (ID 06) (Additional evidence / grounds)  (Revision / Home work) 

Commissioner (Appeals) has no power to decide a matter that was not raised before him. 

 

 Your Options are,  

A Statement is not correct 

B Statement is Partially not correct 

C Statement is correct 

D Statement is Partially correct 

 

 

Question 02 (ID 07) (Additional evidence / grounds) 

If an assessee fails to make a claim for any deduction in the return of income, he loses his opportunity for 

claiming such deduction at the assessment stage or subsequent stage. Do you agree with the proposition? 

 

Question 03 (ID 08) (Additional evidence / grounds)   

State the circumstances where the appellant shall be entitled to produce additional evidence, oral or 

documentary, before the Commissioner of Income-tax (Appeals) other than the evidence produced during the 

proceedings before the Assessing Officer. OR Explain rule 46A. 

 

Question 04 (ID 09) (Additional evidence / grounds)  

SVS Propcon did not make a claim of 20 lacs in the return of income which was disallowed in the previous 

assessment year under section 43B. However, the said claim was also not considered by the Assessing Officer 

during assessment proceedings on the ground that no revised return was filed. Can the assessee now make such 

claim before the appellate authority ? 

 

Question 05 (ID 10) (Additional evidence / grounds)   

S, an individual, filed his return of income for the year  erroneously offering for taxation, interest received from 

notified Relief Bonds exempt under section 10(15), in the said return. The Assessing Officer completed the 

assessment under section 143(3) on 20.4.N1 accepting the income returned by S. S had furnished complete 

particulars relating to the interest income in the return of income. S approaches you for advice regarding the 

steps to be taken to secure exemption of the income. Advice S about the various remedies available under the 

Income-tax Act, 1961 for the redressal of his grievance.  
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CHAPTER XX 

APPEALS AND REVISION 

A.—Appeals to the Deputy Commissioner (Appeals) and Commissioner (Appeals) 

 

246A. (1) Any assessee or any deductor or any collector aggrieved by any of the following orders (whether 

made before or after the appointed day) may appeal to the Commissioner (Appeals) against— 

 (a) an order passed by a Joint Commissioner under clause (ii) of sub-section (3) of section 115VP or an 

order against the assessee where the assessee denies his liability to be assessed under this Act or an 

intimation under sub-section (1) or sub-section (1B) of section 143 or sub-section (1) of section 200A or 

sub-section (1) of section 206CB, where the assessee or the deductor or the collector objects to the 

making of adjustments, or any order of assessment under sub-section (3) of section 143 except an order 

passed in pursuance of directions of the Dispute Resolution Panel or an order referred to in sub-section 

(12) of section 144BA or section 144, to the income assessed, or to the amount of tax determined, or to 

the amount of loss computed, or to the status under which he is assessed; 

(aa) an order of assessment under sub-section (3) of section 115WE or section 115WF, where the assessee, 

being an employer objects to the value of fringe benefits assessed; 

(ab) an order of assessment or reassessment under section 115WG; 

 (b) an order of assessment, reassessment or recomputation under section 147 except an order passed in 

pursuance of directions of the Dispute Resolution Panel or an order referred to in sub-section (12) 

of section 144BA or section 150; 

(ba) an order of assessment or reassessment under section 153A except an order passed in pursuance of 

directions of the Dispute Resolution Panel or an order referred to in sub-section (12) of section 144BA; 

(bb) an order made under sub-section (3) of section 92CD; 

 (c) an order made under section 154 or section 155 having the effect of enhancing the assessment or 

reducing a refund or an order refusing to allow the claim made by the assessee under either of the said 

sections except an order referred to in sub-section (12) of section 144BA; 

 (d) an order made under section 163 treating the assessee as the agent of a non-resident; 

 (e) an order made under sub-section (2) or sub-section (3) of section 170; 

 (f) an order made under section 171; 

 (g) an order made under clause (b) of sub-section (1) or under sub-section (2) or sub-section (3) or sub-

section (5) of section 185 in respect of an assessment for the assessment year commencing on or before 

the 1st day of April, 1992; 

 (h) an order cancelling the registration of a firm under sub-section (1) or under sub-section (2) of section 

186 in respect of any assessment for the assessment year commencing on or before the 1st day of April, 

1992 or any earlier assessment year; 

(ha) an order made under section 201; 

(hb) an order made under sub-section (6A) of section 206C; 

  (i) an order made under section 237; 
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  (j) an order imposing a penalty under— 

(A) section 221; or 

(B) section 271, section 271A, section 271AAA, section 271AAB, section 271F, section 

271FB, section 272AA or section 272BB; 

(C) section 272, section 272B or section 273, as they stood immediately before the 1st day of April, 

1989, in respect of an assessment for the assessment year commencing on the 1st day of April, 

1988, or any earlier assessment years; 

(ja) an order of imposing or enhancing penalty under sub-section (1A) of section 275; 

(k) an order of assessment made by an Assessing Officer under clause (c) of section 158BC, in respect of 

search initiated under section 132 or books of account, other documents or any assets requisitioned 

under section 132A on or after the 1st day of January, 1997; 

  (l) an order imposing a penalty under sub-section (2) of section 158BFA; 

(m) an order imposing a penalty under section 271B or section 271BB; 

 (n) an order made by a Deputy Commissioner imposing a penalty under section 271C, section 

271CA, section 271D or section 271E; 

 (o) an order made by a Deputy Commissioner or a Deputy Director imposing a penalty under section 272A; 

 (p) an order made by a Deputy Commissioner imposing a penalty under section 272AA; 

 (q) an order imposing a penalty under Chapter XXI; 

 (r) an order made by an Assessing Officer other than a Deputy Commissioner under the provisions of this 

Act in the case of such person or class of persons, as the Board may, having regard to the nature of the 

cases, the complexities involved and other relevant considerations, direct. 

Explanation.—For the purposes of this sub-section, where on or after the 1st day of October, 1998, the post of 

Deputy Commissioner has been redesignated as Joint Commissioner and the post of Deputy Director has been 

redesignated as Joint Director, the references in this sub-section for "Deputy Commissioner" and "Deputy 

Director" shall be substituted by "Joint Commissioner" and "Joint Director" respectively. 

(1A) Every appeal filed by an assessee in default against an order under section 201 on or after the 1st day of 

October, 1998 but before the 1st day of June, 2000 shall be deemed to have been filed under this section. 

(1B) Every appeal filed by an assessee in default against an order under sub-section (6A) of section 206C on or 

after the 1st day of April, 2007 but before the 1st day of June, 2007 shall be deemed to have been filed under 

this section. 

(2) Notwithstanding anything contained in sub-section (1) of section 246, every appeal under this Act which is 

pending immediately before the appointed day, before the Deputy Commissioner (Appeals) and any matter 

arising out of or connected with such appeals and which is so pending shall stand transferred on that date to the 

Commissioner (Appeals) and the Commissioner (Appeals) may proceed with such appeal or matter from the 

stage at which it was on that day : 

Provided that the appellant may demand that before proceeding further with the appeal or matter, the previous 

proceeding or any part thereof be reopened or that he be re-heard. 

Explanation.—For the purposes of this section, "appointed day" means the day appointed by the Central 

Government by notification in the Official Gazette. 
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248. Where under an agreement or other arrangement, the tax deductible on any income, other than interest, 

under section 195 is to be borne by the person by whom the income is payable, and such person having paid 

such tax to the credit of the Central Government, claims that no tax was required to be deducted on such 

income, he may appeal to the Commissioner (Appeals) for a declaration that no tax was deductible on 

such income. 

 

249. (1) Every appeal under this Chapter shall be in the prescribed form99 and shall be verified in the 

prescribed manner and shall, in case of an appeal made to the Commissioner (Appeals) on or after the 1st day 

of October, 1998, irrespective of the date of initiation of the assessment proceedings relating thereto be 

accompanied by a fee of,— 

  (i) where the total income of the assessee as computed by the Assessing Officer in the case to which the 

appeal relates is one hundred thousand rupees or less, ; 

 (ii) where the total income of the assessee, computed as aforesaid, in the case to which the appeal relates is 

more than one hundred thousand rupees but not more than two hundred thousand rupees, 

; 

(iii) where the total income of the assessee, computed as aforesaid, in the case to which the appeal relates 

is more than two hundred thousand rupees, ; 

(iv) where the subject matter of an appeal is not covered under clauses (i), (ii) and (iii), two hundred fifty 

rupees. 

(2) The appeal shall be presented within thirty days of the following date, that is to say,— 

 (a) where the appeal is under section 248, the date of payment of the tax, or 

 (b) where the appeal relates to any assessment or penalty, the date of service of the notice of demand relating 

to the assessment or penalty: 

Provided that, where an application has been made under section 146 for reopening an assessment, the 

period from the date on which the application is made to the date on which the order passed on the 

application is served on the assessee shall be 1[excluded :] 
2[Provided further that where an application has been made under sub-section (1) of section 270AA, 

the period beginning from the date on which the application is made, to the date on which the order 

rejecting the application is served on the assessee, shall be excluded, or] 

 (c) in any other case, the date on which intimation of the order sought to be appealed against is served. 
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(2A) Notwithstanding anything contained in sub-section (2), where an order has been made under section 201 on 

or after the 1st day of October, 1998 but before the 1st day of June, 2000 and the assessee in default has not 

presented any appeal within the time specified in that sub-section, he may present such appeal before the 1st 

day of July, 2000. 

(3) The Commissioner (Appeals) may admit an appeal after the expiration of the said period if he is satisfied 

that the appellant had sufficient cause for not presenting it within that period. 

(4) No appeal under this Chapter shall be admitted unless at the time of filing of the appeal,— 

 (a) where a return has been filed by the assessee, the assessee has paid the tax due on the income returned 

by him; or 

 (b) where no return has been filed by the assessee, the assessee has paid an amount equal to the amount of 

advance tax which was payable by him: 

Provided that, in a case falling under clause (b) and on an application made by the appellant in this behalf, the 

Commissioner (Appeals) may, for any good and sufficient reason to be recorded in writing, exempt him from 

the operation of the provisions of that clause. 
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250. (1) The Commissioner (Appeals) shall fix a day and place for the hearing of the appeal, and shall give 

notice of the same to the appellant and to the Assessing Officer against whose order the appeal is preferred. 

(2) The following shall have the right to be heard at the hearing of the appeal— 

 (a) the appellant, either in person or by an authorised representative; 

 (b) the Assessing Officer, either in person or by a representative. 

(3) The Commissioner (Appeals) shall have the power to adjourn the hearing of the appeal from time to time. 

(4) The Commissioner (Appeals) may, before disposing of any appeal, make such further inquiry as he thinks 

fit, or may direct the Assessing Officer to make further inquiry and report the result of the same to the 

Commissioner (Appeals). 

(5) The Commissioner (Appeals) may, at the hearing of an appeal, allow the appellant to go into any ground 

of appeal not specified in the grounds of appeal, if the Commissioner (Appeals) is satisfied that the 

omission of that ground from the form of appeal was not wilful or unreasonable. 

(6) The order of the Commissioner (Appeals) disposing of the appeal shall be in writing and shall state the 
points for determination, the decision thereon and the reason for the decision. 

(6A) In every appeal, the Commissioner (Appeals), where it is possible, may hear and decide such appeal 
within a period of one year from the end of the financial year in which such appeal is filed before him 

under sub-section (1) of section 246A. 

(7) On the disposal of the appeal, the Commissioner (Appeals) shall  passed by him 

to the assessee and to the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner. 
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251. (1) In disposing of an appeal, the Commissioner (Appeals) shall have the following powers— 

 (a) in an appeal against an order of assessment, he may confirm, reduce, enhance or annul the assessment; 

(aa) in an appeal against the order of assessment in respect of which the proceeding before the Settlement 

Commission abates under section 245HA, he may, after taking into consideration all the 

material and other information produced by the assessee before, or the results of the inquiry 

held or evidence recorded by, the Settlement Commission, in the course of the proceeding 

before it and such other material as may be brought on his record, confirm, reduce, enhance or 

annul the assessment; 

 (b) in an appeal against an order imposing a penalty, he may confirm or cancel such order or vary it so 

as either to enhance or to reduce the penalty; 

 (c) in any other case, he may pass such orders in the appeal as he thinks fit. 

 

(2) The Commissioner (Appeals) shall not enhance an assessment or a penalty or reduce the amount of refund 

unless the appellant has had a reasonable opportunity of showing cause against such enhancement or 

reduction. 

 

Explanation.—In disposing of an appeal, the Commissioner (Appeals) may consider and decide any 

matter arising out of the proceedings in which the order appealed against was passed, 

notwithstanding that such matter was not raised

. 
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46A. (1) The appellant shall not be entitled to produce before the [Deputy Commissioner (Appeals)] [or, as 
the case may be, the Commissioner (Appeals)], any evidence, whether oral or documentary, other than 

the evidence produced by him during the course of proceedings before the [Assessing Officer], except 
in the following circumstances, namely :— 

(a)   where the [Assessing Officer] has refused to admit evidence which ought to have been 

admitted ; or 

(b)   where the appellant was prevented by sufficient cause from producing the evidence which he 

was called upon to produce by the [Assessing Officer] ; or 

(c)   where the appellant was prevented by sufficient cause from producing before the [Assessing 

Officer] any evidence which is relevant to any ground of appeal ; or 

(d)   where the [Assessing Officer] has made the order appealed against without giving sufficient 

opportunity to the appellant to adduce evidence relevant to any ground of appeal. 

(2) No evidence shall be admitted under sub-rule (1) unless the [Deputy Commissioner (Appeals)] [or, as 

the case may be, the Commissioner (Appeals)] records in writing the reasons for its admission. 

(3) The [Deputy Commissioner (Appeals)] [or, as the case may be, the Commissioner (Appeals)] shall not 

take into account any evidence produced under sub-rule (1) unless the [Assessing Officer] has been 

allowed a reasonable opportunity— 

(a)   to  or to cross-examine the witness produced by the appellant, 

or 

(b)   to  in rebuttal of the additional evidence 

produced by the appellant. 

 

(4) Nothing contained in this rule shall affect the power of the [Deputy Commissioner (Appeals)] [or, as 

the case may be, the Commissioner (Appeals)] to direct the production of any document, or the examination of 

any witness, to enable him to dispose of the appeal, or for any other substantial cause including the enhancement 

of the assessment or penalty (whether on his own motion or on the request of the [Assessing Officer]) under 

clause (a) of sub-section (1) of section 251 or the imposition of penalty under section 271. 
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Question  (ID 11) (Appeals to ITAT / HC) (Revision / Home work) 

Discuss the correctness or otherwise of the following statements with reference to the provisions of the Income-

tax Act, 1961: 

(i) An appeal before Income-tax Appellate Tribunal cannot be decided in the event of difference of opinion 

between the Judicial Member and the Accountant Member on a particular ground. 

(ii) A High Court does not have an inherent power to review an earlier order passed by it on merits. 

 

Question  (ID 12) (Appeals to ITAT / HC)   

Write a brief note on filing of memorandum of cross-objections before the Income-tax Appellate Tribunal. 

 

Question  (ID 13) (Appeals to ITAT / HC)   

An Income-tax authority did not file an appeal to the Income-Tax Appellate Tribunal against an order of the 

Commissioner (Appeals) decided against the Income-tax department on a particular issue in case of one 

assessee, Alpi for assessment year 2013-14 on the ground that the tax effect of such dispute was less than the 

monetary limit prescribed by CBDT. In assessment year 2014-15, similar issue arose in the assessments of Alpi 

and her sister Palki, which was decided by the Commissioner (Appeals) against the Department. Can the 

Income-tax department move an appeal to the Tribunal in respect of A.Y. 2014-15 against the orders of the 

Commissioner (Appeals) for AIpi and her sister Palki ? 

 

Question  (ID 14) (Appeals to ITAT / HC)  (Revision / Home work) 

Discuss the correctness or otherwise of the following propositions in the context of the Income-tax Act, 1961: 

(a) At the time of hearing of rectification application, the Income-tax Appellate Tribunal can re-appreciate the 

evidence produced during the proceedings of the appeal hearing. 

(b) The High Court cannot interfere with the factual finding recorded by the lower authorities and the Tribunal, 

without any valid reasons. OR writer short note on fact finding authority. 

 

Question  (ID 15) (Appeals to ITAT / HC) 

An assessee, who is aggrieved by all or any of the following orders, is desirous to know the available remedial 

recourse and the time limit against each under the Income-tax Act, 1961: 

(I) passed under section 143(3) by the Assessing Officer. 

(ii) passed under section 263 by the Commissioner of Income-tax. 

(iii) passed under section 272A by the Director General. 

(iv) passed under section 254 by the ITAT. 
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Question  (ID 16) (Appeals to ITAT / HC)  (Revision / Home work) 

Discuss the correctness or otherwise of the following with reference to the provisions of the Income-tax Act, 

1961. 

(i) The Income-tax Appellate Tribunal cannot amend its orders. 

(ii) A case before the Appellate Tribunal cannot be dealt when there is a difference of opinion amongst the 

members of the Bench. 

(iii) An appeal shall lie to the High court against the order of the Tribunal. 

 

Question  (ID 22) (Appeals to ITAT / HC)  (Revision / Home work) 

What do you mean by substantial question of law ? 

 

 Your Options are,  

A Question of law is a debatable point on Evidence presented under law 

B Question of law is a debatable point on provisions of law 

C Question of law is a controversy 

D None of above 

 

Question  (ID 17) (Additional evidence / grounds)  (Revision / Home work) 

Does the Income-tax Appellate Tribunal have the following powers? 

(i) Power to allow the assessee to urge any ground of appeal which was not raised by him before the 

Commissioner (Appeals); 

(ii) Power to recall its own order. 

 

(i) Your Options are,  

A Additional grounds cannot be allowed by the tribunal due to mistake of assessee 

B Additional grounds cannot be allowed by the tribunal due to mistake of officer 

C Additional grounds can be allowed by the tribunal where assessee has sufficient cause 

D None of above 

 

 

(ii) Your Options are,  

A Tribunal can re-call orders but cannot review the orders 

B Tribunal can re-call orders and review the orders 

C Tribunal can re-call orders and rectify it 

D None of above 
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Question  (ID 18) (Additional evidence / grounds)  (Revision / Home work) 

Can a rectification order under section 254 of the Income-tax Act, 1961 be passed by the Income-tax Appellate 

Tribunal beyond four years from the date of the order sought to be revised? 

 

 Your Options are,  

A Rectification can be done suo-moto in 6 months from end of month in which order was 

passed 

B Rectification can be done suo-moto in 48 months from end of month in which order was 

passed 

C Rectification can be done upon an application made by assessee or officer in 48 months from 

end of month in which order was passed 

D None of above 

 

Question  (ID 19) (Additional evidence / grounds)  (Revision / Home work) 

Discuss the following propositions The Income Tax Appellate Tribunal cannot admit additional evidence during 

the hearing of the appeal and explain necessary ITAT rules. 

 Your Options are,  

A Tribunal can admit additional evidence 

B Tribunal cannot admit additional evidence presented by officer 

C Tribunal cannot admit additional evidence presented by assessee 

D None of above 

 

Question  (ID 20) (Power to stay)  (Revision / Home work) 

Examine the correctness of the following statement : The Appellate Tribunal is empowered to grant indefinite 

stay for the demand disputed in appeals before it. 

 

 Your Options are,  

A Tribunal has power to stay matter for period of 180 and can be extended up to 365 days 

B Tribunal has power to grant indefinite stay  

C Tribunal has power to stay matter for 365 days 

D Tribunal has power to stay matter for 2 years 
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Question  (ID 21) (Power to stay)   

A petition for stay of demand was filed before ITAT by XYZ Ltd. in respect of a disputed demand for which 

appeal was pending before it, on which stay was granted by the ITAT vide order dated 1.1.2018. The bench 

could not function thereafter till 1.2.2019 and therefore, the disputed matter could not be disposed off The 

Assessing Officer attached the bank account on 16.2.2019 and recovered the amount of 15 lacs against the arrear 

demand of 25 lacs. The assessee requested the Assessing Officer to refund back the amount as it holds stay over 

it. The Assessing Officer rejected the contention of the assessee. Now the assessee seeks your opinion. 
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Ch-ID Q-ID Type of Question Status 

F37 23 More then one point in order V.Imp 

F37 08 Additional evidence V.Imp 

    

F38 12 MOCO  

F38 21 Power to stay V.Imp 
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252. (1) The Central Government shall constitute an Appellate Tribunal consisting of as many judicial and 

accountant members as it thinks fit to exercise the powers and discharge the functions conferred on the Appellate 

Tribunal by this Act. 

(2) A judicial member shall be a person who has for at least ten years held a judicial office in the territory of 

India or who has been a member of the Indian Legal Service and has held a post in Grade II of that Service or 

any equivalent or higher post for at least three years or who has been an advocate for at least ten years. 

Explanation.—For the purposes of this sub-section,— 

  (i) in computing the period during which a person has held judicial office in the territory of India, there 

shall be included any period, after he has held any judicial office, during which the person has been an 

advocate or has held the office of a member of a Tribunal or any post, under the Union or a State, 

requiring special knowledge of law; 

 (ii) in computing the period during which a person has been an advocate, there shall be included any period 

during which the person has held judicial office or the office of a member of a Tribunal or any post, 

under the Union or a State, requiring special knowledge of law after he became an advocate. 

(2A) An accountant member shall be a person who has for at least ten years been in the practice of accountancy 

as a chartered accountant under the Chartered Accountants Act, 1949 (38 of 1949), or as a registered accountant 

under any law formerly in force or partly as a registered accountant and partly as a chartered accountant, or who 

has been a member of the Indian Income-tax Service, Group A and has held the post of Additional Commissioner 

of Income-tax or any equivalent or higher post for at least three years. 

(3) The Central Government shall appoint— 

 (a) a person who is a sitting or retired Judge of a High Court and who has completed not less than seven 

years of service as a Judge in a High Court; or 

 (b) 4[***] one of the Vice-Presidents of the Appellate Tribunal, 

to be the President thereof. 

(4) The Central Government may appoint one or more members of the Appellate Tribunal to be the Vice-

President or, as the case may be, Vice-Presidents thereof. 

(4A) 5[***] 

(5) The 6[***] Vice-President shall exercise such of the powers and perform such of the functions of the 

President as may be delegated to him by the President by a general or special order in writing. 
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252A. Notwithstanding anything contained in this Act, the qualifications, appointment, term of office, salaries 

and allowances, resignation, removal and the other terms and conditions of service of the President, Vice-

President and other Members of the Appellate Tribunal appointed after the commencement of Part XIV of 

Chapter VI of the Finance Act, 2017, shall be governed by the provisions of section 184 of that Act: 

Provided that the President, Vice-President and Member appointed before the commencement of Part XIV of 

Chapter VI of the Finance Act, 2017, shall continue to be governed by the provisions of this Act, and the rules 

made thereunder as if the provisions of section 184 of the Finance Act, 2017 had not come into force.] 

253. (1) Any assessee aggrieved by any of the following orders may appeal to the Appellate Tribunal against 

such order— 

 (a) an order passed by a Deputy Commissioner (Appeals) before the 1st day of October, 1998 or, as 

the case may be, a Commissioner (Appeals) under section 154, section 250, 9[section 270A,] section 

271, section 271A 10[, section 271J] or section 272A; or 

 (b) an order passed by an Assessing Officer under clause (c) of section 158BC, in respect of search 

initiated under section 132 or books of account, other documents or any assets requisitioned 

under section 132A, after the 30th day of June, 1995, but before the 1st day of January, 1997; or 

(ba) an order passed by an Assessing Officer under sub-section (1) of section 115VZC; or 

 (c) an order passed by a Principal Commissioner or Commissioner under section 12AA or under 

clause (vi) of sub-section (5) of section 80G or under section 263 11[or under section 270A] or 

under section 271 or under section 272A or an order passed by him under section 154amending his 

order under section 263 or an order passed by a Principal Chief Commissioner or Chief Commissioner 

or a Principal Director General or Director General or a Principal Director or Director under section 

272A; or 

 (d) an order passed by an Assessing Officer under sub-section (3), of section 143 or section 147 or section 

153A or section 153C in pursuance of the directions of the Dispute Resolution Panel or an order 

passed under section 154 in respect of such order; 

 (e) an order passed by an Assessing Officer under sub-section (3) of section 143 or section 147 or section 

153A or section 153C with the approval of the Principal Commissioner or Commissioner as 

referred to in sub-section (12) of section 144BA or an order passed under section 154 or section 155 in 

respect of such order; 

 (f) an order passed by the prescribed authority under 12[sub-clause (iv) or sub-clause (v) or] sub-clause 

(vi) or sub-clause (via) of clause (23C) of section 10. 

(2) The Principal Commissioner or Commissioner may, if he objects to any order passed by a Deputy 

Commissioner (Appeals) before the 1st day of October, 1998 or, as the case may be, a Commissioner (Appeals) 

under section 154 or section 250, direct the Assessing Officer to appeal to the Appellate Tribunal against the 

order. 

(2A) 13[***] 

(3) Every appeal under sub-section (1) or sub-section (2) shall be filed  of the date on which 

the order sought to be appealed against is communicated to the assessee or to the Principal Commissioner or 

Commissioner, as the case may be : 
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Provided that in respect of any appeal under clause (b) of sub-section (1), this sub-section shall have effect as 

if for the words "sixty days", the words " " had been substituted. 

(3A) 14[***] 
15[(4) The Assessing Officer or the assessee, as the case may be, on receipt of notice that an appeal against the 

order of the Commissioner (Appeals), has been preferred under sub-section (1) or sub-section (2) by the other 

party, may, notwithstanding that he may not have appealed against such order or any part thereof, within thirty 

days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner, against any part of the order of the Commissioner (Appeals), and such memorandum shall 

be disposed of by the Appellate Tribunal as if it were an appeal presented within the time specified in sub-

section (3).] 

(5) The Appellate Tribunal may admit an appeal or permit the filing of a memorandum of cross-objections after 
the expiry of the relevant period referred to in sub-section (3) or sub-section (4), if it is satisfied that there 

was sufficient cause for not presenting it within that period. 

(6) An appeal to the Appellate Tribunal shall be in the prescribed form and shall be verified in the prescribed 

manner and shall, in the case of an appeal made, on or after the 1st day of October, 1998, irrespective of the date 

of initiation of the assessment proceedings relating thereto, be accompanied by a fee of,— 

 (a) where the total income of the assessee as computed by the Assessing Officer, in the case to which the 

appeal relates, is one hundred thousand rupees or less, five hundred rupees, 

 (b) where the total income of the assessee, computed as aforesaid, in the case to which the appeal relates is 

more than one hundred thousand rupees but not more than two hundred thousand rupees, 

one thousand five hundred rupees, 

 (c) where the total income of the assessee, computed as aforesaid, in the case to which the appeal relates is 

more than two hundred thousand rupees, one per cent of the assessed income, subject to a 
maximum of ten thousand rupees, 

 (d) where the subject matter of an appeal relates to any matter, other than those specified in 

clauses (a), (b) and (c), five hundred rupees: 

Provided that no fee shall be payable in the case of an appeal referred to in sub-section (2), or, sub-section (2A) 

as it stood before its amendment by the Finance Act, 2016, or, a memorandum of cross objections referred to in 

sub-section (4). 

(7) An application for stay of demand shall be accompanied by a fee of five hundred rupees. 
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254. (1) The Appellate Tribunal may, after giving both the parties to the appeal an opportunity of being heard, 

pass such orders thereon as it thinks fit. 

(1A) [***] 

(2) The Appellate Tribunal may, at any time within six months from the end of the month in which the order 

was passed], with a view to rectifying any mistake apparent from the record, amend any order passed by 

it under sub-section (1), and shall make such amendment if the mistake is brought to its notice by the 

assessee or the Assessing Officer : 

Provided that an amendment which has the effect of enhancing an assessment or reducing a refund or otherwise 

increasing the liability of the assessee, shall not be made under this sub-section unless the Appellate Tribunal 

has given notice to the assessee of its intention to do so and has allowed the assessee a reasonable 

opportunity of being heard : 

Provided further that any application filed by the assessee in this sub-section on or after the 1st day of 

October, 1998, shall be accompanied by a fee of fifty rupees. 

 

(2A) In every appeal, the Appellate Tribunal, where it is possible, 

in which such appeal is filed under sub-section 

(1) or sub-section (2) 18[***] of section 253 : 

Provided that the Appellate Tribunal may, after considering the merits of the application made by the assessee, 

pass an order of stay in any proceedings relating to an appeal filed under sub-section (1) of section 253, for 

a period  from the date of such order and the Appellate Tribunal 

shall dispose of the appeal within the said period of stay specified in that order: 

Provided further that where such appeal is not so disposed of within the said period of stay as specified in 

the order of stay, the Appellate Tribunal may, on an application made in this behalf by the assessee and 

on being satisfied that the delay in disposing of the appeal is not attributable to the assessee, extend the 

period of stay, or pass an order of stay for a further period or periods as it thinks fit; so, however, that the 

 originally allowed and the period or periods so extended or allowed shall not, 

in any case, exceed three hundred and sixty-five days and the Appellate Tribunal shall dispose of the 

appeal within the period or periods of stay so extended or allowed: 

Provided also that if such appeal is not so disposed of within the period allowed under the first proviso or 

the period or periods extended or allowed under the second proviso, which shall not, in any case, exceed three 

hundred and sixty-five days, the order of  
or periods, even if the delay in disposing of the appeal is not attributable to the assessee. 

(2B) The cost of any appeal to the Appellate Tribunal shall be at the discretion of that Tribunal. 

(3) The Appellate Tribunal shall send a copy of any orders passed under this section to the assessee and to 

the Principal Commissioner or Commissioner. 

(4) Save as provided in section 256 or section 260A, orders passed by the Appellate Tribunal on appeal 
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255. (1) The powers and functions of the Appellate Tribunal may be exercised and discharged by Benches 

constituted by the President of the Appellate Tribunal from among the members thereof. 

(2) Subject to the provisions contained in sub-section (3), a Bench shall consist of one judicial member and 

one accountant member. 

(3) The President or any other member of the Appellate Tribunal authorised in this behalf by the Central 

Government may, sitting singly, dispose of any case which has been allotted to the Bench of which he is a 

member and which pertains to an assessee whose total income as computed by the Assessing Officer in the case 

does not exceed fifty lakh rupees, and the President may, for the disposal of any particular case, constitute a 

Special Bench consisting of three or more members, one of whom shall necessarily be a judicial 

member and one an accountant member. 

(4) If the members of a Bench differ in opinion on any point, the point shall be decided according to the 

opinion of the majority, if there is a majority, but if the members are equally divided, they shall state the 

point or points on which they differ, and the case shall be referred by the President of the Appellate 

Tribunal for hearing on such point or points by one or more of the other members of the Appellate Tribunal, and 

such point or points shall be decided according to the opinion of the majority of the members of the Appellate 

Tribunal who have heard the case, including those who first heard it. 

(5) Subject to the provisions of this Act, the Appellate Tribunal shall have power to regulate its own 

procedure and the procedure of Benches thereof in all matters arising out of the exercise of its powers or of the 

discharge of its functions, including the places at which the Benches shall hold their sittings. 

(6) The Appellate Tribunal shall, for the purpose of discharging its functions, have all the powers which are 

vested in the income-tax authorities referred to in section 131, and any proceeding before the Appellate 

Tribunal shall be deemed to be a judicial proceeding within the meaning ofsections 193 and 228 and for the 

purpose of section 196 of the Indian Penal Code (45 of 1860), and the Appellate Tribunal shall be deemed to be 

a civil court for all the purposes of section 195 and Chapter XXXV of the Code of Criminal Procedure, 1898 (5 

of 1898). 
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Rule 29.  

The parties to the appeal shall not be entitled to produce additional evidence either oral or documentary 

before the Tribunal, but if the Tribunal requires any document to be produced or any witness to be 

examined or any affidavit to be filed to enable it to pass orders or for any other substantial cause, or , if the 

income-tax authorities have decided the case without giving sufficient opportunity to the assessee to 

adduce evidence either on points specified by them or not specified by them, the Tribunal, 

 to be produced or witness to be examined or affidavit to be filed or 

may allow such evidence to be adduced. 
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Question (SLID 01) (courts) (Revision  / Home work) 

 

High court will allow only the questions relating to _________. 

 

 

 Your Options are 

A Law 

B Facts 

C Income Tax law 

D Tax liability more then 10,000 
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260A. (1) An appeal shall lie to the High Court from every order passed in appeal by the Appellate Tribunal 

before the date of establishment of the National Tax Tribunal, if the High Court is satisfied that the case 

involves a substantial question of law. 

(2) The Principal Chief Commissioner or Chief Commissioner or the Principal Commissioner or Commissioner 

or an assessee aggrieved by any order passed by the Appellate Tribunal may file an appeal to the High Court 

and such appeal under this sub-section shall be— 

 (a) filed within one hundred and twenty days from the date on which the order appealed against 

is received by the assessee or the Principal Chief Commissioner or Chief Commissioner or Principal 

Commissioner or Commissioner; 

 (b) [***] 

 (c) in the form of a memorandum of appeal precisely stating therein the substantial question of law 

involved. 

(2A) The High Court may admit an appeal after the expiry of the period of one hundred and twenty days 

referred to in clause (a) of sub-section (2), if it is satisfied that there was sufficient cause for not filing the 

same within that period. 

(3) Where the High Court is satisfied that a substantial question of law is involved in any case, it shall 

formulate that question. 

(4) The appeal shall be heard only on the question so formulated, and the respondents shall, at the hearing 

of the appeal, be allowed to argue that the case does not involve such question : 

Provided that nothing in this sub-section shall be deemed to take away or abridge the power of the court to hear, 

for reasons to be recorded, the appeal on any other substantial question of law not formulated by it, if it is 

satisfied that the case involves such question. 

(5) The High Court shall decide the question of law so formulated and deliver such judgment thereon 

containing the grounds on which such decision is founded and may award such cost as it deems fit. 

(6) The High Court may determine any issue which— 

 (a) has not been determined by the Appellate Tribunal; or 

 (b) has been wrongly determined by the Appellate Tribunal, by reason of a decision on such question of 

law as is referred to in sub-section (1). 

(7) Save as otherwise provided in this Act, the provisions of the Code of Civil Procedure, 1908 (5 of 1908), 

relating to appeals to the High Court shall, as far as may be, apply in the case of appeals under this section. 
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260B. (1) When an appeal has been filed before the High Court under section 260A, it shall be heard by a bench 

of not less than two Judges of the High Court, and shall be decided in accordance with the opinion of such 

Judges or of the majority, if any, of such Judges. 

(2) Where there is no such majority, the Judges shall state the point of law  upon which they differ and 

the case shall then be heard upon that point only by one or more of the other Judges of the High Court and 

such point shall be decided according to the opinion of the majority of the Judges who have heard the case 

including those who first heard it. 

 

 

261. An appeal shall lie to the Supreme Court from any judgment of the High Court delivered before the 

establishment of the National Tax Tribunal] on a reference made under section 256 against an order made 

under section 254 before the 1st day of October, 1998 or an appeal made to High Court in respect of an order 

passed under section 254 on or after that date in any case which the High Court certifies to be a fit one for appeal 

to the Supreme Court. 
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MCQ  - BA - 01 

For the purpose of making assessment u/s 174(1) notice should be given to assessee 

 

 

 Your Options are,  

A not being less than 7 days 

B not being less than 15 days 

C not being less than 21 days 

D not being less than 30 days 

 

MCQ  - BA - 02 

 

Tax payable in a notice of demand under section 156 shall be paid within _________ days of the service of the 

notice at the place and to the person mentioned in the notice 

 

 

 Your Options are,  

A 30 

B 45 

C 60 

D 90 
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MCQ  - BB - 01 
 

Time Limit for rejecting the application made to settlement commission.  

 

 Your Options are,  

A 7 days from the date of the application 

B 3 days from the date of the application 

C 21 days from the date of the application 

D 14 days from the date of the application 

 

MCQ  - BB - 02 

 

Time Limit for issue of notice by settlement commission to assessee for allowing or rejecting the application.  

 

 Your Options are,  

A 7 days from the date of the application 

B 3 days from the date of the application 

C 21 days from the date of the application 

D 14 days from the date of the application 

 

MCQ  - BB - 03 

 

Time Limit for calling report from commissioner by settlement commission after the application is allowed.  

 

 Your Options are,  

A 30 days from the date of the application 

B 60 days from the date of the application 

C 90 days from the date of the application 

D 15 days from the date of the application 
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MCQ  - BB - 04 

 

Time Limit for commissioner to submit the report to settlement commission u/s 245D(2B) 

 

 Your Options are,  

A 30 days from the date of the receipt of communication 

B 30 days from the date of the receipt of notice 

C 30 days from the date of the application 

D 30 days from the date of the allowing application 

 

MCQ  - BB - 05 

 

Time Limit for settlement commission to invalidate the application made by the assessee. 

 

 Your Options are,  

A 15 days from the date of the receipt of report of commissioner 

B 15 days from the date of the receipt of order 

C 30 days from the date of the receipt of report of commissioner 

D 30 days from the date of the receipt of order 

 

MCQ  - BB - 06 

 

Within how many days the assessee should pay the tax otherwise will be liable for interest. 

 

 

 Your Options are,  

A 30 days from the date of the receipt copy of order of settlement commission 

B 35 days from the date of the receipt copy of order of settlement commission 

C 40 days from the date of the receipt copy of order of settlement commission 

D 25 days from the date of the receipt copy of order of settlement commission 

 

MCQ  - BB - 07 

 

Time limit for passing the orders of settlement commission 

 

 Your Options are,  

A 18 months from the end of the month in which the application was made 

B 18 months from the end of the month in which the application was allowed 

C 18 months from the date on which the application was allowed 

D 18 months from the date on which the application was made 
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MCQ  - BB - 08 

 

Time limit for passing the orders of settlement commission 

 

 Your Options are,  

A 18 months from the end of the month in which the application was made 

B 12 months from the end of the month in which the application was allowed 

C 24 months from the date on which the application was allowed 

D 9 months from the date on which the application was made 

 

MCQ  - BB - 09 

 

Rate of interest charged by settlement commission in case of late payment of tax. 

 

 Your Options are,  

A Where any tax payable is not paid by the assessee within 30 days of the receipt of a copy of 

the order by him, then, the assessee shall be liable to pay simple interest at one and one-

fourth per cent for every month or part of a month. 

B Where any tax payable is not paid by the assessee within 35 days of the receipt of a copy of 

the order by him, then, the assessee shall be liable to pay simple interest at one and one-half 

per cent for every month or part of a month. 

C Where any tax payable is not paid by the assessee within 60 days of the receipt of a copy of 

the order by him, then, the assessee shall be liable to pay simple interest at one and one-half 

per cent for every month or part of a month. 

D Where any tax payable is not paid by the assessee within 35 days of the receipt of a copy of 

the order by him, then, the assessee shall be liable to pay simple interest at one and one-

fourth per cent for every month or part of a month. 

 

MCQ  - BB - 10 

 

Can settlement commission rectify its orders ? 

 

 Your Options are,  

A six months from the end of the month in which the order was passed; 

B six months from the end of the year in which the order was passed; 

C nine months from the end of the month in which the order was served; 

D Rectification of orders is not allowed 
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MCQ  - BB - 11 

 

Time limit for Income tax authority to pass the orders when the proceeding before settlement commission have 

become void. 

 

 Your Options are,  

A Income tax authority shall complete such proceedings at any time before the expiry of two 

years from the end of the financial year in which the settlement became void 

B Income tax authority shall complete such proceedings at any time before the expiry of one 

years from the end of the financial year in which the settlement became void 

C Income tax authority shall complete such proceedings at any time before the expiry of 

eighteen months from the end of the financial year in which the settlement became void 

D Income tax authority shall complete such proceedings at any time before the expiry of twenty 

four months from the end of the financial year in which the settlement became void 

 

MCQ  - BB - 12 

 

Time limit for assessee to make application to settlement commission where search was carried out in the 

premises of assessee. 

 

 Your Options are,  

A 7 days of executing search 

B 14 days of executing search 

C 7 days of issue of notice u/s 153A  

D After the issue of notice u/s 153A but before passing the orders. 

 

MCQ  - BB - 13 

 

How much is the minimum amount of tax to be eligible for making application to settlement commission 

 

 Your Options are,  

A Additional amount of income-tax payable on the income disclosed in the application exceeds 

five lakh rupees 

B Additional amount of income-tax payable on the income disclosed in the application exceeds 

twenty lakh rupees 

C Additional amount of income-tax payable on the income disclosed in the application exceeds 

ten lakh rupees 

D Additional amount of income-tax payable on the income disclosed in the application exceeds 

fifty lakh rupees 
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How much is the minimum amount of tax to be eligible for making application to settlement commission where 

search was conducted in premises of the assessee. 

 

 Your Options are,  

A Additional amount of income-tax payable on the income disclosed in the application exceeds 

five lakh rupees 

B Additional amount of income-tax payable on the income disclosed in the application exceeds 

twenty lakh rupees 

C Additional amount of income-tax payable on the income disclosed in the application exceeds 

ten lakh rupees 

D Additional amount of income-tax payable on the income disclosed in the application exceeds 

fifty lakh rupees 

 

MCQ  - BB - 15 

 

Amount of fees payable for making application to settlement commission. 

 

 Your Options are,  

A Prescribed amount of fees. 

B 10,000 INR 

C 20,000 INR 

D No fees is payable for making application. 

 

MCQ  - BB - 16 

 

Application before settlement commission can be withdrawn in so many number of days. 

 

 Your Options are,  

A 7 days of making application 

B 14 days of making application 

C 21 days of making application 

D Application cannot be withdrawn in any case. 
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MCQ  - BB - 17 

 

After making application to settlement commission within how many days assessee should intimate to assessing 

officer. 

 

 Your Options are,  

A 7 days of making application 

B 3 days of making application 

C 5 days of making application 

D on the date on which he makes an application  
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MCQ  - CA - 01 

 

Income tax authority may impound and retain in its custody for such period as it thinks fit any books of account 

or other documents produced before it u/s 131 

 

 Your Options are,  

A 15 days (exclusive of holidays) 

B 15 days (inclusive of holidays) 

C 30 days (exclusive of holidays) 

D 30 days (inclusive of holidays) 

 

MCQ  - CA - 02 

 

Income tax authority may impound and retain in its custody for such period as it thinks fit any cash, bullion 

jewellery, valuable article or a thing u/s 131 

 

 Your Options are,  

A 15 days (exclusive of holidays) 

B 15 days (inclusive of holidays) 

C 30 days (exclusive of holidays) 

D None of above 

 

MCQ  - CA - 03 

 

Income tax authority may impound and retain in its custody for such period as it thinks fit any books of account 

or other documents produced before it u/s 133B 

 

 Your Options are,  

A 15 days (exclusive of holidays) 

B 15 days (inclusive of holidays) 

C 30 days (exclusive of holidays) 

D None of above 
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Income tax authority may impound and retain in its custody for such period as it thinks fit any books of account 

or other documents produced before it u/s 133A 

 

 Your Options are,  

A 15 days (exclusive of holidays) 

B 15 days (inclusive of holidays) 

C 30 days (exclusive of holidays) 

D None of above 

 

MCQ  - CA - 05 

 

Income tax authority may enter the premises u/s 133A with view to verify TDS matters 

 

 Your Options are,  

A After sunrise and before sunset 

B 9.00 am to 5 pm 

C During the hours place is open for business 

D Any time except holidays 

 

MCQ  - CA - 06 

 

Income tax authority may enter the premises u/s 133A with view to verify details of charitable organisation 

 

 Your Options are,  

A After sunrise and before sunset 

B 9.00 am to 5 pm 

C During the hours place is open for business 

D Any time except holidays 

 

MCQ  - CA - 07 

 

Income tax authority may enter the premises u/s 133A with view to verify details of business doing entity 

 

 Your Options are,  

A After sunrise and before sunset 

B 9.00 am to 5 pm 

C During the hours place is open for business 

D Any time except holidays 
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MCQ  - CA - 08 

 

Income tax authority may enter the premises u/s 133A with view to verify scale of expense of a function, 

ceremony or an event. 

 

 Your Options are,  

A After sunrise and before sunset 

B 9.00 am to 5 pm 

C During the hours place is open for business 

D Any time during function ceremony or an event 

 

MCQ  - CA - 09 

 

Income tax authority may enter the premises u/s 133B with view to collect information. 

 

 Your Options are,  

A After sunrise and before sunset 

B 9.00 am to 5 pm 

C During the hours place is open for business 

D Any time during function ceremony or an event 

 

MCQ  - CA - 10 

 

Income tax authority may enter the premises u/s 132. 

 

 Your Options are,  

A After sunrise and before sunset 

B 9.00 am to 5 pm 

C During the hours place is open for business 

D Any time  

 

MCQ  - CA - 11 

 

Order of 132(3) shall be operative and valid for the period of. 

 

 Your Options are,  

A 30 Days 

B 60 Days 

C 90 Days 

D 15 Days 
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MCQ  - CA - 12 

 

Books of account or other documents seized u/s 132 shall not be retained by the authorised officer for a period 

exceeding ______________  from the date of the order of assessment under section 153A.  

 

 Your Options are,  

A 30 Days 

B 60 Days 

C 90 Days 

D 15 Days 

 

MCQ  - CA - 13 

 

Where, during the course of the search or seizure or within a period of _______________ from the date on 

which the last of the authorisations for search was executed, the authorised officer may by order in writing, 

attach provisionally any property belonging to the assessee. 

 

 Your Options are,  

A 30 Days 

B 60 Days 

C 90 Days 

D 15 Days 

 

MCQ  - CA - 14 

 

Where the authorised officer has no jurisdiction over the person referred in 132 (1), valuable article or a thing 

shall be handed over by the authorised officer to the Assessing Officer having jurisdiction over such person 

within a period of _____________ from the date on which the last of the authorisations for search. 

 

 

 Your Options are,  

A 30 Days 

B 60 Days 

C 90 Days 

D 15 Days 
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Orders of provisional attachment u/s 132(9B) shall be operative for ____________. 

 

 Your Options are,  

A 5 months 

B 6 months 

C 3 months 

D 9 months 

 

MCQ  - CA - 16 

 

Application u/s 132B for release of seized assets is to be made within the period of __________ 

 

 Your Options are,  

A 30 days from the end of the month in which the asset was seized, 

B 30 days from the date when asset was seized, 

C 60 days from the end of the month in which the asset was seized, 

D 60 days from the date when asset was seized, 

 

MCQ  - CA - 17 

 

Pursuant to application u/s 132B assets may be released within the period of ________ 

 

 Your Options are,  

A 120 days from the date on which the last of the authorisations for search was executed 

B 120 days from the date on which application for release was made 

C 60 days from the date on which the last of the authorisations for search was executed 

D 30 days from the date on which application for release was made 
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What is due date of filing return for working partner of a firm whose accounts are required to be audited under 

Income Act or under any other law for the time being in force 

 

 Your Options are,  

A 30th September 

B 30th July 

C 31st October 

D 31st December 
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MCQ  - CC - 01 

 

Time limit for sending intimation u/s 143(1). 

 

 Your Options are,  

A 1 year from the end of the financial year in which the return is made. 

B 1 year from the end of assessment year. 

C 1 year from the end of the financial year in which the notice of 143(2) was issued. 

D 1 year from the end of the financial year in which the notice of 148 was issued. 

 

MCQ  - CC - 02 

 

Time limit for sending intimation u/s 143(1) where there is no refund or no demand. 

 

 Your Options are,  

A 1 year from the end of the financial year in which the return is made. 

B 1 year from the end of assessment year. 

C 1 year from the end of the financial year in which the notice of 143(2) was issued. 

D acknowledgement of the return shall be deemed to be the intimation 
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MCQ  - CC - 03 

 

Time limit for issuing notice u/s 143(2). 

 

 Your Options are,  

A 6 months from the end of the financial year in which the return is furnished. 

B 6 months from the end of the assessment year in which the return is furnished. 

C 6 months from the end of the calendar year in which the return is furnished. 

D 6 months from the end of the month in which the return is furnished. 

 

MCQ  - CC - 04 

 

Overall maximum Time limit for getting special audit report of 142(2A) 

 

 Your Options are,  

A 180 days from the date on which the direction under 142(2A) is received by the assessee 

B 240 days from the date on which the direction under 142(2A) is received by the assessee 

C 120 days from the date on which the direction under 142(2A) is received by the assessee 

D 900 days from the date on which the direction under 142(2A) is received by the assessee 

 

MCQ  - CC - 05 

 

Time limit for passing order u/s 143(3). 

 

 Your Options are,  

A 12 months from the end of the assessment year 

B 10 months from the end of the assessment year 

C 9 months from the end of the assessment year 

D 6 months from the end of the assessment year 

 

MCQ  - CC - 06 

 

Time limit for passing order u/s 144. 

 

 Your Options are,  

A 12 months from the end of the assessment year 

B 10 months from the end of the assessment year 

C 9 months from the end of the assessment year 

D 6 months from the end of the assessment year 
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MCQ  - CC - 07 

 

Time limit for fresh assessment in pursuance of an order under section 254 or section 263 or section 264, setting 

aside or cancelling an assessment. 

 

 Your Options are,  

A 9 months from the end of the financial year in which the order under section 255 is received 

by the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner or, as the case may be, the order under section 263 or section 264 is passed 

by the Principal Commissioner or Commissioner: 

B 12 months from the end of the financial year in which the order under section 254 is received 

by the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner or, as the case may be, the order under section 263 or section 264 is passed 

by the Principal Commissioner or Commissioner: 

C 12 months from the end of the financial year in which the order under section 254 is received 

by the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner or, as the case may be, the order under section 269 or section 264 is passed 

by the Principal Commissioner or Commissioner: 

D 9 months from the end of the financial year in which the order under section 254 is received 

by the Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner or, as the case may be, the order under section 263 or section 266 is passed 

by the Principal Commissioner or Commissioner: 
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MCQ  - CC - 08 

 

Where effect to an order under section 250 or section 254 or section 260 or section 262 or section 263 or section 

264 is to be given by the Assessing Officer, wholly or partly, otherwise than by making a fresh assessment or 

reassessment, what is the time limit ? 

 

 

 

 Your Options are,  

A such effect shall be given within a period of 3 months from the end of the month in which 

order under section 250 or section 254 or section 260 or section 262 is received by the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner, as the case may be, the order under section 263 or section 264 is passed by 

the Principal Commissioner or Commissioner 

B such effect shall be given within a period of 6 months from the end of the month in which 

order under section 250 or section 254 or section 260 or section 262 is received by the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner, as the case may be, the order under section 263 or section 264 is passed by 

the Principal Commissioner or Commissioner 

C such effect shall be given within a period of 9 months from the end of the month in which 

order under section 250 or section 254 or section 260 or section 262 is received by the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner, as the case may be, the order under section 263 or section 264 is passed by 

the Principal Commissioner or Commissioner 

D such effect shall be given within a period of 12 months from the end of the month in which 

order under section 250 or section 254 or section 260 or section 262 is received by the 

Principal Chief Commissioner or Chief Commissioner or Principal Commissioner or 

Commissioner, as the case may be, the order under section 263 or section 264 is passed by 

the Principal Commissioner or Commissioner 
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Where effect to an order under section 250 or section 254 or section 260 or section 262 or section 263 or section 

264 is to be given by the Assessing Officer, wholly or partly, otherwise than by making a fresh assessment or 

reassessment, how much is the extension of time maximum can be given ? 

 

 

 

 Your Options are,  

A where it is not possible for the Assessing Officer to give effect to such order within the 

aforesaid period, for reasons beyond his control, the Principal Commissioner or 

Commissioner on receipt of such request in writing from the Assessing Officer, if satisfied, 

may allow an additional period of 9 months to give effect to the order 

B where it is not possible for the Assessing Officer to give effect to such order within the 

aforesaid period, for reasons beyond his control, the Principal Commissioner or 

Commissioner on receipt of such request in writing from the assessee, if satisfied, may allow 

an additional period of 6 months to give effect to the order 

C where it is not possible for the Assessing Officer to give effect to such order within the 

aforesaid period, for reasons beyond his control, the Principal Commissioner or 

Commissioner on receipt of such request in writing from the Assessing Officer, if satisfied, 

may allow an additional period of 6 months to give effect to the order 

D where it is not possible for the Assessing Officer to give effect to such order within the 

aforesaid period, for reasons beyond his control, the Principal Commissioner or 

Commissioner on receipt of such request in writing from the Assessing Officer, if satisfied, 

may allow an additional period of 9 months to give effect to the order 
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Where, in the case of a firm, an assessment is made on a partner of the firm in consequence of an assessment 

made on the firm under section 147, what is the time limit ? 

 

 

 Your Options are,  

A 9 months from the end of the month in which the assessment order in the case of the firm is 

passed 

B 9 months from the end of the month in which the assessment order in the case of the firm is 

passed 

C 15 months from the end of the month in which the assessment order in the case of the firm is 

passed 

D 12 months from the end of the month in which the assessment order in the case of the firm is 

passed 

 

MCQ  - CC - 11 

 

During the course of the a scrutiny assessment 17 days have been taken by assessee to obtain the report of a 

special audit. Audit report submitted to officer on 12-March-22 for the AY 20-21. Assessing officer must 

complete the assessment up to _____________ date 

 

 

 Your Options are,  

A 11-May-22 

B 30-March-22 

C 31-May-22 

D 17-April-22 

 

Hint :  

60 days from expiry 12-March-22 i.e. 11-May-22  

OR  

excluding 17 days from normal time limit of 31-Mar-22 i.e. 17th April 22  

whichever is later. 

  



 

Wishing You All the best for Exams 

C.A. Kalpesh Sanghavi Time Limits and other MCQs  - P a g e  | F39-CC . 7 
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State with brief reason ,whether the following statement are true or false : 

(No mark will be awarded for answers without reason.) 

(1) Where a notice under section 143(2) is issued to the assessee, it is not required to process u/s 

143(1), the return of income filed by the assessee. 

(2) Even without rejecting the books of account, if any, maintained by the assessee, the Assessing 

Officer can make a reference to the Valuation Officer u/s 142A for estimating the cost of 

construction of an immovable property. 

(3) Expenses of special audit conducted under section 142 shall be paid by the Central 

Government. 

(4) Only an individual can be regarded as a Tax Return Preparer under section 139B. 
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MCQ  - CD - 01 

 

Time limit for issuing notice u/s 148 where the originally the intimation was send to assessee. Where bogus 

loan came to the knowledge of the officer amount 75,000. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 02 

 

Time limit for issuing notice u/s 148 where the originally the intimation was send to assessee. Where bogus 

loan came to the knowledge of the officer amount 3,75,000. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 03 

 

Time limit for issuing notice u/s 148 where the originally no intimation or orders were passed. Where bogus 

loan came to the knowledge of the officer amount 75,000. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 
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Time limit for issuing notice u/s 148 where the no intimation or orders were passed. Where bogus loan came 

to the knowledge of the officer amount 3,75,000. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 05 

 

Time limit for issuing notice u/s 148 where the originally the order u/s 143(3) was passed. Where bogus loan 

came to the knowledge of the officer amount 75,000. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 06 

 

Time limit for issuing notice u/s 148 where the originally the order u/s 143(3) was passed. Where bogus loan 

came to the knowledge of the officer amount 3,75,000. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 
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Time limit for issuing notice u/s 148 where the originally the order u/s 143(3) was passed. Where income 

escaping came to the knowledge of the officer amount 75,000. However income escaped for the reason not 

because of failure on part of the assessee to disclose material facts truly and fully.  

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 08 

 

Time limit for issuing notice u/s 148 where the originally the order u/s 143(3) was passed. Where income 

escaping came to the knowledge of the officer amount 5,75,000. However income escaped for the reason not 

because of failure on part of the assessee to disclose material facts truly and fully. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 09 

 

Time limit for issuing notice u/s 148 where the originally the intimation was send to assessee. Where income in 

relation to any asset (including financial interest in any entity) located outside India, chargeable to tax, has 

escaped assessment. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 
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Time limit for issuing notice u/s 148 where the originally the order was passed u/s 143(3).  

Where income in relation to any asset (including financial interest in any entity) located outside India, chargeable 

to tax, has escaped assessment. 

 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 11 

 

Time limit for issuing notice u/s 148 on agent of non-resident where the originally the intimation was send to 

an assessee a non-resident. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 

 

MCQ  - CD - 12 

 

Time limit for issuing notice u/s 148 on agent of non-resident where the originally the orders were passed u/s 

143(3) was send to an assessee a non-resident. 

 

 Your Options are,  

A 4 years from the end of the relevant assessment year 

B 6 years from the end of the relevant assessment year 

C 16 years from the end of the relevant assessment year 

D 2 years from the end of the relevant assessment year 
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Time limit for passing order u/s 147. 

 

 Your Options are,  

A 9 months from the end of the financial year in which the notice under section 148 was served 

B 12 months from the end of the assessment year in which the notice under section 148 was 

issued 

C 12 months from the end of the financial year in which the notice under section 148 was 

served 

D 9 months from the end of the assessment year in which the notice under section 148 was 

issued 
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MCQ  - CE - 01 

 

Time limit for passing orders of rectification u/s 154 

 

 Your Options are,  

A 4 years from the end of the financial year in which the order sought to be amended was passed 

B 2 years from the end of the financial year in which the order sought to be amended was served 

C 6 years from the end of the financial year in which the order sought to be amended was passed 

D 4 years from the end of the financial year in which the order sought to be amended was served 

 

MCQ  - CE - 02 

 

Time limit for passing orders of rectification u/s 154 where application for seeking rectification has been made 

by the assessee. 

 

 Your Options are,  

A 6 months from the end of the year in which the application is received by it 

B 9 months from the end of the month in which the application is received by it 

C 12 months from the end of the month in which the application is received by it 

D 6 months from the end of the month in which the application is received by it 

 

MCQ  - CE - 03 

 

Amount of fees to be paid for making the application u/s 154 

 

 Your Options are,  

A 500 INR 

B 1000 INR 

C 1500 INR 

D Nil 
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MCQ  - CF - 01 

 

What is time limit for CIT to revise the order u/s 263. 

 

 Your Options are,  

A 2 years from the end of the financial year in which the order sought to be revised was passed 

B 6 years from the end of the financial year in which the order sought to be revised was passed 

C 3 years from the end of the financial year in which the order sought to be revised was passed 

D 4 years from the end of the financial year in which the order sought to be revised was passed 

 

MCQ  - CF - 02 

 

What is time limit for CIT to pass a suo-moto order u/s 264. 

 

 Your Options are,  

A CIT shall not of his own motion revise any order if the order has been made more than two 

year previously. 

B CIT shall not of his own motion revise any order if the order has been made more than 6 

months previously. 

C CIT shall not of his own motion revise any order if the order has been made more than one 

year previously. 

D CIT shall not of his own motion revise any order if the order has been made more than one 

month previously. 
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MCQ  - CF - 03 

 

What is the time limit within which assessee can make application u/s 264. 

 

 Your Options are,  

A application must be made within one year from the date on which the order in question was 

communicated to him or the date on which he otherwise came to know of it, whichever is 

later 

B application must be made within two year from the date on which the order in question was 

communicated to him or the date on which he otherwise came to know of it, whichever is 

earlier 

C application must be made within 3 year from the date on which the order in question was 

communicated to him or the date on which he otherwise came to know of it, whichever is 

later 

D application must be made within one year from the date on which the order in question was 

communicated to him or the date on which he otherwise came to know of it, whichever is 

earlier 

 

MCQ  - CF - 04 

 

What is time limit for CIT to pass order u/s 264 pursuant to application made by assessee. 

 

 Your Options are,  

A two year from the end of the financial year in which such application is made by the assessee 

for revision 

B one year from the end of the assessment year in which such application is made by the 

assessee for revision 

C one year from the end of the month in which such application is made by the assessee for 

revision 

D one year from the end of the financial year in which such application is made by the assessee 

for revision 
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MCQ  - CF - 05 

 

Amount of fees to be paid for making the application u/s 264 

 

 Your Options are,  

A 500 INR 

B 1000 INR 

C 1500 INR 

D Nil 
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MCQ  - CG - 01 

 

Time limit for filing an appeal to CIT(A) against order of assessment u/s 143(3) 

 

 Your Options are,  

A 30 days from the date of service of the notice of demand relating to the assessment  

B 90 days from the date of service of the notice of demand relating to the assessment  

C 120 days from the date of service of the notice of demand relating to the assessment  

D 150 days from the date of service of the notice of demand relating to the assessment  

 

MCQ  - CG - 02 

 

Time limit for filing an appeal to CIT(A) against TDS matters u/s 248 

 

 Your Options are,  

A 120 days from date of payment of the tax. 

B 60 days from date of payment of the tax. 

C 90 days from date of payment of the tax. 

D 30 days from date of payment of the tax. 

 

MCQ  - CG - 03 

 

Time limit for filing an appeal to CIT(A) against orders of 263. 

 

 Your Options are,  

A The appeal cannot lie to CIT(A) 

B 60 days from date of payment of the tax. 

C 90 days from date of payment of the tax. 

D 30 days from date of payment of the tax. 
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MCQ  - CG - 04 

 

Time limit for filing an appeal to CIT(A) against orders of settlement commission. 

 

 Your Options are,  

A The appeal cannot lie to CIT(A) 

B 60 days from date of payment of the tax. 

C 90 days from date of payment of the tax. 

D 30 days from date of payment of the tax. 

 

MCQ  - CG - 05 

 

Time limit for filing an appeal to CIT(A) against orders of authority of advance ruling. 

 

 Your Options are,  

A The appeal cannot lie to CIT(A) 

B 60 days from date of payment of the tax. 

C 90 days from date of payment of the tax. 

D 30 days from date of payment of the tax. 

 

MCQ  - CG - 06 

 

Time limit for filing an appeal to CIT(A) against orders u/s 264. 

 

 Your Options are,  

A The appeal cannot lie to CIT(A) 

B 60 days from date of payment of the tax. 

C 90 days from date of payment of the tax. 

D 30 days from date of payment of the tax. 
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MCQ  - CG - 07 

 

Amount of fees for making appeal to CIT(A) where Total Income returned is 50,000 however assessing officer 

has done the assessment by making additions of 20,000. 

 

 Your Options are,  

A 250 INR 

B 500 INR 

C 1000 INR 

D 1500 INR 

 

MCQ  - CG - 08 

 

Amount of fees for making appeal to CIT(A) where Total Income returned is 50,000 however assessing officer 

has done the assessment by making additions of 1,20,000. 

 

 

 Your Options are,  

A 250 INR 

B 500 INR 

C 1000 INR 

D 1500 INR 

 

MCQ  - CG - 09 

 

Amount of fees for making appeal to CIT(A) where Total Income returned is 50,000 however assessing officer 

has done the assessment by making additions of 2,20,000. 

 

 

 Your Options are,  

A 250 INR 

B 500 INR 

C 1000 INR 

D 1500 INR 
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MCQ  - CG - 10 

 

Amount of fees for making appeal to CIT(A) where matter related to TDS.  

 

 Your Options are,  

A 250 INR 

B 500 INR 

C 1000 INR 

D 1500 INR 

 

MCQ  - CG - 11 

 

Time limit for passing orders by CIT(A) 

 

 Your Options are,  

A one year from the end of the financial year in which such appeal is filed before him 

B where it is possible, may hear and decide such appeal within a period of one year from the 

end of the financial year in which such appeal is filed before him 

C two years from the end of the financial year in which such appeal is filed before him 

D one years from the end of the financial year in which such appeal is filed before him 
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MCQ  - CH - 01 

 

Time limit for filing appeals by assessee to ITAT against the orders of CIT(A). 

 

 Your Options are,  

A 60 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

B 30 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

C 90 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

D 120 days of the date on which the order sought to be appealed against is communicated to 

the assessee or to the Principal Commissioner or Commissioner 

 

MCQ  - CH - 02 

 

Time limit for filing appeals by assessee to ITAT against the orders of 158BC 

 

 Your Options are,  

A 60 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

B 30 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

C 90 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

D 120 days of the date on which the order sought to be appealed against is communicated to 

the assessee or to the Principal Commissioner or Commissioner 
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MCQ  - CH - 03 

 

Time limit for filing appeals by department to ITAT against the orders of CIT(A). 

 

 Your Options are,  

A 60 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

B 30 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

C 90 days of the date on which the order sought to be appealed against is communicated to the 

assessee or to the Principal Commissioner or Commissioner 

D Department cannot file an appeal to ITAT. 

 

MCQ  - CH - 04 

 

What is the Time limit for Appellant to file memorandum of cross-objections. 

 

 Your Options are,  

A 45 days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner 

B 30 days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner 

C 15 days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner 

D memorandum of cross-objections is not to be filed 

 

MCQ  - CH - 05 

 

What is the Time limit for Respondent to file memorandum of cross-objections. 

 

 Your Options are,  

A 45 days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner 

B 30 days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner 

C 15 days of the receipt of the notice, file a memorandum of cross-objections, verified in the 

prescribed manner 

D memorandum of cross-objections is not to be filed 

 

  



 

Wishing You all the best for exams. 

C.A. Kalpesh Sanghavi Time Limits and other MCQs  - P a g e  | F39-CH . 3 

MCQ  - CH - 06 

 

Amount of fees payable by assessee to ITAT where assessed income is 70,000 

 

 Your Options are,  

A 500 INR 

B 1000 INR 

C 1 per cent of the assessed income, subject to a maximum of ten thousand rupees 

D No fees is payable 

 

MCQ  - CH - 07 

 

Amount of fees payable by assessee to ITAT where assessed income is 170,000 

 

 Your Options are,  

A 500 INR 

B 1500 INR 

C 1 per cent of the assessed income, subject to a maximum of ten thousand rupees 

D No fees is payable 

 

MCQ  - CH - 08 

 

Amount of fees payable by assessee to ITAT where assessed income is 270,000 

 

 Your Options are,  

A 500 INR 

B 1000 INR 

C 1 per cent of the assessed income, subject to a maximum of ten thousand rupees 

D No fees is payable 

 

MCQ  - CH - 09 

 

Amount of fees payable by assessee to ITAT where matter relates to TDS 

 

 Your Options are,  

A 500 INR 

B 1000 INR 

C 1 per cent of the assessed income, subject to a maximum of ten thousand rupees 

D No fees is payable 
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MCQ  - CH - 10 

 

Amount of fees payable by assessee to ITAT where application for stay is made. 

 

 Your Options are,  

A 500 INR 

B 1000 INR 

C 1 per cent of the assessed income, subject to a maximum of ten thousand rupees 

D No fees is payable 

 

MCQ  - CH - 11 

 

Time limit for passing orders by ITAT 

 

 Your Options are,  

A four years from the end of the financial year in which such appeal is filed  

B where it is possible, may hear and decide such appeal within a period of four years from the 

end of the financial year in which such appeal is filed  

C two years from the end of the financial year in which such appeal is filed  

D one years from the end of the financial year in which such appeal is filed  

 

MCQ  - CH - 12 

 

What is the time period for which stay can be operative where appropriate orders have been passed by ITAT. 

 

 Your Options are,  

A 180 days from the date of such order (extended up to aggregate period of 365 days) 

B 90 days from the date of such order (extended up to aggregate period of 365 days) 

C 180 days from the date of such order (extended up to aggregate period of 360 days) 

D 90 days from the date of such order (extended up to aggregate period of 360 days) 
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MCQ  - CH - 13 

 

Time limit for ITAT to rectify its own orders. 

 

 Your Options are,  

A 6 months from the end of the month in which the order was passed 

B 6 months from the end of the month in which the application for rectification is received by 

ITAT 

C 6 months from the end of the month in which the order was served 

D 6 months from the end of the month in which the order was communicated 
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Question 1 (ID 026) (Revision / Home work) 

The assessee, which was a part of the Department of Space in the Government of India, had the objective of 

developing satellite technology and application of space technology for socio-economic development and space 

research. It entered into a contract with Inmarsat Global of the U. K. for leasing of the Inmarsat navigation 

transponder capacity for its GAGAN TDS project, under which it had taken on lease the space segment capacity 

of L1 and L5 transponder centered on an Inmarsat 4th generation satellite, making an orbit at 36,000 km altitude 

above the earth’s atmosphere. The capacity was utilized through data commands sent from a ground station set 

up by the applicant to that transponder out of many which was for navigation purposes which dispatched signals 

in space on two specified frequencies. The corrected or augmented data sent from the satellite and transmitted 

by the transponder were used for better navigational accuracies. The applicant paid a fixed annual charge 

regardless of the actual use of transponder capacity. On these you are required to answer (i) whether the payment 

to Inmarsat Global of the U. K. for leasing of transponder was not royalty; and (ii) whether the applicant had to 

deduct tax at source under section 195 of the Income-tax Act, 1961, in respect of the lease amount. 

Question 2 (ID 027) (Revision / Home work) 

The assessee, a non-resident Australian company, was engaged in the business of providing professional services 

to the energy and resource industries. It was awarded a contract for providing (i) engineering and procurement 

services, (ii) project management services, and (iii) construction advisory and commissioning advisory services, 

to Reliance, an Indian company, for laying cross-country pipelines for transportation of hydro-carbons from 

Jamnagar to Bhopal and from Goa to Hyderabad, in India. The assessee  was provided with office space in the 

office of the local engineering contractor of Reliance in Mumbai. Under an engineering and procurement 

services agreement, the assessee received substantial amounts : Australian dollars 2,229,794 for the Jamnagar 

to Bhopal project and Australian dollars 1,232,994 for the Goa to Hyderabad project. According to the applicant, 

80 per cent. of the activities concerning basic engineering services were primarily carried out in Perth in 

Australia, the procurement functions were essentially performed in India and some work relating to project 

management services was also carried out in India. The assessee employees were present in India for 127 days 

during the financial year and 241 days during the next year. On these facts your advise is sought on the following 

questions : 

1. whether the assessee formed a permanent establishment in India due to its activities and services 

rendered in India;  

2. whether the services were in the nature of "royalty” and  

3. whether the the receipts of the assessee were not taxable in India. 
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Question 3 (ID 028) (Revision / Home work) 

A private company registered in India, was a part of the Dell group of companies. It was mainly engaged in the 

business of providing call centre, data processing and information technology support services to the Dell group 

companies. The applicant’s parent company had entered into an agreement with BT, a non-resident company 

formed and registered in the USA, under which BT, the non-resident company, provided the company with two 

way transmission of voice and data through telecom bandwidth. While BT was to provide the international half-

circuit from the USA/Ireland, the Indian half-circuit was provided by VSNL, an Indian telecom company. Apart 

from installation charges payable initially, fixed monthly recurring charges for the circuit between the USA and 

Ireland and for the circuit between Ireland and India were payable by the applicant to BT, and this was net of 

Indian taxes. BT raised its invoice directly on the applicant and the applicant made the payment directly to BT. 

The company was paying tax in India in relation to the recurring charges in accordance with section 195 of the 

Income-tax Act, 1961. There was no equipment of BT in the applicant’s premises and the applicant had no right 

over any equipment held by BT for providing the bandwidth. Fibre link cables and other equipment were used 

for all customers including the company. The bandwidth was provided through a huge network of optical fibre 

cables laid under seas across several countries of which BT used only a small fraction. There was no dedicated 

machinery or equipment identified or allowed to be used in the hands of the company; a  common infrastructure 

was being utilised by various operators to provide service to various service recipients and the company was 

one among them receiving the service. The landing site was at Mumbai, and the Indian leg thereof to Bangalore, 

including the last mile connectivity to the premises of the company, was catered to by Bharti Telecom. On these 

facts the company sought your advise on questions relating to the tax liability of  BT and the companies duty to 

deduct tax at source. You are required to offer your comments. 

Question 4 (ID 029) (Revision / Home work) 

Company incorporated in Canada, was a contract research organization providing clinical and bio-analytical 

services to assist pharmaceutical companies around the world in the development of new drugs or generic copies 

of drugs already being marketed. It evaluated on behalf of its clients the bio-equivalence and/or comparative 

bio-availability of the new generic drug vis-a-vis the reference drug which was already available in the market, 

by devising various methods/protocols in conformity with international regulations. The reports produced by 

the company were acceptable to the regulatory authorities. Neither the methods/protocols developed, which 

were product specific, nor the specimens, were given to the clients. Only the final reports/conclusions of the 

evaluation were given to the clients. The client seeking approval of regulatory authorities for marketing of a 

new generic drug would enclose the test report provided by the applicant along with its application. The 

applicant entered into agreements with Indian pharmaceutical companies, viz., Sandoz and Ranbaxy, for 

rendering such services. The clients paid a fee to the applicant for these services. You are required to give your 

comments on taxability of above transaction. 
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Question 5 (ID 030) (Revision / Home work) 

A private company an assessee engaged in the business of prospecting and mining for diamonds and other 

minerals, had been granted licences by the State Governments of Karnataka, Andhra Pradesh and Chattisgarh 

for mineral reconnaissance activities. Reconnaisance is the early stage of exploration. During the early stage 

various techniques are employed like collection of steam samples, geophysical survey like airborne multispectral 

scanner survey, electro-magnetic survey. Exploration has various stages like the early stage, initially for a period 

of 3 to 5 years, the advanced stage for a period of 5 to10 years and the feasibility stage of 5 to10 years. On an 

average the time taken from a discovery to production is eight years. For the purposes of carrying out 

geophysical survey, the assessee-company entered into an agreement with F of the Netherlands which had a 

team of experts who specialised in performing airborne geophysical services for clients, process the data 

acquired during the survey and provide necessary reports. The services of F were engaged to conduct the 

airborne survey for providing high quality, high resolution, geophysical data suitable for selecting probable 

kimberlite targets. F conducted the airborne survey using its specialised equipment, but the helicopter for the 

survey was hired by the assessee. All the logistics of the survey, such as flight schedule, re-flights survey lines, 

control lines, positioning, etc. were set by F and F deputed technical personnel for conducting the survey. The 

data collected from the survey was provided to the assessee in a particular format called the acquisition and 

processing report. The Assessing Officer treated the consideration paid to F under the agreement as falling 

within the definition of “fees for technical services” You are required to give your comments on taxability of 

above transaction. 
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Question 6 (ID 030-A)  

John Butler Tex. Inc., is a company incorporated in Colombo, Sri Lanka. 60% of its shares are held by I Pvt. 

Ltd., a domestic company, John Butler Tex. Inc. has its presence in India also. The data relating to John Butler 

Tex. Inc., are as under: 

 

Particulars  India  Sri lanka 

Fixed assets at depreciated values for tax purposes (Rs. in crores) 90 70 

Intangible assets (Rs. in crores) 40 180 

Other assets (Rs. in crores)  30 90 

Income from trading operations (Rs. in crores) 15 42 

Income from investments (Rs. in crores)  30 13 

Number of employees ( Residents in respective countries) 40 60 

 

For POEM purposes, state whether, 

(1) The company shall be said to be engaged in ‘active business outside India’. 

(2) Because of increased operations in India, more manpower is needed, 30 more employees may 

be required in this regard. The company can either take these employees directly in its roll or 

can outsource the increased operation to an external agency which will engage the 15 

employees in its roll and finish the work for the company.  

Which choice will be better? 

Note : If for any test, average figures are needed, the same may be ignored and the data as given above to the 

applicant may be used.  
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Question (ID 10 and 15) (Deemed to accrue or arise in India)  

Joel Ltd., a foreign company, owns a property in Mumbai. It is given on rent (rent being 5,000 US dollar per 

month) to Peter Ltd., another foreign company. The two companies are non-residents in India. The agreement 

is made outside India. Rent is payable in foreign currency outside India. As per agreement, rent is accrued 

outside India. Discuss whether the rental income of Joel Ltd. is chargeable to tax in India under the Income-tax 

Act, 1961. 

OR 

R, a non resident and not an Indian citizen, holds 5000 equity shares in X Ltd., an Indian Company. The 

share certificates are lying with R, in UK where he normally resides. R sold these shares to G by handing 

over to G in UK, the duly executed share transfer form and the relevant share certificates. The purchase 

consideration is received in UK in sterling currency. Discuss giving reasons whether the above 

transaction will give rise to income which will be deemed to accrue or arise in India. 
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Question (ID 08) (Revision  / Home work) 

Mr. Ravi citizen of India and a non-resident purchased the Savings Certificate issued by the Central Government 

from out of Dollars remitted from USA on 11.07 on which the interest for the year was Rs. 3 lakhs. 

Question (ID 09 and 16) (Deemed to accrue or arise in India) 

Thomo, a South Korean company, a non-resident under the Income-tax Act, 1961, had the following receipts of 

royalty during the previous year. Indicate whether these will be taxable in India. Give reasons for your answer 

: 

a) Rs. 1,50,000 from the Government of India under an agreement approved by the governments of 

South Korea and India. 

b) Rs. 70,000 from an Indian company for import of technical know-how for use in business in India.  

c) Rs. 86,000 from an Indian organization for import of drawings for use in its business in Singapore 

and Malaysia. 

d) Rs. 50,000 from X, a non-resident under the Indian income-tax law, for use of a formula for a 

business at NOIDA (UP). 

e) Rs. 92,000 from X, an Indian non-resident, for use of drawings and technical know-how, for a 

business in U.K. 

OR 

X, a non-resident lent Rs.5 Lakhs to Y, a resident in India. Y used the money borrowed by him for 

purposes of business in India. Y paid an interest of Rs. 75,000 during the year ended 31st March  to X in 

the United Kingdom. Discuss the tax liability of such interest in the hands of X in India. 
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Question: (ID 35) (Deemed to accrue or arise in India) 

Foreign company Forbings Inc  is operating its services in Germany in the field of commission agency. An 

Indian company Raja Ram Ltd has paid commission to a foreign company Forbings Inc for procuring a 

machinery from Germany from Zoaapto Inc a German Company. The machinery imported by Raja Ram Ltd 

will be further supplied to prospective customer in Indonesia. Forbings Inc is registered as per law of Germany 

and selling commission is received by it in Germany in German Mark 25,000 (conversion rate assumed @ 40). 

Tax is not deducted as per the Indian Laws. Business income of Raja Ram Ltd is 85,00,000 INR after claiming 

the deduction of the commission.  

Question A 

You are required to discuss the tax treatment of the above transaction. 

Question B 

Would your answer be different if Forbings Inc had place of operation in India and would have undertaken the 

services to show demo of machinery in India. 

Question C 

Forbings Inc do not have any place of operations in India however it provides consultancy services for the sale 

of machinery in Germany for which the 25000 German Mark have been paid. 
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Question: (ID 17 and 18 and 35 and 23) (Foreign collaboration contracts) 

A Foreign Company has entered into an agreement with an Indian Company on 1.6.PY  under which industrial 

equipment belonging to the firm has been leased to the latter on lump sum payment of $50,000. How will the 

lease rent be taxed in the hands of the Foreign Company? 

OR 

Bharat Mines Ltd., an Indian Company, entered into an agreement with British Mines Ltd., a Company 

registered in the United Kingdom for rendering technical services in India for exploration and extraction 

of ores. The consideration fixed was $5,00,000 and was arrived at as follows- 

Drawings, designs prepared in U.K $1,00,000 

Engineering Services rendered in India $2,00,000 

Salary and allowances paid to staff deputed for work in India $2,00,000 

Discuss the taxability of above payments in the hands of British Mines Ltd. (registered in U.K.).   

OR 

“Mingle Engineering Ltd”, a Korean non – resident company, had entered into an agreement for 

designing, fabricating, hook – up and commissioning of a platform in the Bombay High with “Crude Oil 

India Ltd.”, an Indian company. The agreement entered into was in two parts, one for the value to be 

charged for fabrication of structure in Korea for Rs.20 crores (having element of profit in it of Rs.2 

crores) and other for the installation and commissioning of the structure in Bombay High for Rs.15 crores 

(having element of profit in it of Rs.1.5 crores). The Korean company will also be setting up an office 

in India for the activity of installation and commissioning of the platform which is likely to be completed 

9 months. You are required to discuss tax treatment of the same. 

OR 

An Indian company made 2 agreements with a foreign company for purchase of machines at a 

consolidated consideration. Foreign Company deputed 2 technicians for supervising installation free of 

cost. Assessing officer held that Indian Company was agent u/s 163 for the foreign Co. & there was a 

business connection between the 2 companies. Do you agree ? 
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Question: (ID 19) (Foreign collaboration contracts) 

M/s Kangaru Australia, a Non-Resident Foreign Company had entered into a collaboration agreement on 

21.2.2008 with an Indian Company and was in receipt of the following payments during the Previous Year. How 

do you deal with them for computation, in the case of M/s Kangaroo Australia? 

(a) Interest on 8% Debentures for Rs. 50 Lakhs issued by Indian Company on 1.7 in consideration of 

providing of technical know-how, manufacturing process and designs. 

(b) Service Charges at 2.5% of the value of Plant and Machinery for Rs.500 Lakhs leased out to Indian 

Company payable each year before 31st March. 

 

Question: (ID 31) (Deemed to accrue or arise in India) (Home Work) 

State with reasons whether the following transaction is subject to tax as deemed income. 

XYZ Ltd. is a broadcaster of News Channel in India. It had made payments to a Malaysian company having no 

PE in India for downlinking Television Channels into India and international footprint through a channel. 
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Question: (ID 32) (Deemed to accrue or arise in India) (Home Work) 

State with reasons whether the following transaction is subject to tax as deemed income. 

Mr. A, a foreign citizen and a diamond merchant from US, has earned income of Rs. 10 crores from display of 

uncut and unassorted diamonds in the Bharat Diamond Bourse, a notified special zone in Surat.  

Question: (ID 33) (Deemed to accrue or arise in India) (Home Work) 

Explain the term “Royalty” as per UN model Tax Convention. Is it different from the definition contained in 

OECD Model? Discuss.  

Question: (ID 34) (Deemed to accrue or arise in India) (Home Work) 

Explain the meaning of “treaty” as per Article 2 of Vienna Convention on Law of Treaties, 1969. Why it come 

onto play?  

Question: (ID 34-A) (Deemed to accrue or arise in India) (Home Work) 

Alpha Inc., a non-resident company has an IT enabled business process outsourcing Unit in India (BPO) and it 

provides certain outsourcing services to a resident Indian entity. Discuss, the tax implications, in the hand of 

Alpha Inc. due to presence of BPO unit in India. 
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Question  1 (specific computations, Non resident) (CG ID 46) 

Mr. N (non resident) purchased shares of Reliance industries on 01-01-2009 by remitting US $. The following 

data is given. 

Cost of acquisition : 5,85,000 (Dated :  1.1. 2009) 

Sale price : 9,00,000 (Dated :  1.1. PY) 

Expense on transfer : 6,600 (Dated :  28.12. PY) 

 

On 24.04.AY 6,15,000 was invested out of above sale proceeds and it was sold on 18.08.AY for value of 

10,50,000. 

 

Date  TT BR TT SR 

01-01-2009 38 40 

28-12-PY 42 44 

01-01-PY 39 41 

24-04-AY 40 42 

18-08-AY 41 43 
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Question 2 (specific computations, Non resident) (CG ID 47) 

 

X, a non-resident, remits US$ 60,000 to India on August 10, 2009. The amount is partly utilised on August 17, 

2009 for purchasing 50,000 shares in Lotus Ltd., an Indian company at the rate of Rs. 6 per share. These shares 

are sold for Rs. 28 per share on April 10. 

Find out the capital gains chargeable to tax for the year on the assumption that telegraphic transfer buying and 

selling rate of US dollars adopted by the State Bank of India is as follows: 

 

 Buying (1 US $) Selling (1 US $) 

August 10, 2009 18.30 19.10 

August 17, 2009 18.40 19.30 

April 10,  45.90 46.40 

 

 

 

 

 
 

 

 

 

  



 

Guarantee Pass Else Refund subject to T&C 

C.A. Kalpesh Sanghavi Other Topics for NR   - P a g e  | F51-B . 1 

 

Question (Tax Liability) (ID 51) 

 

Rosy and Mary are sisters, born and brought up at Mumbai. Rosy got married in 1982 and settled at Canada 

since 1982. Mary got married and settled in Mumbai Both of them are below 60 years. The following are the 

details of their income for the previous year.  

 

 Rosy Mary 

Pension received from State Government - 10,000 

Pension received from Canadian Government 20,000 - 

Long-term capital gain on sale of land at Mumbai 1,00,000 50,000 

Short-term capital gain on sale of shares of Indian listed companies in 

respect of which STT was paid 
20,000 250,000 

Life Insurance Corporation  10,000 

Premium paid to Canadian life insurance at Canada 40,000 - 

Mediclaim policy premium paid - 25,000 

Investment in PPF - 20,000 

Rent received in respect of house property at Mumbai 60,000 30,000 

 

Compute taxable income and tax liability. 
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Question (Tax Liability) (ID 52) 

 

Calculate the income-tax liability in the following cases: 

 

 Mr.A (age 45) Mrs.B (age 62) Mr C (age 81) Mr.D (age 82) 

Status Resident Non-Resident Resident Non-Resident 

Total Income other than 

long term capital gain 
2,40,000 2,80,000 5,90,000 4,80,000 

Long term capital gain 15,000 10,000 60,000 Nil 

 
from sale of 

vacant site 

from sale of 

listed shares 

(STT paid on 

sale and 

purchase of 

shares) 

from sale of 

agricultural  land 

in rural area 
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Question (Tax Liability) (ID 53) 

 

Mr. Mithun resident in India purchased 100 shares of Good money Co. Ltd. on 01-04-2005 at rate of 1,000 per 

share (FMV as on 31-01-2018 is 600 per share) in public issue of the company by paying securities transaction 

tax. Company allotted bonus shares in the ratio of 1:1 on 4 years back. He has also received dividend of 10 per 

share on 01.05.PY. He has sold all the shares on 01.10.PY at the rate of  4,000 per share through a recognized 

stock exchange and paid brokerage of 1% and securities transaction tax of 0.02% to celebrate his birthday.  His 

interest income under IFOS is 2,50,00,000. 

  

1. Compute Tax Liability. 

2. Will your answer be different if the interest income is 5,01,00,000 instead of 2,50,00,000. 

 

 

 

Question (Tax Liability) (ID 54) 

 

The Gross Total Income of Mr. C a resident in India aged 65 years, was  8,18,240 which includes long-term 

capital gain of 2,45,000 and Short-term capital gain of  58,000. The Gross Total Income also includes interest 

income of 10,000 from savings bank deposits with banks, Mr C has invested in PPF 1,40,000 and also paid a 

medical insurance premium 30,000. Mr. C also contributed 50,000 to Public Charitable Trust eligible for 

deduction under section 80G by way of an account payee cheque.  

 

Compute the total income and tax thereon. 
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Question (Tax Liability) (ID 55) (Home work) 

Mr Mukesh Jain a Resident individual Aged 66 years has following incomes and transaction during the year. 

You are required to compute his total income and tax liability. 

 

Salary Income 90,000 

Profit on sale land, Long term capital gains computed as per Income tax act 500,000 

Profit on sale of listed shares, transaction is carried out through NSE and STT is 

already paid 
400,000 

Interest on savings bank account 12,000 

Interest on Fixed deposit with State bank of India 75,000 

Mediclaim premium paid to united India insurance for 2 year policy 60,000 

Medical expense on disease specified u/s 80DDB 105,000 

Mediclaim claimed from United India Insurance is full amount of 105,000 however 

the company has approved only amount of 33,000 and given the re-imbursement 

accordingly. 
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Ch-ID Q-ID Type of Question Status 

F51-A1 10,15 Deemed to accrue  

F51-A1 17,18,35,23 Scope of Royalty TF V.Imp 

F51-A1 19 Net of tax payment V.Imp 

    

F51-A2 47 NR Financial assets V.Imp 

    

F51-B 53 Tax Liability V.Imp 

F51-B 54 Tax Liability V.Imp 
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5. (1) Subject to the provisions of this Act, the total income of any previous year of a person who is a resident 

includes all income from whatever source derived which— 

(a)  is received or is deemed to be received in India in such year by or on behalf of such person ; or 

(b)  accrues or arises or is deemed to accrue or arise to him in India during such year ; or 

(c)  accrues or arises to him outside India during such year : 

Provided that, in the case of a person not ordinarily resident in India within the meaning of sub-section (6) 

of section 6, the income which accrues or arises to him outside India shall not be so included unless it is 

derived from a business controlled in or a profession set up in India. 

(2) Subject to the provisions of this Act, the total income of any previous year of a person who is a non-

resident includes all income from whatever source derived which— 

(a)  is received or is deemed to be received in India in such year by or on behalf of such person ; or 

(b)  accrues or arises or is deemed to accrue or arise to him in India during such year. 

 

Explanation 1.—Income accruing or arising outside India shall not be deemed to be received in India 

within the meaning of this section by reason only of the fact that it is taken into account in a balance sheet 

prepared in India. 

Explanation 2.—For the removal of doubts, it is hereby declared that income which has been included in 

the total income of a person on the basis that it has accrued or arisen or is deemed to have accrued or 

arisen to him shall not again be so included on the basis that it is received or deemed to be 

received by him in India. 
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6. For the purposes of this Act,— 

(1)  An individual is said to be resident in India in any previous year, if he— 

(a)  is in India in that year for a period or periods amounting in all to one hundred and eighty-

two days or more ; or 

(b)  [***] 

(c)  having within the four years preceding that year been in India for a period or periods 

amounting in all to three hundred and sixty-five days or more, is in India for a period 

or . 

Explanation. 1—In the case of an individual,— 

(a)  being a , who leaves India in any previous year as a member of the crew 

of an Indian ship as defined in clause (18) of section 3 of the Merchant Shipping Act, 1958 (44 of 

1958), or for the purposes of employment outside India, the provisions of sub-clause (c) 

shall apply in relation to that year as if for the words "sixty days", occurring therein, the words 

"one hundred and eighty-two days" had been substituted ; 

(b)  being a  within the meaning of Explanation to 

clause (e) of section 115C, who, being outside India, comes on a visit to India in any 

previous year, the provisions of sub-clause (c) shall apply in relation to that year as if for the 

words "sixty days", occurring therein, the words "one hundred and eighty-two days" had been 

substituted. 

Explanation 2.—For the purposes of this clause, in the case of an individual, being a citizen of India 

and a member of the crew of a foreign bound ship leaving India, the period or periods of stay in India 

shall, in respect of such voyage, be determined in the manner and subject to such conditions as may be 

prescribed. 

(2)  A Hindu undivided family, firm or other association of persons is said to be resident in India 

in any previous year in every case  during that year the control and 

management of its affairs is situated wholly outside India. 

(3)  A company is said to be a resident in India in any previous year, if— 

 (i)  it is an Indian company; or 

(ii)  its place of effective management, in that year, is in India. 

Explanation.—For the purposes of this clause "place of effective management" means a place where 

key management and commercial decisions that are necessary for the conduct of business 
of an entity as a whole are, in substance made. 

(4)  Every other person is said to be resident in India in any previous year in every case, except 

where during that year the 

. 

(5)  If a person is resident in India in a previous year relevant to an assessment year in 

. 

(6)  A person is said to be "not ordinarily resident" in India in any previous year if such person is— 
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(a) an individual who has been a non-resident in India in nine out of the ten previous years 

preceding that year, or has during the seven previous years preceding that year been in 

India for a period of, or periods amounting in all to, seven hundred and twenty-nine days 

or less; or 

(b) a Hindu undivided family whose manager has been a non-resident in India in nine out of the 

ten previous years preceding that year, or has during the seven previous years preceding that year 

been in India for a period of, or periods amounting in all to, seven hundred and twenty-nine days 

or less. 
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7. The following incomes shall be deemed to be received in the previous year :— 

 (i)  the annual accretion in the previous year to the balance at the credit of an employee 

participating in a recognised provident fund, to the extent provided in rule 6 of Part A of the Fourth 

Schedule ; 

(ii)  the transferred balance in a recognised provident fund, to the extent provided in sub-rule (4) of 

rule 11 of Part A of the Fourth Schedule ; 

(iii) the contribution made, by the Central Government or any other employer in the previous year, to 

the account of an employee under a pension scheme referred to in section 80CCD. 
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8. For the purposes of inclusion in the total income of an assessee,— 

(a)  any dividend declared by a company or distributed or paid by it within the meaning of sub-clause 

(a) or sub-clause (b) or sub-clause (c) or sub-clause (d) or sub-clause (e) of clause (22) of section 2 shall 

be deemed to be the income of the previous year in which it is so declared, distributed or 
paid, as the case may be ; 

(b)  any interim dividend shall be deemed to be the income of the previous year in which the amount of 

such  to the member who is entitled 

to it. 
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Income deemed to accrue or arise in India. 

9. (1) The following incomes shall be deemed to accrue or arise in India :— 

22(i) all income accruing or arising, whether directly or indirectly, 

through or from any property in India through or from any 

asset or source of income in India through the transfer of a capital asset situate in India. 

Explanation 1.—For the purposes of this clause— 

(a)  in the case of a business of which all the operations are not carried out in India, the 

income of the business deemed under this clause to accrue or arise in India shall be 

 ; 

(b)  in the case of a non-resident, no income shall be deemed to accrue or arise in India to 

him through or from operations which are confined to the purchase of goods in India for the 

purpose of export ; 

(c)  in the case of a non-resident, being a person engaged in the business of running a news 

agency or of publishing newspapers, magazines or journals, 

 or from activities which are confined to the collection 

of news and views in India for transmission out of India ; 

(d)  in the case of a non-resident, being— 

(1)  an individual who is not a citizen of India ; or 

(2)  a firm which does not have any partner who is a citizen of India or who is resident in India ; 

or 

(3)  a company which does not have any shareholder who is a citizen of India or who is resident 

in India, 

no income shall be deemed to accrue or arise in India to such individual, firm or company 

through or from operations which are confined to the shooting of any cinematograph film 

in India; 
23[(e) in the case of a foreign company engaged in the business of mining of diamonds, 

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

activities which are confined to the display of uncut and unassorted diamond in any 

special zone notified by the Central Government in the Official Gazette in this behalf.] 
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Explanation 2.—For the removal of doubts, it is hereby declared that "business connection" shall 

include any business activity carried out 

,— 

(a)  has and habitually exercises in India, an authority to conclude contracts on behalf of the 

non-resident, unless his activities are limited to the purchase of goods or merchandise for the non-

resident; or 

Following clause (a) shall be substituted for the existing clause (a) of Explanation 2 to clause 

(i) of sub-section (1) of section 9 by the Finance Act, 2018, w.e.f. 1-4-2019 : 

(a)  has and habitually exercises in India, an authority to conclude contracts on behalf of the 

non-resident or habitually concludes contracts or habitually plays the principal role leading to 

conclusion of contracts by that non-resident and the contracts are— 

 (i)  in the name of the non-resident; or 

(ii)  for the transfer of the ownership of, or for the granting of the right to use, property owned 

by that non-resident or that non-resident has the right to use; or 

(iii)  for the provision of services by the non-resident; or 

(b)  has no such authority, but habitually maintains in India a stock of goods or merchandise 

from which he regularly delivers goods or merchandise on behalf of the non-resident; or 

(c)  habitually secures orders in India, mainly or wholly for the non-resident or for 

that non-resident and other non-residents controlling, controlled by, or subject to the same 

common control, as that non-resident: 

Provided that such business connection shall not include any business activity carried out 

through a broker, general commission agent or any other agent having an 

independent status, if such broker, general commission agent or any other agent having an 

independent status is acting in the ordinary course of his business : 

Provided further that where such broker, general commission agent or any other agent 

works mainly or wholly on behalf of a non-resident (hereafter in this proviso referred to as the 

principal non-resident) or on behalf of such non-resident and other non-residents which are controlled 

by the principal non-resident or have a controlling interest in the principal non-resident or are subject 

to the same common control as the principal non-resident, he shall not be deemed to be a broker, 
general commission agent or an agent of an independent status. 
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Following Explanation 2A shall be inserted after Explanation 2 to clause (i) of sub-section (1) of 

section 9 by the Finance Act, 2018, w.e.f. 1-4-2019 : 

Explanation 2A.—For the removal of doubts, it is hereby clarified that the significant economic 

presence of a non-resident in India shall constitute "business connection" in India and 

"significant economic presence" for this purpose, shall mean— 

(a)  transaction in respect of any goods, services or property carried out by a non-resident in India 

including provision of download of data or software in India, if the aggregate of 

payments arising from such transaction or transactions during the previous year 

exceeds such amount as may be prescribed; or 

(b)  systematic and continuous soliciting of business activities or engaging in 

interaction with such number of users as may be prescribed, in India through digital means: 

Provided that the transactions or activities shall constitute significant economic 

presence in India, whether or not,— 

 (i)  the agreement for such transactions or activities is entered in India; or 

(ii)  the non-resident has a residence or place of business in India; or 

(iii) the non-resident renders services in India: 

Explanation 3.—Where a business is carried on in India through a person referred to in clause (a) or 

clause (b) or clause (c) of Explanation 2, only so much of income as is attributable to the operations 

carried out in India shall be deemed to accrue or arise in India. 

Explanation 4.—For the removal of doubts, it is hereby clarified that the expression "through" shall 

mean and include and shall be deemed to have always meant and included "by means of", "in 

consequence of" or "by reason of". 

Explanation 5.—For the removal of doubts, it is hereby clarified that an asset or a capital asset 

being any share or interest in a company or entity registered or incorporated outside India 

shall be deemed to be and shall always be deemed to have been situated in India, if 

the share or interest derives, directly or indirectly, its value substantially from the assets located in India: 

Provided that nothing contained in this Explanation shall apply to an asset or capital asset, which is 

held by a non-resident by way of investment, directly or indirectly, in a Foreign Institutional Investor 

as referred to in clause (a) of the Explanation to section 115AD for an assessment year commencing on 

or after the 1st day of April, 2012 but before the 1st day of April, 2015:] 

Provided further that nothing contained in this Explanation shall apply to an asset or capital asset, 

which is held by a non-resident by way of investment, directly or indirectly, in Category-I or Category-

II foreign portfolio investor under the Securities and Exchange Board of India (Foreign Portfolio 

Investors) Regulations, 2014, made under the Securities and Exchange Board of India Act, 1992 (15 of 

1992). 
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Explanation 6.—For the purposes of this clause, it is hereby declared that— 

(a)  the share or interest, referred to in Explanation 5, shall be deemed to derive its value substantially 

from the assets (whether tangible or intangible) located in India, if, on the specified date, the value 

of such assets— 

 (i)  exceeds the amount of ten crore rupees; and 

(ii)  represents at least fifty per cent of the value of all the assets owned by the 
company or entity, as the case may be; 

(b)  the value of an asset shall be the fair market value as on the specified date, of such asset 

without reduction of liabilities, if any, in respect of the asset, determined in such manner as 

may be prescribed; 

(c)  "accounting period" means each period of twelve months ending with the 31st day of March: 

Provided that where a company or an entity, referred to in Explanation 5, regularly adopts a 

period of twelve months ending on a day other than the 31st day of March for the purpose of— 

 (i)  complying with the provisions of the tax laws of the territory, of which it is a resident, for 

tax purposes; or 

(ii)  reporting to persons holding the share or interest, 

then, the period of twelve months ending with the other day shall be the accounting period of the 

company or, as the case may be, the entity: 

Provided further that the first accounting period of the company or, as the case may be, the entity 

shall begin from the date of its registration or incorporation and end with the 31st day of March 

or such other day, as the case may be, following the date of such registration or incorporation, and 

the later accounting period shall be the successive periods of twelve months: 

Provided also that if the company or the entity ceases to exist before the end of accounting period, 

as aforesaid, then, the accounting period shall end immediately before the company or, as the case 

may be, the entity, ceases to exist; 

(d)  "specified date" means the— 

 (i)  date on which the accounting period of the company or, as the case may be, the entity ends 

preceding the date of transfer of a share or an interest; or 

(ii)  date of transfer, if the book value of the assets of the company or, as the case may be, the 

entity on the date of transfer exceeds the book value of the assets as on the date referred to in 

sub-clause (i), by fifteen per cent. 
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Explanation 7.— For the purposes of this clause,— 

(a)  no income shall be deemed to accrue or arise to a non-resident from transfer, outside India, of any 

share of, or interest in, a company or an entity, registered or incorporated outside India, referred to in 

the Explanation 5,— 

 (i)  if such 

 (whether individually or along with its associated enterprises), at any time in 

the twelve months preceding the date of transfer, neither holds the right of 

management or control in relation to such company or entity, nor holds voting power or 

share capital or interest exceeding five per cent of the total voting power or total share capital 

or total interest, as the case may be, of such company or entity; or 

(ii)  if such company or entity indirectly owns the assets situated in India and the transferor 

(whether individually or along with its associated enterprises), at any time in the twelve 

months preceding the date of transfer, neither holds the right of management or control in 

relation to such company or entity, nor holds any right in, or in relation to, such company or 

entity which would entitle him to the right of management or control in the company or entity 

that directly owns the assets situated in India, nor holds such percentage of voting power or 

share capital or interest in such company or entity which results in holding of (either 

individually or along with associated enterprises) a voting power or share capital or interest 

exceeding five per cent of the total voting power or total share capital or total interest, as the 

case may be, of the company or entity that directly owns the assets situated in India; 

(b)  in a case where all the assets owned, directly or indirectly, by a company or, as the case may be, 

an entity referred to in the Explanation 5, are not located in India, the income of the non-resident 

transferor, from transfer outside India of a share of, or interest in, such company or entity, deemed 

to accrue or arise in India under this clause, shall be only such part of the income as is reasonably 

attributable to assets located in India and determined in such manner as may be prescribed; 

(c)  "associated enterprise" shall have the meaning assigned to it in section 92A; 

(ii)  income which falls under the head "Salaries", if it is earned in India. 

Explanation.—For the removal of doubts, it is hereby declared that the income of the nature referred to 

in this clause payable for— 

(a)  service rendered in India; and 

(b)  the rest period or leave period which is preceded and succeeded by services rendered in India and 

forms part of the service contract of employment, 

shall be regarded as income earned in India ; 

(iii)  income chargeable under the head "Salaries" payable by the Government to a citizen of India for service 

outside India ; 

(iv)  a dividend paid by an Indian company outside India ; 

(v)  income by way of interest payable by— 

(a)  the Government ; or 

(b)  a person who is a resident, except where the interest is payable in respect of any debt incurred, or 

moneys borrowed and used, for the purposes of a business or profession carried on by such person 

outside India or for the purposes of making or earning any income from any source outside India 

; or 
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(c)  a person who is a non-resident, where the interest is payable in respect of any debt incurred, or 

moneys borrowed and used, for the purposes of a business or profession carried on by such person 

in India. 

Explanation.—For the purposes of this clause,— 

(a)  it is hereby declared that in the case of a non-resident, being a person engaged in the business of 

banking, any interest payable by the permanent establishment in India of such non-resident to the 

head office or any permanent establishment or any other part of such non-resident outside India 

shall be deemed to accrue or arise in India and shall be chargeable to tax in addition to any income 

attributable to the permanent establishment in India and the permanent establishment in India shall 

be deemed to be a person separate and independent of the non-resident person of which it is a 

permanent establishment and the provisions of the Act relating to computation of total income, 

determination of tax and collection and recovery shall apply accordingly; 

(b)  "permanent establishment" shall have the meaning assigned to it in clause (iiia) of section 92F; 
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(vi)  income by way of royalty payable by— 

(a)  the Government ; or 

(b)  a person who is a resident, except where the royalty is payable in respect of any right, property 

or information used or services utilised for the purposes of a business or profession carried on by 

such person outside India or for the purposes of making or earning any income from any source 

outside India ; or 

(c)  a person who is a non-resident, where the royalty is payable in respect of any right, property 

or information used or services utilised for the purposes of a business or profession carried on by 

such person in India or for the purposes of making or earning any income from any source in India 

: 

Provided that nothing contained in this clause shall apply in relation to so much of the income by way 

of royalty as consists of lump sum consideration for the transfer outside India of, or the imparting of 

information outside India in respect of, any data, documentation, drawing or specification relating to 

any patent, invention, model, design, secret formula or process or trade mark or similar property, if such 

income is payable in pursuance of an agreement made before the 1st day of April, 1976, and the 

agreement is approved by the Central Government : 

Provided further that nothing contained in this clause shall apply in relation to so much of the income 

by way of royalty as consists of lump sum payment made by a person, who is a resident, for the transfer 

of all or any rights (including the granting of a licence) in respect of computer software supplied by a 

non-resident manufacturer along with a computer or computer-based equipment under any scheme 

approved under the Policy on Computer Software Export, Software Development and Training, 1986 

of the Government of India. 

Explanation 1.—For the purposes of the first proviso, an agreement made on or after the 1st day of 

April, 1976, shall be deemed to have been made before that date if the agreement is made in accordance 

with proposals approved by the Central Government before that date; so, however, that, where the 

recipient of the income by way of royalty is a foreign company, the agreement shall not be deemed to 

have been made before that date unless, before the expiry of the time allowed under sub-section (1) or 

sub-section (2) of section 139 (whether fixed originally or on extension) for furnishing the return of 

income for the assessment year commencing on the 1st day of April, 1977, or the assessment year in 

respect of which such income first becomes chargeable to tax under this Act, whichever assessment 

year is later, the company exercises an option by furnishing a declaration in writing to the Assessing 

Officer (such option being final for that assessment year and for every subsequent assessment year) that 

the agreement may be regarded as an agreement made before the 1st day of April, 1976. 

Explanation 2.—For the purposes of this clause, "royalty" means consideration (including any lump 

sum consideration but excluding any consideration which would be the income of the recipient 

chargeable under the head "Capital gains") for— 

 (i)  the transfer of all or any rights (including the granting of a licence) in respect of a patent, invention, 

model, design, secret formula or process or trade mark or similar property ; 

(ii)  the imparting of any information concerning the working of, or the use of, a patent, invention, 

model, design, secret formula or process or trade mark or similar property ; 

(iii)  the use of any patent, invention, model, design, secret formula or process or trade mark or similar 

property ; 

(iv)  the imparting of any information concerning technical, industrial, commercial or scientific 

knowledge, experience or skill ; 
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(iva)  the use or right to use any industrial, commercial or scientific equipment but not including the 

amounts referred to in section 44BB; 

(v)  the transfer of all or any rights (including the granting of a licence) in respect of any copyright, 

literary, artistic or scientific work including films or video tapes for use in connection with 

television or tapes for use in connection with radio broadcasting, but not including consideration 

for the sale, distribution or exhibition of cinematographic films ; or 

(vi)  the rendering of any services in connection with the activities referred to in sub-clauses (i) to (iv), 

(iva) and (v). 

Explanation 3.—For the purposes of this clause, "computer software" means any computer programme 

recorded on any disc, tape, perforated media or other information storage device and includes any such 

programme or any customized electronic data. 

Explanation 4.—For the removal of doubts, it is hereby clarified that the transfer of all or any rights in 

respect of any right, property or information includes and has always included transfer of all or any right 

for use or right to use a computer software (including granting of a licence) irrespective of the medium 

through which such right is transferred. 

Explanation 5.—For the removal of doubts, it is hereby clarified that the royalty includes and has always 

included consideration in respect of any right, property or information, whether or not— 

(a)  the possession or control of such right, property or information is with the payer; 

(b)  such right, property or information is used directly by the payer; 

(c)  the location of such right, property or information is in India. 

Explanation 6.—For the removal of doubts, it is hereby clarified that the expression "process" includes 

and shall be deemed to have always included transmission by satellite (including up-linking, 

amplification, conversion for down-linking of any signal), cable, optic fibre or by any other similar 

technology, whether or not such process is secret; 
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(vii)  income by way of fees for technical services payable by— 

(a)  the Government ; or 

(b)  a person who is a resident, except where the fees are payable in respect of services utilised 

in a business or profession carried on by such person outside India or for the purposes of making 

or earning any income from any source outside India ; or 

(c)  a person who is a non-resident, where the fees are payable in respect of services utilised 

in a business or profession carried on by such person in India or for the purposes of making or 

earning any income from any source in India : 

Provided that nothing contained in this clause shall apply in relation to any income by way of fees for 

technical services payable in pursuance of an agreement made before the 1st day of April, 1976, and 

approved by the Central Government. 

Explanation 1.—For the purposes of the foregoing proviso, an agreement made on or after the 1st day 

of April, 1976, shall be deemed to have been made before that date if the agreement is made in 

accordance with proposals approved by the Central Government before that date. 

Explanation 2.—For the purposes of this clause, "fees for technical services" means any consideration 

(including any lump sum consideration) for the rendering of any managerial, technical or consultancy 

services (including the provision of services of technical or other personnel) but does not include 

consideration for any construction, assembly, mining or like project undertaken by the recipient or 

consideration which would be income of the recipient chargeable under the head "Salaries". 

 

 

(viii) income arising outside India, being any sum of money referred to in sub-clause (xviia) of clause (24) 

of section 2, paid on or after the 5th day of July, 2019 by a person resident in India to a non-resident, not 

being a company, or to a foreign company. 

 

(2) Notwithstanding anything contained in sub-section (1), any pension payable outside India to a person 

residing permanently outside India shall not be deemed to accrue or arise in India, if the pension is payable to a 

person referred to in article 314 of the Constitution or to a person who, having been appointed before the 15th 

day of August, 1947, to be a Judge of the Federal Court or of a High Court within the meaning of the Government 

of India Act, 1935, continues to serve on or after the commencement of the Constitution as a Judge in India. 

Explanation.—For the removal of doubts, it is hereby declared that for the purposes of this section, income of a 

non-resident shall be deemed to accrue or arise in India under clause (v) or clause (vi) or clause (vii) of sub-

section (1) and shall be included in the total income of the non-resident, whether or not,— 

 (i)  the non-resident has a residence or place of business or business connection in India; or 

(ii)  the non-resident has rendered services in India. 
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Certain activities not to constitute business connection in India.26 

9A. (1) Notwithstanding anything contained in sub-section (1) of section 9 and subject to the provisions of this 

section, in the case of an eligible investment fund, the fund management activity carried out through an eligible 

fund manager acting on behalf of such fund shall not constitute business connection in India of the said fund. 

(2) Notwithstanding anything contained in section 6, an eligible investment fund shall not be said to be resident 

in India for the purpose of that section merely because the eligible fund manager, undertaking fund management 

activities on its behalf, is situated in India. 

(3) The eligible investment fund referred to in sub-section (1), means a fund established or incorporated or 

registered outside India, which collects funds from its members for investing it for their benefit and fulfils the 

following conditions, namely:— 

(a)  the fund is not a person resident in India; 

(b)  the fund is a resident of a country or a specified territory with which an agreement referred to in sub-

section (1) of section 90 or sub-section (1) of section 90A has been entered into 27[or is established or 

incorporated or registered in a country or a specified territory notified by the Central Government in 

this behalf]; 

(c)  the aggregate participation or investment in the fund, directly or indirectly, by persons resident in India 

does not exceed five per cent of the corpus of the fund; 

(d)  the fund and its activities are subject to applicable investor protection regulations in the country or 

specified territory where it is established or incorporated or is a resident; 

(e)  the fund has a minimum of twenty-five members who are, directly or indirectly, not connected persons; 

(f)  any member of the fund along with connected persons shall not have any participation interest, directly 

or indirectly, in the fund exceeding ten per cent; 

(g)  the aggregate participation interest, directly or indirectly, of ten or less members along with their 

connected persons in the fund, shall be less than fifty per cent; 

(h)  the fund shall not invest more than twenty per cent of its corpus in any entity; 

(i)  the fund shall not make any investment in its associate entity; 

(j)  the monthly average of the corpus of the fund shall not be less than one hundred crore rupees: 

Provided that if the fund has been established or incorporated at the end of a period of six months 

from the last day of the month of its establishment or incorporation, or at the end of such 

previous year, whichever is later, the corpus of fund shall not be less than one hundred crore rupees 

at the end of such previous year: 
28[Provided further that nothing contained in this clause shall apply to a fund which has been wound 

up in the previous year;] 

(k)  the fund shall not carry on or control and manage, directly or indirectly, any business in India 29[***]; 

(l)  the fund is neither engaged in any activity which constitutes a business connection in India nor has any 

person acting on its behalf whose activities constitute a business connection in India other than the 

activities undertaken by the eligible fund manager on its behalf; 

(m) the remuneration paid by the fund to an eligible fund manager in respect of fund management activity 

undertaken by him on its behalf is not less than the amount calculated in such manner as may be 

prescribed : 
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Provided that the conditions specified in clauses (e), (f) and (g) shall not apply in case of an investment fund 

set up by the Government or the Central Bank of a foreign State or a sovereign fund, or such other fund as the 

Central Government may subject to conditions, if any, by notification in the Official Gazette, specify in this 

behalf. 

(4) The eligible fund manager, in respect of an eligible investment fund, means any person who is engaged in 

the activity of fund management and fulfils the following conditions, namely:— 

(a)  the person is not an employee of the eligible investment fund or a connected person of the fund; 

(b)  the person is registered as a fund manager or an investment advisor in accordance with the specified 

regulations; 

(c)  the person is acting in the ordinary course of his business as a fund manager; 

(d)  the person along with his connected persons shall not be entitled, directly or indirectly, to more than 

twenty per cent of the profits accruing or arising to the eligible investment fund from the transactions 

carried out by the fund through the fund manager. 

(5) Every eligible investment fund shall, in respect of its activities in a financial year, furnish within ninety days 

from the end of the financial year, a statement in the prescribed form30, to the prescribed income-tax authority 

containing information relating to the fulfilment of the conditions specified in this section and also provide such 

other relevant information or documents as may be prescribed. 

(6) Nothing contained in this section shall apply to exclude any income from the total income of the eligible 

investment fund, which would have been so included irrespective of whether the activity of the eligible fund 

manager constituted the business connection in India of such fund or not. 

(7) Nothing contained in this section shall have any effect on the scope of total income or determination of total 

income in the case of the eligible fund manager. 

(8) The provisions of this section shall be applied in accordance with such guidelines and in such manner as the 

Board may prescribe in this behalf. 

(9) For the purposes of this section,— 

(a)  "associate" means an entity in which a director or a trustee or a partner or a member or a fund manager 

of the investment fund or a director or a trustee or a partner or a member of the fund manager of such 

fund, holds, either individually or collectively, share or interest, being more than fifteen per cent of its 

share capital or interest, as the case may be; 

(b)  "connected person" shall have the meaning assigned to it in clause (4) of section 102; 

(c)  "corpus" means the total amount of funds raised for the purpose of investment by the eligible investment 

fund as on a particular date; 

(d)  "entity" means any entity in which an eligible investment fund makes an investment; 

(e)  "specified regulations" means the Securities and Exchange Board of India (Portfolio Managers) 

Regulations, 1993 or the Securities and Exchange Board of India (Investment Advisers) Regulations, 

2013, or such other regulations made under the Securities and Exchange Board of India Act, 1992 (15 

of 1992), which may be notified by the Central Government under this clause. 
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Circular No 25 of 2017 

 

F No 142/ 11/2015-TPL (Part-1) 

Government of India 

Ministry of Finance 

Department of Revenue 

Central Board of Direct Taxes 

 

New Delhi, 23rd October, 2017 

 

Subject: Clarification related to guidelines for establishing ‘Place of Effective Management ‘(PoEM) in India-

reg. 

 

The concept of ‘Place of Effective Management’ (PoEM) for deciding residency status of a company , other 

than an Indian company, was introduced in the Income tax Act, 1961 (the Act) which has become effective 

from 1st April, 2017, i.e., Assessment Year 2017- 18 onwards . 

 

2. Guiding Principles for determination of PoEM of a company were issued on 24th January, 2017 vide Circular 

No 06 of 2017. Further, vide Circular No 08 of 2017 dated 23rd February, 2017, it has been clarified that 

the PoEM provisions shall not apply to a company having turnover or gross receipts of Rs 50 crore or 

less in a financial year. 

 

3. Representations have been received from the stakeholders wherein concerns have been raised that as per the 

extant guidelines, PoEM may be triggered in cases of certain multinational companies with regional headquarter 

structure merely on the ground that certain employees having multi-country responsibility or oversight over the 

operations in other countries of the region are working from India, and consequently, their income from 

operations outside India may be taxed in India. 

 

4. In this regard, it may be mentioned that Para 7 of the guidelines provides that the place of effective 

management in case of a company engaged in active business outside India (ABOI) shall be presumed to be 

outside India if the majority meetings of the board of directors (BoD) of the company are held outside India. 

 

4.1 However, Para 1 of the guidelines provides that if on the basis of facts and circumstances it is established 

that the Board of directors of the company are standing aside and not exercising their powers of management 

and such powers are being exercised by either the holding company or any other person (s) resident in India, 

then the PoEM shall be considered to be in India.  
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4.2 It has also been provided that for this purpose, merely because the BoD follows general and objective 

principles of global policy of the group laid down by the parent entity which may be in the field of Pay roll 

functions, Accounting , Human resource (HR) functions , IT infrastructure and network platforms, Supply chain 

functions, Routine banking operational procedures, and not being specific to any entity or group of entities per 

se; would not constitute a case of BoD of companies standing aside . 

 

5. In view of the above, it is clarified that so long as the Regional Headquarter operates for subsidiaries/ group 

companies in a region within the general and objective principles of global policy of the group laid down by the 

parent entity in the field of Pay roll functions, Accounting, HR functions, IT infrastructure and network 

platforms, Supply chain functions, Routine banking operational procedures, and not being specific to any entity 

or group of entities per se; it would, in itself, not constitute a case of BoD of companies standing aside and such 

activities of Regional Headquarter in India alone will not be a basis for establishment of PoEM for such 

subsidiaries/ group companies. 

 

6. It may be mentioned that the provisions of General Anti-Avoidance Rule contained in Chapter X-A of the 

Income-tax Act, 1961 may get triggered in such cases where the above clarification is found to be used for 

abusive/ aggressive tax planning. 

 

(Niraj Kumar) 

Under Secretary to the Government of India 
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Section 6(3) of the Income-tax Act, 1961 (the Act), prior to its amendment by the Finance Act, 2015, provided 

that a company is said to be resident in India in any previous year, if it is an Indian company or if during that 

year, the control and management of its affairs is situated wholly in India. This allowed tax avoidance 

opportunities for companies to artificially escape the residential status under these provisions by shifting 

insignificant or isolated events related with control and management outside India. To address these concerns, 

the existing provisions of section 6(3) of the Act were amended vide Finance Act, 2015, with effect from 1st 

April, 2016 to provide that a company is said to be resident in India in any previous year, if- 

 

(i) it is an Indian company; or 

(ii) its place of effective management in that year is in India. 

 

2. "Place of effective management" is defined in the Act to mean a place where key management and 

commercial decisions that are necessary for the conduct of the business of an entity as a whole are, in substance, 

made. 

 

3. The Finance Act, 2016 has changed the effectivity of the said amendment to section 6(3) of the Act. 

Therefore, the amended provision would now be effective from 1st April 2017 and will apply to Assessment 

Year 2017-18 and subsequent assessment years. 

 

4. 'Place of effective management' (POEM) is an internationally recognised test for determination of 

residence of a company incorporated in a foreign jurisdiction. Most of the tax treaties entered into by 

India recognises the concept of 'place of effective management' for determination of 

residence of a company as a tie-breaker rule for avoidance of double taxation. The guiding 

principles to be followed for determination of POEM are enumerated in the following paragraphs. 

 

5. For the purposes of these guidelines, - 

  

(a) A company shall be said to be engaged in “active business outside India” if the passive income is 

not more than 50% of its total income; and 

(i) less than 50% of its total assets are situated in India; and 

(ii) less than 50% of total number of employees are situated in India or are resident in India; and 

(iii) the payroll expenses  incurred on  such employees is less than 50% of its total payroll expenditure. 
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Explanation: For the aforesaid purpose, - 

(A) the income shall be, - 

(a) as computed for tax purpose in accordance with the laws of the country of incorporation; or 

(b) as per books of account, where the laws of the country of incorporation does not require such a 

computation. 

(B) the value of assets, - 

(a) In case of an individually depreciable asset, shall be the average of its value for tax purposes in the 

country of incorporation of the company at the beginning and at end of the previous year; and 

(b) In case of pool of a fixed assets being treated as a block for depreciation, shall be the average of its 

value for tax purposes in the country of incorporation of the company at the beginning and at end of the 

year; 

(c) In case of any other asset, shall be its value as per books of account; 

(C) the number of employees shall be the average of the number of employees as at the beginning and 

at the end of the year and shall include persons, who though not employed directly by the company, 

perform tasks similar to those performed by the employees; 

(D) the term “pay roll” shall include the cost of salaries, wages, bonus and all other employee 

compensation including related pension and social costs borne by the employer. 

 

(b) “Head Office” of a company would be the place where the company's senior management and their direct 

support staff are located or, if they are located at more than one location, the place where they are primarily or 

predominantly located. A company’s head office is not necessarily the same as the place where the majority of 

its employees work or where its board typically meets; 

 

(c) “Passive income” of a company shall be aggregate of, - 

 

(i) income from the transactions where both the purchase and sale of goods is from / to 

its associated enterprises; and 

(ii) income by way of royalty, dividend, capital gains, interest or rental income; 

 

However, any income by way of interest shall not be considered to be passive income in case 

of a company which is engaged in the business of banking or is a public financial institution, 

and its activities are regulated as such under the applicable laws of the country of 

incorporation. 

 

(d) “Senior Management” in respect of a company means the person or persons who are generally 

responsible for developing and formulating key strategies and policies for  the company and for ensuring or 

overseeing the execution and implementation of those strategies on a regular and on-going basis. While 

designation may vary, these persons may include: 

 

(i) Managing Director or Chief Executive Officer; 

(ii) Financial Director or Chief Financial Officer; 

(iii) Chief Operating Officer; and 
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(iv) The  heads  of  various  divisions  or  departments  (for  example,  Chief Information or Technology 

Officer, Director for Sales or Marketing). 

 

6. Any determination of the POEM will depend upon the facts and circumstances of a given case. The 

POEM concept is one of substance over form. It may be noted that an entity may have more than one place of 

management, but it can have only one place of effective management at any point of time. Since “residence” 

is to be determined for each year, POEM will also be required to be determined on year to 

year basis. The process of determination of POEM would be primarily based on the fact as to 

whether or not the company is engaged in active business outside India. 

 

 

7. The place of effective management in case of a company engaged in active business outside India shall 

be presumed to be outside India if the majority meetings of the board of directors of the company are held 

outside India. 

 

7.1 However, if on the basis of facts and circumstances it is established that the Board of directors of the 

company are standing aside and not exercising their powers of management and such powers are being exercised 

by either the holding company or any other person (s) resident in India, then the place of effective management 

shall be considered to be in India. For this purpose, merely because the Board of Directors (BOD) follows 

general and objective principles of global policy of the group laid down by the parent entity which may be in 

the field of Pay roll functions, Accounting, Human resource (HR) functions, IT infrastructure and network 

platforms, Supply chain functions, Routine banking operational procedures, and not being specific to any entity 

or group of entities per se; would not constitute a case of BoD of companies standing aside. 

 

7.2 For the purpose of determining whether the company is engaged in active business 

outside India, the average of the data of the previous year and two years prior to that shall 

be taken into account. In case the company has been in existence for a shorter period, then data of such 

period shall be considered. Where the accounting year for tax purposes, in accordance with laws of country of 

incorporation of the company, is different from the previous year, then, data of the accounting year that ends 

during the relevant previous year and two accounting years preceding it shall be considered. 

 

8. In cases of companies other than those that are engaged in active business outside India referred to in 

para 7, the determination of POEM would be a two stage process, namely:- 

 

(i) First stage would be identification or ascertaining the person or persons who actually 

make the key management and commercial decision for conduct of the company’s business 

as a whole. 

(ii) Second stage would be determination of place where these decisions are in fact being 

made. 
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8.1 The place where these management decisions are taken would be more important than the place where 

such decisions are implemented. For the purpose of determination of POEM it is the substance which would be 

conclusive rather than the form. 

 

8.2 Some of the guiding principles which may be taken into account for determining the 

POEM are as follows: 

 

(a) The location where a company’s Board regularly meets and makes decisions may be 

the company’s place of effective management provided, the Board- 

(i) retains and exercises its authority to govern the company; and 

(ii) does, in substance, make the key management and commercial decisions necessary 

for the conduct of the company’s business as a whole. 

It may be mentioned that mere formal holding of board meetings at a place would by itself not be conclusive for 

determination of POEM being located at that place. If the key decisions by the directors are in fact being taken 

in a place other than the place where the formal meetings are held then such other place would be relevant for 

POEM. As an example this may be the case where the board meetings are held in a location distinct from the 

place where head office of the company is located or such location is unconnected with the place where the 

predominant activity of the company is being carried out. 

 

If a board has de facto delegated the authority to make the key management and commercial decisions for the 

company to the senior management or any other person including a shareholder, promoter, strategic or legal or 

financial advisor etc. and does nothing more than routinely ratifying the decisions that have been made, the 

company’s place of effective management will ordinarily be the place where these senior managers or the other 

person make those decisions. 

  

(b) A company’s board may delegate some or all of its authority to one or more committees 

such as an executive committee consisting of key members of senior management. In these 

situations, the location where the members of the executive committee are based and where 

that committee develops and formulates the key strategies and policies for mere formal 

approval by the full board will often be considered to be the company’s place of effective 

management. 

 

The delegation of authority may be either de jure (by means of a formal resolution or Shareholder Agreement) 

or de facto (based upon the actual conduct of the board and the executive committee). 
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(c) The location of a company’s head office will be a very important factor in the determination of the 

company’s place of effective management because it often represents the place where key company decisions 

are made. The following points need to be considered for determining the location of the head office of the 

company:- 

 

If the company’s senior management and their support staff are based in a single location and that location is 

held out to the public as the company’s principal place of business or headquarters then that location is the place 

where head office is located. 

If the company is more decentralized (for example where various members of senior management may operate, 

from time to time, at offices located in the various countries) then the company’s head office would be the 

location where these senior managers,- 

 

(i) are primarily or predominantly based; or 

(ii) normally return to following travel to other locations; or 

(iii) meet when formulating or deciding key strategies and policies for the company as a whole. 

 

Members of the senior management may operate from different locations on a more or less permanent basis and 

the members may participate in various meetings via telephone or video conferencing rather than by being 

physically present at meetings in a particular location. In such situation the head office would normally be the 

location, if any, where the highest level of management (for example, the Managing Director and Financial 

Director) and their direct support staff are located. 

In situations where the senior management is so decentralised that it is not possible to determine the company’s 

head office with a reasonable degree of certainty, the location of a company’s head office would not be of much 

relevance in determining that company’s place of effective management. 

  

(d) The use of modern technology impacts the place of effective management in many ways. It is no longer 

necessary for the persons taking decision to be physically present at a particular location. Therefore physical 

location of board meeting or executive committee meeting or meeting of senior management may not be where 

the key decisions are in substance being made. In such cases the place where the directors or the persons taking 

the decisions or majority of them usually reside may also be a relevant factor. 

 

(e) In case of circular resolution or round robin voting the factors like, the frequency with which it is used, 

the type of decisions made in that manner and where the parties involved in those decisions are located etc. are 

to be considered. It cannot be said that proposer of decision alone would be relevant but based on past practices 

and general conduct; it would be required to determine the person who has the authority and who exercises the 

authority to take decisions. The place of location of such person would be more important 

 

(f) The decisions made by shareholder on matters which are reserved for shareholder decision under the 

company laws are not relevant for determination of a company’s place of effective management. Such decisions 

may include sale of all or substantially all of the company’s assets, the dissolution, liquidation or deregistration 

of the company, the modification of the rights attaching to various classes of shares or the issue of a new class 

of shares etc. These decisions typically affect the existence of the company itself or the rights of the shareholders 
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as such, rather than the conduct of the company’s business from a management or commercial perspective and 

are therefore, generally not relevant for the determination of a company’s place of effective management. 

 

However, the shareholder’s involvement can, in certain situations, turn into that of effective management. This 

may happen through a formal arrangement by way of shareholder agreement etc. or may also happen by way of 

actual conduct. As an example if the shareholders limit the authority of board and senior managers of a company 

and thereby remove the company’s real authority to make decision then the shareholder guidance transforms 

into usurpation and such undue influence may result in effective management being exercised by the 

shareholder. 

 

Therefore, whether the shareholder involvement is crossing the line into that of effective management is one of 

fact and has to be determined on case-to- case basis only. 

 

(g) It may be clarified that day to day routine operational decisions undertaken by junior and middle 

management shall not be relevant for the purpose of determination of POEM. The operational decisions relate 

to the oversight of the day-to-day business operations and activities of a company whereas the key management 

and commercial decision are concerned with broader strategic and policy decision. For example, a decision to 

open a major new manufacturing facility or to discontinue a major product line would be examples of key 

commercial decisions affecting the company’s business as a whole.  By contrast, decisions by the plant manager 

appointed by senior management to run that facility, concerning repairs and maintenance, the implementation 

of company- wide quality controls and human resources policies, would be examples of routine operational 

decisions. In certain situations it may happen that person responsible for operational decision is the same person 

who is responsible for the key management and commercial decision. In such cases it will be necessary to 

distinguish the two type of decisions and thereafter assess the location where the key management and 

commercial decisions are taken. 

 

8.3 If the above factors do not lead to clear identification of POEM then the following secondary factors can 

be considered :- 

(i) lace where main and substantial activity of the company is carried out; or 

(ii) Place where the accounting records of the company are kept. 

 

9. It needs to be emphasized that the determination of POEM is to be based on all relevant 

facts related to the management and control of the company, and is not to be determined on 

the basis of isolated facts that by itself do not establish effective management, as illustrated 

by the following examples: 

 

(i) The fact that a foreign company is completely owned by an Indian company will not be conclusive 

evidence that the conditions for establishing POEM in India have been satisfied. 

(ii) The fact that there exists a Permanent Establishment of a foreign entity in India would itself not be 

conclusive evidence that the conditions for establishing POEM in India have been satisfied. 

(iii) The fact that one or some of the Directors of a foreign company reside in India will not be conclusive 

evidence that the conditions for establishing POEM in India have been satisfied. 
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(iv) The fact of, local management being situated in India in respect of activities carried out by a foreign 

company in India will not , by itself, be conclusive evidence that the conditions for establishing POEM have 

been satisfied. 

(v) The existence in India of support functions that are preparatory and auxiliary in character will not be 

conclusive evidence that the conditions for establishing POEM in India have been satisfied. 

 

10. It is reiterated that the above principles for determining the POEM are for guidance 

only. No single principle will be decisive in itself. The above principles are not to be seen with reference 

to any particular moment in time rather activities performed over a period of time, during the previous year, 

need to be considered. In other words a “snapshot” approach is not to be adopted. Further, based on the facts 

and circumstances if it is determined that during the previous year the POEM is in India and also outside India 

then POEM shall be presumed to be in India if it has been mainly 

/predominantly in India 

  

11. The Assessing Officer (AO) shall, before initiating any proceedings for holding a 

company incorporated outside India, on the basis of its POEM, as being resident in India, 

seek prior approval of the Principal Commissioner or the Commissioner, as the case may be. 

 

11.1 Further, in case the AO proposes to hold a company incorporated outside India, on the 

basis of its POEM, as being resident in India then any such finding shall be given by the AO 

after seeking prior approval of the collegium of three members consisting of the Principal 

Commissioners or the Commissioners, as the case may be, to be constituted by the Principal 

Chief Commissioner of the region concerned, in this regard. The collegium so constituted 

shall provide an opportunity of being heard to the company before issuing any directions in 

the matter. 
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12. Illustrations: 

 

The following are certain illustrations intended to highlight applicability of certain principles enumerated in the 

foregoing paragraphs of the guidelines. The facts assumed have been simplified to highlight the principle. Actual 

determination of POEM of a company shall depend on all relevant facts. 

 

 

Example 1: Company A Co. is a sourcing entity, for an Indian multinational group, incorporated in country X 

and is 100% subsidiary of Indian company (B Co.). The warehouses and stock in them are the only assets of the 

company and are located in country X. All the employees of the company are also in country X. The average 

income wise breakup of the company’s total income for three years is, - 

 

(i). 30% of income is from transaction where purchases are made from parties which are non-associated 

enterprises and sold to associated enterprises; 

(ii). 30% of income is from transaction where purchases are made from associated enterprises and sold to 

associated enterprises; 

(iii).     30% of income is from transaction where purchases are made from associated enterprises and sold to 

non-associated enterprises; and  

(iv). 10% of the income is by way of interest. 

 

Interpretation: In this case passive income is 40% of the total income of the company. The passive income 

consists of, - 

(i). 30%  income  from  the  transaction  where  both  purchase  and  sale  is  from/to associated enterprises; 

and 

(ii).     10% income from interest. 

The A Co. satisfies the first requirement of the test of active business outside India. Since no assets or employees 

of A Co. are in India the other requirements of the test is also satisfied. Therefore company is engaged in active 

business outside India. 

  

 

Example 2: The other facts remain same as that in Example 1 with the variation that A Co. has a total of 50 

employees. 47 employees, managing the warehouse, storekeeping and accounts of the company, are located in 

country X. The Managing Director (MD), Chief Executive Officer (CEO) and sales head are resident in India. 

The total annual payroll expenditure on these 50 employees is of Rs. 5 crore. The annual payroll expenditure in 

respect of MD, CEO and sales head is of Rs. 3 crore. 

Interpretation: Although the first limb of active business test is satisfied by A Co. as only 40% of its total income 

is passive in nature. Further, more than 50% of the employees are also situated outside India. All the assets are 

situated outside India. However, the payroll expenditure in respect of the MD, the CEO and the sales head being 

employees resident in India exceeds 50% of the total payroll expenditure. Therefore, A Co. is not engaged in 

active business outside India. 
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Example 3: The basic facts are same as in Example 1. Further facts are that all the directors of the A Co. are 

Indian residents. During the relevant previous year 5 meetings of the Board of Directors is held of which two 

were held in India and 3 outside India with two in country X and one in country Y. 

Interpretation: The A Co. is engaged in active business outside India as the facts indicated in Example 1 

establish. The majority of board meetings have been held outside India. Therefore, the POEM of A Co. shall be 

presumed to be outside India. 

 

Example 4: The facts are same as in Example 3 but it is established by the Assessing Officer that although A 

Co.’s senior management team signs all the contracts, for all the contracts above Rs. 10 lakh the A Co. must 

submit its recommendation to B Co. and B Co. makes the decision whether or not the contract may be accepted. 

It is also seen that during the previous year more than 99% of the contracts are above Rs. 10 lakh and over past 

years also the same trend in respect of value contribution of contracts above Rs. 10 lakh is seen. 

Interpretation: These facts suggest that the effective management of the A Co. may have been usurped by the 

parent company B Co. Therefore, POEM of A Co. may in such cases be not presumed to be outside India even 

though A Co. is engaged in active business outside India and majority of board meeting are held outside India. 

 

Example 5: An Indian multinational group has a local holding company A Co. in country 

X. The A Co. also has 100% downstream subsidiaries B Co. and C Co. in country X and D Co. in country Y. 

The A Co. has income only by way of dividend and interest from investments made in its subsidiaries. The Place 

of Effective Management of A Co. is in India and is exercised by ultimate parent company of the group. The 

subsidiaries B, C and D are engaged in active business outside India. The meetings of Board of Director of B 

Co., C Co. and D Co. are held in country X and Y respectively. 
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Question 1 (ID 11 and 20 and 24) (Representative assessee) 

A Firm of solicitors in Delhi engaged a barrister of London for arguing a case before the Supreme Court in 

India. A payment of $ 50,000 was made to the barrister in London, according to the terms of the professional 

engagement. It is claimed that since the payment is made outside India, no tax is payable on the fee paid. How 

should the Assessing Officer proceed in this matter ? 

OR 

C, a British barrister, was appointed by an English company to represent it in a patent case before the 

Delhi High Court. The High Court rules provided that an advocate who is not a member of the Delhi Bar 

can address the court only through a member advocate. B, a member of Delhi Bar, was appointed to be 

the advocate on record. B briefed C regarding Indian precedents relating to the case. The English 

company paid him a fee of Rs. 10,000 while C received in England a fee of $ 25,000. The Assessing 

Officer treated B as the agent of C under section 163 and taxed him in respect of $ 25,000. Comment on 

the actions of the Assessing Officer.  

OR 

'K' was a non-resident Indian. He purchased certain agricultural land in a village in India. The entire 

income from such land was spent by K's father 'S' for household expenses. So no part of the income was 

paid to ‘K’. How can the assessment be made by the assessing officer in respect of income from such 

land ? what are the rights and duties of “S” under the income tax act ? 

 

Question 2 (ID 12 and 13) (Representative assessee) (Revision  / Home work) 

A Non-Resident Company purchases goods in India for the purpose of export and thereby earns profit. Examine 

the tax consequence of the above transaction. 

OR 

XY Pvt Ltd a Company having registered head office in Singapore for the first time had carried out 

operations during year of purchase of goods in India on four occasions. Immediately after the purchase 

the Company exported the same to China. The total value of such exports was Rs.100  Lakhs on which 

it earned profits of Rs. 20 Lakhs before the expenses of Rs. 12 Lakhs, which were directly paid by HO. 

Company seeks your advice to its liability to tax in India.  

OR 

A foreign Company having no Indian citizen / resident of India as shareholder, has shot a TV film entirely 

on India locations. The film is to be telecast exclusively in the foreign countries. But it has also agreed 

with the Government of India to give the right of telecast in India, free of charge. Discuss, giving reasons 

whether the above transaction will give rise to income which will be deemed to accrue or arise in India. 
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Question: 3 (ID 14) (Representative assessee) 

X Co. Ltd is the Indian subsidiary of an American Company manufacturing and selling copier machines. The 

Indian Company among other things purchases and sells these copier machines also. Does any part of the profits 

on the sales of American Company to the Indian Company accrue or arise in India ? Discuss. 

 

Question: 4 (ID 21) (Representative assessee) 

During the previous year X exported tobacco to Japan and France where it was sold through non-resident 

assesses – A a Japanese company and B, a French concern. A and B were operating as X’ s agents and were to 

be paid commission on sales effected through them. X received the entire sale proceeds in India. X made credit 

entries in his books of account in respect of commission payable to A and B and remitted the same to them 

subsequently. State whether A and B are chargeable to tax in respect of commission on the basis of receipt of 

income (actual or constructive in India and whether it can be said that they have received or are deemed to have 

received commission when their accounts were credited. 

 

Question: 5 (ID 36) (Representative assessee) (Revision  / Home work) 

The procedure relating to the recovery of tax due or the arrears of taxes from a non – resident is different than 

the resident assessee. Comment and state how such recovery is to be made along with its limitation. 
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Representative assessee. 

160. (1) For the purposes of this Act, "representative assessee" means— 

(i) in respect of the income of a non-resident specified in 49[***] sub-section (1) of section 9, the agent of 

the non-resident, including a person who is treated as an agent under section 163; 

(ii) in respect of the income of a minor, lunatic or idiot, the guardian or manager who is entitled to 

receive or is in receipt of such income on behalf of such minor, lunatic or idiot; 

(iii) in respect of income which the Court of Wards, the Administrator- General, the Official Trustee or 

any receiver or manager (including any person, whatever his designation, who in fact manages property 

on behalf of another) appointed by or under any order of a court, receives or is entitled to receive, 

on behalf or for the benefit of any person, such Court of Wards, Administrator-General, Official Trustee, 

receiver or manager; 

(iv) in respect of income which a trustee appointed under a trust declared by a duly executed instrument 

in writing whether testamentary or otherwise [including any wakf50 deed which is valid under the 

Mussalman Wakf Validating Act, 1913 (6 of 1913),] receives or is entitled to receive on behalf or for the 

benefit of any person, such trustee or trustees; 
51[(v) in respect of income which a trustee appointed under an oral trust receives or is entitled to receive on 

behalf or for the benefit of any person, such trustee or trustees. 

Explanation 1.—A trust which is not declared by a duly executed instrument in writing [including any wakf 

deed which is valid under the Mussalman Wakf Validating Act, 1913 (6 of 1913),] shall be deemed, for the 

purposes of clause (iv), to be a trust declared by a duly executed instrument in writing if a statement in writing, 

signed by the trustee or trustees, setting out the purpose or purposes of the trust, particulars as to the trustee or 

trustees, the beneficiary or beneficiaries and the trust property, is forwarded to the 52[Assessing] Officer,— 

(i) where the trust has been declared before the 1st day of June, 1981, within a period of three months from 

that day; and 

(ii) in any other case, within three months from the date of declaration of the trust. 

Explanation 2.—For the purposes of clause (v), "oral trust" means a trust which is not declared by a duly 

executed instrument in writing [including any wakf deed which is valid under the Mussalman Wakf Validating 

Act, 1913 (6 of 1913),] and which is not deemed under Explanation 1 to be a trust declared by a duly executed 

instrument in writing.] 

(2) Every representative assessee shall be deemed to be an assessee for the purposes of this Act. 
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Liability of representative assessee. 

161. (1) Every representative assessee, as regards the income in respect of which he is a representative assessee, 

shall be subject to the same duties, responsibilities and liabilities as if the income were income 

received by or accruing to or in favour of him beneficially, and shall be liable to assessment 

in his own name in respect of that income; but any such assessment shall be deemed to be made upon him 

in his representative capacity only, and the tax shall, subject to the other provisions contained in this Chapter, 

be levied upon and recovered from him in like manner and to the same extent as it would be leviable 

upon and recoverable from the person represented by him. 
53[(1A) Notwithstanding anything contained in sub-section (1), where any income in respect of which the person 

mentioned in clause (iv) of sub-section (1) of section 160 is liable as representative assessee consists of, or 

includes, profits and gains of business, tax shall be charged on the whole of the income in respect of 

which such person is so liable at the maximum marginal rate : 

Provided that the provisions of this sub-section shall not apply where such profits and gains are receivable 

under a trust declared by any person by will exclusively for the benefit of any relative dependent on him for 

support and maintenance, and such trust is the only trust so declared by him. 
54[***] 

(2) Where any person is, in respect of any income, assessable under this Chapter in the capacity of a 

representative assessee, he shall not, in respect of that income, be assessed under any other provision of this Act. 
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Right of representative assessee to recover tax paid 

162. (1) Every representative assessee who, as such, pays any sum under this Act, shall be entitled to recover 
the sum so paid from the person on whose behalf it is paid, or to retain out of any moneys that may be in his 
possession or may come to him in his representative capacity, an amount equal to the sum so paid. 

(2) Any representative assessee, or any person who apprehends that he may be assessed as a 

representative assessee, may retain out of any money payable by him to the person on whose behalf he is 

liable to pay tax (hereinafter in this section referred to as the principal), a sum equal to his estimated 

liability under this Chapter, and in the event of any disagreement between the principal and such representative 

assessee or person as to the amount to be so retained such representative assessee or person may secure from 
the Income-tax Officer a certificate stating the amount to be so retained pending final settlement of the 

liability, and the certificate so obtained shall be his warrant for retaining that amount. 

(3) The amount recoverable from such representative assessee or person at the time of final settlement shall 

not exceed the amount specified in such certificate, except to the extent to which such representative 

assessee or person may at such time have in his hands additional assets of the principal. 
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Who may be regarded as agent. 

163. (1) For the purposes of this Act, "agent", in relation to a non-resident, includes any person in India— 

(a)  who is employed by or on behalf of the non-resident; or 

(b)  who has any business connection with the non-resident; or 

(c)  from or through whom the non-resident is in receipt of any income, whether directly or indirectly; 

or 

(d)  who is the trustee of the non-resident; 

and includes also any other person who, whether a resident or non-resident, has acquired 

by means of a transfer, a capital asset in India : 

Provided that a  who, in respect of any transactions, does not deal directly with or on 

behalf of a non-resident principal but deals with or through a non-resident broker shall not be deemed 

to be an agent under this section in respect of such transactions, if the following conditions are fulfilled, 

namely:— 

 (i)  the transactions are carried on in the ordinary course of business through the first-mentioned 

broker; and 

(ii)  the non-resident broker is carrying on such transactions in the ordinary course of his business 

and not as a principal. 

Explanation.—For the purposes of this sub-section, the expression "business connection" shall have the meaning 

assigned to it in Explanation 2 to clause (i) of sub-section (1) of section 9 of this Act. 

 

(2) No person shall be treated as the agent of a non-resident unless he has had an  

by the Assessing Officer as to his liability to be treated as such. 
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Charge of tax where share of beneficiaries unknown. 

164. (1) Subject to the provisions of sub-sections (2) and (3), where any income in respect of which the persons 

mentioned in clauses (iii) and (iv) of sub-section (1) of section 160 are liable as representative assessees or 

any part thereof is not specifically receivable on behalf or for the benefit of any one person or where the 

individual shares of the persons on whose behalf or for whose benefit such income or such part thereof is 

receivable are indeterminate or unknown (such income, such part of the income and such persons being 

hereafter in this section referred to as "relevant income", "part of relevant income" and "beneficiaries", 

respectively), tax shall be charged on the relevant income or part of relevant income at the maximum 
marginal rate: 

Provided that in a case where— 

 (i)  none of the beneficiaries has any other income chargeable under this Act exceeding the 

maximum amount not chargeable to tax in the case of an association of persons or is a beneficiary 

under any other trust; or 

(ii)  the relevant income or part of relevant income is receivable under a trust declared by any person by 

will and such trust is the only trust so declared by him; or 

(iii)  the relevant income or part of relevant income is receivable under a trust created before the 1st day of 

March, 1970, by a non-testamentary instrument and the Assessing Officer is satisfied, having regard to 

all the circumstances existing at the relevant time, that the trust was created bona fide exclusively for 

the benefit of the relatives of the settlor, or where the settlor is a Hindu undivided family, exclusively 

for the benefit of the members of such family, in circumstances where such relatives or members were 

mainly dependent on the settlor for their support and maintenance; or 

(iv)  the relevant income is receivable by the trustees on behalf of a provident fund, superannuation fund, 

gratuity fund, pension fund or any other fund created bona fide by a person carrying on a business or 

profession exclusively for the benefit of persons employed in such business or profession, 

tax shall be charged on the relevant income or part of relevant income as if it were the total 

income of an association of persons : 

Provided further that where any income in respect of which the person mentioned in clause (iv) of sub-section 

(1) of section 160 is liable as representative assessee consists of, or includes, profits and gains of business, 

the  are receivable under a trust declared by 

any person by will exclusively for the benefit of any relative dependent on him for support and 

maintenance, and such trust is the only trust so declared by him. 

(2) In the case of relevant income which is derived from property held under trust wholly for charitable or 

religious purposes, or which is of the nature referred to in sub-clause (iia) of clause (24) of section 2, or which 

is of the nature referred to in sub-section (4A) of section 11, tax shall be charged on so much of the relevant 

income as is not exempt under section 11 or section 12, as if the relevant income not so exempt were the income 

of an association of persons : 
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Provided that in a case where the whole or any part of the relevant income is not exempt under section 

11 or section 12 by virtue of the provisions contained in clause (c) or clause (d) of sub-section (1) of section 13, 

tax shall be charged on the relevant income or part of relevant income at the maximum marginal rate. 

(3) In a case where the relevant income is derived from property held under trust in part only for charitable or 

religious purposes or is of the nature referred to in sub-clause (iia) of clause (24) of section 2 or is of the nature 

referred to in sub-section (4A) of section 11, and either the relevant income applicable to purposes other than 

charitable or religious purposes (or any part thereof) is not specifically receivable on behalf or for the benefit of 

any one person or the individual shares of the beneficiaries in the income so applicable are indeterminate or 

unknown, the tax chargeable on the relevant income shall be the aggregate of— 

(a)  the tax which would be chargeable on that part of the relevant income which is applicable to charitable 

or religious purposes (as reduced by the income, if any, which is exempt under section 11) as if such 

part (or such part as so reduced) were the total income of an association of persons; and 

(b)  the tax on that part of the relevant income which is applicable to purposes other than charitable or 

religious purposes, and which is either not specifically receivable on behalf or for the benefit of any one 

person or in respect of which the shares of the beneficiaries are indeterminate or unknown, at the 

maximum marginal rate : 

Provided that in a case where— 

 (i)  none of the beneficiaries in respect of the part of the relevant income which is not applicable to 

charitable or religious purposes has any other income chargeable under this Act exceeding the maximum 

amount not chargeable to tax in the case of an association of persons or is a beneficiary under any other 

trust; or 

(ii)  the relevant income is receivable under a trust declared by any person by will and such trust is the only 

trust so declared by him; or 

(iii)  the relevant income is receivable under a trust created before the 1st day of March, 1970, by a non-

testamentary instrument and the Assessing Officer is satisfied, having regard to all the circumstances 

existing at the relevant time, that the trust, to the extent it is not for charitable or religious purposes, was 

created bona fide exclusively for the benefit of the relatives of the settlor, or where the settlor is a Hindu 

undivided family, exclusively for the benefit of the members of such family, in circumstances where 

such relatives or members were mainly dependent on the settlor for their support and maintenance, 

tax shall be charged on the relevant income as if the relevant income (as reduced by the income, if any, which 

is exempt under section 11) were the total income of an association of persons : 

Provided further that where the relevant income consists of, or includes, profits and gains of business, the 

preceding proviso shall apply only if the income is receivable under a trust declared by any person by will 

exclusively for the benefit of any relative dependent on him for support and maintenance, and such trust is the 

only trust so declared by him : 
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Provided also that in a case where the whole or any part of the relevant income is not exempt under section 

11 or section 12 by virtue of the provisions contained in clause (c) or clause (d) of sub-section (1) of section 13, 

tax shall be charged on the relevant income or part of relevant income at the maximum marginal rate. 

Explanation 1.—For the purposes of this section,— 

 (i)  any income in respect of which the persons mentioned in clause (iii) and clause (iv) of sub-section (1) 

of section 160 are liable as representative assessee or any part thereof shall be deemed as being not 

specifically receivable on behalf or for the benefit of any one person unless the person on whose behalf 

or for whose benefit such income or such part thereof is receivable during the previous year is expressly 

stated in the order of the court or the instrument of trust or wakf deed, as the case may be, and is 

identifiable as such on the date of such order, instrument or deed ; 

(ii)  the individual shares of the persons on whose behalf or for whose benefit such income or such part 

thereof is received shall be deemed to be indeterminate or unknown unless the individual shares of the 

persons on whose behalf or for whose benefit such income or such part thereof is receivable, are 

expressly stated in the order of the court or the instrument of trust or wakf deed, as the case may be, and 

are ascertainable as such on the date of such order, instrument or deed. 

Explanation 2.— [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989.] 
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Charge of tax in case of oral trust. 

164A. Where a trustee receives or is entitled to receive any income on behalf or for the benefit of any person 

under an oral trust, then, notwithstanding anything contained in any other provision of this Act, tax shall be 

charged on such income at the maximum marginal rate. 

Explanation.—For the purposes of this section,— 

 (i)  [***] 

(ii)  "oral trust" shall have the meaning assigned to it in Explanation 2 below sub-section (1) of section 160. 

 

Case where part of trust income is chargeable. 

165. Where part only of the income of a trust is chargeable under this Act, that proportion only of the income 

receivable by a beneficiary from the trust which the part so chargeable bears to the whole income of the trust 

shall be deemed to have been derived from that part. 

 

Direct assessment or recovery not barred. 

166. Nothing in the foregoing sections in this Chapter shall prevent either the direct 

assessment of the person on whose behalf or for whose benefit income therein referred to is receivable, or 

the  in respect of such income. 
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Question (ID 02) (Royalty Technical Fees) 

Massy incorporated in Switzerland, a foreign company furnishes the following data for the previous year. 

Massy does not have any branch offices in India. 

 

1.  Royalty from Indian concern under an agreement made on 15-9-2008 

approved by Central Government 
3,00,000 

2.  Expenditures as per section 28 to 44C for earning such income 2,00,000 

3.  Interest from an Indian company on money lent in foreign currency 11,00,000 

4.  Expenditure on collection of above interest 50,000 

5.  Income from units purchased in foreign currency 5,00,000 

6.  Collection charges for collecting above income 40,000 

7.  Gross sale of business in India 30,00,000 

8.  Expenditure as per sections 28 to 44C for above business 28,00,000 

9.  Donations to P.M.N.R.F. 6,00,000 

 

Question A 

Determine the total income of the foreign company and the tax payable by it.  

 

Question B 

What would be the total income and the tax payable, if the donation was Rs. 4,00,000 instead of Rs. 6,00,000 

 

Question C 

What would be the total income and the tax payable, if the donation was Rs. 4,00,000 instead of Rs. 6,00,000 

and DTAA between India and Switzerland provides for tax rate on royalty as 5 % and Interest income as 25 %. 

 

Question D 

What would be total income and tax payable if the donation is 100,000 instead of 600,000 and Massy have 

branch office in India for providing to services to Indian concern in form of royalty. 

 

Question E 

Determine the total income of the foreign company and the tax payable by it in question D above if the place of 

effective management of the company is in India.  
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Question (ID 05) (NR / NC sports person)  

 

Brian Lara, a well know cricketer, as a member of the West Indian touring team, received a sum of Rs. 5 lakhs 

for participation in matches in India. He also received a sum of Rs. 1 lakh for an advertisement of a product on 

TV. He contributed articles in a newspaper for which he received Rs. 10,000. During the tour of India, he 

attended horse racing in Bombay and won a prize of Rs. 10,000.  

 

1. What will be his tax liability, if he has come to India for the first time on 15-Feb of PY? 

2. What will be the TDS obligation of the cricket council while making payment of 5 lakhs to Brian Lara? 

3. What will be TDS liability if the payment made Rs. 5 lakhs is net of taxes as per the terms of contract? 

4. Whether he is required to file return of income India, advice. 

 

Question (ID 11) (NR / NC sports person)  

Ricky, a foreign national and a cricketer came to India as a member of South African Cricket Team in the year. 

He received Rs. 4 lakhs for participation in matches in India. He also received Rs. 1.5 lakhs for an advertisement 

of a product on Radio. He wrote an article for a local newspaper and received Rs. 20,000 for it. During his stay 

in India, He also won a prize of Rs. 25,000 from horse racing in Kolkata. He has no other income in India during 

the year. You are required to do the following: 

(1) Compute his tax liability in India.  

(2) Comment whether these incomes are subject to deduction of tax at source. 

(3) Comment whether he is liable to file return of income in India. 

What would have been his tax liability, had he been a match referee instead of cricketer? (8 marks) 
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Question (ID 02-A) (Royalty Technical Fees) (home work) 

 

Red Ltd., a non-resident foreign company, had entered into a collaboration agreement, approved by the Central 

Government, with Blue Ltd., an Indian company on February 21, 2003 and is in receipt of following payments 

during the previous year: 

(1) Interest on 8% debentures for Rs. 40 lakhs issued by Blue Ltd. on July 1 of PY in consideration of 

providing of technical know-how, manufacturing process and designs (date of payment of interest being 

March 31 every year). 

(2) Service charges @ 2.5% of the value of plant and machinery for Rs. 500 lakhs leased out to Blue Ltd. 

payable each year before March 31. 

(3) Apart from the above incomes, Red Ltd. received a long term capital gain amounting to Rs. 1.90 lakhs 

on sale of debentures of Green Ltd., an Indian company, subscribed in US $.  

 

Compute the Total Income of Red Ltd. and determine its tax liability. 
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Question (ID 21-A) (FII / foreign institutional investors) 

 

SOL Inc. an AOP a notified Foreign Institutional Investor (FII) derived the following incomes from various 

sources for the year:- 

Income from securities 

Income in respect of securities :  Rs. 3,00,00,000 

Expenses incurred in respect thereof : Rs. 50,000 

(The above income includes an interest of Rs. 16,00,000 received from an Indian Company on the investment 

of rupee denomination bonds and dividend income of Rs. 3,50,000 from a domestic company referred to in 

section 115-O). 

 

Capital Gains : 

 

(1) Long Term : Rs. 

 Sale proceeds on sale of securities on 15.01.PY : 5,20,00,000 

 Purchase cost of securities on 25.05.2014 : 28,00,000 

 Cost Inflation Index : 2014-15 : 240; 2017-18 : 272  

(2) Short Term :  

 Sale proceeds of equity shares of Company A (Jan.,PY) : 13,50,000 

 (STT paid on Company A shares)  

 Cost of acquisition (Aug) : 5,50,000 

 Sale proceeds of equity shares of Company B (Dec., PY) 9,25,000 

 
Cost of acquisition (April, last year) :  

(STT not paid on Company B shares)  

4,85,000 

 

 

Compute the taxable income of SOL Inc and tax liability for the year as per applicable provisions of the Income 

Tax Act, 1961, assuming that no other income is derived by SOL Inc (FII).  
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CHAPTER XII 

DETERMINATION OF TAX IN 

CERTAIN SPECIAL CASES 

 

Determination of tax where total income includes income on which no tax is payable. 

110. Where there is included in the total income of an assessee any income on which no income-tax is payable 

under the provisions of this Act, the assessee shall be entitled to a deduction, from the amount of income-tax 

with which he is chargeable on his total income, of an amount equal to the income-tax calculated at the average 

rate of income-tax on the amount on which no income-tax is payable. 
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Tax on short-term capital gains in certain cases. 

111A. (1) Where the total income of an assessee includes any income chargeable under the head "Capital gains", 

arising from the transfer of a short-term capital asset, being an equity share in a company or a unit of an equity 

oriented fund or a unit of a business trust and— 

(a)  the transaction of sale of such equity share or unit is entered into on or after the date on which Chapter 

VII of the Finance (No. 2) Act, 2004 comes into force; and 

(b)  such transaction is chargeable to securities transaction tax under that Chapter, 

the tax payable by the assessee on the total income shall be the aggregate of— 

 (i)  the amount of income-tax calculated on such short-term capital gains at the rate of fifteen per cent; and 

(ii)  the amount of income-tax payable on the balance amount of the total income as if such balance amount 

were the total income of the assessee: 

Provided that in the case of an individual or a Hindu undivided family, being a resident, where the total 

income as reduced by such short-term capital gains is below the maximum amount which is not chargeable 

to income-tax, then, such short-term capital gains shall be reduced by the amount by which the total income 

as so reduced falls short of the maximum amount which is not chargeable to income-tax and the tax on the 

balance of such short-term capital gains shall be computed at the rate of fifteen per cent : 

Provided further that nothing contained in clause (b) shall apply to a transaction undertaken on a recognised 

stock exchange located in any International Financial Services Centre and where the consideration for such 

transaction is paid or payable in foreign currency. 

 

(2) Where the gross total income of an assessee includes any short-term capital gains referred to in sub-

section (1), the deduction under Chapter VI-A shall be allowed from the gross total income as reduced by 

such capital gains. 

 

(3) Where the total income of an assessee includes any short-term capital gains referred to in sub-section (1), 

the rebate under section 88 shall be allowed from the income-tax on the total income as reduced by such capital 

gains. 

 

Explanation.—For the purposes of this section,— 

(a) "equity oriented fund" shall have the meaning assigned to it in the clause (a) of the Explanation to 

section 112A; 

(b) "International Financial Services Centre" shall have the same meaning as assigned to it in clause (q) of 

section 2 of the Special Economic Zones Act, 2005 (28 of 2005); 

(c) "recognised stock exchange" shall have the meaning assigned to it in clause (ii) of the Explanation 1 to 

sub-section (5) of section 43. 
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Tax on long-term capital gains. 

112. (1) Where the total income of an assessee includes any income, arising from the transfer of a long-term 
capital asset, which is chargeable under the head "Capital gains", the tax payable by the assessee on the 

total income shall be the aggregate of,— 

(a)  in the case of an individual or a Hindu undivided family, being a resident,— 

 (i)  the amount of income-tax payable on the total income as reduced by the amount of such long-

term capital gains, had the total income as so reduced been his total income ; and 

(ii)  the amount of income-tax calculated on such long-term capital gains at the rate of twenty per cent 

: 

Provided that where the total income as reduced by such long-term capital gains is below the 

maximum amount which is not chargeable to income-tax, then, such long-term capital gains shall 

be reduced by the amount by which the total income as so reduced falls short of the maximum 

amount which is not chargeable to income-tax and the tax on the balance of such long-term capital 

gains shall be computed at the rate of twenty per cent; 

(b)  in the case of a domestic company,— 

 (i)  the amount of income-tax payable on the total income as reduced by the amount of such long-

term capital gains, had the total income as so reduced been its total income; and 

(ii)  the amount of income-tax calculated on such long-term capital gains at the rate of twenty per cent; 

(c)  in the case of a non-resident (not being a company) or a foreign company,— 

(i) the amount of income-tax payable on the total income as reduced by the amount of such long-term 

capital gains, had the total income as so reduced been its total income; and 

(ii) the amount of income-tax calculated on long-term capital gains [except where such gain arises 

from transfer of capital asset referred to in sub-clause (iii)] at the rate of twenty per cent; and 

(iii) the amount of income-tax on long-term capital gains arising from the transfer of a capital asset, 

being unlisted securities or shares of a company not being a company in which 

the public are substantially interested, calculated at the rate of ten per cent on the capital 

gains in respect of such asset as computed without giving effect to the first and second 

proviso to section 48; 

(d)  in any other case of a resident,— 

 (i)  the amount of income-tax payable on the total income as reduced by the amount of long-term 

capital gains, had the total income as so reduced been its total income ; and 

(ii)  the amount of income-tax calculated on such long-term capital gains at the rate of twenty per cent. 

Explanation.—[***] 

Provided that where the tax payable in respect of any income arising from the transfer of a long-term 

capital asset, being listed securities (other than a unit) or zero coupon bond, exceeds ten per cent of the 

amount of capital gains before giving effect to the provisions of the second proviso to section 48, then, 

such excess shall be ignored for the purpose of computing the tax payable by the assessee : 

Provided further that where the tax payable in respect of any income arising from the transfer of a long-term 

capital asset, being a unit of a Mutual Fund specified under clause (23D) of section 10, during the period 

beginning on the 1st day of April, 2014 and ending on the 10th day of July, 2014, exceeds ten per cent of the 
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amount of capital gains, before giving effect to the provisions of the second proviso to section 48, then, such 

excess shall be ignored for the purpose of computing the tax payable by the assessee. 

 

Explanation.—For the purposes of this sub-section,— 

(a)  the expression "securities" shall have the meaning assigned to it in clause (h) of section 2 of the 

Securities Contracts (Regulation) Act, 1956 (32 of 1956); 

(aa) "listed securities" means the securities which are listed on any recognised stock exchange in India; 

(ab) "unlisted securities" means securities other than listed securities. 

(b)  [***] 

(2) Where the gross total income of an assessee includes any income arising from the transfer of a long-

term capital asset, the gross total income shall be reduced by the amount of such income and the 

deduction under Chapter VI-A shall be allowed as if the gross total income as so reduced were the gross 

total income of the assessee. 

(3) Where the total income of an assessee includes any income arising from the transfer of a long-term capital 

asset, the total income shall be reduced by the amount of such income and the rebate under section 88 shall be 

allowed from the income-tax on the total income as so reduced. 
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112A. (1) Notwithstanding anything contained in section 112, the tax payable by an assessee on his total 

income shall be determined in accordance with the provisions of sub-section (2), if— 

 (i)  the total income includes any income chargeable under the head "Capital gains"; 

(ii)  the capital gains arise from the transfer of a long-term capital asset being an equity share in a company 

or a unit of an equity oriented fund or a unit of a business trust; 

(iii)  securities transaction tax under Chapter VII of the Finance (No. 2) Act, 2004 (23 of 2004) has,— 

(a)  in a case where the long-term capital asset is in the nature of an equity share in a company, been 

paid on acquisition and transfer of such capital asset; or 

(b) in a case where the long-term capital asset is in the nature of a unit of an equity oriented fund or 

a unit of a business trust, been paid on transfer of such capital asset. 

(2) The tax payable by the assessee on the total income referred to in sub-section (1) shall be the aggregate of— 

 (i)  the amount of income-tax calculated on such long-term capital gains  at 

the rate of ten per cent; and 

(ii)  the amount of income-tax payable on the total income as reduced by the amount of long-term capital 

gains referred to in sub-section (1) as if the total income so reduced were the total income of the 

assessee: 

Provided that in the case of an individual or a Hindu undivided family, being a resident, where the 

total income as reduced by such long-term capital gains is below the maximum amount which is not 

chargeable to income-tax, then, the long-term capital gains, for the purposes of clause (i), shall be 

reduced by the amount by which the total income as so reduced falls short of the maximum amount 

which is not chargeable to income-tax. 

(3) The condition specified in clause (iii) of sub-section (1) shall not apply to a transfer undertaken on 

a recognised stock exchange located in any International Financial Services Centre and where the 

consideration for such transfer is received or receivable in foreign currency. 

(4) The Central Government may, by notification in the Official Gazette, specify the nature of acquisition in 

respect of which the provisions of sub-clause (a) of clause (iii) of sub-section (1) shall not apply. 

(5) Where the gross total income of an assessee includes any long-term capital gains referred to in sub-

section (1), the deduction under Chapter VI-A shall be allowed from the gross total income as reduced by 

such capital gains. 

(6) Where the total income of an assessee includes any long-term capital gains referred to in sub-section 

(1), the rebate under section 87A shall be allowed from the income-tax on the total income as reduced by 

tax payable on such capital gains. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071588',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071507',%20'');


 

Exclusive Place for CA Final Taxation 

C.A. Kalpesh Sanghavi NR / Special Rates of Taxes  - P a g e  | F53-A . 6 

Explanation.—For the purposes of this section,— 

(a)  "equity oriented fund" means a fund set up under a scheme of a mutual fund specified under clause 

(23D) of section 10 and,— 

 (i)  in a case where the fund invests in the units of another fund which is traded on a recognised stock 

exchange,— 

(A) a minimum of ninety per cent of the total proceeds of such fund is invested in the units of such 

other fund; and 

(B) such other fund also invests a minimum of ninety per cent of its total proceeds in the equity 

shares of domestic companies listed on a recognised stock exchange; and 

(ii)  in any other case, a minimum of sixty-five per cent of the total proceeds of such fund is invested 

in the equity shares of domestic companies listed on a recognised stock exchange: 

Provided that the percentage of equity shareholding or unit held in respect of the fund, as the case may 

be, shall be computed with reference to the annual average of the monthly averages of the opening and 

closing figures; 

(b)  "International Financial Services Centre" shall have the meaning assigned to it in clause (q) of section 

2 of the Special Economic Zones Act, 2005 (28 of 2005); 

(c)  "recognised stock exchange" shall have the meaning assigned to it in clause (ii) of Explanation 1 to 

clause (5) of section 43. 
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Tax on dividends, royalty and technical service fees in the case of foreign companies. 

115A. (1) Where the total income of— 

(a) a non-resident (not being a company) or of a foreign company, includes any income by way of— 

 (i)  dividends other than dividends referred to in section 115-O ; or 

(ii)  interest received from Government or an Indian concern on monies borrowed or debt incurred by 

Government or the Indian concern in foreign currency not being interest of the nature referred to 

in sub-clause (iia) or sub-clause (iiaa); or 

(iia) interest received from an infrastructure debt fund referred to in clause (47) of section 10; or 

(iiaa) interest of the nature and extent referred to in section 194LC; or 

(iiab) interest of the nature and extent referred to in section 194LD; or 

(iiac) distributed income being interest referred to in sub-section (2) of section 194LBA; 

(iii) income received in respect of units, purchased in foreign currency, of a Mutual Fund specified 

under clause (23D) of section 10 or of the Unit Trust of India, 

the income-tax payable shall be aggregate of— 

(A) the amount of income-tax calculated on the amount of income by way of dividends other than 

dividends referred to in section 115-O, if any, included in the total income, at the rate of 
twenty per cent; 

(B) the amount of income-tax calculated on the amount of income by way of interest referred to in 

sub-clause (ii), if any, included in the total income, at the rate of twenty per cent; 

(BA) the amount of income-tax calculated on the amount of income by way of interest referred to in 

sub-clause (iia) or sub-clause (iiaa) or sub-clause (iiab) or sub-clause (iiac), if any, 

included in the total income, at the rate of five per cent; 

(C) the amount of income-tax calculated on the income in respect of units referred to in sub-clause 

(iii), if any, included in the total income, at the rate of twenty per cent; and 

(D) the amount of income-tax with which he or it would have been chargeable had his or its total 

income been reduced by the amount of income referred to in sub-clause (i), sub-clause (ii), sub-

clause (iia), sub-clause (iiaa), sub-clause (iiab), sub-clause (iiac) and sub-clause (iii) ; 

(b)  a non-resident (not being a company) or a foreign company, includes any income by way of royalty or 

fees for technical services other than income referred to in sub-section (1) of section 

44DA received from Government or an Indian concern in pursuance of an agreement made by the 

foreign company with Government or the Indian concern after the 31st day of March, 1976, and where 

such agreement is with an Indian concern, the agreement is approved by the Central Government 

or where it relates to a matter included in the industrial policy, for the time being in force, of the 

Government of India, the agreement is in accordance with that policy, then, subject to the provisions of 

sub-sections (1A) and (2), the income-tax payable shall be the aggregate of,— 

(A)  the amount of income-tax calculated on the income by way of royalty, if any, included in the 

total income, at the ; 

(B)  the amount of income-tax calculated on the income by way of fees for technical services, if 

any, included in the total income, at the ; and 

(C)  the amount of income-tax with which it would have been chargeable had its total income been 

reduced by the amount of income by way of royalty and fees for technical services. 
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Explanation.—For the purposes of this section,— 

(a)  "fees for technical services" shall have the same meaning as in Explanation 2 to clause (vii) of sub-

section (1) of section 9 ; 

(b)  "foreign currency" shall have the same meaning as in the Explanation below item (g) of sub-clause (iv) 

of clause (15) of section 10 ; 

(c)  "royalty" shall have the same meaning as in Explanation 2 to clause (vi) of sub-section (1) of section 9 

; 

(d)  "Unit Trust of India" means the Unit Trust of India established under the Unit Trust of India Act, 1963 

(52 of 1963). 

(1A) Where the royalty referred to in clause (b) of sub-section (1) is in consideration for the transfer of all or 

any rights (including the granting of a licence) in respect of copyright in any book to an Indian concern 

or in respect of any computer software to a person resident in India, the provisions of sub-section (1) 

shall apply in relation to such royalty 

 for the time being in force, 

of the Government of India, the agreement is in accordance with that policy occurring in the said clause had 

been omitted : 

Provided that such book is on a subject, the books on which are permitted, according to the Import Trade 

Control Policy of the Government of India for the period commencing from the 1st day of April, 1977, and 

ending with the 31st day of March, 1978, to be imported into India under an Open General Licence : 

Provided further that such computer software is permitted according to the Import Trade Control Policy of the 

Government of India for the time being in force to be imported into India under an Open General Licence. 

Explanation 1.—In this sub-section, "Open General Licence" means an Open General Licence issued by the 

Central Government in pursuance of the Imports (Control) Order, 1955. 

Explanation 2.—In this sub-section, the expression "computer software" shall have the meaning assigned to it 

in clause (b) of the Explanation to section 80HHE. 

(2) Nothing contained in sub-section (1) shall apply in relation to any income by way of royalty received by a 

foreign company from an Indian concern in pursuance of an agreement made by it with the Indian concern after 

the 31st day of March, 1976, if such agreement is deemed, for the purposes of the first proviso to clause (vi) of 

sub-section (1) of section 9, to have been made before the 1st day of April, 1976; and the provisions of the 

annual Finance Act for calculating, charging, deducting or computing income-tax shall apply in relation to such 

income as if such income had been received in pursuance of an agreement made before the 1st day of April, 

1976. 
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(3) No deduction in respect of any expenditure or allowance shall be allowed to the assessee 

under sections 28 to 44C and section 57 in computing his or its income referred to in sub-section (1). 

 

(4) Where in the case of an assessee referred to in  

(a)  the gross total income consists only of the income referred to in clause (a) of that sub-

section, no deduction shall be allowed to him or it under Chapter VI-A; 

(b)  the gross total income includes any income referred to in clause (a) of that sub-section, the 

gross total income shall be reduced by the amount of such income and the deduction under 

Chapter VI-A shall be allowed as if the gross total income as so reduced were the gross total income of 

the assessee. 

 

Provided that nothing contained in this sub-section shall apply to a deduction allowed to a Unit of an 

International Financial Services Centre under section 80LA. 

 

 

(5) It shall not be necessary for an assessee referred to in sub-section (1) to furnish under sub-section (1) 

of section 139 a return of his or its income if— 

(a)  his or its total income in respect of which he or it is assessable under this Act during the previous year 

consisted only of income referred to in clause (a) of sub-section (1); and 

(b)  the tax deductible at source under the provisions of Chapter XVII-B has been deducted from 

such income. 
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Tax on income from units purchased in foreign currency or capital gains arising from their transfer. 

115AB. (1) Where the total income of an assessee, being an overseas financial organisation (hereinafter 

referred to as Offshore Fund) includes— 

(a)  income received in respect of units purchased in foreign currency; or 

(b)  income by way of long-term capital gains arising from the transfer of units purchased 

in foreign currency, 

the income-tax payable shall be the aggregate of— 

 (i)  the amount of income-tax calculated on the income in respect of units referred to in clause (a), if any, 

included in the total income, at the rate of ten per cent; 

(ii)  the amount of income-tax calculated on the income by way of long-term capital gains referred to 
in clause (b), if any, included in the total income, at the rate of ten per cent; and 

(iii) the amount of income-tax with which the Offshore Fund would have been chargeable had its total 

income been reduced by the amount of income referred to in clause (a) and clause (b). 

(2) Where the gross total income of the Offshore Fund,— 

(a) consists only of income from units or income by way of long-term capital gains arising from the transfer 

of units, or both, no deduction shall be allowed to the assessee under sections 28 to 44C or clause (i) 

or clause (iii) of section 57 or under Chapter VI-A and nothing contained in the provisions of the 

second proviso to section 48 shall apply to income referred to in clause (b) of sub-section (1); 

(b) includes any income referred to in clause (a), the gross total income shall be reduced by the 

amount of such income and the deduction under Chapter VI-A shall be allowed as if the 

gross total income as so reduced were the gross total income of the assessee. 

Explanation.—For the purposes of this section,— 

(a)  "overseas financial organisation" means any fund, institution, associa-tion or body, whether 

incorporated or not, established under the laws of a country outside India, which has entered into an 

arrangement for investment in India with any public sector bank or public financial institution or a 

mutual fund specified under clause (23D) of section 10 and such arrangement is approved by the 

Securities and Exchange Board of India, established under the Securities and Exchange Board of India 

Act, 1992 (15 of 1992), for this purpose; 

(b)  "unit" means unit of a mutual fund specified under clause (23D) of section 10 or of the Unit Trust of 

India; 

(c)  "foreign currency" shall have the meaning as in the Foreign Exchange Management Act, 1999 (42 of 

1999); 

(d)  "public sector bank" shall have the meaning assigned to it in clause (23D) of section 10; 

(e)  "public financial institution" shall have the meaning assigned to it in section 4A of the Companies Act, 

1956 (1 of 1956); 

(f)  "Unit Trust of India" means the Unit Trust of India established under the Unit Trust of India Act, 1963 

(52 of 1963). 
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Tax on income from bonds or Global Depository Receipts purchased in foreign currency or capital gains 

arising from their transfer. 

115AC. (1) Where the total income of an assessee, being a non-resident, includes— 

(a)  income by way of interest on bonds of an Indian company issued in accordance with such scheme 

as the Central Government may, by notification in the Official Gazette, specify in this behalf, or on 

bonds of a public sector company sold by the Government, and purchased by him in foreign 

currency; or 

(b)  income by way of dividends, other than dividends referred to in section 115-O, on Global 

Depository Receipts— 

 (i)  issued in accordance with such scheme as the Central Government may, by notification in 

the Official Gazette, specify in this behalf, against the initial issue of shares of an Indian company 

and purchased by him in foreign currency through an approved intermediary; or 

(ii)  issued against the shares of a public sector company sold by the Government and purchased 

by him in foreign currency through an approved intermediary; or 

(iii) issued or re-issued in accordance with such scheme as the Central Government may, by 

notification in the Official Gazette, specify in this behalf, against the existing shares of an Indian 

company purchased by him in foreign currency through an approved intermediary; or 

(iv) [***] 

(c)  income by way of long-term capital gains arising from the transfer of bonds referred to in clause 

(a) or, as the case may be, Global Depository Receipts referred to in clause (b), 

the income-tax payable shall be the aggregate of— 

(i)  the amount of income-tax calculated on the income by way of interest or dividends, other 
than dividends referred to in section 115-O, as the case may be, in respect of bonds referred 

to in clause (a) or Global Depository Receipts referred to in clause (b), if any, included in the 
total income, at the rate of ten per cent; 

(ii)  the amount of income-tax calculated on the income by way of long-term capital gains 

referred to in clause (c), if any, at the rate of ten per cent; and 

(iii) the amount of income-tax with which the non-resident would have been chargeable had his total 

income been reduced by the amount of income referred to in clauses (a), (b) and (c). 

(2) Where the gross total income of the non-resident— 

(a)  consists only of income by way of interest or dividends, other than dividends referred to in section 115-

O in respect of bonds referred to in clause (a) of sub-section (1) or, as the case may be, Global 

Depository Receipts referred to in clause (b) of that sub-section, no deduction shall be allowed 

to him under sections 28 to 44C or clause (i) or clause (iii) of section 57 or under 

Chapter VI-A; 

(b)  includes any income referred to in clause (a) or clause (b) or clause (c) of sub-section (1), the gross 

total income shall be reduced by the amount of such income and the deduction under 

Chapter VI-A shall be allowed as if the gross total income as so reduced, were the gross 

total income of the assessee. 

(3)  for the computation of 

long-term capital gains arising out of the transfer of long-term capital asset, being bonds or Global Depository 

Receipts referred to in clause (c) of sub-section (1). 
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(4) It shall not be necessary for a non-resident to furnish under sub-section (1) of section 139 a 

return of his income if— 

(a) his total income in respect of which he is assessable under this Act during the previous year consisted 

only of income referred to in clauses (a) and (b) of sub-section (1); and 

(b) the tax deductible at source under the provisions of Chapter XVII-B has been deducted from such 

income. 

(5) Where the assessee acquired Global Depository Receipts or bonds in an amalgamated or resulting company 

by virtue of his holding Global Depository Receipts or bonds in the amalgamating or demerged company, as the 

case may be, in accordance with the provisions of sub-section (1), the provisions of that sub-section shall apply 

to such Global Depository Receipts or bonds. 

Explanation.—For the purposes of this section,— 

(a)  "approved intermediary" means an intermediary who is approved in accordance with such scheme as 

may be notified by the Central Government in the Official Gazette; 

(b)  "Global Depository Receipts" shall have the same meaning as in clause (a) of the Explanation to section 

115ACA. 
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Tax on income from Global Depository Receipts purchased in foreign currency or capital gains arising 

from their transfer. 

115ACA. (1) Where the total income of an assessee, being an individual, who is a resident and an 

employee of an Indian company engaged in specified knowledge based industry or service, or 

an employee of its subsidiary engaged in specified knowledge based industry or service (hereafter in this section 

referred to as the resident employee), includes— 

(a) income by way of dividends, other than dividends referred to in section 115-O, on Global 

Depository Receipts of an Indian company engaged in specified knowledge based industry or 

service, issued in accordance with such Employees' Stock Option Scheme as the Central Government 

may, by notification in the Official Gazette, specify in this behalf and purchased by him in foreign 

currency; or 

(b)  income by way of long-term capital gains arising from the transfer of Global 

Depository Receipts referred to in clause (a), 

the income-tax payable shall be the aggregate of— 

(i)  the amount of income-tax calculated on the income by way of dividends, other than dividends referred 

to in section 115-O, in respect of Global Depository Receipts referred to in clause (a), if any, included 

in the total income, at the rate of ten per cent; 

(ii)  the amount of income-tax calculated on the income by way of long-term capital gains 

referred to in clause (b), if any, at the rate of ten per cent; and 

(iii) the amount of income-tax with which the resident employee would have been chargeable had his total 

income been reduced by the amount of income referred to in clauses (a) and (b). 

Explanation.—For the purposes of this sub-section,— 

(a)  "specified knowledge based industry or service" means— 

 (i)  information technology software; 

 (ii)  information technology service; 

(iii)  entertainment service; 

(iv)  pharmaceutical industry; 

 (v)  bio-technology industry; and 

(vi)  any other industry or service, as may be specified by the Central Government, by notification in 

the Official Gazette; 

(b)  "subsidiary" shall have the meaning assigned to it in section 4 of the Companies Act, 1956 (1 of 1956) 

and includes subsidiary incorporated outside India. 

(2) Where the gross total income of the resident employee— 

(a)  consists only of income by way of dividends, other than dividends referred to in section 115-O, in 

respect of Global Depository Receipts referred to in clause (a) of sub-section (1), no deduction shall 

be allowed to him under any other provision of this Act; 

(b)  includes any income referred to in clause (a) or clause (b) of sub-section (1), the 

 shall be allowed as if the gross total income as so reduced were the gross total income of the 

assessee. 
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(3) Nothing contained in the  shall apply for the computation of 

long-term capital gains arising out of the transfer of long-term capital asset, being Global Depository Receipts 

referred to in clause (b) of sub-section (1). 

Explanation.—For the purposes of this section,— 

(a) "Global Depository Receipts" means any instrument in the form of a depository receipt or certificate (by 

whatever name called) created by the Overseas Depository Bank outside India and issued to investors 

against the issue of,— 

 (i)  ordinary shares of issuing company, being a company listed on a recognised stock exchange in 

India; or 

 (ii)  foreign currency convertible bonds of issuing company; 

(b)  "information technology service" means any service which results from the use of any information 

technology software over a system of information technology products for realising value addition; 

(c)  "information technology software" means any representation of instructions, data, sound or image, 

including source code and object code, recorded in a machine readable form and capable of being 

manipulated or providing inter-activity to a user, by means of an automatic data processing machine 

falling under heading information technology pro-ducts but does not include non-information 

technology products; 

(d)  "Overseas Depository Bank" means a bank authorised by the issuing company to issue Global 

Depository Receipts against issue of Foreign Currency Convertible Bonds or ordinary shares of the 

issuing company. 
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Tax on income of Foreign Institutional Investors from securities or capital gains arising from their 

transfer. 

115AD. (1) Where the total income of a Foreign Institutional Investor includes— 

(a)  income other than income by way of dividends referred to in section 115-O received in respect 

of securities (other than units referred to in section 115AB); or 

(b)  income by way of short-term or long-term capital gains arising from the transfer of such securities, 

the income-tax payable shall be the aggregate of— 

 (i)  the amount of income-tax calculated on the income in respect of securities referred to in clause 

(a), if any, included in the total income, at the rate of twenty per cent : 

Provided that the amount of income-tax calculated on the income by way of interest referred 

to in section 194LD shall be at the rate of five per cent; 

(ii)  the amount of income-tax calculated on the income by way of short-term capital gains referred 

to in clause (b), if any, included in the total income, at the rate of thirty per cent : 

Provided that the amount of income-tax calculated on the income by way of short-term 

capital gains referred to in section 111A shall be at the rate of fifteen per cent; 

(iii) the amount of income-tax calculated on the income by way of long-term capital gains referred to in 

clause (b), if any, included in the total income, at the rate of ten per cent; 26[and] 

Following proviso shall be inserted in clause (iii) of sub-section (1) of section 115AD by the Finance 

Act, 2018, w.e.f. 1-4-2019 : 

Provided that in case of income arising from the transfer of a long-term capital asset 

referred to in section 112A, income-tax at the rate of ten per cent shall be calculated on 

such income exceeding one lakh rupees; and 
(iv) the amount of income-tax with which the Foreign Institutional Investor would have been chargeable 

had its total income been reduced by the amount of income referred to in clause (a) and clause (b). 

(2) Where the gross total income of the Foreign Institutional Investor— 

(a)  consists only of income in respect of securities referred to in clause (a) of sub-section (1), 

(b)  includes any income referred to in clause (a) or clause (b) of sub-section (1), the gross total income 

shall be reduced by the amount of such income and the deduction under Chapter VI-A shall be 

allowed as if the gross total income as so reduced, were the gross total income of the Foreign 

Institutional Investor. 

(3) Nothing contained in the first and second provisos to section 48 shall apply for the computation of 

capital gains arising out of the transfer of securities referred to in clause (b) of sub-section (1). 

Explanation.—For the purposes of this section,— 

(a)  the expression "Foreign Institutional Investor" means such investor as the Central Government may, by 

notification in the Official Gazette, specify in this behalf; 

(b)  the expression "securities" shall have the meaning assigned to it in clause (h) of section 2 of the 

Securities Contracts (Regulation) Act, 1956 (42 of 1956). 
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Tax on profits and gains of life insurance business. 

115B. (1) Where the total income of an assessee includes any profits and gains from life insurance 

business, the income-tax payable shall be the aggregate of— 

(i)  the amount of income-tax calculated on the amount of 

 included in the total income, at the rate of twelve and one-half per cent; and 

(ii)  the amount of income-tax with which the assessee would have been chargeable had the total income of 

the assessee been reduced by the amount of profits and gains of the life insurance business. 

(2) Notwithstanding anything contained in sub-section (1) or in any other law for the time being in force or any 

instrument having the force of law, the assessee shall, in addition to the payment of income-tax computed under 

sub-section (1), deposit, during the previous years relevant to the assessment years commencing on the 1st day 

of April, 1989 and the 1st day of April, 1990, an amount equal to thirty-three and one-third per cent of the 

amount of income-tax computed under clause (i) of sub-section (1), in such social security fund (hereafter in 

this sub-section referred to as the security fund), as the Central Government may, by notification in the Official 

Gazette, specify in this behalf : 

Provided that where the assessee makes during the said previous years any deposit of an amount of not 

less than two and one-half per cent of the profits and gains of the life insurance business in 

the security fund, the amount of income-tax payable by the assessee under the said clause (i) shall 

be reduced by an amount equal to two and one-half per cent of such profits and gains and, accordingly, 

the deposit of thirty-three and one-third per cent required to be made under this sub-section shall be calculated 

on the income-tax as so reduced. 
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Tax on income of certain domestic manufacturing companies  

115BA. (1) Notwithstanding anything contained in this Act but subject to the other provisions of this 

Chapter, other than those mentioned under section 115BAA and section 115BAB, the income-tax 

payable in respect of the total income of a person, being a domestic company, for any previous year 

relevant to the assessment year beginning on or after the 1st day of April, 2017, shall, at the option of such 

person, be computed at the rate of twenty-five per cent, if the conditions contained in sub-section (2) are 

satisfied. 

(2) For the purposes of sub-section (1), the following conditions shall apply, namely:— 

(a)  the company has been set-up and registered on or after the 1st day of March, 2016; 

(b)  the company is not engaged in any business other than the business of manufacture or production of 

any article or thing and research in relation to, or distribution of, such article or thing manufactured or 

produced by it; and 

(c)  the total income of the company has been computed,— 

 (i)  without any deduction under the provisions of section 10AA or clause (iia) of sub-section (1) 

of section 32 or section 32AC or section 32AD or section 33AB or section 33ABA or sub-clause 

(ii) or sub-clause (iia) or sub-clause (iii) of sub-section (1) or sub-section (2AA) or sub-section 

(2AB) of section 35 or section 35AC or section 35AD or section 35CCC or section 35CCD or 

under any provisions of Chapter VI-A under the heading "C.—Deductions in respect of certain 

incomes" other than the provisions of section 80JJAA; 

(ii)  without set off of any loss carried forward from any earlier assessment year if such loss is 

attributable to any of the deductions referred to in sub-clause (i); and 

(iii) depreciation under section 32, other than clause (iia) of sub-section (1) of the said section, is 

determined in the manner as may be prescribed. 

(3) The loss referred to in sub-clause (ii) of clause (c) of sub-section (2) shall be deemed to have been already 

given full effect to and no further deduction for such loss shall be allowed for any subsequent year. 

(4) Nothing contained in this section shall apply unless the option is exercised by the person in the prescribed 

manner on or before the due date specified under sub-section (1) of section 139 for furnishing the first of the 

returns of income which the person is required to furnish under the provisions of this Act: 

Provided that once the option has been exercised for any previous year, it cannot be subsequently withdrawn 

for the same or any other previous year. 

Provided further that where the person exercises option under section 115BAB, the option under 
this section may be withdrawn. 
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Tax on income of certain domestic companies.  

115BAA. (1) Notwithstanding anything contained in this Act but subject to the provisions of this Chapter, other 

than those mentioned under section 115BA and section 115BAB, the income-tax payable in respect of the total 

income of a person, being a domestic company, for any previous year relevant to the assessment year beginning 

on or after the 1st day of April, 2020, shall, at the option of such person, be computed at the rate of twenty-
two per cent., if the conditions contained in sub-section (2) are satisfied. 

(2) For the purposes of sub-section (1), the following conditions shall apply subject to the condition that the 

total income of the company has been computed,- 

(i) without any deduction under the provisions of section 10AA or clause (iia) of sub-section (1) of 

section 32 or section 32AD or section 33AB or section 33ABA or sub-clause (ii) or sub-clause (iia) or 

sub-clause (iii) of sub-section (1) or sub-section (2AA) or sub-section (2AB) of section 35 or section 

35AD or section 35CCC or section 35CCD or under any provisions of Chapter VI-A under the heading 

“C.—Deductions in respect of certain incomes” other than the provisions of section 80JJAA; 

(ii) without set off of any loss carried forward from any earlier assessment year if such loss is 

attributable to any of the deductions referred to in sub-clause (i); and 

(iii) by claiming the depreciation, if any, under section 32, other than clause (iia) of sub-

section (1) of the said section, determined in such manner as may be prescribed. 

(3) The loss referred to in sub-clause (ii) of sub-section (2) shall be deemed to have been already given full 

effect to and no further deduction for such loss shall be allowed for any subsequent year. 

(4) Nothing contained in this section shall apply unless the option is exercised by the person in the 

prescribed manner on or before the due date specified under sub-section (1) of section 139 for furnishing 

the returns of income for any previous year relevant to the assessment year commencing on or after 1st day of 

April, 2020 and such option once exercised shall apply to subsequent assessment years: 

Provided that once the option has been exercised for any previous year, it cannot be subsequently withdrawn for 

the same or any other previous year. 
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Tax on income of certain new domestic manufacturing companies. 

115BAB. (1) Notwithstanding anything contained in this Act but subject to the provisions of this Chapter, other 

than those mentioned under section 115BA and section 115BAA, the income-tax payable in respect of the 

total income of a person, being a domestic company, for any previous year relevant to the assessment year 

beginning on or after the 1st day of April, 2020, shall, at the option of such person, be computed at the rate of 

fifteen per cent., if the conditions contained in sub-section (2) are satisfied. 

(2) For the purposes of sub-section (1), the following conditions shall apply, namely:— 

(a) the company has been set-up and registered on or after the 1st day of October, 2019, and has 

commenced manufacturing on or before the 31st day of March, 2023, and,— 

(i) is not formed by splitting up, or the reconstruction, of a business already in existence: 

Provided that this condition shall not apply in respect of an undertaking which is formed as a result of 

the re-establishment, reconstruction or revival by the person of the business of any such undertaking as 

is referred to in section 33B, in the circumstances and within the period specified in the said section; 

(ii) does not use any machinery or plant previously used for any purpose. 

Explanation 1.—For the purposes of sub-clause (ii), any machinery or plant which was used 

outside India by any other person shall not be regarded as machinery or plant 

previously used for any purpose, if the following conditions are fulfilled, namely:— 

(A) such machinery or plant was not, at any time previous to the date of the installation 

by the person, used in India; 

(B) such machinery or plant is imported into India from any country outside India; and 

(C) no deduction on account of depreciation in respect of such machinery or plant has 

been allowed or is allowable under the provisions of this Act in computing the total 

income of any person for any period prior to the date of the installation of machinery or 

plant by the person. 

Explanation 2.—Where in the case of a person, any machinery or plant or any part thereof 

previously used for any purpose is put to use by the company and the total value of such 
machinery or plant or part thereof does not exceed twenty per cent. of the total value of 

the machinery or plant used by the company, then, for the purposes of sub-clause (ii) of this 

clause, the condition specified therein shall be deemed to have been complied with; 

(iii) does not use any building previously used as a hotel or a convention centre, as the case 

may be. 

Explanation. —For the purposes of this sub-clause, the expressions “convention centre” and “hotel” 

shall have the meanings respectively assigned to them in clause (a) and clause (b) of sub-section (6) of 

section 80-ID; 
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(b) the company is not engaged in any business other than the business of manufacture or production 

of any article or thing and research in relation to, or distribution of, such article or thing manufactured or 

produced by it; and 

(c) the total income of the company has been computed,— 

(i) without any deduction under the provisions of section 10AA or clause (iia) of sub-section (1) of 

section 32 or section 32AD or section 33AB or section 33ABA or sub-clause (ii) or sub-clause (iia) or 

sub-clause (iii) of sub-section (1) or sub-section (2AA) or sub-section (2AB) of section 35 or section 

35AD or section 35CCC or section 35CCD or under any provisions of Chapter VI-A under the 

heading “C.—Deductions in respect of certain incomes” other than the provisions of section 8 OJJAA ; 

(ii) without set off of any loss carried forward from any earlier assessment year if such loss is 

attributable to any of the deductions referred to in sub-clause (i); and 

(iii) by claiming the depreciation under section 32, other than clause (iia) of sub-section (1) of 

the said section, determined in such manner as may be prescribed. 

(3) The loss referred to in sub-clause (ii) of clause (c) of sub-section (2) shall be deemed to have been already 

given full effect to and no further deduction for such loss shall be allowed for any subsequent year. 

(4) Where it appears to the Assessing Officer that, owing to the close connection between the company and any 

other person, or for any other reason, the course of business between them is so arranged that the 

business transacted between them produces to the company more than the ordinary profits which might be 

expected to arise, the Assessing Officer shall, in computing the profits and gains of such company for the 

purposes of this section, take the amount of profits as may be reasonably deemed to have been derived therefrom: 

Provided that in case the aforesaid arrangement involves a specified domestic transaction referred to in section 

92BA, the amount of profits from such transaction shall be determined having regard to arm’s length price as 

defined in clause (ii) of section 92F. 

(5) Nothing contained in this section shall apply unless the option is exercised by the person in the prescribed 

manner on or before the due date specified under sub-section (1) of section 139 for furnishing the first of the 

returns of income for any previous year relevant to the assessment year commencing on or after 1st day of April, 

2020 and such option once exercised shall apply to subsequent assessment years: 

Provided that once the option has been exercised for any previous year, it cannot be 

subsequently withdrawn for the same or any other previous year. 
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Tax on winnings from lotteries, crossword puzzles, races including horse races, card games and other 

games of any sort or gambling or betting of any form or nature whatsoever. 

115BB. Where the total income of an assessee includes any income by way of winnings from any lottery 

or crossword puzzle or race including horse race (not being income from the activity of owning and 

maintaining race horses) or card game and other game of any sort or from gambling or betting of any form or 

nature whatsoever, the income-tax payable shall be the aggregate of— 

(i)  the amount of income-tax calculated on income by way of winnings from such lottery or crossword 

puzzle or race including horse race or card game and other game of any sort or from gambling or betting 

of any form or nature whatsoever, at the rate of thirty per cent; and 

(ii)  the amount of income-tax with which the assessee would have been chargeable had his total income 

been reduced by the amount of income referred to in clause (i). 

Explanation.—For the purposes of this section, "horse race" shall have the same meaning as in section 74A. 
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Tax on non-resident sportsmen or sports associations. 

115BBA. (1) Where the total income of an assessee,— 

(a)  being a sportsman (including an athlete), who is not a citizen of India and is a non-resident, 

includes any income received or receivable by way of— 

 (i)  participation in India in any game (other than a game the winnings wherefrom are taxable 

under section 115BB) or sport; or 

(ii)  advertisement; or 

(iii) contribution of articles relating to any game or sport in India in newspapers, 

magazines or journals; or 

(b)  being a non-resident sports association or  includes any amount guaranteed to be 

paid or payable to such association or institution in relation to any game (other than a game the 

winnings wherefrom are taxable under section 115BB) or sport played in India; or 

(c)  being an entertainer, who is not a citizen of India is a non-resident, includes any income 

received or receivable from his performance in India, 

the income-tax payable by the assessee shall be the aggregate of— 

(i)  the amount of income-tax calculated on income referred to in clause (a) or clause (b) or clause (c) at 

the rate of twenty per cent; and 

(ii) the amount of income-tax with which the assessee would have been chargeable had the total income of 

the assessee been reduced by the amount of income referred to in clause (a) or clause (b) or clause (c) : 

Provided that no deduction in respect of any expenditure or allowance shall be allowed under 

any provision of this Act in computing the income referred to in clause (a) or clause (b) or clause (c). 

(2) It shall not be necessary for the assessee to furnish under sub-section (1) of section 139 a 

return of his income if— 

(a)  his total income in respect of which he is assessable under this Act during the previous year consisted 

only of income referred to in clause (a) or clause (b) or clause (c) of sub-section (1); and 

(b)  the tax deductible at source under the provisions of Chapter XVII-B has been deducted from such 

income. 
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Tax on income from units of an open-ended equity oriented fund of the Unit Trust of India or of Mutual 

Funds. 

115BBB. (1) Where the total income of an assessee includes any income from units of an open-ended equity 

oriented fund of the Unit Trust of India or of a Mutual Fund, the income-tax payable shall be the aggregate of— 

(a)  the amount of income-tax calculated on income from units of an open-ended equity oriented fund 

of the Unit Trust of India or of a Mutual Fund, at the rate of ten per cent; and 

(b)  the amount of income-tax with which the assessee would have been chargeable had his total income 

been reduced by the amount of income referred to in clause (a). 

(2) Nothing contained in sub-section (1) shall apply in relation to any income from units of an open-ended 

equity oriented fund of the Unit Trust of India or of the Mutual Fund arising after the 31st day of March, 

2003. 

Explanation.—For the purposes of this section, the expressions "Mutual Fund", "open-ended equity oriented 

fund" and "Unit Trust of India" shall have the meanings respectively assigned to them in 

the Explanation to section 115T. 
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Anonymous donations to be taxed in certain cases. 

115BBC. (1) Where the total income of an assessee, being a person in receipt of income on behalf of any 

university or other educational institution referred to in sub-clause (iiiad) or sub-clause (vi) or any hospital 

or other institution referred to in sub-clause (iiiae) or sub-clause (via) or any fund or institution referred to in 

sub-clause (iv) or any trust or institution referred to in sub-clause (v) of clause (23C) of section 10 or any trust 

or institution referred to in section 11, includes any income by way of any anonymous donation, the income-tax 

payable shall be the aggregate of— 

(i)  the amount of income-tax calculated at the rate of thirty per cent on the aggregate of anonymous 

donations received in excess of the higher of the following, namely:— 

(A)  five per cent of the total donations received by the assessee; or 

(B)  one lakh rupees, and 

(ii)  the amount of income-tax with which the assessee would have been chargeable had his total income 

been reduced by the aggregate of anonymous donations received in excess of the amount referred to in 

sub-clause (A) or sub-clause (B) of clause (i), as the case may be. 

(2) The provisions of sub-section (1) shall not apply to any anonymous donation received by— 

(a)  any trust or institution created or ; 

(b)  any trust or institution created or established wholly for religious and charitable purposes other than 

any anonymous donation made with a specific direction that such donation is for any 

university or other educational institution or any hospital or other medical 

institution run by such trust or institution. 

(3) For the purposes of this section, "anonymous donation" means any voluntary contribution referred to in sub-

clause (iia) of clause (24) of section 2, where a person receiving such contribution does not maintain a record 

of the identity indicating the name and address of the person making such contribution and such other particulars 

as may be prescribed. 
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Tax on certain dividends received from foreign companies. 

115BBD. (1) Where the total income of an assessee, being an Indian company, includes any income by way of 

dividends declared, distributed or paid by a , the income-tax payable 

shall be the aggregate of— 

(a)  the amount of income-tax calculated on the income by way of such dividends, at the rate of fifteen 

per cent; and 

(b)  the amount of income-tax with which the assessee would have been chargeable had its total income 

been reduced by the aforesaid income by way of dividends. 

(2) Notwithstanding anything contained in this Act, no deduction in respect of any expenditure or 

allowance shall be allowed to the assessee under any provision of this Act in computing its income 

by way of dividends referred to in sub-section (1). 

(3) In this section,— 

 (i)  "dividends" shall have the same meaning as is given to "dividend" in clause (22) of section 2 but shall 

not include sub-clause (e) thereof; 

(ii)  "specified foreign company" means a foreign company in which the Indian company 

holds twenty-six per cent or more in nominal value of the equity share capital of the 

company. 
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Tax on certain dividends received from domestic companies. 

115BBDA. (1) Notwithstanding anything contained in this Act, where the total income of a specified 

assessee, resident in India, includes any income in aggregate exceeding ten lakh rupees, by way of 

dividends , the income-tax payable 

shall be the aggregate of— 

(a)  the amount of income-tax calculated on the income by way of such dividends in aggregate 

exceeding ten lakh rupees, at the rate of ten per cent; and 

(b)  the amount of income-tax with which the assessee would have been chargeable had the total income of 

the assessee been reduced by the amount of income by way of dividends. 

(2) No deduction in respect of any expenditure or allowance or set off of loss shall be allowed to the assessee 

under any provision of this Act in computing the income by way of dividends referred to in clause (a) of sub-

section (1). 
29[Explanation.—For the purposes of this section,— 

(a)  "dividend" shall have the meaning assigned to it in clause (22) of section 2 but shall 

not include sub-clause (e) thereof; 

(b)  "specified assessee" means a person other than,— 

 (i)  a domestic company; or 

 (ii)  a fund or institution or trust or any university or other educational institution or any 

hospital or other medical institution referred to in sub-clause (iv) or sub-clause (v) or sub-clause 

(vi) or sub-clause (via) of clause (23C) of section 10; or 

(iii)  a trust or institution registered under section 12A or section 12AA.] 
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Tax on income referred to in section 68 or section 69 or section 69A or section 69B or section 

69C or section 69D. 

115BBE. [(1) Where the total income of an assessee,— 

(a)  includes any income referred to in section 68, section 69, section 69A, section 69B, section 

69C or section 69D and reflected in the ; or 

(b)  determined by the Assessing Officer includes any income referred to in section 68, section 

69, section 69A, section 69B, section 69C or section 69D, if such income is not covered under clause 

(a), 

the income-tax payable shall be the aggregate of— 

 (i)  the amount of income-tax calculated on the income referred to in clause (a) and clause (b), at the rate 

of ; and 

(ii)  the amount of income-tax with which the assessee would have been chargeable had his total income 

been reduced by the amount of income referred to in clause (i).] 

(2) Notwithstanding anything contained in this Act, no deduction in respect of any expenditure or 

allowance or  to the assessee under any provision of this Act in 

computing his income referred to in clause (a) and clause (b) of sub-section (1). 
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Tax on income from patent. 

115BBF. (1) Where the total income of an eligible assessee includes any income by way of royalty in 

respect of a patent developed and registered in India, the income-tax payable shall be the aggregate 

of— 

(a)  the amount of income-tax calculated on the income by way of royalty in respect of the patent at the rate 

of ten per cent; and 

(b)  the amount of income-tax with which the assessee would have been chargeable had his total income 

been reduced by the income referred to in clause (a). 

(2) Notwithstanding anything contained in this Act, no deduction in respect of any expenditure or 

allowance shall be allowed to the eligible assessee under any provision of this Act in computing his income 

referred to in clause (a) of sub-section (1). 

(3) The eligible assessee may exercise the option for taxation of income by way of royalty in respect 

of a patent developed and registered in India in accordance with the provisions of this section, in the prescribed 

manner, on or before the due date specified under sub-section (1) ofsection 139 for furnishing the return of 

income for the relevant previous year. 

(4) Where an eligible assessee opts for taxation of income by way of royalty in respect of a patent developed 

and registered in India for any previous year in accordance with the provisions of this section and the assessee 

offers the income for taxation for any of the five assessment years relevant to the previous year 

succeeding the previous year not in accordance with the provisions of sub-section (1), 

 to the assessment year relevant to the previous year in which such income has not been offered to 

tax in accordance with the provisions of sub-section (1). 

Explanation.—For the purposes of this section,— 

(a)  "developed" means at least seventy-five per cent of the expenditure incurred in India by the eligible 

assessee for any invention in respect of which patent is granted under the Patents Act, 1970 (39 of 1970) 

(herein referred to as the Patents Act); 

(b)  "eligible assessee" means a person resident in India and who is a patentee; 

(c)  "invention" shall have the meaning assigned to it in clause (j) of sub-section (1) of section 2 of the 

Patents Act; 

(d)  "lump sum" includes an advance payment on account of such royalties which is not returnable; 

(e)  "patent" shall have the meaning assigned to it in clause (m) of sub-section (1) of section 2 of the Patents 

Act; 

(f)  "patentee" means the person, being the true and first inventor of the invention, whose name is entered 

on the patent register as the patentee, in accordance with the Patents Act, and includes every such person, 

being the true and first inventor of the invention, where more than one person is registered as patentee 

under that Act in respect of that patent; 

(g)  "patented article" and "patented process" shall have the meanings respectively assigned to them in clause 

(o) of sub-section (1) of section 2 of the Patents Act; 

(h)  "royalty", in respect of a patent, means consideration (including any lump sum consideration but 

excluding any consideration which would be the income of the recipient chargeable under the head 

"Capital gains" or consideration for sale of product manufactured with the use of patented process or 

the patented article for commercial use) for the— 
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 (i)  transfer of all or any rights (including the granting of a licence) in respect of a patent; or 

(ii)  imparting of any information concerning the working of, or the use of, a patent; or 

(iii) use of any patent; or 

(iv) rendering of any services in connection with the activities referred to in sub-clauses (i) to (iii); 

 (i)  "true and first inventor" shall have the meaning assigned to it in clause (y) of sub-section (1) of section 

2 of the Patents Act. 
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Question (ID 51) 

An Indian company Ximc Private Limited (The Company) profit and loss as per books of account is 30.25 lakhs. 

Following amounts have been debited and credited to its profit and loss account. Company equity shares consist 

of 10,00,000 shares of fully paid face value 10 each issued for premium of 30 per share. 

 

1. Ximc Private Limited has entered in to contract with Alpha Limited 2 years for providing continuous 

supply of chemical H2SO4. In the month of July there was modification on terms of contract and as 

result Ximc Limited has received 2 Lakhs compensation. 

2. Ximc Private Limited has loss on Agriculture commodities derivatives transaction to the tune of 3 lakhs. 

No CTT have been paid on such transactions. 

3. The Company owns a flat at Chennai for re-sale. It has entered in to agreement to sale it on 10th June 

when the stamp duty guidance value was 100 lakhs. At time of entering in to agreement in June advance 

was received Rs. 10 Lakhs by means of account payee cheque. The Registration of sale was done on 12th 

Feb when the stamp duty paid was @ 5 % Rs. 5.5 Lakhs. Actual consideration received as result of sale 

is 98 Lakhs. The sale price was credited to Flat account in balance sheet. 

4. The Company is operating 2 heavy goods vehicle for its transport division. Un-laden weight of vehicle 

is 13 tons and 16 tons. The company has gross receipt from operation of both the trucks 2.5 lakhs and 

expense to operate the same is 1 lakh. 

5. Profit on sale of listed shares listed on NSE is 6 lakhs. STT have been duly paid. 

6. The Company is entitled to export incentive. Company has made claim of 200,000 with the appropriate 

authorities with all the supporting documents and evidences in January. However the claim is received 

after 15 days of the end of the financial year. 

7. The Company has also been dealing in to interest swaps, and marked to market loss accounted is 1.5 

lakhs. 

8. The Company is providing BPO services. It has entered in to contract with Sihan Limited to provide 

services from 1st of March for 60 days. As per the terms of contract entire contract value is to be paid 

after 7 days of completion of services. Value of services contract is 6 lakhs for 60 days. Expense incurred 

to provide the services is 2 lakhs during the year.  

9. The Company has borrowed from Anonymous Lender 10 lakhs. Name and address of the lender is not 

available. The amount is credited to liability account in balance sheet. The foreign travelling expense for 

travel of one of the directors for business purpose is 10,000 however officer has considered reasonable 

air fare and hotel stay for 10 days at 2,10,000. The assessing officer is of the view that it is bogus 

transactions and requires additions to income. 
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Additional Information 

 

The Company acquired for 25 lakhs one flat at Baroda, Gujarat for the purpose of Re-sale. However company 

has decided to give it to one of its directors Mr. Bhardwaj to stay and now it does not have any intention to sale 

it. Company has converted it in to capital asset on 15th March. FMV of the flat on 15th March is 35 lakhs. 

However Broker in Baroda has indicated that its Market value on 31st of March is 36 Lakhs. 

 

The company advanced loan of Rs. 28 lakhs to one of its director Mr. Amit Shah on 12 October (holding 25 % 

shares in company). The accumulated profits on that date is 16 lakhs. The company has not declared any 

dividends during the year. The loan to the tune of 25 Lakhs have been paid off up to 15 Feb. 

 

The company is habitually executing contract on behalf of Foreign company DIER Inc. The company is duly 

authorised by DIER Inc for such execution of contract. The income of DIER Inc is Rs. 200,000 out of the 

execution of such contract through the company. 

 

Question A 

You are required to compute (ignore the provision of MAT)  

1. Tax Liability of Ximc Limited. 

2. Tax liability of Mr. Amit Assuming that he has dividend income of 15,00,000 from other Indian 

companies. 

 

Question B 

Assuming that pursuant to resolution plan approved under the Insolvency and Bankruptcy Code, 2016 and 

considering following additional information you are also required to compute the tax liability of the company. 

One of the shareholder Mr. Nimish holding 60 % shares in the company has sold his shares to Mr. Jain during 

the year. 

Brought forward loss – as per books of accounts 4 lakhs 

Brought forward depreciation – as per books of accounts 3 lakhs 

Brought forward business loss from 2 years back – as per income tax act – 60 lakhs 

 

You are required to compute (applying the provision of MAT)  

1. Total Tax Liability of Ximc Limited. 

 

Question C 

Assuming company has declared dividend of Rs. 2 each on equity shares on 15 Feb and accumulated profits are 

250 lakhs. You are required to calculate dividend tax liability. The company has adjusted the dividend of Rs. 2 

payable to Mr. Amit against the loan remain unpaid on 15 Feb. 
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Question (ID 52) 

 

Arnold Ltd. (incorporated in UK) has a branch office (PE) in India. The Net profit of the Branch as per the 

statement of profit and loss for the year was Rs. 83 lakhs. It includes the following: 

(1) Dividend from Indian companies (listed) Rs. 8,00,000. 

(2) Dividend from Indian companies (unlisted) Rs. 4,00,000. 

(3) Interest received from MMS Ltd. of Mumbai Rs. 7,00,000. The amount was received by the 

Indian company MMS Ltd. in foreign currency as per loan agreement dated 01.04.2014 (section 

194LC applicable). 

(4) Fee for technical services received from Barun Co. Ltd., Kolkata Rs. 25,00,000. The agreement 

was made on 10.08.2007 and was approved by Central Government Expenditure incurred for 

providing technical service amount to Rs. 6,00,000. 

(5) Income out of trading in market at its prevailing market price of Carbon Credit Rs. 700,000. 

(6) Royalty income out of patents registered in India 12,00,000. 

(7) Arnold Ltd is member of an AOP M/s Flingo an in India. Arnold  Ltd has 60% share. Total 

Income of AOP is 10,00,000 Rupees. 

 

Additional Information : 

 

Total income chargeable to tax as per regular provisions of the Income-tax Act, 1961 (Act) is Rs. 20,00,000 

(without considering the items (1) to (7) above). You are required to compute the book profit tax under section 

115JB of the Act and also the total income-tax liability of the assessee. 

Your working should be supported by notes. 
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Question (ID 53) 

 

SDK Ltd. is engaged in the manufacture of textile since 01-04-2010. The company has issued 20,00,000 shares 

of face value 10 each fully paid up at premium of 20 each. One of the shareholder Mr. Rajesh is holding 500,000 

shares in the company. New Pension System Trust covered by 10(44) is holding 100,000 shares in SDK Ltd. 

Accumulated Reserves of the company is 250 Lakhs. Its Statement of profit and loss for the previous year ended 

31st March, shows a profit of Rs. 600 lakhs after debiting or crediting the following items: 

 

(1) Depreciation charged on the basis of useful life of assets as per Companies Act is Rs. 62 lakhs. 

(2) Industrial power tariff concession of  Rs. 3.5 lakhs, received from State Government was credited to 

P & L Account. 

(3) The company had provided Rs. 25 lakhs being sum fairly estimated as payable with reasonable 

certainty, to workers on agreement to be entered with the workers union towards periodical wage 

revision once in every three years. 

(4) Dividend received details are as under  

a. From Zahir Inc Incorporated in Singapore in which SDK Ltd is holding 35 % shares 7 lakhs. 

b. From Moxizm Inc Incorporated in Cayman Islands in which SDK ltd is holding 60 % shares 

3 lakhs. 

c. From Atul Ltd, Domestic company 21 lakhs. 

d. From RIMS Ltd, domestic company in which SDK ltd is holding 70 % shares 1 Lakh.  

(5) Loss Rs. 25 lakhs, due to destruction of a machine worth Rs. 30 lakhs by fire due to short circuit and 

Rs. 5 lakhs received as scrap value. The insurance company did not admit the claim of the company 

on charge of gross negligence. 

(6) Provision for gratuity based on actuarial valuation was Rs.400 lakhs. Actual gratuity paid debited to 

gratuity provision account was Rs. 275 lakhs. 

(7) The company has purchased 500 tons of industrial paper as packing material at a price of  Rs. 30,000 

per ton from M/S. Shiv Bramha, a firm in which majority of the directors of SDK Ltd. are partners. 

The firm’s normal selling price of the same material in market is Rs. 28,000 per ton. 

(8) Advertisement charges Rs. 1.5 lakhs, paid by cheque for advertisement published in the souvenir of 

a political party registered with the Election Commission of India. 

(9) Long term capital gain Rs. 4.5 lakhs on sale of equity shares on which Securities Transaction Tax 

(STT) was paid at the time of acquisition and sale. 
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Additional information: 

 

(1) Normal depreciation as per Income-tax Rules is Rs. 65 lakhs. 

(2) The GST Rs. 11 Lakhs collected from its customers was paid by the company on the due dates. 

On an appeal, the High Court directed the sales tax department to refund Rs. 4 Lakhs to the 

company. The company in turn refunded Rs. 3 lakhs to the customers from whom it was collected 

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

(3) SDK limited has given loan of 25,00,000 on 16th May to M/s Adinath a Registered Firm in which 

Mr. Rajesh is partner for 40%.  M/s Adinath has repaid Loan to extent of 23,50,000 up to 12 

September. SDK limited has declared the dividend to its shareholder at Rs. 1.9 per share on 12 

September.  

 

You are required to: 

Compute the total income, tax liability and dividend tax liability of SDK Ltd. by analysing and applying the 

relevant provisions of income-tax law. 

Compute the tax Liability of Mr. Rajesh on the assumption that his total dividend income from domestic 

companies is Rs. 17,00,000 and he has received loan from Funjik Inc registered in Thailand in which he his 

holding 35 % of shares Rs. 12,00,000.  

 

Briefly explain the reasons for treatment of each item. Ignore the provisions relating to Minimum Alternate Tax.  
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Question (ID 54) 

 

BG (P) Ltd. is engaged in multiple businesses. The Net Profit as per the statement of profit and loss was Rs. 52 

lakhs for the year. Company total issued share capital is 9,00,000 shares at face value of Rs. 10 Each as on 01st  

April. New Pension system trust covered by 10(44) is holding 150,000 shares in the company. Miss Radha is 

one of the directors of the company holding 250,000 shares.  

 

A scrutiny of the statement of profit and loss revealed the following items which were debited / credited therein: 

 

1. Share income @ 25% from a partnership firm ABC & Co. of Pune Rs. 9,50,000. 

2. The company paid Rs. 1 lakh as service charges to a call centre for attending the calls of customers and 

suppliers. Tax was deducted at source on such payment @ 2%. 

3. Expenditure incurred Rs. 8 lakhs for digging of wells near the factory for use by public under Corporate 

Social Responsibility Scheme as per the Companies Act,2013. 

4. Grant received from State Government for acquisition of generator Rs. 10 lakhs. The generator was 

acquired on 01.06. for Rs. 35 lakhs. A sum of Rs. 5 lakhs was paid as advance by cash to the supplier of 

generator. The grant amount received is credited to statement of profit and loss. Depreciation charged 

on Rs. 35 lakhs@15%. 

Note : Assume that the company is not eligible for additional depreciation. 

5. During the year, the company bought textile goods from local suppliers. Cash payment was made 

exceeding Rs. 10,000 but below Rs. 20,000 in a day to 15 suppliers aggregating to Rs. 2,00,000. 

6. Depreciation debited to statement of profit and loss Rs. 10 lakhs (it includes Rs. 8 lakhs being 

depreciation on assets revalued). 

7. Provision for deferred tax debited to statement of profit and loss Rs. 6,50,000. 

8. Trade creditors Rs.5,00,000 were outstanding for more than 5 years and there is no  business relationship 

with them. The amount was unilaterally transferred to credit of statement of profit and loss. 

9. Royalty income in respect of patents chargeable under section 115BBF Rs.12,00,000. 

10. Depreciation eligible under section 32 (before considering adjustment of any of the items described 

above) Rs.12,25,000. 
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Additional Information : 

 

(a) The assessee executed only one civil construction contract of the value of Rs. 15 lakhs. The contractee 

withheld 20% of the contract amount which would be released only after 2 years. The amount withheld 

has not been credited to statement of profit and loss. 

(b) On 15 May 1,00,000 equity shares of Rs.10 each was issued for Rs. 25 per share. The fair market value 

of the shares as per rule 11UA of the Income-tax Rules. 1962 was determined @ Rs. 17 per share. 

(c) During the year, the company advanced Rs. 15,50,000 on 12 November to one of the partnership firm 

M/s RFG in which Miss Radha is having 30 % share. The Loan is repaid to the extent of 14,00,000 up 

to 15 Jan. The company has accumulated profit of Rs. 250 lakhs. 

(d) Miss Radha has visited London for personal trip with her friends for 20 days. The expense debited in her 

books of accounts is 50,000 which is shown as her personal drawings. However assessing officer has 

ascertained that Fair amount of Air ticket is 50,000 and 20 days stay is reasonably 500,000.  

 

You are required to compute the total income, tax liability and dividend tax liability for the year stating clearly 

the reasons for treatment for each of the items given above. The company has declared Rs. 1 per share dividend 

on 15 Jan. Ignore the provisions of minimum alternate tax. 

 

You are also required to compute the tax liability of Miss Radha.  

 

  



 

Paper 6C International Taxation (Pen Drive Available) 

C.A. Kalpesh Sanghavi NR / Special Rates of Taxes  - P a g e  | F53-B . 8 

Question (ID 55) (home work) 

 

Statement of Profit and Loss account of BAS Industries Ltd. engaged in production and marketing of diversified 

products, shows a net profit (before tax) of Rs. 72,00,000 for the financial year after charge of the following 

items : 

 

A : Items debited to the Statement of Profit and Loss : 

(1) Depreciation as per Companies Act, 2013 : Rs. 24,00,000 

(2) Interest amounting to Rs. 60,000 for short payment of advance tax paid as per section 234B 

relating to the earlier assessment years. 

(3) Interest and borrowing costs amounting to Rs. 9,50,000 and Rs. 7,00,000 though not meeting the 

criteria for recognition as a component of cost, included in cost of Opening and Closing inventory 

respectively. 

(4) Expenditure of Rs. 41,000 paid in cash comprising of Rs.22,000 directly paid to producer of dairy 

farming products and Rs. 19,000 paid towards printing and stationary items to a trader.  

(5) Rs. 3,50,000 paid to a contractor for carrying out repair work at factory premises. Tax was not 

deducted at source on this payment. 

(6) Rs. 35,000 towards expenditure for earning income from transfer of carbon credits. 

(7) Contribution to electoral trust : Rs. 3,00,000 paid by way of cheque. 

(8) Expenditure towards advertising charges in a brochure of a political party registered under 

section 29A of Representation of People Act, 1951 : Rs. 40,000 paid by way of cheque. 

(9) Interest on term loans obtained from Cooperative Bank not paid before the due date of filling of 

return of income : Rs. 2,60,000. 

(10) Actual contribution to the pension scheme of employees : Rs. 1,50,000 

 

B : Items credited to the statement of Profit and Loss : 

(1) Unrealised rent of Rs. 3,80,000 pertaining to 3 preceding financial years recovered during the 

year in respect of a commercial property owned by the company, which was sold by the company 

in the preceding year. 

(2) Dividends from a specified foreign company including the expenditure of Rs. 20,000 incurred 

on earning such dividends : Rs. 1,60,000. 

(3) Profit of Rs. 3,00,000 received from hedging contract entered into for meeting out loss in foreign 

currency payments towards an imported printing machinery valued at Rs. 95 lakhs, installed on 

15th December of PY and put to use from that date. 

(4) Interest from banks on fixed deposits net of TDS at 10% : Rs. 1,35,000. 
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Additional information :  

 

(1) Depreciation as per Income tax rules : Rs. 28,00,000 exclusive of depreciation on the 

imported printing machine referred to in item B (3) 

(2) Expenditure pertaining to previous financial year allowed on due basis, but paid in current 

financial year in cash on 18.01.PY : Rs. 35,000. 

(3) Audit fee for the preceding previous year Rs. 75,000. TDS deducted but not paid in the 

relevant previous year. However TDS was paid on 31.12.PY. 

(4) Income from transfer of Carbon Credits amounting to Rs. 4,00,000 included in Net Profit 

(before tax). 

(5) The eligible salary and dearness allowance for the pension scheme referred to under section 

80 CCD is Rs. 10,00,000. 

 

Compute the total income of BAS Industries Ltd., for the year.  

 

Give brief reasons for the treatment given to each of the items taken considered in computation of income 

of the company. 
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Question (ID 06)  

 

Ritesh, a Non-Resident Indian remitted USD 75,000 to India in 31.1.1992, part of which is utilized for acquiring 

5,000 Shares of Akash Ltd. and Indian Company at Rs. 210 on 15.2.1992. These shares are sold for Rs. 1,760 

per share on 28.3.PY.  Ritesh deposited Rs. 50 Lakhs with an Indian Public Company on 1.8.AY  (one day after 

due date of filing return of income).  

 

Compute Capital Gains chargeable to tax on the basis of the following TT Rates (as per State Bank of India)   

 

Date TT Buying Rate (Rs. / $) TT Selling Rate (Rs. / $) 

31.1.1992 20.00 21.00 

15.2.1992 20.50 21.50 

28.3.PY 43.00 45.00 

 

If the above shares were sold through a Recognized Stock Exchange, what will be tax incidence? 

 

 

Question (ID 04)  

 

The total income of Mr. Narayan non-resident Indian includes: 

 

Investment income (gross) 62,500 

Long-term capital gains on unlisted shares (foreign exchange assets) 25,000 

Other income 1,25,000 

 

What will be the tax payable by him on the above income under Chapter XII or Chapter XII-A of the Income-

tax Act? Long term capital gains on foreign exchange assets after the application of Prov 1 to 48 shall be assumed 

as 20,000. 
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Question (ID 01) 

A non- resident Indian has the following sources of income in India.  You are required to compute his total 

income and determine his tax liability.  Details of your workings, with reasons, should form part of your answer. 

 

(1) Dividend from Indian company   50,000 

(2) Interest on debentures of an Indian company invested out of 

remittances in convertible foreign exchange  75,000  

 Less : Interest paid on money borrowed in India for investment in 

the debentures  25,000 50,000 

(3) Long – term capital gains on sale of unlisted shares subscribed in 

convertible foreign exchange:   

 Cost in 2009-10 2,00,000  

 Sale  3,00,000  

   1,00,000  

 Less : Brokerage  10,000  90,000 

    

    

(4) Property income in Indian (Net)   2,00,000 

(5) T.D.S.  30,000 

 

The property was acquired partly out of a loan from HDFC. The repayment of loan made during the year 

amounted to Rs. 20,000. The assessee also claims deduction of Rs. 10,000 by way of donation to the Prime 

Minister’s Relief Fund and of Rs. 50,000 towards repayment of loan taken for higher education in India before 

his migration. It shall be assumed that capital gains in (3) above after the exchange fluctuation of Prov 1 to 48 

is 82,000. 
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Ch-ID Q-ID Type of Question Status 

F53-A  All questions are important V.Imp 

F53-B  All questions are important V.Imp 

F53-C  All questions are important V.Imp 
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Definitions. 

115C. In this Chapter, unless the context otherwise requires,— 

(a)  "convertible foreign exchange" means foreign exchange which is for the time being treated by the 

Reserve Bank of India as convertible foreign exchange for the purposes of the Foreign Exchange 

Management Act, 1999 (42 of 1999), and any rules made thereunder; 

(b)  "foreign exchange asset" means any specified asset which the assessee has acquired or 
purchased with, or subscribed to in, convertible foreign exchange; 

(c)  "investment income" means any income derived other than dividends referred to in section 115-O from 

a foreign exchange asset; 

(d)  "long-term capital gains" means income chargeable under the head "Capital gains" relating to a capital 

asset, being a foreign exchange asset which is not a short-term capital asset; 

(e)  "non-resident Indian" means an individual, being a citizen of India or a person of Indian 
origin who is not a "resident". 

Explanation.—A person shall be deemed to be of Indian origin if he, or either of his parents or 

any of his grand-parents, was born in undivided India; 

(f) "specified asset" means any of the following assets, namely :— 

(i) shares in an Indian company; 

(ii) debentures issued by an Indian company which is not a private company
68

 as defined in 

the Companies Act, 1956 (1 of 1956); 

(iii) deposits with an Indian company which is not a private company
68

 as defined in the 

Companies Act, 1956 (1 of 1956); 

(iv) any security of the Central Government as defined in clause (2) of section 2 of the Public 

Debt Act, 1944 (18 of 1944); 

(v) such other assets as the Central Government may specify in this behalf by notification in 

the Official Gazette. 
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Special provision for computation of total income of non-residents. 

115D. (1) No deduction in respect of any expenditure or allowance shall be allowed under any provision 

of this Act in computing the investment income of a non-resident Indian. 

(2) Where in the case of an assessee, being a non-resident Indian,— 

(a)  the gross total income consists only of investment income or income by way of long-

term capital gains or both, 

 and nothing contained in the provisions of the second proviso to section 48 shall apply 

to income chargeable under the head "Capital gains"; 

(b)  the gross total income includes any income referred to in clause (a), the gross total income 
shall be reduced by the amount of such income and the deductions under Chapter VI-A shall 
be allowed as if the gross total income as so reduced were the gross total income of the assessee. 

 

 

Tax on investment income and long-term capital gains. 

115E. Where the total income of an assessee, being a non-resident Indian, includes— 

(a)  any income from investment  income from long-term capital gains of an asset other 

than a specified asset; 

(b)  income by way of long-term capital gains, 

the tax payable by him shall be the aggregate of— 

(i)  the amount of income-tax calculated on the income in respect of investment income referred to in 

clause (a), if any, included in the total income, at the rate of twenty per cent; 

(ii)  the amount of income-tax calculated on the income by way of long-term capital gains referred to 

in clause (b), if any, included in the total income, at the rate of ten per cent; and 

(iii) the amount of income-tax with which he would have been chargeable had his total income been reduced 

by the amount of income referred to in clauses (a) and (b). 
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Capital gains on transfer of foreign exchange assets not to be charged in certain cases. 

115F. (1) Where, in the case of an assessee being a non-resident Indian, any long- term capital gains arise 

from the transfer of a foreign exchange asset (the asset so transferred being hereafter in this section referred 

to as the original asset), and the assessee has, within a period of six months after the date of such transfer, 

invested the whole or any part of the net consideration in any specified asset, or in any savings 

certificates referred to in clause (4B) of section 10 (such specified asset, or such savings certificates being 

hereafter in this section referred to as the new asset), the capital gain shall be dealt with in accordance 

with the following provisions of this section, that is to say,— 

(a)  if the cost of the new asset is not less than the net consideration in respect of the original asset, 

the whole of such capital gain shall not be charged under section 45; 

(b)  if the cost of the new asset is less than the net consideration in respect of the original asset, 

 bears to the net consideration shall not be charged 

undersection 45. 

Explanation.—For the purposes of this sub-section,— 

(i)  "cost", in relation to any new asset, being a deposit referred to in sub-clause (iii), or specified under sub-

clause (v), of clause (f) of section 115C, means the amount of such deposit; 

(ii) "net consideration", in relation to the transfer of the original asset, means the full value of the 

consideration received or accruing as a result of the transfer of such asset as reduced by any expenditure 

incurred wholly and exclusively in connection with such transfer. 

(2) Where the new asset is transferred or converted (otherwise than by transfer) into money, 

from the date of its acquisition, the amount of capital gain arising from the transfer of 

the original asset not charged under section 45 on the basis of the cost of such new asset as provided in clause 

(a) or, as the case may be, clause (b), of sub-section (1) shall be deemed to be income chargeable under 

the head "Capital gains" relating to capital assets other than short-term capital assets of the previous year in 

which the new asset is transferred or converted (otherwise than by transfer) into money. 
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Return of income not to be filed in certain cases. 

115G. It shall not be necessary for a non-resident Indian to furnish under sub- section (1) of section 

139 a return of his income if— 

(a)  his total income in respect of which he is assessable under this Act during the previous year consisted 

only of investment income or income by way of long-term capital gains or both; and 

(b)  the tax deductible at source under the provisions of Chapter XVII-B has been deducted from such 

income. 

 

Benefit under Chapter to be available in certain cases even after the assessee becomes resident. 

115H. Where a person, who is a non-resident Indian in any previous year, becomes assessable as 

resident in India in respect of the total income of any subsequent year, he may furnish to the Assessing Officer 

a declaration in writing along with his return of income under section 139 for the assessment year 

for which he is so assessable, to the effect that the provisions of this Chapter shall continue to apply to him in 

relation to the investment income derived from any foreign exchange asset being an asset of the nature referred 

to in sub-clause (ii) or sub-clause (iii) or sub-clause (iv) or sub-clause (v) of clause (f) of section 115C; and if he 

does so, the provisions of this Chapter shall continue to apply to him in relation to such income for 
that assessment year and for every subsequent assessment year until the transfer or conversion 
(otherwise than by transfer) into money of such assets. 

 

Chapter not to apply if the assessee so chooses. 

115-I. A non-resident Indian may elect not to be governed by the provisions of this Chapter for any 

assessment year by furnishing his return of income for that assessment year under section 139 declaring therein 

that the provisions of this Chapter shall not apply to him for that assessment year and if he does so, the provisions 

of this Chapter shall not apply to him for that assessment year and his total income for that assessment year shall 

be computed and tax on such total income shall be charged in accordance with the other provisions of this Act. 
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Question (ID 01) (DTAA) 

A is a musician deriving income from concerts performed outside India of Rs. 50,000. Tax of Rs. 10,000 was 

deducted at source in the country where the concerts were given. India does not have any agreement with that 

country for avoidance of double taxation. Assuming that the Indian income of A is Rs . 290,000 what is the 

relief due to him u/s 91 and explain the provisions of law. 

 

Question (ID 04) (Revision  / Home work) (DTAA) 

Nandita, an individual resident retired employee of the Prasar Bharati aged 60 years, is a well-known dramatist 

deriving income of Rs. 1,10,000 from theatrical works played abroad. Tax of Rs. 11,000 was deducted in the 

county where the plays were performed. India does not have any Double Tax Avoidance Agreement under 

section 90 of the Income-tax Act, 1961, with that country. Her income in India amounted to Rs.5,10,000. In 

view of tax planning, she has deposited Rs. 70,000 in Public Provident Fund and paid contribution to approved 

Pension Fund of LIC Rs.32,000. She also contributed Rs. 18,000 to Central Government Health Scheme during 

the previous year and gave payment of medical insurance premium of Rs. 21,000 to insure the health of her 

father, a non resident aged 76 years, who is not dependent on her. Compute the tax liability of Nandita.  

 

Question (ID 05) (DTAA) 

X (28 years) is resident and ordinarily resident in India. His income is Rs.8,96,000 from a business in India and 

Rs. 1,92,000 from a business in a foreign country with whom India has an ADT agreement. According to the 

ADT agreement, income is taxable in the country in which it is earned and not in the other country. However, 

in the other country such income can be included for computation of tax rate. According to the tax laws of the 

foreign country, business income of Rs. 1,92,000 is taxable @ 23 per cent. During the previous year, X has 

deposited Rs. 42,000 in his public provident fund account (out of which Rs. 10,000 is deposited out of foreign 

income). He has also received an interest of Rs. 32,000 on Government securities. 

 

Question (ID 06) (DTAA) 

X Ltd. is an Indian company. For the previous year, the following incomes are noted from the books of account 

of the taxpayer –                                                                       

 

Income from a business in India                                                                                      3,80,000 

Income from a business in a foreign country with whom India has ADT agreement     2,16,000 

 

According to the ADT agreement, Rs. 2,16,000 is taxable in India. However, it can also be taxed in the foreign 

country @ 17.5 per cent which can be set off against Indian tax liability. 
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Question (ID 03) (DTAA) 

A foreign company, ST, has entered into an agreement with an Indian Company KN for supply of know – how 

and the agreement is within the industrial policy conditions laid down by the Central Government. In the year, 

Rs. 50 lakh is paid, under the agreement, to ST by KN. ST claims to have spent Rs. 14 lakh as expenses in India 

to be recognized as a deduction. 

In the following situations, what will be your decision on the tax liability of the parties: 

i) The agreement having been entered into before June 1, 2008 and approved by the Government, KN 

pays to the Indian Income-tax Authorities the tax payable by ST; 

ii) There is no agreement as to KN bearing the tax liability. The royalty payable is decided to be Rs. 59 

lakh net of taxes. 

 

Question (ID 07) (DTAA) 

Y (24 years) and Z (26 years) are resident in India. The following points are noted for the previous year from 

the books of account - 

 Y Z 

 Rs. Rs. 

Income from a business in India 80,000 (-)1,30,000 

Income from business in Argentina  

(India does not have ADT agreement with Argentina) 

 

1,80,000 

 

5,50,000 

Income from other sources in India (bank FD interest) 60,000 1,40,000 

PPF contribution 16,000 41,500 

Tax levied in Argentina 39,000 15,000 

 

Question (ID 08) (DTAA) 

X (61 years) is a musician deriving income from concerts performed outside India of Rs. 7,50,000. Tax of Rs. 

1,50,000 was deducted at source in the country where the concerts were given and remaining Rs. 6,00,000 is 

remitted to India. India does not have any agreement with that country for avoidance of double taxation. 

Assuming that the Indian income of X is Rs. 4,00,000, what is the relief due to him under section 91 for year, 

assuming that X has deposited Rs. 22,000 in the public provident fund account during the previous year. 
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Question (ID 02) (DTAA) 

 

Arif, a resident both in India and Malaysia in previous year, owns immovable properties (including residential 

house) at Malaysia and India. He has earned income of Rs. 50 lakhs from rubber estates in Malaysia during the 

financial year. He also sold some property in Malaysia resulting in short-term capital gain of Rs. 10 lakhs during 

the year. Arif has no permanent establishment of business in India. However, he has derived rental income of 

Rs. 6 lakhs from property let out in India and he has a house in Lucknow where he stays during his visit to India. 

The Article 4 of the double taxation avoidance agreement between India and Malaysia provides that where an 

individual is a resident of both the Contracting States, then he shall be deemed to be resident of the Contracting 

State in which he has permanent home available to him. If he has permanent home in both the Contracting 

States, he shall be deemed to be a resident of the Contracting State with which his personal and economic 

relations are closer (centre of vital interests). 

You are required to state with reasons whether the business income of Arif arising in Malaysia and the capital 

gains in respect of sale of the property situated in Malaysia can be taxed in India. Also explain the relevant 

provisions of law.    
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Question (ID 11) (DTAA) 

Amrutha is a resident individual. She has income from the following sources : 

(1) Taxable income from a sole-proprietary concern in Kochi Rs. 50 lakhs. 

(2) Share of profit from a partnership firm in Chennai Rs. 30 lakhs. 

(3) Agricultural Income from rubber estate in Country A which has no DTAA with India, USD 70,000. 

Withholding Tax on the above income USD 10500 (Assume 1USD = Rs. 64). 

(4) Brought forward Business Loss in Country A was USD 10000 which is not permitted to be set off 

against other income as per the laws of that country. 

Compute taxable income and tax payable by Amrutha. (6 marks)  

Question (ID 12) (DTAA) 

Smt. Laxmi (age 70), a resident individual furnishes you the following particulars for the year: 

Particulars Rs. 

Income from business in India (computed) 6,00,000 

Loss from let out property at chennai 4,40,000 

Dividend received from a domestic company 12,00,000 

Business income in country “B” (tax paid thereon at 20%) 4,00,000 

Rental income from property at Mumbai (computed) 1,80,000 

Note : Assume that there is no double taxation avoidance agreement between India and country “B”. 

Compute the total income and tax payable by Smt. Laxmi. (6 marks)  

Question (ID 13) (DTAA) (Home work) 

Mr. A is taxable in case of certain income as per the Income-tax Act, 1961. The DTAA, which is applicable to 

him excludes the income earned by him from the purview of tax. Is Mr. A liable to pay tax on the income earned 

by him under Income-tax Act, 1961 ? (4 marks) 
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Question (ID 14) (DTAA) 

A Foreign Company Yam Inc Incorporated in Armenia has entered into an approved agreement with an Indian 

Company Raju Ltd under which Technical services for plant at Orissa is to be provided for lump sum payment 

of US $ 71,50,000 (conversion rate to be taken as 1 $ = 70). Yam Inc has subsidiaries in Australia, Jordan and 

Japan. As per the corporate structure the Technical Services can provided from either of the countries or from 

Armenia. Expense claimed against the income of technical fees is US $ 10,15,000. You are required to advise 

Yam Inc on the selection of country from which said services to be provided. Yam Inc does not have PAN in 

India. 

Tax rates as per IT Act vis a vis Tax Treaties 

  Country Dividend 

(not being covered under 

Section 115-O) 

  

Interest 

  

Royalty 

  

Fee for Technical 

Services 

  

  Tax Treaty I-T Act (Note 

6) 

Tax Treaty I-T Act 

(Note 7) 

Tax 

Treaty 

I-T 

Act 

(Note 

4) 

Tax Treaty I-T Act 

(Note 

4) 

Armenia 10% 20%/10% 10%[Note1] 20%/10%/5% 10% 10% 10% 10% 

Australia 15% 20%/10% 15% 20%/10%/5% 10%/15% 

[Note 2] 

10% 10%/15% 

[Note 2] 

10% 

Japan 10% 20%/10% 10% 

[Note1] 

20%/10%/5% 10% 10% 10% 10% 

Jordan 10% 20%/10% 10% 

[Note1] 

20%/10%/5% 20% 10% 20% 10% 

 

Note 

1. Dividend/Interest earned by the Government and certain specified institutions, inter-alia, Reserve Bank of 

India is exempt from taxation in the country of source. 

2. Royalties and fees for technical services would be taxable in the country of source at the rates prescribed for 

different categories of royalties and fees for technical services. These rates shall be subject to various conditions 

and nature of services/royalty for which payment is made. For detailed conditions refer to relevant Double 

Taxation Avoidance Agreements. 
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3. Royalties and fees for technical services would be taxable in the country of source at the following rates: 

a. 10 per cent in case of royalties relating to the payments for the use of, or the right to use, industrial, 

commercial or scientific equipment; 

b. 20 per cent in case of fees for technical services and other royalties. 

4. From Assessment Year 2016-17, Royalty and fees for technical service received by a foreign company or a 

non-resident non-corporate assessee from government or an Indian concern shall be taxed at the rate of 10% if 

agreement is made at any time after 31 March 1976. 

From Assessment Year 2017-18, any income of a person resident in India by way of royalty in respect of a 

patent developed and registered in India shall be taxable at the rate of 10% as per section 115BBF, 

5. (a)15 per cent of the gross amount of the dividends where those dividends are paid out of income (including 

gains) derived directly or indirectly from immovable property within the meaning of Article 6 by an investment 

vehicle which distributes most of this income annually and whose income from such immovable property is 

exempted from tax; 

(b) 10 per cent of the gross amount of the dividends, in all other cases 

6. Dividend: 

  a) Rate of tax shall be 10% on income from Global Depository Receipts under Section 115AC(1)(b) of 

Income-tax Act, 1961 (other than dividends referred to in section 115-O). 

  b) Rate of tax shall be 20% under Section 115A on dividend (other than dividends referred to in section 115-

O) received by a foreign company or a non-resident non-corporate assessee 

  c) Rate of tax shall be 20% under Section 115AD on dividend (other than dividends referred to in section 

115-O) received by a Foreign institutional investor. 

 d) From Assessment Year 2017-18, dividend in excess of Rs. 10 lakh shall be chargeable to tax in the case of 

an individual, Hindu undivided family (HUF) or a firm who is resident in India, at the rate of 10% as per 

section 115BBDA. 

 e) From Assessment Year 2018-19, dividend in excess of Rs. 10 lakh shall be chargeable to tax in the case of 

person who is resident in India other than: 

  i)   a domestic company; or 

 ii)   a fund or institution or trust or any university or other educational institution or any hospital or 

other medical institution referred to in section 10(23C)(iv)/(v)/(vi)/(via); or 

iii)   a trust or institution registered under section 12AA. 

at the rate of 10% as per section 115BBDA. 
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7. Interest 

  a) Rate of tax shall be 20% under Section 115A on interest received by a foreign company or a non-resident 

non-corporate assessee from Government or an Indian concern on moneys borrowed or debt incurred by 

Government or the Indian concern in foreign currency. 

  b) Rate of tax shall be 10% under Section 115AC on income from bonds of an Indian company issued in 

accordance with such scheme as the Central Government may, by notification in the Official Gazette, 

specify in this behalf, or on bonds of a public sector company sold by the Government, and purchased by 

non-resident in foreign currency 

  c) Rate of tax shall be 5% in following cases: 

  (i) Interest received from an infrastructure debt fund as referred to in section 10(47) 

 (ii) Interest received from an Indian company specified in section 194LC. 

(iii) Interest of the nature and extent referred to in section 194LD (applicable from the assessment year 

2014-15). 

(iv) Distributed income being interest referred to in section 194LBA(2) (section 194LBA is inserted by 

the Finance (No. 2) Act, 2014 w.e.f. 01-10-2014) 

8. The CBDT has clarified that DTAA signed with Government of the Czech Republic on the 27th January 1986 

continues to be applicable to the residents of the Slovak Republic. [Notification No. 25, dated 23-03-2015] 
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Question (ID 15) (DTAA) 

Mr. Manav, a resident, has derived certain income from a nation Q with which no DTAA exists. In Q, any 

income chargeable to tax is charged at a flat rate of 18%. 

Mr. Manav has derived the following income from Q : 

(1) Agriculture income from lands in Q Rs. 14 lakhs 

(2) Share income from a partnership firm in Q Rs. 18 lakhs 

In nation Q, agriculture income is exempt and does not form part of total income. 

State with reasons, whether, Mr. Manav (assesse) can claim double taxation relief in respect of the above two 

items of income and also determine the quantum of double taxation relief available. 

The “Indian rate of tax” may be taken as 20%. 

 

Question (ID 16) (DTAA) 

Z, an individual, resident in India. He gives the following information pertaining to income earned in India as 

well as earned in Country X and Country Y for previous year. India has not entered into double taxation 

avoidance agreement with these two countries. 

  Rs. 

Income from profession carried on in India  7,50,000 

Agricultural income in Country X (gross) 50,000 

Dividend received from a company incorporated in Country Y (gross) 1,50,000 

Royalty received from a literary book from Country X (gross) 6,00,000 

Expenses incurred for earning royalty 50,000 

Business loss in Country Y (proprietary business) (65,000) 

Rent from a house situated in Country Y (gross) 2,40,000 

Municipal tax in respect of the above house (not allowed as deduction in country Y) 10,000 

Business loss in Country Y not eligible for set off against other incomes as per law of that country. Tax rates in 

Country X and Country Y are 10 percent and 25 percent, respectively. Compute total income and tax payable 

by Z in India. 
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Ch-ID Q-ID Type of Question Status 

F54 05 DTAA agreement is there V.Imp 

F54 03 Net of tax payment V.Imp 

F54 07 Loss and Income V.Imp 

F54 02 Tie Breaker V.Imp 

F54 15 Ready % printed in question V.Imp 

F54 16 Two country transaction V.Imp 

    

    

    

    

 HW   

F54 109 Non resident and 91(3) share from resident firm V.Imp 
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Question (ID 101) (DTAA) 

During the previous year Ms. X (50 years), a citizen of India, is a resident of both India and Malaysia (foreign 

country) with which India has a Double Tax Avoidance Agreement (DTAA). DTAA provides that ‘the income 

would be taxable in country where it is earned and not in other country, but would be included for computation 

of tax rate in such other country’. Her income is Rs. 3,25,000 from business in India and Rs. 6,00,000 from 

business in foreign country. In foreign country the rate of tax is 20 percent. During the year, she paid premium 

of Rs. 25,000 to insure the health of her mother, a non-resident, aged 82 years, not dependent on her, through 

her credit card. 

1. Compute the tax payable by Ms. X in India. 

2. Compute the tax payable by Ms. X in India on assumption that she does not possess Residency certificate 

of Malaysia. 

3. Also, show the tax payable by Ms. X in India, had there been no DTAA with such foreign country. 

 

 

Question (ID 102) (DTAA) 

Z, an individual, resident in India. He gives the following information pertaining to income earned in India as 

well as earned in Country X and Country Y for previous year. India has not entered into double taxation 

avoidance agreement with these two countries. 

  Rs. 

Income from profession carried on in India  14,00,000 

Agricultural income in Country X (gross) 50,000 

Dividend received from a company incorporated in Country Y (gross) 1,50,000 

Royalty received from a literary book from Country X (gross) 6,00,000 

Expenses incurred for earning royalty 50,000 

Business loss in Country Y (proprietary business) (65,000) 

Rent from a house situated in Country Y (gross) 2,40,000 

Municipal tax in respect of the above house (not allowed as deduction in country Y) 10,000 

Business loss in Country Y not eligible for set off against other incomes as per law of that country. Tax rates in 

Country X and Country Y are 10 percent and 25 percent, respectively. Compute total income and tax payable 

by Z in India. 
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Question (ID 103) (DTAA) 

The following are the particulars of income earned by Miss X, a resident Indian aged 25, for the year – 

 

 (Rs. In Lakh) 

Income from playing snooker matches in country L (tax paid 1.8 lakhs) 12 

Income from playing snooker matches in country M (tax paid 2 lakhs) 30 

Income from playing snooker tournaments in India 19.2 

Profit on sale of House property in Country N 2 

Life insurance premium paid 1.2 

Medical insurance premium paid for her father aged 62 years  

(paid through credit card) 

0.25 

 

DTAA with country L provides that ‘the income would be taxable in country where it is earned and not in other 

country, but would be included for computation of tax rate in such other country’ 

 

DTAA with country M provides that ‘the income would be taxable in both country however tax paid in source 

country will be available as credit in home country’ 

 

DTAA with country N provides that ‘profit on sale of house property will be taxed only in the source country 

and the income will exempt in the other country.’ 

 

Compute her total income and tax payable by her. 

 

Question (ID 104) (DTAA) 

Ms. X, an individual resident, retired employee of the Prasar Bharti aged 58 years, is a well-known dramatist 

deriving income of Rs. 1,10,000 from theatrical works played in Country X. Tax of Rs.11,000 was deducted in 

the country where the plays were performed. In country X she filed the return of income late and thus law of 

that country charged her late fees Rs. 2,000. India does not have any Double Taxation Avoidance Agreement 

under section 90 with that country X. Her income in India amounted to Rs. 8,60,000. In view of tax planning, 

she has deposited Rs. 1,50,000 in public provident fund. She also contributed Rs. 18,000 to Central Government 

Health Scheme during the previous year and gave payment of medical insurance premium of Rs. 25,000 to 

insure the health of her father, a non-resident aged 76 years, who is not dependent on her. Compute tax liability 

of Ms. X. 
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Question (ID 105) (DTAA) 

X (aged 70 years resident in India) gets a dividend of Rs. 2,00,000 from shares held in a company situated in 

Country M. The other incomes of X in India is Rs. 12,00,000. The company in country M has deducted tax at 

source 20,000 and no further tax is payable in respect of the dividend income. He has business income from 

Country K 300,000 (tax paid 30,000), however tax paid is disputed in country K and matter is pending in appeal 

in that country. The Assessing Officer wants to tax the dividend income of X in India since he is a resident in 

India. Decide the issue. 

 

India and country M / K does not have DTAA.  

 

 

 

 

 

Question (ID 106) (DTAA) 

X (42 years, resident) is a musician deriving income of Rs. 75,000 from concerts performed outside India. Tax 

of Rs. 10,000 was deducted at source in the country where the concerts were performed. India does not have 

any double tax avoidance agreement with that country. His income in India amounts to Rs. 6,75,000. Compute 

the tax liability of X for the year, assuming he has deposited Rs. 10,000 in public provident fund and paid 

medical insurance premium in respect of his father Rs. 20,000. He has not made any claim of tax rebate in return 

of income however officer has selected his case for scrutiny assessment. 

 

Question (ID 107) (DTAA) 

Y, a resident Indian and aged 67 years has derived the following incomes during the year: 

 Rs. 

Income from business in India 2,50,000 

Commission (gross) from a company in Hong Kong (tax paid in Hong Kong Rs. 60,000) 3,00,000 

Dividend (gross) from a company in Hong Kong (tax paid in Hong Kong Rs. 18,000) 90,000 

Interest on fixed deposit account with banks in India 2,00,000 

India has no double tax avoidance agreement with Hong Kong, compute the income and tax payable. 
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Question (ID 108) (DTAA) 

X, a resident Indian aged 21 years, earns a sum of Rs. 10 lakh during the previous year from playing badminton 

matches in a country with which India does not have double taxation avoidance agreement. TDS of Rs. 2.1 lakh 

is levied on such income in the source country out of which 0.1 Lakhs is refundable as per law of that country. 

In India, he earns Rs. 15 lakh during the previous year from playing badminton matches. X deposits Rs. 1 lakh 

in public provident fund. Compute his income tax liability for the year. 

 

Question (ID 109) (DTAA) 

Y, a non-resident Indian and aged 47 years has derived the following incomes during the year: 

 Rs. 

Income from deposits in India 8,25,000 

Share of profits from firm M/s YZ 15,00,000 

M/s YZ is registered in country X having control and management partly from India. 

Firm M/s YZ is having global operations and 2/3 of its income is sourced from country X. 

Mr. Y has paid tax in country X Rs. 200,000 in respect to his share of profits as much as it relates to country X. 

India has no double tax avoidance agreement with Country X, compute the income and tax payable. 

 

 

Question (ID 110) (DTAA) 

 

Every jurisdiction, in the domestic law, prescribes the mechanism to determine residential status of a person. In 

case, a person is considered to be resident of both contracting states, it becomes necessary to apply the tie-

breaker rule.” 

Discuss the manner for application of the tie-breaker rule. 

 

Question (ID 111) (DTAA) 

 

T, Inc., a non-resident entity incorporated in Mauritius, has permanent Establishment (PE) in India. The PE filed 

its return of income for the assessment year 2018-19 disclosing income Rs. 100 lakhs and paid tax at the rate 

applicable to the domestic company I.e. 30% plus applicable surcharge and cess on the basis of paragraph 2 of 

Article 24 of Double Tax Avoidance Agreement (non-discrimination) between India and Mauritius, which reads 

as follows : 

“ The taxation on PE which is an enterprise of a contracting state has in the other contracting state shall not be 

less favourably levied in that other state than the taxation levied on enterprise of that other state carrying on the 

same activities in the same circumstances.” 

However, the Assessing Officer computed the Tax on the PE at the rate applicable to a foreign company (40%). 

Is the action of AO in accordance with law? 
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Agreement with foreign countries or specified territories. 

90. (1) The Central Government may enter into an agreement with the Government of any country 

outside India or specified territory outside India,— 

 (a) for the granting of relief in respect of— 

  (i) income on which have been paid both income-tax under this Act and income-tax in that 

country or specified territory, as the case may be, or 

 (ii) income-tax chargeable under this Act and under the corresponding law in force in that country or 

specified territory, as the case may be, to promote mutual economic relations, trade and 

investment, or 

 (b) for the avoidance of double taxation of income under this Act and under the corresponding law in 

force in that country or specified territory, as the case may be, or 

 (c) for exchange of information for the prevention of evasion or avoidance of income-tax chargeable 

under this Act or under the corresponding law in force in that country or specified territory, as the case 

may be, or investigation of cases of such evasion or avoidance, or 

 (d) for recovery of income-tax under this Act and under the corresponding law in force in that 

country or specified territory, as the case may be, 

and may, by notification in the Official Gazette, make such provisions as may be necessary for implementing 

the agreement. 

(2) Where the Central Government has entered into an agreement with the Government of any country outside 

India or specified territory outside India, as the case may be, under sub-section (1) for granting relief of tax, or 

as the case may be, avoidance of double taxation, then, in relation to the assessee to whom such agreement 

applies, the provisions of this Act shall apply to the extent they are more beneficial to that 

assessee. 

(2A) Notwithstanding anything contained in sub-section (2), the provisions of Chapter X-A of the Act shall 

apply to the assessee even if such provisions are not beneficial to him. 

(3) Any term used but not defined in this Act or in the agreement referred to in sub-section (1) shall, 

unless the context otherwise requires, and is not inconsistent with the provisions of this Act or the agreement, 

have the same meaning as assigned to it in the notification issued by the Central Government in the 

Official Gazette in this behalf. 

(4) An assessee, not being a resident, to whom an agreement referred to in sub-section (1) applies, shall not be 

entitled to claim any relief under such agreement unless a certificate of his being a resident in any 

country outside India or specified territory outside India, as the case may be, is obtained by him from the 

Government of that country or specified territory. 

(5) The assessee referred to in sub-section (4) shall also provide such other documents and 

information, as may be prescribed29. 
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Explanation 1.—For the removal of doubts, it is hereby declared that the charge of tax in respect of a foreign 

company at a rate higher than the rate at which a domestic company is chargeable, shall not be regarded as less 

favourable charge or levy of tax in respect of such foreign company. 

 

Explanation 2.—For the purposes of this section, "specified territory" means any area outside India which may 

be notified as such by the Central Government. 

 

Explanation 3.—For the removal of doubts, it is hereby declared that 

 entered into under sub-section (1) and not defined under the said agreement or the Act, but 

is assigned a meaning to it in the notification issued under sub-section (3) and the notification issued thereunder 

being in force, then, the meaning assigned to such term shall be deemed to have effect from the 

date on which the said agreement came into force. 

 

Explanation 4.—For the removal of doubts, it is hereby declared that where any term used in an agreement 

entered into under sub-section (1) is defined under the said agreement, the said term shall have the same 

meaning as assigned to it in the agreement; and where the term is not defined in the said agreement, but 

defined in the Act, it shall have the same meaning as assigned to it in the Act and explanation, if any, 

given to it by the Central Government. 
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Adoption by Central Government of agreement between specified associations for double taxation relief. 

90A. (1) Any specified association in India may enter into an agreement with any specified association 

in the specified territory outside India and the Central Government may, by notification in the Official Gazette, 

make such provisions as may be necessary for adopting and implementing such agreement— 

 (a) for the granting of relief in respect of— 

  (i) income on which have been paid both income-tax under this Act and income-tax in any 

specified territory outside India; or 

 (ii) income-tax chargeable under this Act and under the corres-ponding law in force in that specified 

territory outside India to promote mutual economic relations, trade and investment, or 

 (b) for the avoidance of double taxation of income under this Act and under the corresponding law in 

force in that specified territory outside India, or 

 (c) for exchange of information for the prevention of evasion or avoidance of income-tax chargeable 

under this Act or under the corresponding law in force in that specified territory outside India, or 

investigation of cases of such evasion or avoidance, or 

 (d) for recovery of income-tax under this Act and under the corresponding law in force in that 

specified territory outside India. 

(2) Where a specified association in India has entered into an agreement with a specified association of any 

specified territory outside India under sub-section (1) and such agreement has been notified under that sub-

section, for granting relief of tax, or as the case may be, avoidance of double taxation, then, in relation to the 

assessee to whom such agreement applies, the provisions of this Act shall apply to the extent they 

are more beneficial to that assessee. 

(2A) Notwithstanding anything contained in sub-section (2), the provisions of 

. 

(3) Any term used but not defined in this Act or in the agreement referred to in sub-section (1) 

shall, unless the context otherwise requires, and is not inconsistent with the provisions of this Act or the 

agreement, 

. 

(4) An assessee, , to whom the agreement referred to in sub-section (1) applies, shall not 

be entitled to claim any relief under such agreement unless a certificate of his being a resident in 

any specified territory outside India, is obtained by him from the Government of that specified 

territory. 

(5) The assessee referred to in sub-section (4) shall also provide such other documents and information, as 

may be prescribed32. 

Explanation 1.—For the removal of doubts, it is hereby declared that the charge of tax in respect of a 

company incorporated in the specified territory outside India at a rate higher than the rate at 

which a domestic company is chargeable, shall not be regarded as less favourable charge or levy of 

tax in respect of such company. 
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Explanation 2.—For the purposes of this section, the expressions— 

 (a) "specified association" means any institution, association or body, whether incorporated or not, 

functioning under any law for the time being in force in India or the laws of the specified territory 

outside India and which may be notified as such by the Central Government for the purposes of this 

section; 

 (b) "specified territory" means any area outside India which may be notified as such by the Central 

Government for the purposes of this section. 

Explanation 3.—For the removal of doubts, it is hereby declared that where any term is used in any 

agreement entered into under sub-section (1) and not defined under the said agreement or the 

Act, but is assigned a meaning to it in the notification issued under sub-section (3) and the notification issued 

thereunder being in force, then, the meaning assigned to such term shall be deemed to have effect 

from the date on which the said agreement came into force. 

Explanation 4.—For the removal of doubts, it is hereby declared that where any term used in an agreement 

entered into under sub-section (1) is defined under the said agreement, the said term shall have the same 

meaning as assigned to it in the agreement; and where the term is not defined in the said agreement, 

but defined in the Act, it shall have the same meaning as assigned to it in the Act and 

explanation, if any, given to it by the Central Government. 
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Countries with which no agreement exists. 

91. (1) If any person who is resident in India in any previous year proves that, in respect of his income 

which accrued or arose during that previous year outside India (and which is not deemed to accrue or 

arise in India), he has paid in any country with which there is 

, by deduction or otherwise, under the law in force in 

that country, he shall be entitled to the deduction from the Indian income-tax payable by him of a sum 

calculated on such doubly taxed income at the Indian rate of tax or the rate of tax of the said 

country, whichever is the lower, or at the Indian rate of tax if both the rates are equal. 

(2) If any person who is resident in India in any previous year proves that in respect of his income which 

accrued or arose to him during that previous year in Pakistan he has paid in that country, by deduction 

or otherwise, tax payable to the Government under any law for the time being in force in that country relating 

to taxation of agricultural income, he shall be entitled to a deduction from the Indian income-tax payable by 

him— 

 (a) of the amount of the tax paid in Pakistan under any law aforesaid on such income which is liable to tax 

under this Act also; or 

 (b) of a sum calculated on that income at the Indian rate of tax; 

whichever is less. 

(3) If any non-resident person is assessed on his share in the income of a registered firm assessed as 

resident in India in any previous year and such share includes any income accruing or arising outside India 

during that previous year (and which is not deemed to accrue or arise in India) in a country with which there is 

no agreement under section 90 for the relief or avoidance of double taxation and he proves that he has paid 

income-tax by deduction or otherwise under the law in force in that country in respect of the income so included 

he shall be entitled to a deduction from the Indian income-tax payable by him of a sum calculated on such doubly 

taxed income so included at the Indian rate of tax or the rate of tax of the said country, whichever is the lower, 

or at the Indian rate of tax if both the rates are equal. 

Explanation.—In this section,— 

  (i) the expression "Indian income-tax" means income-tax charged in accordance with the provisions of this 

Act; 

 (ii) the expression "Indian rate of tax" means the rate determined by dividing the amount of Indian income-

tax after deduction of any relief due under the provisions of this Act but before deduction of any relief 

due under this Chapter, by the total income; 

(iii) the expression "rate of tax of the said country" means income-tax and super-tax actually paid in the said 

country in accordance with the corresponding laws in force in the said country after deduction of all 

relief due, but before deduction of any relief due in the said country in respect of double taxation, divided 

by the whole amount of the income as assessed in the said country; 

(iv) the expression "income-tax" in relation to any country includes any excess profits tax or business profits 

tax charged on the profits by the Government of any part of that country or a local authority in that 

country. 
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Foreign Tax Credit. 

Rule 128.  

(1) An assessee, being a resident shall be allowed a credit for the amount of any foreign tax paid by 

him in a country or specified territory outside India, by way of deduction or otherwise, in the year in which the 

income corresponding to such tax has been offered to tax or assessed to tax in India, in the manner and to the 

extent as specified in this rule : 

Provided that in a case where income on which foreign tax has been paid or deducted, is offered to tax in 

more than one year, credit of foreign tax shall be allowed across those years in the same 

proportion in which the income is offered to tax or assessed to tax in India. 

(2) The foreign tax referred to in sub-rule (1) shall mean,— 

(a)   in respect of a country or specified territory outside India with which India has entered into an 

agreement for the relief or avoidance of double taxation of income in terms of section 90 

or section 90A, the tax covered under the said agreement; 

(b)   in respect of any other country or specified territory outside India, the tax payable under 

the law in force in that country or specified territory in the nature of income-tax referred to 

in clause (iv) of the Explanation to section 91. 

(3) The credit under sub-rule (1) shall be available against the amount of tax, surcharge and cess payable 

under the Act but not in respect of any sum payable by way of interest, fee or penalty. 

(4) under sub-rule (1) shall be available in respect of any amount of foreign tax or part thereof 

which is disputed in any manner by the assessee: 

Provided that the credit of such disputed tax shall be allowed for the year in which such income is 

offered to tax or assessed to tax in India if the assessee within six months from the end of the 

month in which the dispute is finally settled, furnishes evidence of settlement of dispute and an 

evidence to the effect that the liability for payment of such foreign tax has been discharged by him and furnishes 

an undertaking that no refund in respect of such amount has directly or indirectly been claimed or shall be 

claimed. 

(5) The credit of  for 

each source of income arising from a particular country or specified territory outside India and shall be given 

effect to in the following manner:— 

(i)   the credit shall be the lower of the tax payable under the Act on such income and the 

foreign tax paid on such income : 
 

  Provided that where the foreign tax paid exceeds the amount of tax payable in accordance 

with the provisions of the agreement for relief or avoidance of double taxation, 

 shall be ignored for the purposes of this clause; 

(ii)   the credit shall be  at the 

telegraphic transfer buying rate on the last day of the month immediately preceding the 
month in which such tax has been paid or deducted. 
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(6) In a case where any tax is payable under the provisions of section 115JB or section 115JC, 

the credit of foreign tax shall be  as is allowable against 

any tax payable under the provisions of the Act other than the provisions of the said sections (hereafter referred 

to as the "normal provisions"). 

(7) Where the amount of foreign tax credit available against the tax payable under the provisions of section 

115JB or section 115JC exceeds the amount of tax credit available against the normal provisions, then while 

computing the amount of credit under section 115JAA or section 115JD in respect of the taxes paid under 

section 115JB or section 115JC, as the case may be, such excess shall be ignored. 

(8) Credit of any foreign tax shall be allowed on furnishing the following documents by the assessee, namely:— 

(i)   a statement of income from the country or specified territory outside India offered 
for tax for the previous year and of foreign tax deducted or paid on such income in Form No.67 

and verified in the manner specified therein; 

(ii)   certificate or statement specifying the nature of income and the amount of tax deducted 
therefrom or paid by the assessee,— 

(a)   from the tax authority of the country or the specified territory outside India; or 

(b)   from the person responsible for deduction of such tax; or 

(c)   signed by the assessee: 
 

  Provided that the statement furnished by the assessee in clause (c) shall be valid if it is 

accompanied by,— 

(A)   an acknowledgement of online payment or bank counter foil or challan for payment 

of tax where the payment has been made by the assessee; 

(B)   proof of deduction where the tax has been deducted. 

(9) The statement in Form No.67 referred to in clause (i) of sub-rule (8) and the certificate or the statement 

referred to in clause (ii) of sub-rule (8) shall be furnished on or before the due date specified for furnishing 

the return of income under sub-section (1) of section 139, in the manner specified for furnishing such return 

of income. 

(10) Form No.67 shall also be furnished in a case where the carry backward of loss of the current year 

results in refund of foreign tax for which credit has been claimed 
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Question:  (ID 12)  

Quipro Ltd is an Indian Company engaged in the business of developing and manufacturing industry 

components. Its Canadian Subsidiary Techpro Inc. supplies technical information and offers technical support 

to Quipro for manufacturing goods, for a consideration of Euro 80,000 per year. 

Income of Quipro Ltd is Rs. 70 Lakhs. Determine the Taxable Income of Quipro Ltd if Techpro charges Euro 

1,00,000 per year to other entities in India. What will be the answer if Techpro charges Euro 50,000 per year to 

other entities. (Rate per Euro may be taken at Rs. 50.) 

 

Question  (ID 06) 

X Ltd., an Indian company is engaged in manufacturing electronic components. 4 % of shares with differential 

voting rights (DVR) in X Ltd. are held by Y Inc., incorporated in Kazakhstan. X Ltd. has borrowed funds from 

Y Inc. at London Inter-Bank Offer Rate (LIBOR) plus 150 points. The LIBOR prevalent at the time of borrowing 

is 4 percent of US$. The borrowings allowed under the External Commercial Borrowings (ECB) guidelines 

issued under Foreign Exchange Management Act (FEMA) are LIBOR plus 200 points. Kazakhstan is notified 

by government of India u/s 94A. Discuss whether the borrowings made by X Ltd. is at arm’s length. 

 

Question:  (ID 11)    

Doc Solutions Inc. a US Company, sells Laser Printer Cartridge Drums to its Indian Subsidiary Quality Printing 

Ltd at $ 10 per drum. Doc Solutions Inc. has other takers in India for its Cartridge Drums, for whom the price 

is $ 15 per drum. During the year, Doc Solutions had supplied 10,000 Cartridge Drums to Quality Printing Ltd. 

Determine the Arm’s Length Price and taxable income of Quality Printing Ltd if its income after considering 

the above is Rs. 35,00,000. Compliance with TDS provisions may be assumed and Rate per USD is Rs. 45.  
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Question (ID 04)  (Revision  / Home work) 

A Ltd., an Indian company, sells computer monitor to its 100 per cent subsidiary X Ltd. in United States @ $ 

50 per piece. A Ltd. also sells its computer monitor to another company Y Ltd. in United States @ $ 80 per 

piece. Total income of A Ltd. for the assessment year is Rs. 12,00,000 which includes sales made for 100 

computer monitors @ 50 to X Ltd. Compute the arm’s length price and taxable income of A Ltd. The rate of 

one dollar may be assumed to be equivalent to Rs. 49 for the sake of simplicity.  

 

 

Question  (ID 05) (Revision  / Home work) 

I Ltd., an Indian company, supplies billets to its holding United Kingdom company, U Ltd. during the previous 

year. I Ltd. also supplies the some product to another UK based company. V Ltd., an unrelated entity. The 

transactions with U Ltd. are Euro 500 per MT (FOB), whereas the transactions with V Ltd. are priced at Euro 

700 per MT (CIF). Insurance and freight amounts to Euro 200 per MT. Compute the arm’s length price for the 

transaction with U Ltd.  

 

Question  (ID 05-A) (Revision  / Home work) 

 

State with reasons, whether Nelton LLC., (Incorporated in Singapore) and Briggs Ltd., a domestic company, 

are/can be deemed to be associated enterprises for the transfer pricing regulations (Each situation is independent) 

of the others : 

(1) Nelton LLC. has advanced a loan of Rs. 53 crores to Briggs Ltd. on 12-01-2018.The total book value of 

assets of Briggs Ltd. is Rs. 100 crores. The market value of the assets, however, is Rs. 150 crores. Briggs 

Ltd. repaid Rs. 10 crores before 31-03-2018. 

(2) Nelton LLC. has the power to appoint 2 of the directors of Briggs Ltd, whose total number of directors 

in the Board is 4. 

(3) Total value of raw materials and consumables of Briggs Ltd. is Rs. 900 crores. Of this, Nelton LLC. 

Supplies to the tune of Rs. 820 crores, at prices mutually agreed upon once in six months and depending 

upon the market conditions. 
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Question:  (ID 14)  

A Ltd. an Indian company, provides technical services to a company, XYZ Inc., located in a NJA for a 

consideration of 40 Lakhs in October. It charges  42 Lakhs for similar services rendered to PQR Inc., which is 

not located in a NJA. PQR Inc. is not an associated enterprise of A Ltd. Discuss the tax implications under 

section 94A read with section 92C in respect of the above transaction of provision of technical services by A 

Ltd. to XYZ Inc. 

 

Question:  (ID 15) 

Mr. X, a non-resident individual, is due to receive interest of 5 lakhs a notified infrastructure debt fund eligible 

for exemption under section 10(47). He incurred expenditure amounting to 10,000 for earning such income. 

Assuming that Mr. X is a resident of a NJA. Discuss the tax implications under section 94A read with Rule 11M 

and Section 194LB. 

 

Question:  (ID 15-A) (Home Work) 

 

A Ltd (Indian Co.) sells product X to F Inc located in NJA @ Rs. 3,00,000. It sells same quality of product X to 

FCO1 @ Rs. 3,50,000. Discuss the tax implication u/s 94A ? 

 

Question:  (ID 15-B) (Home Work) 

B ltd  received technical services from FCO located in NJA @ Rs. 3,00,000. The rate of TDS on Fees for 

technical services u/s 115A is 10%. Discuss the tax implication u/s 94A  ? 
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94A. (1) The Central Government may, having regard to the lack of effective exchange of information with 

any country or territory outside India, specify by notification in the Official Gazette such country or 

territory as a notified jurisdictional area in relation to transactions entered into by any assessee. 

(2) Notwithstanding anything to the contrary contained in this Act, if an assessee enters into a transaction where 

one of the parties to the transaction is a person located in a notified jurisdictional area, then— 

  (i) all the parties to the transaction shall be deemed to be associated enterprises within the 

meaning of section 92A; 

 (ii) any transaction in the nature of purchase, sale or lease of tangible or intangible property or provision of 

service or lending or borrowing money or any other transaction having a bearing on the profits, income, 

losses or assets of the assessee including a mutual agreement or arrangement for allocation or 

apportionment of, or any contribution to, any cost or expense incurred or to be incurred in connection 

with a benefit, service or facility provided or to be provided by or to the assessee shall be deemed to 

be an international transaction within the meaning of section 92B, 

and the provisions of sections 92, 92A, 92B, 92C [except the second proviso to sub-

section (2)], 92CA, 92CB, 92D, 92E and 92F shall apply accordingly. 

(3) Notwithstanding anything to the contrary contained in this Act, no deduction,— 

 (a) in respect of any payment made to any financial institution located in a notified jurisdictional area shall 

be allowed under this Act, unless the assessee furnishes an authorisation in the prescribed form 

authorising the Board or any other income-tax authority acting on its behalf to seek relevant information 

from the said financial institution on behalf of such assessee; and 

 (b) in respect of any other expenditure or allowance (including depreciation) arising from the transaction 

with a person located in a notified jurisdictional area shall be allowed under any other provision of this 

Act, unless the assessee maintains such other documents and furnishes such information as may be 

prescribed49, in this behalf. 

(4) Notwithstanding anything to the contrary contained in this Act, where, in any previous year, the assessee has 

received or credited any sum from any person located in a notified jurisdictional area and the assessee does not 

offer any explanation about the source of the said sum in the hands of such person or in the hands of the beneficial 

owner (if such person is not the beneficial owner of the said sum) or the explanation offered by the assessee, in 

the opinion of the Assessing Officer, is not satisfactory, then, such sum shall be deemed to be the income of the 

assessee for that previous year. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071525',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071526',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071523',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071525',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071526',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071536',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071537',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071539',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071544',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071546',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071547',%20'');
javascript:ShowFootnote('ftn49_section94a');


 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-B . 2 

(5) Notwithstanding anything contained in any other provisions of this Act, where any person located in 

a notified jurisdictional area is entitled to receive any sum or income or amount on which tax is deductible 

under Chapter XVII-B, the tax shall be deducted at the highest of the following rates, namely:— 

 (a) at the rate or rates in force; 

 (b) at the rate specified in the relevant provisions of this Act; 

 (c) at the rate of thirty per cent. 
(6) In this section,— 

  (i) "person located in a notified jurisdictional area" shall include,— 

 (a) a person who is resident of the notified jurisdictional area; 

 (b) a person, not being an individual, which is established in the notified jurisdictional area; or 

 (c) a permanent establishment of a person not falling in sub-clause (a) or sub-clause (b), in the notified 

jurisdictional area; 

 (ii) "permanent establishment" shall have the same meaning as defined in clause (iiia) of section 92F; 

(iii) "transaction" shall have the same meaning as defined in clause (v) of section 92F. 

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071547',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071547',%20'');


 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-C . 1 

 

Question: (ID 07) 

Kio Japan and AB Ltd, an Indian Company are associated enterprises. AB Ltd manufactures Cellule Phones and 

sells them to Kio Japan and Geel, a Company based at Beijing, During the year AB Ltd supplied 2,50,000 

Cellular Phones to Kio Japan at a price of Rs. 3,000 per unit and 35,000 units Geel at a price of Rs. 4,800 per 

unit. The transactions of AB Ltd with Kio and Geel are comparable subject to the following considerations  

(a) Sales to Kio is on FOB basis, sales to Geel are CIF basis. The freight and insurance paid by Kio for each 

unit is Rs. 700. 

(b) Sales to Geel are under a free warranty for Two Years whereas sales to Kio are without any warranty. 

The estimated cost of executing such warranty is Rs. 500. 

(c) Since Kio’s order was huge in volume, quantity discount of Rs. 200 per unit was offered to it. 

Compute the Arm’s Length Price and the amount of increase in the Total income of AB Ltd, if are due to such 

Arm’s Length Price.   

 

Question: (ID 08) 

Mobeaux LLP of Poland and Vamsi Ltd of India are associated enterprises. Vamsi imports 1000 compressors 

for Air Conditioners from Mobeaux at Rs. 7,500 per unit and these are sold to Winland cooling Solutions Ltd 

at a price of Rs. 11,000 per unit. Vamsi had also imported similar products from De-Heat Ltd and sold outside 

at a Gross Profit of 20% on Sales. 

Mobeaux offered a quantity discount of Rs. 1,500 per unit. De-Heat could offer only Rs. 500 per unit as quantity 

Discount. The freight and customs duty paid for imports from Poland had cost Vamsi Rs. 1,200 a piece. In 

respect of purchase from De-Heat, Vamsi had to pay Rs. 200 only as freight charges. Determine the Arm’s 

Length Price and the amount of increase in Total income of Vamsi Ltd. 
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Question (ID 01) 

Anush Motors Ltd., an Indian company declared income of Rs. 300 crores computed in accordance with Chapter 

IV-D but before making any adjustments in respect of the following transactions for the year: 

(i) 10,000 cars sold to Rida Ltd. Which holds 30% shares in Anush Motors Ltd. At a price which is 

less by $ 200 each car than the price charged from Shingto Ltd. 

(ii) Royalty of $ 1,20,00,000 was paid to Kyoto Ltd. For use of technical know-how in the 

manufacturing of car. However, Kyoto Ltd. Had provided the same know-how to another Indian 

company for $ 90,00,000. 

(iii) Loan of Euro 1000 crores carrying interest @ 10% p.a. advanced by Dorf ltd., a German 

company, was outstanding on 31.3. the total book value of assets of Anush Motors Ltd. On the 

date was Rs.90,000 crores. The said German company had also advanced a loan of similar 

amount to another Indian company @ 9% p.a. Total interest paid for the year was EURO 100 

crores. 

Explain in brief the provisions of the Act affecting all these transaction and compute the income of the company 

to tax keeping in mind that the value of 1$ and of 1 EURO was Rs. 50 and Rs. 55, respectively, throughout the 

year.   

 

 

 

 

  



 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-C . 3 

Question (ID 02)  

Hotmail, a U.S.A. company holds 30% shares in Staffing Solution Ltd. (India). Staffing Solution Ltd. develops 

software for various customers including Hotmail. Staffing Solution Ltd during the year billed Hotmail U.S.A. 

for 2,000 man-hours at the rate of Rs. 400 per man-hour. The total cost (direct and indirect) for executing this 

work amounted to Rs. 6,50,000. 

Staffing Solution Ltd. billed R Ltd. India at the rate of Rs. 800 per man-hour although the persons who were 

working for development of the software of R Ltd. were of the same caliber and level that of persons who 

developed the software for Hotmail U.S.A. Staffing Solution Ltd. earned a Gross Profit of 40% on its sales to R 

Ltd. 

The transactions of Staffing Solution Ltd. with Hotmail U.S.A. and R Ltd are comparable subject to the 

following differences: 

i) While Hotmail U.S.A. have given technical know-how to Staffing Solution, there is no such know-

how provided by R Ltd. The value of technical know-how received from Hotmail U.S.A. can be 

taken at 10% of normal gross profit. 

ii) A quantity discount was given by Staffing Solution Ltd. to Hotmail Co. which can be valued at 5% 

of normal gross profits. 

iii) Staffing Solution Ltd. offered 60 days credit to Hotmail. The cost of providing such credit may be 

valued at 2.5% of gross profit. No such trade discount was given to R Ltd. 

Compute the arm’s length price and the amount of increase in the total income of Staffing Solution Ltd, if any, 

due to such arm’s length price. 

 

Question (ID 03) 

X Ltd. UK received an order from Y Ltd Germany for developing a software product for a sum of US $ 1,00,000. 

In order to execute the same, X Ltd., Z Ltd. (a company in which X Ltd. holds 50% shares) and S Ltd India 

(where Z Ltd holds 40% shares) together develop the above software. 

X Ltd. UK pays to Z Ltd and S Ltd. India a sum of US $ 24,000 and $ 27,000 resectively and keeps the balance 

for itself. In the entire transaction, a profit of $16,000 is earned. S Ltd. India incurred a total cost of $24,000 in 

the execution of its work relating to the above project. Assume the relative contribution of X Ltd, Z Ltd and S 

Ltd. is 40%, 25% 35% respectively. Compute the arm’s length price and the amount of increase in the total 

income of S Ltd., if any due to such arm’s length price.   

 

  



 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-C . 4 

Question: (ID 09)  (Revision / Home work) 

Boulevard Inc., a French Company, holds 40% of Equity in the Indian Company Vista Technologies Ltd (VTL). 

VTL is engaged in development of software and maintenance of the same for customers of the same for 

customers across the globe. Its clientele includes Boulevard Inc. 

During the year, VTL had spent 2,000 Man Hours for developing and maintaining software for Boulevard inc, 

with each hour being billed at Rs. 1,250. Cost incurred by VTL for executing work for Boulevard Inc. amount 

to Rs. 18,00,000. 

VTL had also undertaken developing software for Bal Industries Ltd for which VTL had billed at Rs. 2,700 per 

man Hour. The persons working for Bal industries Ltd and Boulevard were part of the same team and were of 

matching credentials and caliber. VTL had made a Gross Profit of 50% on the Bal industries work. 

VTL’s transactions with Boulevard inc. is comparable to the transactions with Bal industries, subject to the 

following differences   

(a) Boulevard gives technical know how support to VTL which can be valued at 8% of the Normal Gross 

Profit. Bal industries does not provide any such support. 

(b) Since the work for Boulevard involved huge number of man hours, a quantity discount of 14% of Normal 

Gross Profits was given. 

(c) VTL had offered 90 Days credit to Boulevard the cost of which is measured at 2% of the Normal Billing 

Gross profit Rate. No such discount was offered to Bal industries Ltd. 

Compute ALP and the amount of increase in Total Income of Vista Technologies Ltd. 

 

Question: (ID 10)  (Revision / Home work) 

ABR Medical Equipments Inc. (ABR) of Canada has received an order from a leading UK bast Hospital for 

development of a hi-tech medical equipment which will integrate the best of software and latest medical 

examination tool to meet varied requirements. The order was for 2,50,000 Euros. ABR paid to BIL Euro 80,000 

for executing the work to the extent assigned to BIL. 

To execute the order, ABR joined hands with its subsidiary Precision Components inc. (PCI) of us and 

Bioinformatics India Ltd (BIL), an India Company. PCI holds 40% of BIL. In the entire transaction, a profit of 

Euro 50,000 is earned. Bioinformatics India Ltd incurred a Total Cost of Euro 75,000 in execution of its work 

in the above contract. The relative contribution of ABR, PCI and BIL may be taken at 35%, 25% and 40% 

respectively. 

Compute the Arm’s Length Price and the incremental Total Income of Bioinformatics India Ltd, and due to 

adopting Arms Length Price determined here under.   
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Question:  (ID 16) 

XE Ltd. is an Indian Company in which Zilla Inc., a US company, has 28% shareholding end voting power. 

Following transactions were effected between these two companies. 

(i) XE Ltd. sold 1,00.000 pieces of T-shirts at $ 2 per T-Shirt to Zilla Inc. The identical T-Shirts were sold to 

unrelated party namely Kennedy Inc. at $ 3 per T-Shirt. 

(ii) XE Ltd. borrowed $ 2,00,000 from a foreign lender based on the guarantee of Zille Inc. For this. XE Ltd. 

paid $ 10,000 as guarantee fee to Zilla Inc. To an unrelated party for the same amount of loan, Zilla Inc. collected 

$ 7000 as guarantee fee. 

(iii) XE Ltd. paid $15,000 to Zilla Inc. for getting various potential customers details to improve its business. 

Zilla Inc. provided the same service to unrelated parties for $ 10,000. 

Assume the rate of exchange as 1 $ = 64 

XE Ltd. is located in a Special Economic (SEZ) and its income before transfer pricing adjustments for the year 

was 1,200 lakhs, 

Compute the adjustments to be made to the total income of XE Ltd. State whether it can claim deduction under 

section 10AA for the income enhanced by applying transfer pricing provisions. 

 

 

Question (ID 21) 

Amar P Ltd., Bangalore is engaged in IT Enabled services. It is the subsidiary of ABC Inc in US. It also provides 

similar services to a company SAK Ltd. at Singapore. Its billings and other information is as given here under : 

(1) Billing per month to ABC Inc. –USD 85000 

(2) Billing per month to SKD Ltd. –USD 70000 

(3) ABC Inc has provided a loan of USD 100000 to Amar P Ltd. towards purchase of hardware for 

executing its project. Rate of interest charged for the said loan is at 3% p.a. 

(4) Direct and indirect cost incurred are USD 100 and USD 200 per hour, respectively. 

(5) Amar P Ltd. works 9 hours per day for 15 days to execute the project for ABC Inc and 8 hours per 

day for 15 days to execute projects for SAK Ltd .service was provided by the company to both its 

customers throughout the year. 

(6) Warranty was provided to SAK Ltd. for a period of 2 years. Cost of warranty is calculated at 1% of 

direct cost incurred. The cost of warranty is neither included in the direct nor indirect cost. 

Assume conversion rate 1 USD = Rs. 64.  

Compute Arm’s Length Price as per the cost-plus method and the amount to be added, if any, to the income of 

Amar P Ltd. (6 marks)  
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Question (ID 22) (Home Work) 

Company X and Company Y who have entered into Advance Pricing Agreements (APA) and eligible for 

rollback provisions merged to form Company XY. Is the Company XY eligible for rollback provisions as it was 

formed on merger of company X and Company Y? 

Question (ID 23) (Home Work) 

Proceedings before the TPO were stayed by court order and it was subsequently lifted. The time limit for 

completion of assessment after excluding the period of stay due to court order is only 30 days. Within how many 

more days, the TPO has to pass his order? 

Question (ID 24) (Home Work) 

The gross total income of Sachin Co. Ltd., Pune was Rs. 70 lakhs which is wholly attributable to a unit located 

in SEZ since past 7 years. Adjustments to total income made by the Assessing Officer by applying the transfer 

pricing provisions, enhanced the total income by Rs. 50 lakhs. What is the total income of the assesse chargeable 

to tax and explain why?  

Question (ID 24-A) (Home Work) 

 

Suzuki Maruti India Ltd., New Delhi has declared an income of 650 crores as per the provisions of income tax 

law. However it has entered into certain international transactions during the year which may require further 

adjustment for income tax computation: 

 

a) 25,000 cars sold to Suzuki Motors Ltd, Japan which holds 41% equity in Suzuki Maruti India Ltd. @ 

4,50,000/- per car. However similar cars were sold to Honda Motors Ltd, Japan for 4,65,000 per car 

basis. However the cars sold to Honda Motors were carrying specially designed wheel caps costing   

500/wheel extra. 

b) Royalty payment of  60 crore was made to Suzuki Motors Ltd. Japan for providing technology for 

developing engines. However similar technology was provided by Suzuki Motors Ltd . to Honda Motors 

Ltd., India at an annual royalty payment of 55 crores. 

c) A loan of 300 crore was provided by Suzuki Motors Ltd., Japan was provided at LIBOR + 4% rate 

whereas other Indian entities in similar business have borrowed the amount at LIBOR + 4.5% rate. The 

total interest paid during the year was 18 crores. 

You are required to compute the total income of the company under income tax provisions. 
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Question (ID 24-B) (Home Work) 

 

X Ltd (an Indian Company) sells various kinds of garment products according to the requirement of its clients 

all across the world. The company has sold following products in the current financial year to following vendors: 

 

Product Type Trousers T-Shirts Office Wear Shirt Formal Shirt 

Sold To Polo International 

(US) 

Axis (UK based 

Subsidiary Co.) 

John Miller John Player 

Price Charged 1,400 1,000 1,200 1,500 

Quantity Sold 2,00,000 2,50,000 1,50,000 1,90,000 

 

Company maintains a gross profit margin of 30% on the selling price . In case of sale to  Axis (subsidiary co.) 

the company has provided a purchase invoice received from Mudra Garments Ltd. reflecting per piece cost of  

850/-. Following functional  difference were noted between transaction with Axis and other parties: 

 

a) Sales to non-associated party is made with a specialised packaging for which 3% margin is included in 

the selling price. 

b) Tagging on the product required by the client consumes a cost of 3 per piece whereas in case of sales 

made to Axis no tagging is done. 

c) Products sole to non-associated parties involve a credit period of 6 months for which 0.5% per month 

margin on selling price is ensured by the company. 

 

Determine the arm's length price based on the above information. 
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CHAPTER X 

SPECIAL PROVISIONS RELATING TO AVOIDANCE OF TAX 

92. (1) Any income arising from an international transaction shall be computed having regard to the arm's 

length price. 

Explanation.—For the removal of doubts, it is hereby clarified that the allowance for any expense or interest 

arising from an international transaction shall also be determined having regard to the arm's length price. 

(2) Where in an international transaction or specified domestic transaction, two or more associated 

enterprises enter into a mutual agreement or arrangement for the allocation or 

apportionment of, or any contribution to, any cost or expense incurred or to be incurred in connection with 

a benefit, service or facility provided or to be provided to any one or more of such enterprises, the cost or expense 

allocated or apportioned to, or, as the case may be, contributed by, any such enterprise shall be determined 

having regard to the arm's length price of such benefit, service or facility, as the case may be. 

(2A) Any allowance for an expenditure or interest or allocation of any cost or expense or any income in relation 

to the specified domestic transaction shall be computed having regard to the arm's length price. 

(3) The provisions of this section shall not apply in a case where the computation of income under sub-section 

(1) or sub-section (2A) or the determination of the allowance for any expense or interest under sub-section (1) 

or sub-section (2A), or the determination of any cost or expense allocated or apportioned, or, as the case may 

be, contributed under sub-section (2) or sub-section (2A), 

 the international transaction or specified domestic 

transaction was entered into. 
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92A. (1) For the purposes of this section and sections 92, 92B, 92C, 92D, 92E and 92F, "associated enterprise", 

in relation to another enterprise, means an enterprise— 

 (a) which participates, directly or indirectly, or through one or more intermediaries, in the 

management or control or capital of the other enterprise; or 

 (b) in respect of which one or more persons who participate, directly or indirectly, or through one or 

more intermediaries, in its management or control or capital, are the same persons who 

participate, directly or indirectly, or through one or more intermediaries, in the 

management or control or capital of the other enterprise. 

 

 

(2) For the purposes of sub-section (1), two enterprises shall be deemed to be associated enterprises if, at any 

time during the previous year,— 

 (a) one enterprise holds, directly or indirectly, shares carrying not less than twenty-six per cent of the 

voting power in the other enterprise; or 

 (b) any person or enterprise holds, directly or indirectly, shares carrying not less than twenty-six per 

cent of the voting power in each of such enterprises; or 

 (c) a loan advanced by one enterprise to the other enterprise constitutes not less than fifty-one per cent 

of the book value of the total assets of the other enterprise; or 

 (d) one enterprise guarantees not less than ten per cent of the total borrowings of the other enterprise; 

or 

 (e) more than half of the board of directors or members of the governing board, or one or more 

executive directors or executive members of the governing board of one enterprise, are appointed by 

the other enterprise; or 

 (f) more than half of the directors or members of the governing board, or one or more of the 

executive directors or members of the governing board, of each of the two enterprises are appointed by 

the same person or persons; or 

 (g) the manufacture or processing of goods or articles or business carried out by one enterprise is 

wholly dependent on the use of know-how, patents, copyrights, trade-marks, licences, franchises 

or any other business or commercial rights of similar nature, or any data, documentation, drawing or 

specification relating to any patent, invention, model, design, secret formula or process, of which the 

other enterprise is the owner or in respect of which the other enterprise has exclusive rights; or 

 (h) ninety per cent or more of the raw materials and consumables required for the manufacture or 

processing of goods or articles carried out by one enterprise, are supplied by the other enterprise, or by 

persons specified by the other enterprise, and the prices and other conditions relating to the supply are 

influenced by such other enterprise; or 

  (i) the goods or articles manufactured or processed by one enterprise, are sold to the other enterprise or to 

persons specified by the other enterprise, and the 

by such other enterprise; or 
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  (j) where one enterprise is controlled by an individual, the other enterprise is also controlled by such 

individual or his relative or jointly by such individual and relative of such individual; or 

 (k) where one enterprise is controlled by a Hindu undivided family, the other enterprise is controlled 

by a member of such Hindu undivided family or by a relative of a member of such Hindu undivided 

family or jointly by such member and his relative; or 

  (l) where one enterprise is a firm, association of persons or body of individuals, the other enterprise 

holds not less than ten per cent interest in such firm, association of persons or body of individuals; or 

(m) there exists between the two enterprises, any relationship of mutual interest, as may be 

prescribed. 
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92B. (1) For the purposes of this section and sections 92, 92C, 92D and 92E, "international transaction" means 

a transaction between two or more associated enterprises, either or both of whom are non-residents, 

in the nature of purchase, sale or lease of tangible or intangible property, or provision of services, or lending or 

borrowing money, or any other transaction having a bearing on the profits, income, losses or assets of such 

enterprises, and shall include a mutual agreement or arrangement between two or more associated 

enterprises for the allocation or apportionment of, or any contribution to, any cost or expense 

incurred or to be incurred in connection with a benefit, service or facility provided or to be provided 

(2) A transaction entered into by an enterprise with a person other than an associated enterprise shall, for the 

purposes of sub-section (1), be deemed to be an international transaction entered into between two associated 

enterprises, if there exists a prior agreement in relation to the relevant transaction between 

such other person and the associated enterprise, or the terms of the relevant transaction are 

determined in substance between such other person and the associated enterprise where the enterprise or the 

associated enterprise or both of them are non-residents irrespective of whether such other person is a non-

resident or not. 

Explanation.—For the removal of doubts, it is hereby clarified that— 

  (i) the expression "international transaction" shall include— 

 (a) the purchase, sale, transfer, lease or use of tangible property including building, transportation 

vehicle, machinery, equipment, tools, plant, furniture, commodity or any other article, product or 

thing; 

 (b) the purchase, sale, transfer, lease or use of intangible property, including the transfer of ownership 

or the provision of use of rights regarding land use, copyrights, patents, trademarks, licences, 

franchises, customer list, marketing channel, brand, commercial secret, know-how, industrial 

property right, exterior design or practical and new design or any other business or commercial 

rights of similar nature; 

 (c) capital financing, including any type of long-term or short-term borrowing, lending or guarantee, 

purchase or sale of marketable securities or any type of advance, payments or deferred payment 

or receivable or any other debt arising during the course of business; 

 (d) provision of services, including provision of market research, market development, marketing 

management, administration, technical service, repairs, design, consultation, agency, scientific 

research, legal or accounting service; 

 (e) a transaction of business restructuring or reorganisation, entered into by an enterprise with an 

associated enterprise, irrespective of the fact that it has bearing on the profit, income, losses or 

assets of such enterprises at the time of the transaction or at any future date; 

 (ii) the expression "intangible property" shall include— 

 (a) marketing related intangible assets, such as, trademarks, trade names, brand names, logos; 

 (b) technology related intangible assets, such as, process patents, patent applications, technical 

documentation such as laboratory notebooks, technical know-how; 

 (c) artistic related intangible assets, such as, literary works and copyrights, musical compositions, 

copyrights, maps, engravings; 
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 (d) data processing related intangible assets, such as, proprietary computer software, software 

copyrights, automated databases, and integrated circuit masks and masters; 

 (e) engineering related intangible assets, such as, industrial design, product patents, trade secrets, 

engineering drawing and schema-tics, blueprints, proprietary documentation; 

 (f) customer related intangible assets, such as, customer lists, customer contracts, customer 

relationship, open purchase orders; 

 (g) contract related intangible assets, such as, favourable supplier, contracts, licence agreements, 

franchise agreements, non-compete agreements; 

 (h) human capital related intangible assets, such as, trained and organised work force, employment 

agreements, union contracts; 

  (i) location related intangible assets, such as, leasehold interest, mineral exploitation rights, 

easements, air rights, water rights; 

  (j) goodwill related intangible assets, such as, institutional goodwill, professional practice goodwill, 

personal goodwill of professional, celebrity goodwill, general business going concern value; 

 (k) methods, programmes, systems, procedures, campaigns, surveys, studies, forecasts, estimates, 

customer lists, or technical data; 

  (l) any other similar item that derives its value from its intellectual content rather than its physical 

attributes. 
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92C. (1) The arm's length price in relation to an international transaction or specified domestic transaction shall 

be determined by any of the following methods, being the most appropriate method, having regard to 

the nature of transaction or class of transaction or class of associated persons or functions performed by such 

persons or such other relevant factors as the Board may prescribe36, namely :— 

 (a) comparable uncontrolled price method; 

 (b) resale price method; 

 (c) cost plus method; 

 (d) profit split method; 

 (e) transactional net margin method; 

 (f) such other method as may be prescribed by the Board. 

 

(2) The most appropriate method referred to in sub-section (1) shall be applied, for determination of 

arm's length price, in the manner as may be prescribed36 : 

Provided that where more than one price is determined by the most appropriate method, the arm's length 

price shall be taken to be the arithmetical mean of such prices: 

Provided further that if the variation between the arm's length price so determined and price at which the 

international transaction or specified domestic transaction has actually been undertaken does not exceed such 

percentage not exceeding three per cent of the latter, as may be notified by the Central Government in the 

Official Gazette in this behalf, the price at which the international transaction or specified domestic transaction 

has actually been undertaken shall be deemed to be the arm's length price : 

Provided also that where more than one price is determined by the most appropriate method, the arm's 

length price in relation to an international transaction or specified domestic transaction undertaken 

on or after the 1st day of April, 2014, shall be computed in such manner as may be prescribed and 

accordingly the first and second proviso shall not apply. 

Explanation.—For the removal of doubts, it is hereby clarified that the provisions of the second proviso shall 

also be applicable to all assessment or reassessment proceedings pending before an Assessing Officer as on the 

1st day of October, 2009. 

 

 

(2A) Where the first proviso to sub-section (2) as it stood before its amendment by the Finance (No. 2) Act, 

2009 (33 of 2009), is applicable in respect of an international transaction for an assessment year and the variation 

between the arithmetical mean referred to in the said proviso and the price at which such transaction has actually 

been undertaken exceeds five per cent of the arithmetical mean, then, the assessee shall not be entitled to exercise 

the option as referred to in the said proviso. 

(2B) Nothing contained in sub-section (2A) shall empower the Assessing Officer either to assess or reassess 

under section 147 or pass an order enhancing the assessment or reducing a refund already made or otherwise 

increasing the liability of the assessee under section 154 for any assessment year the proceedings of which have 

been completed before the 1st day of October, 2009. 
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(3) Where during the course of any proceeding for the assessment of income, the Assessing Officer is, on the 

basis of material or information or document in his possession, of the opinion that— 

 (a) the price charged or paid in an international transaction or specified domestic transaction has not been 

determined in accordance with sub-sections (1) and (2); or 

 (b) any information and document relating to an international transaction or specified domestic transaction 

have not been kept and maintained by the assessee in accordance with the provisions contained in sub-

section (1) of section 92D and the rules made in this behalf; or 

 (c) the information or data used in computation of the arm's length price is not reliable or correct; or 

 (d) the assessee has failed to furnish, within the specified time, any information or document which he was 

required to furnish by a notice issued under sub-section (3) of section 92D, 

the Assessing Officer may proceed to determine the arm's length price in relation to the said international 

transaction or specified domestic transaction in accordance with sub-sections (1) and (2), on the basis of such 

material or information or document available with him: 

Provided that an opportunity shall be given by the Assessing Officer by serving a notice calling upon the 

assessee to show cause, on a date and time to be specified in the notice, why the arm's length price should not 

be so determined on the basis of material or information or document in the possession of the Assessing Officer. 

 

 

(4) Where an arm's length price is determined by the Assessing Officer under sub-section (3), the Assessing 

Officer may compute the total income of the assessee having regard to the arm's length price so determined : 

Provided that no deduction under section 10A or section 10AA or section 10B or under Chapter VI-A 

shall be allowed in respect of the amount of income by which the total income of the assessee is 

enhanced after computation of income under this sub-section : 

Provided further that where the total income of an associated enterprise is computed under this sub-section on 

determination of the arm's length price paid to another associated enterprise from which tax has been deducted 

or was deductible under the provisions of Chapter XVIIB, the income of the other associated enterprise shall 

not be recomputed by reason of such determination of arm's length price in the case of the first mentioned 

enterprise. 
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92F. In sections 92, 92A, 92B, 92C, 92D and 92E, unless the context otherwise requires,— 

  (i) "accountant" shall have the same meaning as in the Explanation below sub-section (2) of section 288; 

 (ii) "arm's length price" means a price which is applied or proposed to be applied in a transaction between 

persons other than associated enterprises, in uncontrolled conditions; 

(iii) "enterprise"48 means a person (including a permanent establishment of such person) who is, or has been, 

or is proposed to be, engaged in any activity, relating to the production, storage, supply, distribution, 

acquisition or control of articles or goods, or know-how, patents, copyrights, trade-marks, licences, 

franchises or any other business or commercial rights of similar nature, or any data, documentation, 

drawing or specification relating to any patent, invention, model, design, secret formula or process, of 

which the other enterprise is the owner or in respect of which the other enterprise has exclusive rights, 

or the provision of services of any kind, or in carrying out any work in pursuance of a contract, or in 

investment, or providing loan or in the business of acquiring, holding, underwriting or dealing with 

shares, debentures or other securities of any other body corporate, whether such activity or business is 

carried on, directly or through one or more of its units or divisions or subsidiaries, or whether such unit 

or division or subsidiary is located at the same place where the enterprise is located or at a different 

place or places; 

(iiia) "permanent establishment", referred to in clause (iii), includes a fixed place of business through which 

the business of the enterprise is wholly or partly carried on; 

(iv) "specified date" shall have the same meaning as assigned to "due date" in Explanation 2 below sub-

section (1) of section 139; 

 (v) "transaction" includes an arrangement, understanding or action in concert,— 

(A) whether or not such arrangement, understanding or action is formal or in writing; or 

(B) whether or not such arrangement, understanding or action is intended to be enforceable by legal 

proceeding. 
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Rule 10. In any case in which the 51[Assessing Officer] is of opinion that the actual amount of the income 

accruing or arising to any non-resident person whether directly or indirectly, through or from any business 

connection in India or through or from any property in India or through or from any asset or source of income 

in India or through or from any money lent at interest and brought into India in cash or in kind51a cannot be 

definitely ascertained, the amount of such income for the purposes of assessment to income-tax 52[* * *] may 

be calculated :— 

(i)   at such percentage of the turnover so accruing or arising as the 51[Assessing Officer] may consider to 

be reasonable, or 

(ii)   on any amount which bears the same proportion to the total profits and gains of the business of such 

person (such profits and gains being computed in accordance with the provisions of the Act), as the 

receipts so accruing or arising bear to the total receipts of the business, or 

(iii)   in such other manner as the 51[Assessing Officer] may deem suitable. 
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10A. For the purposes of this rule and rules 54a[10AB] to 10E,— 

54b[(a)   "associated enterprise" shall,— 

(i)   have the same meaning as assigned to it in section 92A; and 

(ii)   in relation to a specified domestic transaction entered into by an assessee, include — 

(A)   the persons referred to in clause (b) of sub-section (2) of section 40A in respect of a 

transaction referred to in clause (a) of sub-section (2) of the said section; 

(B)   other units or undertakings or businesses of such assessee in respect of a transaction 

referred to in section 80A or, as the case may be, sub-section (8) of section 80-IA; 

(C)   any other person referred to in sub-section (10) of section 80-IA in respect of a 

transaction referred to therein; 

(D)   other units, undertakings, enterprises or business of such assessee, or other person 

referred to in sub-section (10) of section 80-IA, as the case may be, in respect of a 

transaction referred to in section 10AA or the transactions referred to in Chapter 

VI-A to which the provisions of sub-section (8) or, as the case may be, the provisions 

of sub-section (10) of section 80-IA are applicable; 

(aa)   "enterprise" shall have the same meaning as assigned to it in clause (iii) of section 92F and shall, 

for the purposes of a specified domestic transaction, include a unit, or an enterprise, or an 

undertaking or a business of a person who undertakes such transaction;] 
54c[(ab)]   "uncontrolled transaction" means a transaction between enterprises other than associated enterprises, 

whether resident or non-resident; 

(b)   "property" includes goods, articles or things, and intangible property; 

(c)   "services" include financial services; 

(d)   "transaction" includes a number of closely linked transactions. 
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10AB. For the purposes of clause (f) of sub-section (1) of section 92C, the other method for determination of 

the arm's length price in relation to an international transaction 54b[or a specified domestic transaction]shall 

be any method which takes into account the price which has been charged or paid, or would have been charged 

or paid, for the same or similar uncontrolled transaction, with or between non-associated enterprises, under 

similar circumstances, considering all the relevant facts.] 
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10B . (1) For the purposes of sub-section (2) of section 92C, the arm's length price in relation to an international 

transaction 55a[or a specified domestic transaction] shall be determined by any of the following methods, being 

the most appropriate method, in the following manner, namely :— 

(a)   comparable uncontrolled price method, by which,— 

(i)   the price charged or paid for property transferred or services provided in a comparable 

uncontrolled transaction, or a number of such transactions, is identified; 

(ii)   such price is adjusted to account for differences, if any, between the international 

transaction 55a[or the specified domestic transaction] and the comparable uncontrolled 

transactions or between the enterprises entering into such transactions, which could 

materially affect the price in the open market; 

(iii)   the adjusted price arrived at under sub-clause (ii) is taken to be an arm's length price in respect 

of the property transferred or services provided in the international transaction 55a[or the 

specified domestic transaction] ; 

(b)   resale price method, by which,— 

(i)   the price at which property purchased or services obtained by the enterprise from an 

associated enterprise is resold or are provided to an unrelated enterprise, is identified; 

(ii)   such resale price is reduced by the amount of a normal gross profit margin accruing to the 

enterprise or to an unrelated enterprise from the purchase and resale of the same or similar 

property or from obtaining and providing the same or similar services, in a comparable 

uncontrolled transaction, or a number of such transactions; 

(iii)   the price so arrived at is further reduced by the expenses incurred by the enterprise in 

connection with the purchase of property or obtaining of services; 

(iv)   the price so arrived at is adjusted to take into account the functional and other differences, 

including differences in accounting practices, if any, between the international 

transaction 55a[or the specified domestic transaction] and the comparable uncontrolled 

transactions, or between the enterprises entering into such transactions, which could 

materially affect the amount of gross profit margin in the open market; 

(v)   the adjusted price arrived at under sub-clause (iv) is taken to be an arm's length price in respect 

of the purchase of the property or obtaining of the services by the enterprise from the 

associated enterprise; 

(c)   cost plus method, by which,— 

(i)   the direct and indirect costs of production incurred by the enterprise in respect of property 

transferred or services provided to an associated enterprise, are determined; 

(ii)   the amount of a normal gross profit mark-up to such costs (computed according to the same 

accounting norms) arising from the transfer or provision of the same or similar property or 

services by the enterprise, or by an unrelated enterprise, in a comparable uncontrolled 

transaction, or a number of such transactions, is determined; 

(iii)   the normal gross profit mark-up referred to in sub-clause (ii) is adjusted to take into account 

the functional and other differences, if any, between the international transaction 55b[or the 

specified domestic transaction] and the comparable uncontrolled transactions, or between the 

enterprises entering into such transactions, which could materially affect such profit mark-up 

in the open market; 
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(iv)   the costs referred to in sub-clause (i) are increased by the adjusted profit mark-up arrived at 

under sub-clause (iii); 

(v)   the sum so arrived at is taken to be an arm's length price in relation to the supply of the 

property or provision of services by the enterprise; 

(d)   profit split method, which may be applicable mainly in international transactions 55b[or specified 

domestic transactions] involving transfer of unique intangibles or in multiple international 

transactions 55b[or specified domestic transactions] which are so interrelated that they cannot be 

evaluated separately for the purpose of determining the arm's length price of any one transaction, by 

which— 

(i)   the combined net profit of the associated enterprises arising from the international 

transaction 55b[or the specified domestic transaction] in which they are engaged, is 

determined; 

(ii)   the relative contribution made by each of the associated enterprises to the earning of such 

combined net profit, is then evaluated on the basis of the functions performed, assets 

employed or to be employed and risks assumed by each enterprise and on the basis of reliable 

external market data which indicates how such contribution would be evaluated by unrelated 

enterprises performing comparable functions in similar circumstances; 

(iii)   the combined net profit is then split amongst the enterprises in proportion to their relative 

contributions, as evaluated under sub-clause (ii); 

(iv)   the profit thus apportioned to the assessee is taken into account to arrive at an arm's length 

price in relation to the international transaction 55b[or the specified domestic transaction] : 
 

  Provided that the combined net profit referred to in sub-clause (i) may, in the first instance, be 

partially allocated to each enterprise so as to provide it with a basic return appropriate for the type of 

international transaction 55b[or specified domestic transaction] in which it is engaged, with reference 

to market returns achieved for similar types of transactions by independent enterprises, and thereafter, 

the residual net profit remaining after such allocation may be split amongst the enterprises in 

proportion to their relative contribution in the manner specified under sub-clauses (ii) and (iii), and in 

such a case the aggregate of the net profit allocated to the enterprise in the first instance together with 

the residual net profit apportioned to that enterprise on the basis of its relative contribution shall be 

taken to be the net profit arising to that enterprise from the international transaction 55c[or the specified 

domestic transaction] ; 

(e)   transactional net margin method, by which,— 

(i)   the net profit margin realised by the enterprise from an international transaction 55c[or a 

specified domestic transaction] entered into with an associated enterprise is computed in 

relation to costs incurred or sales effected or assets employed or to be employed by the 

enterprise or having regard to any other relevant base; 

(ii)   the net profit margin realised by the enterprise or by an unrelated enterprise from a 

comparable uncontrolled transaction or a number of such transactions is computed having 

regard to the same base; 

(iii)   the net profit margin referred to in sub-clause (ii) arising in comparable uncontrolled 

transactions is adjusted to take into account the differences, if any, between the international 

transaction 55c[or the specified domestic transaction] and the comparable uncontrolled 

transactions, or between the enterprises entering into such transactions, which could 

materially affect the amount of net profit margin in the open market; 
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(iv)   the net profit margin realised by the enterprise and referred to in sub-clause (i) is established 

to be the same as the net profit margin referred to in sub-clause (iii); 

(v)   the net profit margin thus established is then taken into account to arrive at an arm's length 

price in relation to the international transaction 55c[or the specified domestic transaction]; 

56 [ (f)   any other method as provided in rule 10AB. ] 

(2) For the purposes of sub-rule (1), the comparability of an international transaction 55c[or a specified domestic 

transaction] with an uncontrolled transaction shall be judged with reference to the following, namely:— 

(a)   the specific characteristics of the property transferred or services provided in either transaction; 

(b)   the functions performed, taking into account assets employed or to be employed and the risks 

assumed, by the respective parties to the transactions; 

(c)   the contractual terms (whether or not such terms are formal or in writing) of the transactions which 

lay down explicitly or implicitly how the responsibilities, risks and benefits are to be divided between 

the respective parties to the transactions; 

(d)   conditions prevailing in the markets in which the respective parties to the transactions operate, 

including the geographical location and size of the markets, the laws and Government orders in force, 

costs of labour and capital in the markets, overall economic development and level of competition and 

whether the markets are wholesale or retail. 

(3) An uncontrolled transaction shall be comparable to an international transaction 56a[or a specified domestic 

transaction] if— 

(i)   none of the differences, if any, between the transactions being compared, or between the enterprises 

entering into such transactions are likely to materially affect the price or cost charged or paid in, or 

the profit arising from, such transactions in the open market; or 

(ii)   reasonably accurate adjustments can be made to eliminate the material effects of such differences. 

(4) The data to be used in analysing the comparability of an uncontrolled transaction with an international 

transaction 56a[or a specified domestic transaction] shall be the data relating to the financial year 56aa[(hereafter 

in this rule and in rule 10CA referred to as the 'current year')]in which the international transaction 56a[or the 

specified domestic transaction] has been entered into : 

Provided that data relating to a period not being more than two years prior to 57[the current year] may also be 

considered if such data reveals facts which could have an influence on the determination of transfer prices in 

relation to the transactions being compared: 
58 [Provided further that the first proviso shall not apply while analysing the comparability of an uncontrolled 

transaction with an international transaction or a specified domestic transaction, entered into on or after the 

1st day of April, 2014. ] 
59 [ (5) In a case where the most appropriate method for determination of the arm's length price of an 

international transaction or a specified domestic transaction, entered into on or after the 1st day of April, 2014, 

is the method specified in clause (b), clause (c) or clause (e) of sub-section (1) of section 92C, then, 

notwithstanding anything contained in sub-rule (4), the data to be used for analysing the comparability of an 

uncontrolled transaction with an international transaction or a specified domestic transaction shall be,— 

(i)   the data relating to the current year; or 

(ii)   the data relating to the financial year immediately preceding the current, if the data relating to the 

current year is not available at the time of furnishing the return of income by the assessee, for the 

assessment year relevant to the current year: 
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Provided that where the data relating to the current year is subsequently available at the time of determination 

of arm's length price of an international transaction or a specified domestic transaction during the course of 

any assessment proceeding for the assessment year relevant to the current year, then, such data shall be used 

for such determination irrespective of the fact that the data was not available at the time of furnishing the 

return of income of the relevant assessment year.] 
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10C. (1) For the purposes of sub-section (1) of section 92C, the most appropriate method shall be the 

method which is best suited to the facts and circumstances of each particular international 

transaction 56a[or specified domestic transaction], and which provides the most reliable measure of an arm's 

length price in relation to the international transaction or the specified domestic transaction, as the case may 

be. 

(2) In selecting the most appropriate method as specified in sub-rule (1), the following factors shall be taken 

into account, namely:— 

(a)   the nature and class of the international transaction 56a[or the specified domestic transaction]; 

(b)   the class or classes of associated enterprises entering into the transaction and the functions performed 

by them taking into account assets employed or to be employed and risks assumed by such enterprises; 

(c)   the availability, coverage and reliability of data necessary for application of the method; 

(d)   the degree of comparability existing between the international transaction 56a[or the specified domestic 

transaction] and the uncontrolled transaction and between the enterprises entering into such 

transactions; 

(e)   the extent to which reliable and accurate adjustments can be made to account for differences, if any, 

between the international transaction 56a[or the specified domestic transaction] and the comparable 

uncontrolled transaction or between the enterprises entering into such transactions; 

(f)   the nature, extent and reliability of assumptions required to be made in application of a method. 
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10CA. (1) Where in respect of an international transaction or a specified domestic transaction, the application 

of the most appropriate method referred to in sub-section (1) of section 92C results in determination of more 

than one price, then the arm's length price in respect of such international transaction or specified domestic 

transaction shall be computed in accordance with the provisions of this rule. 

(2) A dataset shall be constructed by placing the prices referred to in sub-rule (1) in an ascending order and 

the arm's length price shall be determined on the basis of the dataset so constructed: 

Provided that in a case referred to in clause (i) of sub-rule (5) of rule 10B, where the comparable uncontrolled 

transaction has been identified on the basis of data relating to the current year and the enterprise undertaking 

the said uncontrolled transaction, [not being the enterprise undertaking the international transaction or the 

specified domestic transaction referred to in sub-rule (1)], has in either or both of the two financial years 

immediately preceding the current year undertaken the same or similar comparable uncontrolled transaction 

then,— 

(i)   the most appropriate method used to determine the price of the comparable uncontrolled transaction 

or transactions undertaken in the aforesaid period and the price in respect of such uncontrolled 

transactions shall be determined; and 

(ii)   the weighted average of the prices, computed in accordance with the manner provided in sub-rule (3), 

of the comparable uncontrolled transactions undertaken in the current year and in the aforesaid 

period preceding it shall be included in the dataset instead of the price referred to in sub-rule (1): 
 

  Provided further that in a case referred to in clause (ii) of sub-rule (5) of rule 10B, where the 

comparable uncontrolled transaction has been identified on the basis of the data relating to the 

financial year immediately preceding the current year and the enterprise undertaking the said 

uncontrolled transaction, [not being the enterprise undertaking the international transaction or the 

specified domestic transaction referred to in sub-rule (1)], has in the financial year immediately 

preceding the said financial year undertaken the same or similar comparable uncontrolled 

transaction then,— 

(i)   the price in respect of such uncontrolled transaction shall be determined by applying the most 

appropriate method in a similar manner as it was applied to determine the price of the 

comparable uncontrolled transaction undertaken in the financial year immediately preceding 

the current year; and 

(ii)   the weighted average of the prices, computed in accordance with the manner provided in 

sub-rule (3), of the comparable uncontrolled transactions undertaken in the aforesaid period 

of two years shall be included in the dataset instead of the price referred to in sub-rule (1) : 
 

  Provided also that where the use of data relating to the current year in terms of the proviso 

to sub-rule (5) of rule 10B establishes that,— 

(i)   the enterprise has not undertaken same or similar uncontrolled transaction during 

the current year; or 

(ii)   the uncontrolled transaction undertaken by an enterprise in the current year is not 

a comparable uncontrolled transaction, 
 

  then, irrespective of the fact that such an enterprise had undertaken comparable uncontrolled 

transaction in the financial year immediately preceding the current year or the financial year 

immediately preceding such financial year, the price of comparable uncontrolled transaction or the 

weighted average of the prices of the uncontrolled transactions, as the case may be, undertaken by 

such enterprise shall not be included in the dataset. 
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(3) Where an enterprise has undertaken comparable uncontrolled transactions in more than one financial year, 

then for the purposes of sub-rule (2) the weighted average of the prices of such transactions shall be computed 

in the following manner, namely:— 

(i)   where the prices have been determined using the method referred to in clause (b) of sub-rule (1) of 

rule 10B, the weighted average of the prices shall be computed with weights being assigned to the 

quantum of sales which has been considered for arriving at the respective prices; 

(ii)   where the prices have been determined using the method referred to in clause (c) of sub-rule (1) of 

rule 10B, the weighted average of the prices shall be computed with weights being assigned to the 

quantum of costs which has been considered for arriving at the respective prices; 

(iii)   where the prices have been determined using the method referred to in clause (e) of sub- rule (1) of 

rule 10B, the weighted average of the prices shall be computed with weights being assigned to the 

quantum of costs incurred or sales effected or assets employed or to be employed, or as the case may 

be, any other base which has been considered for arriving at the respective prices. 

(4) Where the most appropriate method applied is a method other than the method referred to in clause (d) or 

clause (f) of sub-section (1) of section 92C and the dataset constructed in accordance with sub-rule (2) 

consists of six or more entries, an arm's length range beginning from the thirty-fifth percentile of 

the dataset and ending on the sixty-fifth percentile of the dataset shall be constructed and the 

arm's length price shall be computed in accordance with sub-rule (5) and sub-rule (6). 

(5) If the price at which the international transaction or the specified domestic transaction has actually been 

undertaken is within the range referred to in sub-rule (4), then, the price at which such international 

transaction or the specified domestic transaction has actually been undertaken shall be deemed to be 

the arm's length price. 

(6) If the price at which the international transaction or the specified domestic transaction has actually been 

undertaken is outside the arm's length range referred to in sub-rule (4), the arm's length price shall be taken 

to be the median of the dataset. 

(7) In a case where the provisions of sub-rule (4) are not applicable, the arm's length price shall be 

the arithmetical mean of all the values included in the dataset: 

Provided that, if the variation between the arm's length price so determined and price at which the 

international transaction or specified domestic transaction has actually been undertaken does not exceed 

such percentage not exceeding  of the latter, as may be notified by the Central Government 

in the Official Gazette in this behalf, the price at which the international transaction or specified domestic 

transaction has actually been undertaken shall be deemed to be the arm's length price. 
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(8) For the purposes of this rule,— 

(a)   "the thirty-fifth percentile" of a dataset, having values arranged in an ascending order, shall be the 

lowest value in the dataset such that at least thirty five per cent of the values included in the dataset 

are equal to or less than such value: 
 

  Provided that, if the number of values that are equal to or less than the aforesaid value is a whole 

number, then the thirty-fifth percentile shall be the arithmetic mean of such value and the value 

immediately succeeding it in the dataset; 

(b)   "the sixty-fifth percentile" of a dataset, having values arranged in an ascending order, shall be the 

lowest value in the dataset such that at least sixty five per cent of the values included in the dataset 

are equal to or less than such value: 
 

  Provided that, if the number of values that are equal to or less than the aforesaid value is a whole 

number, then the sixty-fifth percentile shall be the arithmetic mean of such value and the value 

immediately succeeding it in the dataset; 

(c)   "the median" of the dataset, having values arranged in an ascending order, shall be the lowest value 

in the dataset such that at least fifty per cent of the values included in the dataset are equal to or less 

than such value: 

Provided that, if the number of values that are equal to or less than the aforesaid value is a whole number, 

then the median shall be the arithmetic mean of such value and the value immediately succeeding it in the 

dataset. 
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Illustration 1.—The data for the current year of the comparable uncontrolled transactions or the entities 

undertaking such transactions is available at the time of furnishing return of income by the assessee and based 

on the same, seven enterprises have been identified to have undertaken the comparable uncontrolled 

transaction in the current year. All the identified comparable enterprises have also undertaken comparable 

uncontrolled transactions in a period of two years preceding the current year. The Profit level Indicator (PLI) 

used in applying the most appropriate method is operating profit as compared to operating cost (OP/OC). The 

weighted average shall be based upon the weight of OC as computed below : 

Sl. 

No. 

Name Year 1 Year 2 Year 3 [Current 

Year] 

Aggregation of OC and 

OP 

Weighted 

Average 

1 2 3 4 5 6 7 

1 A OC = 

100 

OP = 12 

OC = 

150 

OP = 10 

OC = 225 

OP = 35 

Total OC = 475 

Total OP = 57 

OP/OC = 12% 

2 B OC = 80 

OP = 10 

OC = 

125 

OP = 5 

OC = 100 

OP = 10 

Total OC = 305 

Total OP = 25 

OP/OC = 8.2% 

3 C OC = 

250 

OP = 22 

OC = 

230 

OP = 26 

OC = 250 

OP = 18 

Total OC = 730 

Total OP = 66 

OP/OC = 9% 

4 D OC = 

180 

OP = (-

)9 

OC = 

220 

OP = 22 

OC = 150 

OP = 20 

Total OC = 550 

Total OP = 33 

OP/OC = 6% 

5 E OC = 

140 

OP = 21 

OC = 

100 

OP = (-

)8 

OC = 125 

OP = (-)5 

Total OC = 365 

Total OP = 8 

OP/OC = 2.2% 

6 F OC = 

160 

OP = 21 

OC = 

120 

OP = 14 

OC = 140 

OP = 15 

Total OC = 420 

Total OP = 50 

OP/OC = 11.9% 

7 G OC = 

150 

OP = 21 

OC = 

130 

OP = 12 

OC = 155 

OP = 13 

Total OC = 435 

Total OP = 46 

OP/OC = 

10.57% 

From the above, the dataset will be constructed as follows : 

SI. No. 1 2 3 4 5 6 7 

Values 2.2% 6% 8.2% 9% 10.57% 11.9% 12% 
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For construction of the arm's length range the data place of thirty-fifth and sixty-fifth percentile shall be 

computed in the following manner, namely: 

Total no. of data points in dataset *(35/100) 

Total no. of data points in dataset *(65/100) 

Thus, the data place of the thirty-fifth percentile = 7*0.35=2.45. 

Since this is not a whole number, the next higher data place, i.e. the value at the third place would have at 

least thirty five per cent of the values below it. The thirty-fifth percentile is therefore value at the third place, 

i.e. 8.2%. 

The data place of the sixty-fifth percentile is = 7*0.65=4.55. 

Since this is not a whole number, the next higher data place, i.e. the value at the fifth place would have at least 

sixty five per cent of the values below it. The sixty-fifth percentile is therefore value at fifth place, i.e. 10.57%. 

The arm's length range will be beginning at 8.2% and ending at 10.57%. 

Therefore, if the transaction price of the international transaction or the specified domestic transaction has 

OP/OC percentage which is equal to or more than 8.2% and less than or equal to 10.57%, it is within the 

range. The transaction price in such cases will be deemed to be the arm's length price and no adjustment shall 

be required. However, if the transaction price is outside the arm's length range, say 6.2%, then for the purpose 

of determining the arm's length price the median of the dataset shall be first determined in the following 

manner: 

The data place of median is calculated by first computing the total number of data point in the dataset * 

(50/100). In this case it is 7*0.5=3.5. 

Since this is not a whole number, the next higher data place, i.e. the value at the fourth place would have at 

least fifty per cent of the values below it (median). 

The median is the value at fourth place, i.e., 9%. Therefore, the arm's length price shall be considered as 9% 

and adjustment shall accordingly be made. 
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Illustration 2.—The data of the current year is available in respect of enterprises A, C, E, F and G at the time 

of furnishing the return of income by the assessee and the data of the financial year preceding the current year 

has been used to identify comparable uncontrolled transactions undertaken by entrprises B and D. Further, if 

the enterprises have also undertaken comparable uncontrolled transactions in earlier years as detailed in the 

table, the weighted average and dataset shall be computed as below: 

Sl. 

No. 

Name Year 1 Year 2 Year 3 [Current 

Year] 

Aggregation of OC and 

OP 

Weighted 

Average 

1 2 3 4 5 6 7 

1 A OC = 

100 

OP = 12 

OC = 

150 

OP = 10 

OC = 225 

OP = 35 

Total OC = 475 

Total OP = 57 

OP/OC = 12% 

2 B OC = 80 

OP = 10 

OC = 

125 

OP = 5 

  Total OC = 205 

Total OP = 15 

OP/OC = 7.31% 

3 C OC = 

250 

OP = 22 

OC = 

230 

OP = 26 

OC = 250 

OP = 18 

Total OC = 730 

Total OP = 66 

OP/OC = 9% 

4 D   OC = 

220 

OP = 22 

  Total OC = 220 

Total OP = 22 

OP/OC = 10% 

5 E     OC = 100 

OP = (-)5 

Total OC = 100 

Total OP = (-)5 

OP/OC = (-)5% 

6 F OC = 

160 

OP = 21 

OC = 

120 

OP = 14 

OC = 140 

OP = 15 

Total OC = 420 

Total OP = 50 

OP/OC = 11.9% 

7 G OC = 

150 

OP = 21 

OC = 

130 

OP = 12 

OC = 155 

OP = 13 

Total OC = 435 

Total OP = 46 

OP/OC = 

10.57% 

From the above, the dataset will be constructed as follows : 

SI. No. 1 2 3 4 5 6 7 

Values (-)5% 7.31% 9% 10% 10.57% 11.9% 12% 

If during the course of assessment proceedings, the data of the current year is available and the use of such 

data indicates that B has failed to pass any qualitative or quantitative filter or for any other reason the 

transaction undertaken is not a comparable uncontrolled transaction, then, B shall not be considered for 

inclusion in the dataset. Further, if the data available at this stage indicates a new comparable uncontrolled 

transaction undertaken by enterprise H, then, it shall be included. The weighted average and dataset shall be 

recomputed as under : 
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Sl. 

No. 

Name Year 1 Year 2 Year 3 [Current 

Year] 

Aggregation of OC and 

OP 

Weighted 

Average 

1 2 3 4 5 6 7 

1 A OC = 

100 

OP = 12 

OC = 

150 

OP = 10 

OC = 225 

OP = 35 

Total OC = 475 

Total OP = 57 

OP/OC = 12% 

2 C OC = 

250 

OP = 22 

OC = 

230 

OP = 26 

OC = 250 

OP = 18 

Total OC = 730 

Total OP = 66 

OP/OC = 9% 

3 D   OC = 

220 

OP = 22 

OC = 150 

OP = 20 

Total OC = 370 

Total OP = 42 

OP/OC = 

11.35% 

4 E     OC = 100 

OP = (-)5 

Total OC = 100 

Total OP = (-)5 

OP/OC = (-)5% 

5 F OC = 

160 

OP = 21 

OC = 

120 

OP = 14 

OC = 140 

OP = 15 

Total OC = 420 

Total OP = 50 

OP/OC = 11.9% 

6 G OC = 

150 

OP = 21 

OC = 

130 

OP = 12 

OC = 155 

OP = 13 

Total OC = 435 

Total OP = 46 

OP/OC = 

10.57% 

7 H OC = 

150 

OP = 12 

  OC = 80 

OP = 10 

Total OC = 230 

Total OP = 22 

OP/OC = 9.56% 

From the above, the dataset will be constructed as follows : 

SI. No. 1 2 3 4 5 6 7 

Values (-)5% 9% 9.56% 10.57% 11.35% 11.9% 12% 

Illustration 3.— In a given case the dataset of 20 prices arranged in ascending order is as under : 

Sl. No. Profits (in Rs. Thousand) 

1 2 

1 42.00 

2 43.00 

3 44.00 
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4 44.50 

5 45.00 

6 45.25 

7 47.00 

8 48.00 

9 48.15 

10 48.35 

11 48.45 

12 48.48 

13 48.50 

14 49.00 

15 49.10 

16 49.35 

17 49.50 

18 49.75 

19 50.00 

20 50.15 

Applying the formula given in the Illustration 1, the data place of the thirty-fifth and sixty-fifty percentile is 

determined as follows: 

Thirty-fifth percentile place = 20* (35/100) = 7. 

Sixty-fifth percentile place = 20* (65/100) = 13. 

Since the thirty-fifth percentile place is a whole number, it shall be the average of the prices at the seventh and 

next higher, i.e.; eighth place. This is (47+48)/2 = Rs.47,500. 

Similarly, the sixty-fifth percentile will be average of thirteenth and fourteenth place prices. This is 

(48.5+49)/2=Rs.48,750 

The median of the range (the fiftieth percentile place) = 20*(50/100)=10 

Since the fiftieth percentile place is a whole number, it shall be the average of the prices at the tenth and next 

higher, i.e.; eleventh place. This is (48.35+48.45)/2= Rs.48,400. 

Thus, the arm's length range in this case shall be from Rs.47,500 to Rs.48,750. 

Consequently, any transaction price which is equal to or more than Rs.47,500 but less than or equal to 

Rs.48,750 shall be considered to be within the arm's length range.] 
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Question (ID 25)  

 

X Ltd., a resident Indian Company, on 01-04-PY has borrowed Rs. 100 crores from M/S A Inc, a company 

incorporated in US, at an interest rate of 9% p.a. The said loan is repayable over a period of 10 years. Further, 

loan is guaranteed by M/s B Inc incorporated in US. M/s. K Inc, a non-resident, holds shares carrying 30% of 

voting power both in M/s X Ltd. and M/s .B. Inc. M/s K Inc has also deposited Rs. 100 crores with M/s A Inc. 

Other Information: Net profit of M/s. X Ltd. was Rs. 10 crores after debiting the above interest, depreciation of 

Rs. 5 crores and income-tax of Rs. 3.40 crores. Calculate the amount of interest to be disallowed under the head 

“profits and gains of business or profession” in the computation of M/s. X Ltd. (6 marks) 
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94B. (1) Notwithstanding anything contained in this Act, where an Indian company, or a permanent 

establishment of a foreign company in India, being the borrower, incurs any expenditure by way of interest 

or of similar nature exceeding one crore rupees which is deductible in computing income chargeable 
under the head "Profits and gains of business or profession" in respect of any debt issued by a non-resident, 

being an associated enterprise of such borrower, the interest shall not be deductible in computation of 

income under the said head to the extent that it arises from excess interest, as specified in sub-section (2) : 

Provided that where the debt is issued by a lender which is not associated but an associated enterprise 

either provides an implicit or explicit guarantee to such lender or deposits a corresponding and 

matching amount of funds with the lender, such debt shall be deemed to have been issued by an 

associated enterprise. 

 

(2) For the purposes of sub-section (1), the excess interest shall mean an amount of total interest paid 

or payable  thirty per cent of earnings before interest, taxes, depreciation and 

amortisation of the borrower in the previous year or interest paid or payable to associated 

enterprises for that previous year, whichever is less. 

 

(3) Nothing contained in sub-section (1) shall apply to an Indian company or a permanent establishment 

of a foreign company which is engaged in the . 

 

(4) Where for any assessment year, the interest expenditure is not wholly deducted against income under the 

head "Profits and gains of business or profession", so much of the interest expenditure as has not been so 

deducted, shall be carried forward to the following assessment year or assessment years, and it shall be allowed 

as a deduction against the profits and gains, if any, of any business or profession carried on by it and assessable 

for that assessment year to the extent of maximum allowable interest expenditure in accordance with sub-section 

(2): 

Provided that no interest expenditure shall be carried forward under this sub-section for more than eight 

assessment years immediately succeeding the assessment year for which the excess interest expenditure was 

first computed. 
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(5) For the purposes of this section, the expressions— 

  (i) "associated enterprise" shall have the meaning assigned to it in sub-section (1) and sub-section (2) 

of section 92A; 

 (ii) "debt" means any loan, financial instrument, finance lease, financial derivative, or any arrangement 

that gives rise to interest, discounts or other finance charges that are deductible in the computation of 

income chargeable under the head "Profits and gains of business or profession"; 

 (iii) "permanent establishment" includes a fixed place of business through which the business of the 

enterprise is wholly or partly carried on.] 
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Question (ID Avg-01) 

 

X Ltd., an Indian company, is a subsidiary company of Y Inc., a company registered in the Netherlands. It 

purchases raw materials from Y Inc. Purchase price of raw material determined under CUP method (being the 

most appropriate method) for the previous year are Rs, 9,700, RS. 10,000 Rs. 10.100 and Rs.10,300 per unit. X 

Ltd., however, pays to Y Inc. Rs.1,04,50,000 (i.e., 950 units at the rate of Rs.11,000 per unit). Net profit as per 

statement of profit and loss for the year is Rs. 9,40,000. Determine arm’s length price and net income of X Ltd. 

for the year. X Ltd. Is not a “wholesale trader”.   
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Question (ID Domestic-01) 

 

If Himalaya Ltd. has two Units, Unit 1 is engaged in power generation business and Unit 2 is engaged in 

manufacture of wires. Both the units were set up in Himachal Pradesh in the year 2014. In the year, fourteen 

lakh metres of wire are transferred from Unit 2 to Unit 1 at Rs. 150 per meter when the market price per metre 

was Rs. 200. Which of the following statements is correct? 

 

(a) Transfer pricing provisions would be attracted in this case 

(b) Transfer pricing provisions would not be attracted in this case, since Unit I and Unit 2 belong to the same 

company and are not associated enterprises 

(c) Transfer pricing provisions would not be attracted in this case as it is not an international transaction as both 

the Units are in India. For the purpose of Chapter VIA deduction, the profits of power generation business shall, 

however, be computed as if the transfer has been made at the market value of Rs.200 per MT. 

(d) Transfer pricing provisions would not be attracted in this case due to reasons mentioned in both (b) and (c) 

above 
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92BA. For the purposes of this section and sections 92, 92C, 92D and 92E, "specified domestic transaction" 

in case of an assessee means any of the following transactions, not being an international transaction, namely:— 

  (i) 35[***] 

 (ii) any transaction referred to in section 80A; 

(iii) any transfer of goods or services referred to in sub-section (8) of section 80-IA; 

(iv) any business transacted between the assessee and other person as referred to in sub-section (10) 

of section 80-IA; 

 (v) any transaction, referred to in any other section under Chapter VI-A or section 10AA, to which 

provisions of sub-section (8) or sub-section (10) of section 80-IA are applicable; or 

(va) any business transacted between the persons referred to in sub-section (4) of section 115BAB 

(vi) any other transaction as may be prescribed, 

and where the aggregate of such transactions entered into by the assessee in the previous year exceeds a 

sum of twenty crore rupees. 
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Question (ID TPO-01) 

 

For the year, the Assessing Officer makes a reference to TPO under section  92CA on June 3 after the assessment 

year. Find out the due date of passing order by TPO under section 92CA(3). 

Suppose in problem, the assessment proceedings are stayed by the Bombay High Court on March 20, AY. The 

stay is, however, vacated by the Supreme Court on April 29. 
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92CA. (1) Where any person, being the assessee, has entered into an international transaction or specified 

domestic transaction in any previous year, and the Assessing Officer considers it necessary or expedient 

so to do, he may, with the previous approval of the Principal Commissioner or Commissioner, refer the 

computation of the arm's length price in relation to the said international transaction or specified 

domestic transaction under section 92C to the Transfer Pricing Officer. 

(2) Where a reference is made under sub-section (1), the Transfer Pricing Officer shall serve a notice on the 

assessee requiring him to produce or cause to be produced on a date to be specified therein, any evidence on 

which the assessee may rely in support of the computation made by him of the arm's length price in relation to 

the international transaction or specified domestic transaction referred to in sub-section (1). 

(2A) Where any other international transaction [other than an international transaction referred under 

sub-section (1)], comes to the notice of the Transfer Pricing Officer during the course of the 

proceedings before him, the provisions of this Chapter shall apply as if such other international transaction 

is an international transaction referred to him under sub-section (1). 

(2B) Where in respect of an international transaction, the assessee has not furnished the report 

under section 92E and such transaction comes to the notice of the Transfer Pricing Officer during the 

course of the proceeding before him, the provisions of this Chapter shall apply as if such transaction is 

an international transaction referred to him under sub-section (1). 

(2C) Nothing contained in sub-section (2B) shall empower the Assessing Officer either to assess or reassess 

under section 147 or pass an order enhancing the assessment or reducing a refund already made or otherwise 

increasing the liability of the assessee under section 154, for any assessment year, proceedings for which have 

been completed before the 1st day of July, 2012. 

(3) On the date specified in the notice under sub-section (2), or as soon thereafter as may be, after hearing such 

evidence as the assessee may produce, including any information or documents referred to in sub-section (3) 

of section 92D and after considering such evidence as the Transfer Pricing Officer may require on any specified 

points and after taking into account all relevant materials which he has gathered, the Transfer Pricing Officer 

shall, by order in writing, determine the arm's length price in relation to the international transaction or specified 

domestic transaction in accordance with sub-section (3) of section 92C and send a copy of his order to the 

Assessing Officer and to the assessee. 

(3A) Where a reference was made under sub-section (1) before the 1st day of June, 2007 but the order under 

sub-section (3) has not been made by the Transfer Pricing Officer before the said date, or a reference under sub-

section (1) is made on or after the 1st day of June, 2007, an order under sub-section (3) may be made at any 
time before sixty days prior to the date on which the period of limitation referred to in section 153, or as 

the case may be, in section 153B for making the order of assessment or reassessment or recomputation or fresh 

assessment, as the case may be, expires: 

Provided that in the circumstances referred to in clause (ii) or clause (x) of Explanation 1 to section 153, 

if the period of limitation available to the Transfer Pricing Officer for making an order is less than sixty 

days, such remaining period shall be extended to sixty days and the aforesaid period of limitation shall 

be deemed to have been extended accordingly. 

  

javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071536',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071546',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071848',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071735',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071544',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071536',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071721',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071727',%20'');
javascript:ShowMainContent('Act',%20'CMSID',%20'102120000000071721',%20'');


 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-G . 2 

(4) On receipt of the order under sub-section (3), the Assessing Officer shall proceed to compute the 

total income of the assessee under sub-section (4) of section 92C in conformity with the arm's length price 

as so determined by the Transfer Pricing Officer. 

(5) With a view to rectifying any mistake apparent from the record, the Transfer Pricing Officer may amend 

any order passed by him under sub-section (3), and the provisions of section 154 shall, so far as may be, 

apply accordingly. 

(6) Where any amendment is made by the Transfer Pricing Officer under sub-section (5), he shall send a copy 

of his order to the Assessing Officer who shall thereafter proceed to amend the order of assessment in conformity 

with such order of the Transfer Pricing Officer. 

(7) The Transfer Pricing Officer may, for the purposes of determining the arm's length price under this section, 

exercise all or any of the powers specified in clauses (a) to (d) of sub-section (1) of section 131 or sub-section 

(6) of section 133 or section 133A. 

Explanation.—For the purposes of this section, "Transfer Pricing Officer" means a Joint Commissioner or 

Deputy Commissioner or Assistant Commissioner authorised by the Board to perform all or any of the functions 

of an Assessing Officer specified in sections 92C and 92D in respect of any person or class of persons. 
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Notwithstanding anything contained in sub-sections (1), (2) and (3), where a reference under sub-section (1) 

of section 92CA is made during the course of the proceeding for the assessment or reassessment, the period 

available for completion of assessment or reassessment, as the case may be, under the said sub-sections (1), (2) 

and (3) shall be extended by twelve months. 
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144C. (1) The Assessing Officer shall, notwithstanding anything to the contrary contained in this Act, in the 

first instance, forward a draft of the proposed order of assessment (hereafter in this section referred to as the 

draft order) to the eligible assessee if he proposes to make, on or after the 1st day of October, 2009, any 

variation in the income or loss returned which is prejudicial to the interest of such assessee. 

(2) On receipt of the draft order, the eligible assessee shall, within thirty days of the receipt by him of 

the draft order,— 

(a)   of the variations to the Assessing Officer; or 

(b)  , if any, to such variation with,— 

 (i)  the Dispute Resolution Panel; and 

(ii)  the Assessing Officer. 

(3) The Assessing Officer shall complete the assessment on the basis of the draft order, if— 

(a)  the assessee intimates to the Assessing Officer the acceptance of the variation; or 

(b)  no objections are received within the period specified in sub-section (2). 

(4) The Assessing Officer shall, notwithstanding anything contained in section 153 or section 153B, pass the 

assessment order under sub-section (3) within one month from the end of the month in which,— 

(a)  the acceptance is received; or 

(b)  the period of filing of objections under sub-section (2) expires. 

(5) The Dispute Resolution Panel shall, in a case where any objection is received under sub-section (2), issue 

such directions, as it thinks fit, for the guidance of the Assessing Officer to enable him to complete the 

assessment. 

(6) The Dispute Resolution Panel shall issue the directions referred to in sub-section (5), after considering the 

following, namely:— 

(a)  draft order; 

(b)  objections filed by the assessee; 

(c)  evidence furnished by the assessee; 

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

authority; 

(e)  records relating to the draft order; 

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

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

(7) The Dispute Resolution Panel may, before issuing any directions referred to in sub-section (5),— 

(a)  make such further enquiry, as it thinks fit; or 

(b)  cause any further enquiry to be made by any income-tax authority and report the result of the same to 

it. 
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(8) The Dispute Resolution Panel may confirm, reduce or enhance the variations proposed in the draft 

order so, however, that it shall not set aside any proposed variation or issue any direction under sub-section (5) 

for further enquiry and passing of the assessment order. 

Explanation.—For the removal of doubts, it is hereby declared that the power of the Dispute Resolution Panel 

to enhance the variation shall include and shall be deemed always to have included the power to consider any 

matter arising out of the assessment proceedings relating to the draft order, notwithstanding that such matter 

was raised or not by the eligible assessee. 

(9) If the members of the Dispute Resolution Panel differ in opinion on any point, the point shall be decided 

according to the opinion of the majority of the members. 

(10) Every direction issued by the Dispute Resolution Panel shall be binding on the Assessing Officer. 

(11) No direction under sub-section (5) shall be issued unless an opportunity of being heard is given to the 

assessee and the Assessing Officer on such directions which are prejudicial to the interest of the assessee or the 

interest of the revenue, respectively. 

(12) No direction under sub-section (5) shall be issued after nine months from the end of the month in which 

the draft order is forwarded to the eligible assessee. 

(13) Upon receipt of the directions issued under sub-section (5), the Assessing Officer shall, in conformity with 

the directions, complete, notwithstanding anything to the contrary contained in section 153 or section 153B, the 

assessment without providing any further opportunity of being heard to the assessee, within one month from the 

end of the month in which such direction is received. 

(14) The Board may make rules for the purposes of the efficient functioning of the Dispute Resolution Panel 

and expeditious disposal of the objections filed under sub-section (2) by the eligible assessee. 

(14A) The provisions of this section shall not apply to any assessment or re-assessment order passed by the 

Assessing Officer with the prior approval of the Principal Commissioner or Commissioner as provided in sub-

section (12) of section 144BA. 

 

(15) For the purposes of this section,— 

(a)  "Dispute Resolution Panel" means a collegium comprising of three Principal Commissioners or 

Commissioners of Income-tax constituted by the Board for this purpose; 

(b)  "eligible assessee" means,— 

 (i)  any person in whose case the variation referred to in sub-section (1) arises as a 

consequence of the order of the Transfer Pricing Officer passed under sub-section (3) 

of section 92CA; and 

(ii)  any foreign company. 
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Question (ID Safe-01) 

 
Adaswar Ltd., an Indian company provides user documentation preparation services to Rotomatic Inc., which 

is a “specified foreign company”. The value of the transaction entered into is Rs. 87 crore. The operating 

expenses incurred are Rs.68 crore. It has declared operating profit of Rs.10 crore. (Assume safe harbour 17 %) 
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92CB. (1) The determination of arm's length price under section 92C or section 92CA shall be subject to safe 

harbour rules. 

(2) The Board may, for the purposes of sub-section (1), make rules for safe harbour. 

Explanation.—For the purposes of this section, "safe harbour" means circumstances in which the income-tax 

authorities shall accept the transfer price declared by the assessee. 
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10TA. For the purposes of this rule and rule 10TB to rule 10TG,— 
1[(a) "accountant" means an accountant referred to in the Explanation below sub-section (2) of section 288 of 

the Act and includes any person recognised for undertaking cost certification by the Government of the 

country where the associated enterprise is registered or incorporated or any of its agencies, who fulfils 

the following conditions, namely:— 

  (I) if he is a member or partner in any entity engaged in rendering accountancy or valuation services 

then,— 

  (i) the entity or its affiliates have presence in more than two countries; and 

 (ii) the annual receipt of the entity in the year preceding the year in which cost certification is 

undertaken exceeds ten crore rupees; 

 (II) if he is pursuing the profession of accountancy individually or is a valuer then,— 

  (i) his annual receipt in the year preceding the year in which cost certification is undertaken, 

from the exercise of profession, exceeds one crore rupees; and 

 (ii) he has professional experience of not less than ten years.] 
2[(aa)] "contract research and development services wholly or partly relating to software development" means 

the following, namely:— 

  (i)  research and development producing new theorems and algorithms in the field of theoretical 

computer science; 

 (ii)  development of information technology at the level of operating systems, programming languages, 

data management, communications software and software development tools; 

(iii)  development of Internet technology; 

(iv)  research into methods of designing, developing, deploying or maintaining software; 

(v)  software development that produces advances in generic approaches for capturing, transmitting, 

storing, retrieving, manipulating or displaying information; 

(vi)  experimental development aimed at filling technology knowledge gaps as necessary to develop a 

software programme or system; 

(vii) research and development on software tools or technologies in specialised areas of computing 

(image processing, geographic data presentation, character recognition, artificial intelligence and 

such other areas);or 

(viii) upgradation of existing products where source code has been made available by the principal 3[, 

except where the source code has been made available to carry out routine functions like debugging 

of the software]; 

(b)  "core auto components" means,— 

 (i)  engine and engine parts, including piston and piston rings, engine valves and parts cooling systems 

and parts and power train components; 

(ii)  transmission and steering parts, including gears, wheels, steering systems, axles and clutches; 

(iii)  suspension and braking parts, including brake and brake assemblies, brake linings, shock 

absorbers and leaf springs; 

javascript:ShowFootnote('ftn1_rules010ta');
javascript:ShowFootnote('ftn2_rules010ta');
javascript:ShowFootnote('ftn3_rules010ta');


 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-H . 3 

(c) "corporate guarantee" means explicit corporate guarantee extended by a company to its wholly owned 

subsidiary being a non-resident in respect of any short-term or long-term borrowing. 

Explanation.—For the purposes of this clause, explicit corporate guarantee does not include letter of 

comfort, implicit corporate guarantee, performance guarantee or any other guarantee of similar nature; 
4[(ca) "employee cost" includes,— 

   (i) salaries and wages; 

  (ii) gratuities; 

 (iii) contribution to Provident Fund and other funds; 

 (iv) the value of perquisites as specified in clause (2) of section 17 of the Act; 

  (v) employment related allowances, like medical allowance, dearness allowance, travel allowance and 

any other allowance; 

 (vi) bonus or commission by whatever name called; 

(vii) lump sum payments received at the time of termination of service or superannuation or voluntary 

retirement, such as gratuity, severance pay, leave encashment, voluntary retrenchment benefits, 

commutation of pension and similar payments; 

(viii) expenses incurred on contractual employment of persons performing tasks similar to those 

performed by the regular employees; 

 (ix) outsourcing expenses, to the extent of employee cost, wherever ascertainable, embedded in the total 

outsourcing expenses: 

Provided that where the extent of employee cost embedded in the total outsourcing expenses is not 

ascertainable, eighty per cent of the total outsourcing expenses shall be deemed to be the employee 

cost embedded in the total outsourcing expenses; 

  (x) recruitment expenses; 

 (xi) relocation expenses; 

(xii) training expenses; 

(xiii) staff welfare expenses; and 

(xiv) any other expenses related to employees or the employment;] 

(d) "generic pharmaceutical drug" means a drug that is comparable to a drug already approved by the 

regulatory authority in dosage form, strength, route of administration, quality and performance 

characteristics, and intended use; 

(e) "information technology enabled services" means the following business process outsourcing services 

provided mainly with the assistance or use of information technology, namely:— 

 (i)  back office operations; 

(ii)  call centres or contact centre services; 

(iii) data processing and data mining; 

(iv) insurance claim processing; 

(v)  legal databases; 

(vi) creation and maintenance of medical transcription excluding medical advice; 

(vii) translation services; 

(viii) payroll; 
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(ix)  remote maintenance; 

 (x)  revenue accounting; 

(xi)  support centres; 

(xii) website services; 

(xiii) data search integration and analysis; 

(xiv) remote education excluding education content development; or 

(xv) clinical database management services excluding clinical trials, 

but does not include any research and development services whether or not in the nature of contract 

research and development services; 

(f)  "intra-group loan" means loan advanced to wholly owned subsidiary being a non-resident, where the 

loan— 

  (i)  is sourced in Indian rupees; 

 (ii)  is not advanced by an enterprise, being a financial company including a bank or a financial 

institution or an enterprise engaged in lending or borrowing in the normal course of business; and 

(iii)  does not include credit line or any other loan facility which has no fixed term for repayment; 

(g) "knowledge process outsourcing services" means the following business process outsourcing services 

provided mainly with the assistance or use of information technology requiring application of knowledge 

and advanced analytical and technical skills, namely:— 

 (i)  geographic information system; 

(ii)  human resources services; 

(iii) engineering and design services; 

(iv) animation or content development and management; 

(v)  business analytics; 

(vi) financial analytics; or 

(vii) market research, 

but does not include any research and development services whether or not in the nature of contract 

research and development services; 
5[(ga) "low value-adding intra-group services" means services that are performed by one or more members of a 

multinational enterprise group on behalf of one or more other members of the same multinational 

enterprise group and which,— 

   (i) are in the nature of support services; 

  (ii) are not part of the core business of the multinational enterprise group, i.e., such services neither 

constitute the profit-earning activities nor contribute to the economically significant activities of 

the multinational enterprise group; 

 (iii) are not in the nature of shareholder services or duplicate services; 

 (iv) neither require the use of unique and valuable intangibles nor lead to the creation of unique and 

valuable intangibles; 

  (v) neither involve the assumption or control of significant risk by the service provider nor give rise to 

the creation of significant risk for the service provider; and 
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 (vi) do not have reliable external comparable services that can be used for determining their arm's 

length price, but does not include the following services, namely:— 

  (i) research and development services; 

 (ii) manufacturing and production services; 

(iii) information technology (software development) services; 

(iv) knowledge process outsourcing services; 

 (v) business process outsourcing services; 

(vi) purchasing activities of raw materials or other materials that are used in the manufacturing 

or production process; 

(vii) sales, marketing and distribution activities; 

(viii) financial transactions; 

(ix) extraction, exploration, or processing of natural resources; and 

 (x) insurance and reinsurance;] 

(h) "non-core auto components" mean auto components other than core auto components; 

(i)  "no tax or low tax country or territory" means a country or territory in which the maximum rate of income-

tax is less than fifteen per cent; 

(j)  "operating expense" means the costs incurred in the previous year by the assessee in relation to the 

international transaction during the course of its normal operations including 6[costs relating to 

Employee Stock Option Plan or similar stock-based compensation provided for by the associated 

enterprises of the assessee to the employees of the assessee, reimbursement to associated enterprises of 

expenses incurred by the associated enterprises on behalf of the assessee, amounts recovered from 

associated enterprises on account of expenses incurred by the assessee on behalf of those associated 

enterprises and which relate to normal operations of the assessee and] depreciation and amortisation 

expenses relating to the assets used by the assessee, but not including the following, namely:— 

 (i)  interest expense; 

(ii)  provision for unascertained liabilities; 

(iii) pre-operating expenses; 

(iv) loss arising on account of foreign currency fluctuations; 

(v)  extraordinary expenses; 

(vi) loss on transfer of assets or investments; 

(vii) expense on account of income-tax; and 

(viii) other expenses not relating to normal operations of the assessee: 
7[Provided that reimbursement to associated enterprises of expenses incurred by the associated 

enterprises on behalf of the assessee shall be at cost: 

Provided further that amounts recovered from associated enterprises on account of expenses 

incurred by the assessee on behalf of the associated enterprises and which relate to normal 

operations of the assessee shall be at cost;] 

(k)  "operating revenue" means the revenue earned by the assessee in the previous year in relation to the 

international transaction during the course of its normal operations 8[including costs relating to 

Employee Stock Option Plan or similar stock-based compensation provided for by the associated 

enterprises of the assessee to the employees of the assessee] but not including the following, namely:— 
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 (i)  interest income; 

(ii)  income arising on account of foreign currency fluctuations; 

(iii) income on transfer of assets or investments; 

(iv) refunds relating to income-tax; 

(v)  provisions written back; 

(vi) extraordinary incomes; and 

(vii) other incomes not relating to normal operations of the assessee. 

(l)  "operating profit margin" in relation to operating expense means the ratio of operating profit, being the 

operating revenue in excess of operating expense, to the operating expense expressed in terms of 

percentage; 
9[(la) "relevant previous year" means the previous year relevant to the assessment year in which the option for 

safe harbour is validly exercised;] 

(m) "software development services" means,— 

 (i)  business application software and information system development using known methods and 

existing software tools; 

(ii)  support for existing systems; 

(iii) converting or translating computer languages; 

(iv) adding user functionality to application programmes; 

(v)  debugging of systems; 

(vi) adaptation of existing software; or 

(vii) preparation of user documentation, 

but does not include any research and development services whether or not in the nature of contract 

research and development services.] 
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Rule-10TB, Income-tax Rules 

10TB. (1) Subject to the provisions of sub-rules (2) and (3), the 'eligible assessee' means a person who has 

exercised a valid option for application of safe harbour rules in accordance with rule 10TE, and— 

 (i)  is engaged in providing software development services or information technology enabled services or 

knowledge process outsourcing services, with insignificant risk, to a non-resident associated enterprise 

(hereinafter referred as foreign principal); 

(ii)  has made any intra-group loan; 

(iii)  has provided a corporate guarantee; 

(iv) is engaged in providing contract research and development services wholly or partly relating to software 

development, with insignificant risk, to a foreign principal; 

(v)  is engaged in providing contract research and development services wholly or partly relating to generic 

pharmaceutical drugs, with insignificant risk, to a foreign principal; 1[***] 

(vi) is engaged in the manufacture and export of core or non-core auto components and where ninety per cent 

or more of total turnover during the relevant previous year is in the nature of original equipment 

manufacturer sales 2[; or] 
3[(vii) is in receipt of low value-adding intra-group services from one or more members of its group.] 

(2) For the purposes of identifying an eligible assessee, with insignificant risk, referred to in item (i) of sub-rule 

(1), the Assessing Officer or the Transfer Pricing Officer, as the case may be, shall have regard to the following 

factors, namely:— 

(a) the foreign principal performs most of the economically significant functions involved, including the 

critical functions such as conceptualisation and design of the product and providing the strategic direction 

and framework, either through its own employees or through its other associated enterprises, while the 

eligible assessee carries out the work assigned to it by the foreign principal; 

(b)  the capital and funds and other economically significant assets including the intangibles required, are 

provided by the foreign principal or its other associated enterprises, and the eligible assessee is only 

provided a remuneration for the work carried out by it; 

(c)  the eligible assessee works under the direct supervision of the foreign principal or its associated enterprise 

which not only has the capability to control or supervise but also actually controls or supervises the 

activities carried out through its strategic decisions to perform core functions as well as by monitoring 

activities on a regular basis; 

(d)  the eligible assessee does not assume or has no economically significant realised risks, and if a contract 

shows that the foreign principal is obligated to control the risk but the conduct shows that the eligible 

assessee is doing so, the contractual terms shall not be the final determinant; 

(e)  the eligible assessee has no ownership right, legal or economic, on any intangible generated or on the 

outcome of any intangible generated or arising during the course of rendering of services, which vests 

with the foreign principal as evident from the contract and the conduct of the parties. 

(3) For the purposes of identifying an eligible assessee, with insignificant risk, referred to in items (iv) and (v) 

of sub-rule (1), the Assessing Officer or the Transfer Pricing Officer, as the case may be, shall have regard to 

the following factors, namely:— 

(a)  the foreign principal performs most of the economically significant functions involved in research or 

product development cycle, including the critical functions such as conceptualisation and design of the 
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product and providing the strategic direction and framework, either through its own employees or through 

its other associated enterprises while the eligible assessee carries out the work assigned to it by the foreign 

principal; 

(b) the foreign principal or its other associated enterprises provides the funds or capital and other 

economically significant assets including intangibles required for research or product development and 

also provides a remuneration to the eligible assessee for the work carried out by it; 

(c) the eligible assessee works under the direct supervision of the foreign principal or its other associated 

enterprise which has not only the capability to control or supervise but also actually controls or supervises 

research or product development, through its strategic decisions to perform core functions as well as by 

monitoring activities on a regular basis; 

(d)  the eligible assessee does not assume or has no economically significant realised risks, and if a contract 

shows that the foreign principal is obligated to control the risk but the conduct shows that the eligible 

assessee is doing so, the contractual terms shall not be the final determinant; 

(e)  the eligible assessee has no ownership right, legal or economic, on the outcome of the research which 

vests with the foreign principal and is evident from the contract as well as the conduct of the parties.] 
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10TC. 'Eligible international transaction' means an international transaction between the eligible assessee and 

its associated enterprise, either or both of whom are non-resident, and which comprises of: 

 (i)  provision of software development services; 

(ii)  provision of information technology enabled services; 

(iii) provision of knowledge process outsourcing services; 

(iv) advance of intra-group loan; 

(v)  provision of corporate guarantee, where the amount guaranteed,— 

(a)   does not exceed one hundred crore rupees; or 

(b)  exceeds one hundred crore rupees, and the credit rating of the associated enterprise, done by an 

agency registered with the Securities and Exchange Board of India, is of the adequate to highest 

safety; 

(vi)  provision of contract research and development services wholly or partly relating to software 

development; 

(vii)  provision of contract research and development services wholly or partly relating to generic 

pharmaceutical drugs; 

(viii)  manufacture and export of core auto components; 1[***] 

 (ix)  manufacture and export of non-core auto components 2[; or] 

by the eligible assessee. 
3[(x) receipt of low value-adding intra-group services from one or more members of its group,] 
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10TD. (1) Where an eligible assessee has entered into an eligible international transaction and the option 

exercised by the said assessee is not held to be invalid under rule 10TE, the transfer price declared by the 

assessee in respect of such transaction shall be accepted by the income-tax authorities, if it is in accordance 

with the circumstances as specified in sub-rule (2) 13a[or, as the case may be, sub-rule (2A)]. 

 

(2) The circumstances referred to in sub-rule (1) in respect of the eligible international transaction specified in 

column (2) of the Table below shall be as specified in the corresponding entry in column (3) of the said Table:— 

  Sl. 

No. 

Eligible International Transaction Circumstances 

  (1) (2) (3) 

  1. Provision of software development 

services referred to in item (i) of rule 

10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense incurred is - 

(i) not less than 20 per cent, where the aggregate 

value of such transactions entered into during 

the previous year does not exceed a sum of five 

hundred crore rupees; or 

(ii) not less than 22 per cent, where the aggregate 

value of such transactions entered into during 

the previous year exceeds a sum of five 

hundred crore rupees. 

  2. Provision of information technology 

enabled services referred to in item (ii) of 

rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense is - 

 (i)  not less than 20 per cent, where the aggregate 

value of such transactions entered into during 

the previous year does not exceed a sum of five 

hundred crore rupees; or 

(ii) not less than 22 per cent, where the aggregate 

value of such transactions entered into during 

the previous year exceeds a sum of five 

hundred crore rupees. 

  3. Provision of knowledge process 

outsourcing services referred to in item 

(iii) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense is not less than 25 

per cent. 
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  4. Advancing of intra-group loans referred 

to in item (iv) of rule 10TC where the 

amount of loan does not exceed fifty crore 

rupees. 

The Interest rate declared in relation to the eligible 

international transaction is not less than the base 

rate of State Bank of India as on 30th June of the 

relevant previous year plus 150 basis points. 

  5. Advancing of intra-group loans referred 

to in item (iv) of rule 10TC where the 

amount of loan exceeds fifty crore rupees. 

The Interest rate declared in relation to the eligible 

international transaction is not less than the base 

rate of State Bank of India as on 30th June of the 

relevant previous year plus 300 basis points. 

  6. Providing corporate guarantee referred 

to in sub-item (a) of item (v) of rule 10TC. 

The commission or fee declared in relation to the 

eligible international transaction is at the rate not 

less than 2 per cent per annum on the amount 

guaranteed. 

  7. Providing corporate guarantee referred 

to in sub-item (b) of item (v) of rule 10TC. 

The commission or fee declared in relation to the 

eligible international transaction is at the rate not 

less than 1.75 per cent. per annum on the amount 

guaranteed. 

  8. Provision of contract research and 

development services wholly or partly 

relating to software development referred 

to in item (vi) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense incurred is not less 

than 30 per cent. 

  9. Provision of contract research and 

development services wholly or partly 

relating to generic pharmaceutical drugs 

referred to in item (vii) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense incurred is not less 

than 29 per cent. 

  10. Manufacture and export of core auto 

components referred to in item (viii) of 

rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense is not less than 12 

per cent. 

  11. Manufacture and export of non-core auto 

components referred to in item (ix) of rule 

10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction 

in relation to operating expense is not less than 8.5 

per cent. 
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(2A) The circumstances referred to in sub-rule (1) in respect of the eligible international transaction specified 

in column (2) of the Table below shall be as specified in the corresponding entry in column (3) of the said 

Table:— 
 

Sl. 

No. 

Eligible International 

Transaction 

Circumstances 

  (1) (2) (3) 

  1. Provision of software 

development services referred to 

in item (i) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction in 

relation to operating expense incurred is - 

 (i) not less than 17 per cent, where the value of 

international transaction does not exceed a sum of one 

hundred crore rupees; or 

 (ii) not less than 18 per cent, where the value of 

international transaction exceeds a sum of one 

hundred crore rupees but does not exceed a sum of 

two hundred crore rupees. 

  2. Provision of information 

technology enabled services 

referred to in item (ii) of rule 

10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction in 

relation to operating expense is - 

  (i) not less than 17 per cent, where the aggregate value 

of such transactions entered into during the previous 

year does not exceed a sum of one hundred crore 

rupees; or 

 (ii) not less than 18 per cent, where the aggregate value 

of such transactions entered into during the previous 

year exceeds a sum of one hundred crore rupees but 

does not exceed a sum of two hundred crore rupees. 

  3. Provision of knowledge process 

outsourcing services referred to 

in item (iii) of rule 10TC. 

The value of international transaction does not exceed a 

sum of two hundred crore rupees and the operating profit 

margin declared by the eligible assessee from the eligible 

international transaction in relation to operating expense is 

- 

  (i) not less than 24 per cent. and the Employee Cost in 

relation to the Operating Expense is at least sixty per 

cent. 

 (ii) not less than 21 per cent. and the Employee Cost in 

relation to the Operating Expense is forty per cent. or 

more but less than sixty per cent. or 

(iii) not less than 18 per cent and the Employee Cost in 

relation to the Operating Expense does not exceed 

forty per cent. 
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  4. Advancing of intra-group loans 

referred to in item (iv) of rule 

10TC where the amount of loan is 

denominated in Indian Rupees 

(INR). 

The interest rate declared in relation to the eligible 

international transaction is not less than the one-year 

marginal cost of funds lending rate of State Bank of India as 

on 1st April of the relevant previous year plus,- 

  (i) 175 basis points, where the associated enterprise has 

CRISIL credit rating between AAA to A or its 

equivalent; 

 (ii) 325 basis points, where the associated enterprise has 

CRISIL credit rating of BBB-, BBB or BBB+ or its 

equivalent; 

(iii) 475 basis points, where the associated enterprise has 

CRISIL credit rating between BB to B or its 

equivalent; 

(iv) 625 basis points, where the associated enterprise has 

CRISIL credit rating between C to D or its equivalent; 

or 

 (v) 425 basis points, where credit rating of the associated 

enterprise is not available and the amount of loan 

advanced to the associated enterprise including loans 

to all associated enterprises in Indian Rupees does not 

exceed a sum of one hundred crore rupees in the 

aggregate as on 31st March of the relevant previous 

year. 

  5. Advancing of intra-group loans 

referred to in item (iv) of rule 

10TC where the amount of loan is 

denominated in foreign currency. 

The interest rate declared in relation to the eligible 

international transaction is not less than the six-month 

London Inter-Bank Offer Rate of the relevant foreign 

currency as on 30th September of the relevant previous year 

plus, - 

  (i) 150 basis points, where the associated enterprise has 

CRISIL credit rating between AAA to A or its 

equivalent; 

 (ii) 300 basis points, where the associated enterprise has 

CRISIL credit rating of BBB-, BBB or BBB+ or its 

equivalent; 

(iii) 450 basis points, where the associated enterprise has 

CRISIL credit rating between BB to B or its 

equivalent; 

(iv) 600 basis points, where the associated enterprise has 

CRISIL credit rating between C to D or its equivalent; 

or 

(v) 400 basis points, where credit rating of the associated 

enterprise is not available and the amount of loan 

advanced to the associated enterprise including loans 

to all associated enterprises does not exceed a sum 



 

CA Kalpesh Sanghavi Teaching Experience of 20 Years 

C.A. Kalpesh Sanghavi Transfer Pricing  - P a g e  | F55-H . 14 

equivalent to one hundred crore Indian rupees in the 

aggregate as on 31st March of the relevant previous 

year. 

  6. Providing corporate guarantee 

referred to in sub-item (a) or sub-

item (b) of item (v) of rule 10TC. 

The commission or fee declared in relation to the eligible 

international transaction is at the rate not less than one per 

cent per annum on the amount guaranteed. 

  7. Provision of contract research 

and development services wholly 

or partly relating to software 

development referred to in item 

(vi) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction in 

relation to operating expense incurred is not less than 24 

per cent, where the value of the international transaction 

does not exceed a sum of two hundred crore rupees. 

  8. Provision of contract research 

and development services wholly 

or partly relating to generic 

pharmaceutical drugs referred to 

in item (vii) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction in 

relation to operating expense incurred is not less than 24 

per cent, where the value of the international transaction 

does not exceed a sum of two hundred crore rupees. 

  9. Manufacture and export of core 

auto components referred to in 

item (viii) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction in 

relation to operating expense is not less than 12 per cent. 

  10. Manufacture and export of non-

core auto components referred to 

in item (ix) of rule 10TC. 

The operating profit margin declared by the eligible 

assessee from the eligible international transaction in 

relation to operating expense is not less than 8.5 per cent. 

  11. Receipt of low value-adding 

intra-group services in item (x) of 

rule 10TC. 

The entire value of the international transaction, including 

a mark-up not exceeding 5 per cent., does not exceed a sum 

of ten crore rupees: 

Provided that the method of cost pooling, the exclusion of 

shareholder costs and duplicate costs from the cost pool and 

the reasonableness of the allocation keys used for allocation 

of costs to the assessee by the overseas associated 

enterprise, is certified by an accountant.] 
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(3) The provisions of sub‐rules (1) and (2) shall apply for the assessment year 2013-14 and four assessment 

years immediately following that assessment year. 

(3A) The provisions of sub-rules (1) and (2A) shall apply for the assessment year 2017-18 and two 

assessment years immediately following that assessment year: 

Provided that where an eligible assessee is eligible to exercise option under sub-rule (2) or, as the case 

may be, sub-rule (2A) above, the assessee shall have the right to choose the option which is most beneficial 

to him. 

(4) No comparability adjustment and allowance under the second proviso to sub-section (2) of section 92C shall 

be made to the transfer price declared by the eligible assessee and accepted under sub-rules (1) and (2) or, as 

the case may be, (2A) above. 

(5) The provisions of sections 92D and 92E in respect of an international transaction shall apply irrespective 

of the fact that the assessee exercises his option for safe harbour in respect of such transaction. 
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10TE. (1) For the purposes of exercise of the option for safe harbour, the assessee shall furnish a Form 

3CEFA, complete in all respects, to the Assessing Officer on or before the due date specified in Explanation 

2 below sub-section (1) of section 139 for furnishing the return of income for— 

 (i)  the relevant assessment year, in case the option is exercised only for that assessment year; or 

(ii)  the first of the assessment years, in case the option is exercised for more than one assessment year: 

Provided that the return of income for the relevant assessment year or the first of the relevant assessment years, 

as the case may be, is furnished by the assessee on or before the date of furnishing of Form 3CEFA. 

(2) The option for safe harbour validly exercised shall continue to remain in force for the period specified in 

Form 3CEFA or a period of five years whichever is less: 

Provided that the assessee shall, in respect of the assessment year or years following the initial assessment 

year, furnish a statement to the Assessing Officer before furnishing return of income of that year, providing 

details of eligible transactions, their quantum and the profit margins or the rate of interest or commission 

shown: 

Provided further that an option for safe harbour shall not remain in force in respect of any assessment year 

following the initial assessment year, if— 

 (i)  the option is held to be invalid for the relevant assessment year by the Transfer Pricing Officer under sub-

rule (11) or by the Commissioner under sub-rule (8) in respect of an objection filed by the assessee against 

the order of the Transfer Pricing Officer under sub-rule (11), as the case may be; or 

(ii)  the eligible assessee opts out of the safe harbour, for the relevant assessment year, by furnishing a 

declaration to that effect, to the Assessing Officer: 

Provided also that in case of the option for safe harbour validly exercised under sub-rule (2A) of rule 10TD, 

the word "three" shall be substituted for "five". 

 

(3) On receipt of Form 3CEFA, the Assessing Officer shall verify whether— 

 (i)  the assessee exercising the option is an eligible assessee; and 

(ii)  the transaction in respect of which the option is exercised is an eligible international transaction, 

before the option for safe harbour by the assessee is treated to be validly exercised. 

(4) Where the Assessing officer doubts the valid exercise of the option for the safe harbour by an assessee, he 

shall make a reference to the Transfer Pricing Officer for determination of the eligibility of the assessee 

or the international transaction or both for the purposes of the safe harbour. 

(5) For the purposes of sub-rule (4) and sub-rule (10), the Transfer Pricing Officer may require the assessee, 

by notice in writing, to furnish such information or documents or other evidence as he may consider necessary, 

and the assessee shall furnish the same within the time specified in such notice. 
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(6) Where— 

(a)  the assessee does not furnish the information or documents or other evidence required by the Transfer 

Pricing Officer; or 

(b)  the Transfer Pricing Officer finds that the assessee is not an eligible assessee; or 

(c)  the Transfer Pricing Officer finds that the international transaction in respect of which the option referred 

to in sub-rule (1) has been exercised is not an eligible international transaction, 

the Transfer Pricing Officer shall, by order in writing, declare the option exercised by the assessee under 
sub-rule (1) to be invalid and cause a copy of the said order to be served on the assessee and the Assessing 

Officer: 

Provided that no order declaring the option exercised by the assessee to be invalid shall be passed without 

giving an opportunity of being heard to the assessee. 

(7) If the  under sub-rule (6) or sub-rule (11) 

declaring the option to be invalid, he may file his objections with the Commissioner, to whom the Transfer 

Pricing Officer is subordinate, within fifteen days of receipt of the order of the Transfer Pricing Officer. 

(8) On receipt of the objection referred to in sub-rule (7), the Commissioner shall after providing an opportunity 

of being heard to the assessee pass appropriate orders in respect of the validity or otherwise of the option 

exercised by the assessee and cause a copy of the said order to be served on the assessee and the Assessing 

Officer. 

(9) In a case where option exercised by the assessee has been held to be valid, the Assessing officer shall proceed 

to verify whether the transfer price declared by the assessee in respect of the relevant eligible international 

transactions is in accordance with the circumstances specified in sub-rule (2) 14aa[or, as the case may be, sub-

rule (2A)] of rule 10 TD and, if it is not in accordance with the said circumstances, the Assessing Officer shall 

adopt the operating profit margin or rate of interest or commission specified in sub-rule (2) 14ab[or, as the case 

may be, sub-rule (2A)] of rule 10TD. 

(10) Where the facts and circumstances on the basis of which the option exercised by the assessee was held to 

be valid have changed and the Assessing Officer has reason to doubt the eligibility of an assessee or the 

international transaction for any assessment year other than the initial Assessment Year falling within the period 

for which the option was exercised by the assessee, he shall make a reference to the Transfer Pricing Officer 

for determination of eligibility of the assessee or the international transaction or both for the purpose of safe 

harbour. 

Explanation.—For purposes of this sub-rule the facts and circumstances include:— 

(a)  functional profile of the assessee in respect of the international transaction; 

(b)  the risks being undertaken by the assessee; 

(c)  the substantive contractual conditions governing the role of the assessee in respect of the international 

transaction; 

(d)  the conduct of the assessee as referred to in sub-rule (2) or sub-rule (3) of rule 10TB; or 

(e)  the substantive nature of the international transaction. 
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(11) The Transfer Pricing Officer on receipt of a reference under sub-rule (10) shall, by an order in writing, 

determine the validity or otherwise of the option exercised by the assessee for the relevant year after providing 

an opportunity of being heard to the assessee and cause a copy of the said order to be served on the assessee 

and the Assessing Officer. 

(12) Nothing contained in this rule shall affect the power of the Assessing Officer to make a reference under 

section 92CA in respect of international transaction other than the eligible international transaction. 

 

(13) Where no option for safe harbour has been exercised under sub-rule (1) by an eligible assessee in respect 

of an eligible international transaction entered into by the assessee or the option exercised by the assessee is 

held to be invalid, the arm's length price in relation to such international transaction shall be determined 

in accordance with the provisions of sections 92C and 92CA without having regard to the profit 

margin or the rate of interest or commission as specified in sub-rule (2) or, as the case may be, sub-

rule (2A)] of rule 10TD. 

 

(14) For the purposes of this rule,— 

 (i)  no reference under sub-rule(4) shall be made by an Assessing Officer after expiry of a period of two 

months from the end of the month in which Form 3CEFA is received by him; 

(ii)  no order under sub-rule (6) or sub-rule (11) shall be passed by the Transfer Pricing Officer after expiry 

of a period of two months from the end of the month in which the reference from the Assessing officer 

under sub-rule(4) or sub-rule (10), as the case may be, is received by him; 

(iii) the order under sub-rule (8) shall be passed by the Commissioner within a period of two months from the 

end of the month in which the objection filed by the assessee under sub-rule (7) is received by him. 

(15) If the Assessing Officer or the Transfer Pricing Officer or the Commissioner, as the case may be, does not 

make a reference or pass an order, as the case may be, within the time specified in sub-rule (14), then the 
option for safe harbour exercised by the assessee shall be treated as valid.] 
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10TF. Nothing contained in rules 10TA, 10TB, 10TC, 10TD or rule 10TE shall apply in respect of eligible 

international transactions entered into with an associated enterprise located in any country or territory 

notified under section 94A or in a no tax or low tax country or territory. 

 

 

10THA. The 'eligible assessee' means a person who has exercised a valid option for application of safe 

harbour rules in accordance with the provisions of rule 10THC, 2 [ and— 

(i)   is a Government company engaged in the business of generation, 3[supply,] transmission or 

distribution of electricity; or 

(ii)   is a co-operative society engaged in the business of procuring and marketing milk and milk products.]] 
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10THB . The "Eligible specified domestic transaction" means a specified domestic transaction undertaken by 

an eligible assessee and which comprises of :— 

(i)   supply of electricity 1a[***] or 

(ii)   transmission of electricity; or 

(iii)   wheeling of electricity; ] 2 [ or 

(iv)   purchase of milk or milk products by a co-operative society from its members.] 
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10THC. (1) Where an eligible assessee has entered into an eligible specified domestic transaction in any 

previous year relevant to an assessment year and the option exercised by the said assessee is treated to be 

validly exercised under rule 10THD, the transfer price declared by the assessee in respect of such transaction 

for that assessment year shall be accepted by the income-tax authorities, if it is in accordance with the 

circumstances as specified in sub-rule (2). 

(2) The circumstances referred to in sub-rule (1) in respect of the eligible specified domestic transaction 

specified in column (2) of the Table below shall be as specified in the corresponding entry in column (3) of the 

said Table:— 

Table 

S.No. Eligible specified domestic 

transaction 

Circumstances 

1. 2. 3. 

1. Supply of electricity, 

transmission of electricity, 

wheeling of electricity 

referred to 2 [in clause (i), 

(ii) or (iii) of rule 10THB, as 

the case may be] 

The tariff in respect of supply of electricity, transmission 

of electricity, wheeling of electricity, as the case may be, 

is determined 3[or the methodology for determination of 

the tariff is approved] by the Appropriate Commission in 

accordance with the provisions of the Electricity Act, 

2003 (36 of 2003). 

4 [ 2. Purchase of milk or milk 

products referred to in 

clause (iv) of rule 10THB. 

The price of milk or milk products is determined at a rate 

which is fixed on the basis of the quality of milk, namely, 

fat content and Solid Not FAT (SNF) content of milk ; 

and— 

(a) the said rate is irrespective of,— 

(i)   the quantity of milk procured; 

(ii)   the percentage of shares held by the members 

in the co-operative society; 

(iii)   the voting power held by the members in the 

society; and 

(b) such prices are routinely declared by the co-

operative society in a transparent manner and are 

available in public domain.] 

(3) No comparability adjustment and allowance under the second proviso to sub-section (2) of section 92C 

shall be made to the transfer price declared by the eligible assessee and accepted under sub-rule (1). 

(4) The provisions of sections 92D and 92E in respect of a specified domestic transaction shall apply 

irrespective of the fact that the assessee exercises his option for safe harbour in respect of such transaction.] 
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10THD. (1) For the purposes of exercise of the option for safe harbour, the assessee shall furnish a Form 

3CEFB, complete in all respects, to the Assessing Officer on or before the due date specified in Explanation 

2 to sub-section (1) of section 139 for furnishing the return of income for the relevant assessment year: 

Provided that the return of income for the relevant assessment year is furnished by the assessee on or before 

the date of furnishing of Form 3CEFB: 

Provided further that in respect of eligible specified domestic transactions, other than the transaction 

referred to in clause (iv) of rule 10THB, undertaken during the previous year relevant to the assessment year 

beginning on the 1st day of April, 2013 or beginning on the 1st day of April, 2014 or beginning on the 1st day 

of April, 2015, Form 3CEFB may be furnished by the assessee on or before the 31st day of March, 2016: 

Provided also that in respect of eligible specified domestic transactions, referred to in clause (iv) of rule 

10THB, undertaken during the previous year relevant to the assessment year beginning on the 1st day of April, 

2013 or beginning on the 1st day of April, 2014 or beginning on the 1st day of April, 2015, Form 3CEFB may 

be furnished by the assessee on or before the 31st day of December, 2015. 

(2) On receipt of Form 3CEFB, the Assessing Officer shall verify whether— 

(i)   the assessee exercising the option is an eligible assessee; and 

(ii)   the transaction in respect of which the option is exercised is an eligible specified domestic transaction, 

before the option for safe harbour by the assessee is treated to be validly exercised. 

(3) Where the Assessing Officer doubts the valid exercise of the option for the safe harbour by an assessee, he 

may require the assessee, by notice in writing, to furnish such information or documents or other evidence as 

he may consider necessary, and the assessee shall furnish the same within the time specified in such notice. 

(4) Where— 

(a)   the assessee does not furnish the information or documents or other evidence required by the 

Assessing Officer; or 

(b)   the Assessing Officer finds that the assessee is not an eligible assessee; or 

(c)   the Assessing Officer finds that the specified domestic transaction in respect of which the option 

referred to in sub-rule (1) has been exercised is not an eligible specified domestic transaction; or 

(d)   the tariff is not in accordance with the circumstances specified in sub-rule (2) of rule 10THC, 

the Assessing Officer shall, by order in writing, declare the option exercised by the assessee under sub-rule 

(1) to be invalid and cause a copy of the said order to be served on the assessee: 

Provided that no order declaring the option exercised by the assessee to be invalid shall be passed without 

giving an opportunity of being heard to the assessee. 

(5) If the assessee objects to the order of the Assessing Officer under sub-rule (4) declaring the option to be 

invalid, he may file his objections with the Principal Commissioner or the Commissioner or the Principal 

Director or the Director, as the case may be, to whom the Assessing Officer is subordinate, within fifteen days 

of receipt of the order of the Assessing Officer. 

(6) On receipt of the objection referred to in sub-rule (5), the Principal Commissioner or the Commissioner or 

the Principal Director or the Director, as the case may be, shall after providing an opportunity of being heard 

to the assessee, pass appropriate orders in respect of the validity or otherwise of the option exercised by the 

assessee and cause a copy of the said order to be served on the assessee and the Assessing Officer. 

(7) For the purposes of this rule,— 
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(i)   no order under sub-rule (4) shall be made by an Assessing Officer after expiry of a period of three 

months from the end of the month in which Form 3CEFB is received by him; 

(ii)   the order under sub-rule (6) shall be passed by the Principal Commissioner or Commissioner or 

Principal Director or Director, as the case may be, within a period of two momths from the end of the 

month in which the objection filed by the assessee under sub-rule (5) is received by him. 

(8) If the Assessing Officer or the Principal Commissioner or the Commissioner or the Principal Director or 

the Director, as the case may be, does not pass an order within the time specified in sub-rule (7), then the 

option for safe harbour exercised by the assessee shall be treated as valid. 
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Question (ID Penalty-01) 

 

Six and Ten Ltd. operating in India, is one of the dealers for the goods manufactured by Eilly Ltd., Country B. 

During the course of assessment, the Assessing Officer, after verification of transactions between Six and Ten 

Ltd and Eilly Ltd., opined that transfer pricing provisions would become applicable in this case. The Assessing 

Officer adjusted the total income of Six and Ten Ltd. by making an addition of Rs. 2 crore to the declared income 

of Rs. 6 crore. You are required to explain the penalty provisions if any in the above transaction.  
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Overview of the penalty provisions 

Section Nature of Penalty Quantum of Penalty 

270A Penalty for concealing particulars of income 

or furnishing inaccurate particulars of income 

200 % of tax on under reported income 

271AA Penalty for failure to maintain documentation 

prescribed under Section 92D of the Act, 

failure to report a transaction, or maintaining 

or furnishing incorrect information / 

document 

2% of the value of international 

transaction or specified domestic 

transaction 

271BA Penalty for failure to furnish Accountant's 

Report in Form 3CEB 

INR 100,000 

271G Penalty for failure to furnish documentation 

prescribed under Section 92D of the Act 

2% of the value of international 

transaction or specified domestic 

transaction 
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Question (ID SA - 01) 

 

Z Ltd (Indian Company) has imported certain goods from its foreign AE at Rs 20 crores. It determined arm’s 

length price of such transaction at Rs 15 crores. It made transfer pricing addition of Rs 5 crores in its income-tax 

return filed on November 30, AY. Determine the time-limit for repatriation of excess money to India ? 

 

 

Question (ID SA - 02) 

 

Y Ltd (Indian Company) has sold goods to its foreign subsidiary at Rs 10 crores during the financial year. The 

TPO determined the arm’s length price of such transaction at Rs 12 crores. Accordingly, the Assessing Officer 

made additions of Rs 2 crores in its order dated August 1, 2022. The company accepts the order of Assessing 

Officer. Determine the time-limit for repatriation of excess money to India ? 
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92CE. (1) Where a primary adjustment to transfer price,— 

  (i) has been made suo motu by the assessee in his return of income; 

 (ii) made by the Assessing Officer has been accepted by the assessee; 

(iii) is determined by an advance pricing agreement entered into by the assessee under section 92CC, on or 

after the 1st day of April, 2017; 

(iv) is made as per the safe harbour rules framed under section 92CB; or 

(v) is arising as a result of resolution of an assessment by way of the mutual agreement procedure under an 

agreement entered into under section 90 or section 90A for avoidance of double taxation, 

the assessee shall make a secondary adjustment: 

Provided that nothing contained in this section shall apply, if,— 

  (i) the amount of primary adjustment made in any previous year does not exceed one crore rupees; or 

 (ii) the primary adjustment is made in respect of an assessment year commencing on or before the 1st day of 

April, 2016: 

Provided further that no refund of taxes paid, if any, by virtue of provisions of this sub-section as they stood 

immediately before their amendment by the Finance (No. 2) Act, 2019 shall be claimed and allowed. 

 

(2) Where, as a result of primary adjustment to the transfer price, there is an increase in the total income or 

reduction in the loss, as the case may be, of the assessee, the excess money or part thereof, as the case may 

be, which is available with its associated enterprise, if not repatriated to India within the time as may be 

prescribed, shall be deemed to be an advance made by the assessee to such associated enterprise and 

the interest on such advance, shall be computed in such manner as may be prescribed. 

Explanation.—For the removal of doubts, it is hereby clarified that the excess money or part thereof may be 

repatriated from any of the associated enterprises of the assessee which is not a resident in India. 

 

(2A) Without prejudice to the provisions of sub-section (2), where the excess money or part thereof has not 

been repatriated within the prescribed time, the assessee may, at his option, pay additional income-tax at 

the rate of eighteen per cent on such excess money or part thereof, as the case may be. 

(2B) The tax on the excess money or part thereof so paid by the assessee under sub-section (2A) shall be treated 

as the final payment of tax in respect of the excess money or part thereof not repatriated and no further credit 

therefor shall be claimed by the assessee or by any other person in respect of the amount of tax so paid. 

(2C) No deduction under any other provision of this Act shall be allowed to the assessee in respect of 
the amount on which tax has been paid in accordance with the provisions of sub-section (2A). 

(2D) Where the additional income-tax referred to in sub-section (2A) is paid by the assessee, he shall not be 

required to make secondary adjustment under sub-section (1) and compute interest under 

sub-section (2) from the date of payment of such tax. 
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(3) For the purposes of this section,— 

  (i) "associated enterprise" shall have the meaning assigned to it in sub-section (1) and sub-section (2) 

of section 92A; 

 (ii) "arm's length price" shall have the meaning assigned to it in clause (ii) of section 92F; 

(iii) "excess money" means the difference between the arm's length price determined in primary adjustment 

and the price at which the international transaction has actually been undertaken; 

(iv) "primary adjustment" to a transfer price, means the determination of transfer price in accordance with the 

arm's length principle resulting in an increase in the total income or reduction in the loss, as the case may 

be, of the assessee; 

(v) "secondary adjustment" means an adjustment in the books of account of the assessee and its associated 

enterprise to reflect that the actual allocation of profits between the assessee and its associated 

enterprise are consistent with the transfer price determined as a result of primary adjustment, thereby 

removing the imbalance between cash account and actual profit of the assessee. 
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10CB. (1) For the purposes of sub-section (2) of section 92CE of the Act, the time limit for repatriation of 

excess money shall be on or before ninety days,— 

(i)   from the due date of filing of return under sub-section (1) of section 139 of the Act where primary 

adjustments to transfer price has been made suo-moto by the assessee in his return of income; 

(ii)   from the date of the order of Assessing Officer or the appellate authority, as the case may be, if the 

primary adjustments to transfer price as determined in the aforesaid order has been accepted by the 

assessee; 

(iii)   from the due date of filing of return under sub-section (1) of section 139 of the Act in the case of 

agreement for advance pricing entered into by the assessee under section 92CD ; 

(iv)   from the due date of filing of return under sub-section (1) section 139 of the Act in the case of option 

exercised by the assessee as per the safe harbour rules under section 92CB;or 

(v)   from the due date of filing of return under sub-section (1) section 139 of the Act in the case of an 

agreement made under the mutual agreement procedure under a Double Taxation Avoidance 

Agreement entered into under section 90 or 90A; 

(2) The imputed per annum interest income on excess money which is not repatriated within the time limit as 

per sub-section (1) of section 92CE of the Act shall be computed,— 

(i)   at the one year marginal cost of fund lending rate of State Bank of India as on 1st of April of the 

relevant previous year plus three hundred twenty five basis points in the cases where the international 

transaction is denominated in Indian rupee; or 

(ii)   at six month London Interbank Offered Rate as on 30th September of the relevant previous year plus 

three hundred basis points in the cases where the international transaction is denominated in foreign 

currency. 

Explanation— For the purposes of this rule "International transaction" shall have the meaning assigned to it 

in section 92B of the Act.] 
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92D. Maintenance, keeping and furnishing of information and document by certain 

persons.—

(1) Every person,— 

(i) who has entered into an international transaction or specified domestic transaction shall keep and 

maintain such information and document in respect thereof as may be prescribed ; 

(ii) being a constituent entity of an international group, shall keep and maintain such information and 

document in respect of an international group as may be prescribed. 

Explanation.—For the purposes of this clause,— 

(A) “constituent entity” shall have the meaning assigned to it in clause (d) of sub-section (9) of section 

286 ; 

(B) “international group” shall have the meaning assigned to it in clause (g) of sub-section (9) of 

section 286. 

(2) Without prejudice to the provisions contained in sub-section (1), the Board may prescribe the period for 

which the information and document shall be kept and maintained under the said sub-section.  

(3) The Assessing Officer or the Commissioner (Appeals) may, in the course of any proceeding under this Act, 

require any person referred to in clause (i) of sub-section (1) to furnish any information or document referred 

therein, within a period of thirty days from the date of receipt of a notice issued in this regard : 

Provided that the Assessing Officer or the Commissioner (Appeals) may, on an application made by such 

person, extend the period of thirty days by a further period not exceeding thirty days. 

(4) The person referred to in clause (ii) of sub-section (1) shall furnish the information and document referred 

therein to the authority prescribed under sub-section (1) of section 286, in such manner, on or before such 

date, as may be prescribed. 
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