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1. (a) Computation of total income of Mr. Shivpal for the A.Y.2015-16 

 Particulars Rs.  Rs.  
Income from house property   
Self-occupied portion (50%)   
Annual Value under section 23(2) Nil  
Less:  Deduction under section 24(b)   
          Interest on housing loan [Rs. 52,000 × 50%] 26,000 (26,000) 
Let-out portion (50%)   
Income of rented out portion being rent of Rs. 8,500 p.m. 
received for 12 months (Rent received has been taken as 
the GAV in the absence of other information).   
Gross Annual Value under section 23(1) (Rs. 8,500×12) 

 
 
 

1,02,000 

 
 

Less: 50% of municipal taxes paid allowable in respect of  
rented out portion   (i.e., 50% of Rs. 2,500) 

 
    1,250 

 

Net Annual Value (NAV) 1,00,750  
Less: Deduction under section 24   
 30% of NAV under section 24(a) 30,225  
 Interest on housing loan under section 24(b)   26,000 44,525 
  18,525 
Profits and gains of business or profession   
Net profit as per profit and loss account of wholesale 
business of textiles and fabrics 

 
3,35,500 

 

Add: Expenses charged in profit and loss account either  
 not allowable or to be considered separately - 

  

 Personal travelling expenses of proprietor 12,750  
 Purchase of furniture wrongly debited to shop expenses    25,000  
 3,73,250  
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Less: Depreciation on furniture @ 10% on Rs. 25,000     2,500 3,70,750 
Gross Total Income  3,89,275 
Less: Deduction under Chapter VI-A   
Under section 80C  
- Life insurance premium 

  

  Self  12,500  
  Wife 13,500  
   Son and daughter 28,000  
- Bonds issued by NABARD    50,000  
 1,04,000  
Maximum allowable upto Rs. 1.50 lakh (section 80CCE)  1,04,000  
Under section 80D [Medical insurance premium]   
Mediclaim insurance premium of Rs. 22,500, restricted to  
Rs. 20,000 being maximum allowable for a Senior Citizen  

 
   20,000 

 
1,24,000 

Total Income  2,65,275 
Total Income (rounded off)     2,65,280 
Tax on total income of Rs. 2,65,280  
(The basic exemption limit for senior citizen is   
Rs. 3,00,000) 

 
 

Nil 

(b)  As per section 64(1)(iv), income arising from assets transferred without adequate 
consideration by an individual to his spouse is liable to be clubbed in the hands of 
the individual. It may be noted that income on the asset transferred has to be 
clubbed but if there is accretion to the asset, any further income derived on such 
accretion should not be clubbed.  
Therefore, applying the provisions of section 64(1)(iv), Rs. 30,000, being the 
interest on debentures received by Mrs. Sushma Thakur in September, 2014 will be 
clubbed with the income of Mr. Thakur, since he had transferred the debentures of 
the company without consideration to her in October, 2012. 
However, the interest of Rs. 3,000 upto March 2015 earned by Mrs. Sushma Thakur 
on the interest on the debentures deposited by her with Sridhar Finance Company 
shall be taxable in her individual capacity and will not be clubbed with the income of 
Mr. Thakur. 
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(c) Computation of Net Wealth of Mr. Gupta on valuation date 31st March, 2015 

 Particulars Rs. 
(i) Cars used for  professional work  is an asset u/s 2(ea)(ii) 25,00,000 
(ii) Car used for personal purpose is an asset u/s 2(ea)(ii) 15,00,000 
(iii) Laptop used for personal purposes is not an asset u/s 2(ea) Nil 
(iv) Desktop/Scanner/Printer used in office for  professional  

work  are  not  assets u/s 2(ea)  
 

Nil 
(v) Bank term deposits is not an asset u/s 2(ea)  Nil 
(vi) Shares of various  listed and unlisted companies is not an 

asset under section 2(ea)  
Nil 

(vii) Urban land purchased in the name of handicapped son is 
not a deemed asset as per section 4(1)(a)(ii) 

 
Nil 

(viii) Jewellery purchased from NRE account on 1.12.2013 is 
exempted under section 5(v) 

Nil 

(ix) House purchased from NRE account prior to one year of 
return and also was on rent for less than 300 days (i.e. 274 
days) is an asset under section 2(ea), but exempt by virtue 
of section 5(vi) 

 
 

Nil 

(x) Amount withdrawn from bank and held in the form of cash 
on valuation date  in excess of Rs. 50,000 is an asset u/s 
2(ea)(vi)  

1,50,000 

(xi) Value of jewellery gifted to wife is includible under section 
4(1)(a)(i) as  deemed wealth.  

 
  2,00,000 

Gross Wealth  43,50,000 
Less: Debts incurred in relation to an asset u/s 2(ea), namely, loan 
against cars used for professional work is  deductible 

   
5,00,000 

Net Wealth 38,50,000 

Reasons for inclusion or exclusion of the various items are furnished below:  
(i) Motor Cars, whether used for professional or personal purposes is an asset as 

per section 2(ea)(ii) and, therefore, included in the net wealth. Only motor cars 
used by the assessee in the business of running on hire are exempt from 
wealth-tax.  

(ii) Laptop used for personal purposes is not an asset under section 2(ea). Hence, 
the same is not to be included in net wealth.  

(iii) Desktop/Scanner/Printer used in office for professional work are not assets 
under section 2(ea) and hence are not to be included in net wealth. 
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(iv) Bank term deposits are not assets under section 2(ea) and hence are not to be 
included in the net wealth.  

(v) Shares of various listed and unlisted companies are not assets under section 
2(ea) and hence are not to be included in net wealth.  

(vi) According to section 4(1)(a)(ii), net wealth of an individual shall include assets 
held by his minor child, other than a minor suffering from any disability of any 
nature specified in section 80U of the Income-tax Act, 1961. Therefore, urban 
land purchased in the name of handicapped son is not to be included in the 
hands of the individual, assuming that the disability is of the nature specified in 
section 80U of the Income-tax Act, 1961. 

(vii) Clause (v) of section 5 seeks to provide wealth-tax exemption in respect of 
assets acquired by an individual out of moneys brought into India within one 
year immediately preceding the date of his return and at any time thereafter. 
Moneys standing to the credit of the person (to whom this clause is applicable) 
in a NRE account in any Bank in accordance with the Foreign Exchange 
Regulation Act, 1973 and rules made thereunder on the date of his return shall 
be deemed to be moneys brought by him into India on that date. Since section 
5(v) exempts the value of asset acquired out of money from NRE account 
within one year immediately preceding the date of return or at any time 
thereafter, jewellery purchased from NRE account on 1.12.2013 is exempt 
from wealth-tax. 

(viii) According to section 2(ea)(i), any residential property that has been let out for 
a minimum period of 300 days in the previous year is not an asset. Since the 
house purchased from NRE account is prior to one year of return of Mr. Gupta 
and also was on rent for less than 300 days (i.e. 274 days) and, therefore, it is 
an asset under section 2(ea). However, one house belonging to an individual is 
exempt under section 5(vi). Exemption under section 5(vi) can, therefore, be 
claimed in respect of this house.  

(ix)  Cash in hand, in excess of Rs. 50,000 constitute an asset in case of an 
individual. Therefore, Rs. 1,50,000, being cash in hand in excess of  
Rs. 50,000, is to be included in net wealth.  

(x) According to section 4(1)(a)(i), net wealth of an individual shall include assets  
held by spouse of such individual to whom such assets have transferred by the 
individual, otherwise than for inadequate consideration. Therefore, by virtue of 
this deeming provision, jewellery worth of Rs. 2,00,000 gifted to wife would be 
included in the net wealth of Mr. Gupta.  

(xi) Cars used for professional work is an asset under section 2(ea) and therefore 
debt incurred in relation to such asset is a deductible as per section 2(m) in 
computing the net wealth.  
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2. (i) Computation of total income of TPO Ltd. for the A.Y.2015-16 
Particulars Rs.   Rs.  

Net profit as per profit and loss account  9,00,000 
Add :   Cost of the new building – written off is a capital 

expenditure – disallowed (Notes 1 & 2) 
10,00,000  

         Land development charges paid to State 
Industrial Development Corporation is a capital 
expenditure – hence disallowed (Note 5) 

1,50,000  

 Fees paid to ROC for issuing bonus shares is 
revenue expenditure – hence allowed. [CIT v. 
General Insurance Corpn (2006) 156 Taxman 96 
(SC)] (Note 7) 

Nil  

 Interest on deposit to non-resident buyers without 
deduction of tax at source – disallowed under section 
40(a)(i) (Note 8) 

70,000  

 Interest to bank on overdraft for payment of 
income-tax dues – disallowed as per Supreme 
Court’s decision in East India Pharmaceutical 
Works Ltd. v. CIT (1997) 224 ITR 627 (Note 9) 

 
 
 

40,000 

 

 Depreciation on investments not held as stock-in-
trade (Note 11) 

4,80,000  

 Under valuation of stock (Rs. 1,17,000 - Rs. 
90,000) х 10/90 (Note 10) 

 
___3,000 

 
17,43,000 

   26,43,000 
Less: Depreciation on building @10% on Rs. 10 Lacs  

(Notes 1 & 2) 
  

  1,00,000 
 Business Income  25,43,000 
Less: Set-off of business loss and unabsorbed 

depreciation  
  

 Business loss of A.Y.2006-07 cannot be set-off 
against business income of the current year, 
since business loss can be carried forward for a 
maximum period of 8 years only. 

 
 
 

- 

 

 Business loss of A.Y.2012-13 4,00,000  
 Long-term capital loss of A.Y.2013-14 cannot be 

set-off against business income since as per 
section 74, long-term capital loss can be set-off 
only against long-term capital gains. 

 
 

- 

 

 Unabsorbed depreciation  12,50,000 16,50,000 
 Total Income  _8,93,000 
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 (ii) Tax on total income as computed under the Income-tax Act, 1961 
Particulars Rs. 

Tax on total income of Rs. 8.93 Lacs 2,67,900 
Add: Education cess and SHEC @ 3%     8,037 
Tax on total income 2,75,937 

Computation of tax as per section 115JB 
Particulars Rs. 

Net profit as per profit and loss account 9,00,000 
Add: Decrease in value of investment not eligible for deduction if the 
amount is set aside by way of provision for diminution in value of 
asset  

 
  4,80,000 

 13,80,000 
Less: Business loss of Rs. 2 Lacs (as per books of account as on 
   01.04.2014), since it is lower than the unabsorbed depreciation of 
   Rs. 12.50 Lacs 

 
 

  2,00,000 
Book Profit 11,80,000 
18.50% of book profit  2,18,300 
Add: Education cess  and SHEC @ 3%     6,549 
 2,24,849 

 Since the income-tax payable on the total income of the company computed under 
the Income-tax Act, 1961 is not less than 18.50% of its book profit, section 115JB 
will not apply for A.Y.2015-16. 
Notes: 
1. As per Explanation 1 to section 32(1), where an assessee carries on business 

or profession in a building which is not owned by him but in respect of which 
he holds a lease or other right of occupancy, depreciation is to be allowed on 
account of any capital expenditure incurred by the assessee on construction of 
any structure for improvement/ renovation of the building as if the structure is a 
building owned by the assessee. Therefore, depreciation is allowable on the 
capital expenditure of Rs. 10 Lacs incurred by TPO Ltd. towards the cost of the 
new building put up after demolition of the old building.  

2. The rate of depreciation on buildings is 10%. Since it is put to use for more 
than 180 days during the previous year 2014-15, full depreciation is allowable. 
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3. Payment of annual fees for technical services to a foreign collaborator is an 
allowable business expense and has been correctly charged to profit and loss 
account. Therefore, no adjustment is required. 

4. Sales tax refund from the Government has to be treated as a revenue receipt.  
Since it has been correctly credited to profit and loss account, no adjustment is 
required. 

5. Land development charges paid to SIDC on allotment of a commercial plot is a 
capital expenditure [Jaswant Trading Co. v. CIT (1995) 212 ITR 293 (Raj)] 

6. Section 37(1) does not make any distinction between expenditure incurred in 
civil litigation and that incurred in criminal litigation. If the expenditure is bona 
fide incurred wholly and exclusively for the purpose of the business, it is 
allowable as deduction [CIT v. Birla Cotton Spinning & Weaving Mills Ltd. 
(1971) 82 ITR 166 (SC)].  Therefore, in this case, since legal expenses were 
incurred by the company for defending the Director in a criminal case filed 
against him in his official capacity, it is allowable as deduction. 

7. Fees paid to Registrar of Companies for enhancement of authorised capital to 
issue bonus shares is deductible since it is related to issue of bonus shares. 
Alternatively, if it is a mere increase in authorized capital then such 
expenditure is a capital expenditure and not deductible under section 
37(1)[Punjab State Industrial Development Corporation Ltd. v. CIT (1997) 225 
ITR 792 (SC)]. 

8. Since no tax has been deducted at source on payment of interest to non-
residents, interest paid will not be allowed as a deduction as per section 
40(a)(i). 

9. Interest paid to bank on overdraft for payment of income-tax dues is not an 
expenditure incurred wholly and exclusively for the purpose of business and is 
hence, not deductible under section 37(1) as per the Supreme Court’s decision 
in East India Pharmaceutical Works Ltd. v. CIT (1997) 224 ITR 627. 

10. The under valuation of both opening and closing stocks will have an impact on 
the profits for the year and accordingly, the difference in valuation of stock has 
to be credited to profit and loss account to the extent of 10% of cost. 

11. Value of investment written down is on capital account and hence not allowed, 
even if such write down was on a directive from the Government. Clause (i) of 
Explanation 1 to section 115JB provides for increasing the net profit if any 
amount is set side as provision for diminution in the value of any asset. 
Though it is stated as written off in the question, it is assumed that the charge 
to profit and loss account is by way of provision to meet possible loss in future 
and accordingly adjusted in the solution while computing book profit. 
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3.  (a)  The allowability/chargeability of each of the transactions entered into by  
M/s Bajrangi Enterprises for the purpose of computation of income for Assessment 
Year 2015-16 shall be as under:- 
(i) The surgical instruments used by a firm engaged in the business of running a 

hospital are covered under the category of Plant & Machinery, on which the 
rate of depreciation is 15%. The depreciation on the instruments imported from 
U.K. is allowable to the firm since the same were put to use during the 
previous year ended on 31.3.2015 because of performing of one operation. 
However, the same were used in the previous year for less than 180 days and 
accordingly the allowable depreciation will be one half of the normal 
depreciation. The cost of instruments is Rs. 3 lacs and the amount of 
depreciation thereon works out to Rs. 22,500 [Rs. 3,00,000 × 15% × 50%]. 

(ii) As per section 40(b), payment of remuneration to a working partner is 
allowable as deduction only if it is authorised by and in accordance with the 
terms of the partnership deed. CBDT Circular No.739 dated 25.3.1996 clarifies 
that no deduction in respect of remuneration paid to partners is allowable 
unless the partnership deed either specifies the amount of remuneration 
payable to each individual working partner or lays down the manner of 
quantifying such remuneration. If the partnership deed contains a clause for 
payment of salary to working partners without specifying the manner of 
quantification or manner of distribution of such salary, the payment of salary to 
the working partners cannot be construed to be authorised by and in 
accordance with the partnership deed and hence the same shall not be 
allowable. 

(iii) Section 40A(2) provides that if any expenditure in respect of which payment 
has been made to, inter alia, any relative of the partner of a firm and the 
Assessing Officer is of the opinion that such expenditure is excessive or 
unreasonable having regard to the fair market value of the services for which 
the payment is made, then disallowance under this section is attracted to the 
extent the same is excessive or unreasonable. In this case, salary of  
Rs. 10,000 p.m. is paid to the partner’s wife, who is working as an anesthetist. 
The fair market value of a similar service is Rs. 7,500 p.m.  Therefore, 
disallowance under section 40A(2) is attracted to the extent of Rs. 2,500 p.m., 
since to that extent, the same is excessive.  

(iv) Section 40A(3) provides for 100% disallowance of an expenditure, in respect of 
which payment is made in a sum exceeding Rs. 20,000 otherwise than by way 
of account payee cheque or account payee bank draft. Therefore, the entire 
amount of Rs. 35,000 incurred for purchase of medicines in cash is disallowed 
under section 40A(3). 
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(v) Section 36(1)(ix) provides for deduction of 1/5th  of capital expenditure incurred 
by companies to promote family planning amongst its employees. However, 
since the assessee in this case is a partnership firm, such expenses are not 
allowable as deduction under section 36(1)(ix). 

(vi) Interest on the overdraft taken for making payment of installment of advance 
tax is not allowable under section 37(1) since it is not an expenditure wholly 
and exclusively incurred for the purpose of business as held by the Apex Court 
in the case of East India Pharmaceutical Works Ltd. v. CIT (1997) 224 ITR 
627. 

(b) Computation of income under the head “Salaries” for the A.Y.2015-16 

Particulars Rs.  
Salary (Rs. 12,000 x 9) 1,08,000 
Dearness allowance (Rs. 2,000 x 9) 18,000 
City coampensatory allowance (Rs. 300 x 9) 2,700 
Entertainment allowance (Rs. 1,000 x 9)  9,000 
House rent  allowance [See Note 1] 6,300 
Pension (Uncommuted) (Rs. 6,000 + Rs. 3,000 × 2) [See Note 4] 12,000 
Commuted pension (Rs. 1,80,000 –  Rs. 1,20,000) [See Note 3] 60,000 
Gross salary 2,16,000 
Less: Deduction under section 16 [See Note 5] Nil 
Income from salary 2,16,000 

Note: 
1. As per section 10(13A), house rent allowance will be exempt to the extent of 

minimum of the following three amounts: 
(i) 50% of salary i.e. Rs. 54,000 (Assuming the dearness allowance is not 

included in for superannuation benefits). 
(ii) Rent paid minus 10% of salary i.e., Rs. 4,500 – Rs. 1,200 = Rs. 3,300 x 9 

= Rs.  29,700 
(iii) HRA received Rs. 4,000 x 9 = Rs. 36,000 
Therefore, out of Rs. 36,000, Rs. 29,700 will be exempt and the balance  
Rs. 6,300 will be included in Gross Salary. 

2. Gratuity of Rs. 80,000 is fully exempt under section 10(10)(iii), being the 
minimum of the following amounts: 
(i) Actual gratuity received, i.e., Rs. 80,000 
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(ii) Half month’s average salary for every completed year of service i.e., 

  Average monthly salary 18
2

×  i.e. 
2

18000,12 ×  = Rs.  1,08,000 

(iii) Notified limit i.e., Rs. 10,00,000 
3. As Raman is receiving gratuity, one-third of commuted pension will be exempt 

and the balance would be taxable. 50% of the pension commuted is  
Rs. 1,80,000.  Therefore, 100% would be Rs. 3,60,000 and one-third of the 
same would be Rs. 1,20,000.  The taxable portion of the commuted pension 
would be Rs. 60,000 (i.e. Rs. 1,80,000 - Rs. 1,20,000). 

4. Since employer’s contribution to recognized provident fund is less than 12% of 
salary, it is not taxable.  Accumulated balance of the recognized provident fund 
received is exempt from tax, since Raman has rendered continuous service of 
more than five years. 

5.   Deduction under section 16(ii) in respect of entertainment allowance can be 
claimed only by Government employees. Therefore, Raman is not eligible for 
any deduction in respect of entertainment allowance received by him. 

  6. Pension of January 2015 Rs. 6,000 plus pension after commutation (Rs. 6,000 
less 50%) Rs. 3,000 for February and March 2015. (Rs. 6,000 + Rs. 3,000 + 
Rs. 3,000). 

(c)  The following category of individuals will be treated as resident in India only if the 
period of their stay in India during the relevant previous year is 182 days or more :- 
(i)  Indian citizens, who leave India in any previous year, inter alia, for purposes of 

employment outside India, or 
(ii) Indian citizen or person of Indian origin engaged outside India, inter alia, in an 

employment, who comes on a visit to India in any previous year. 
(1) Since Garima is leaving India for the purpose of employment outside 

India, she will be treated as resident only if the period of her stay during 
the previous year amounts to 182 days or more. Therefore, Garima 
should leave India on or before 28th September, 2014, in which case, her 
stay in India during the previous year would be less than 182 days and 
she would become non-resident for the purpose of taxability in India. In 
such a case, only the income which accrues or arises in India or which is 
deemed to accrue or arise in India or received or deemed to be received 
in India shall be taxable.  

 The income earned by her in Australia would not be chargeable to tax in 
India for A.Y. 2015-16, if she leaves India on or before 28th September, 
2014. 
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(2) If any part of Garima’s salary will be credited directly to her bank account 
in Kolkata then, that part of her salary would be considered as income 
received in India during the previous year under section 5 and would be 
chargeable to tax under Income-tax Act, 1961, even if she is a non-
resident. Therefore, Garima should receive her entire salary in Australia 
and then remit the required amount to her bank account in Kolkata in 
which case, the salary earned by her in Australia would not be subject to 
tax in India. 

(3) In case Garima visits India after taking up employment outside India, she 
would be covered in the exception provided in (ii) above and  she will be 
treated as resident only if the period of her stay during the relevant 
previous year amounts to 182 days or more. 

 Therefore, when Garima comes India on leave, she should stay in India for 
less than 182 days during the relevant previous year so that her status 
remains as a non-resident for the relevant previous year. Moreover, she should 
not visit India again during the current previous year i.e. P.Y. 2014-15. 

4. (a) Computation of total income of A Limited for the A.Y. 2015-16 

Particulars Rs.(in lacs) 
Business income    
Business income before setting-off brought forward losses of 
S Ltd. 

 140 

Add: Excess depreciation claimed in the scheme of 
 amalgamation of S Limited with A Limited. 

  

 Value at which assets are transferred by S Ltd.    150  
 WDV in the books of S Ltd.           100  
 Excess accounted                              50  
Excess depreciation claimed in computing taxable income of 
A Ltd.  [Rs. 50 lacs × 15 %] [Explanation 2 to section 43(6)] 

  
     7.50 

  147.50 
Set-off of brought forward business loss of S Ltd. (See  
Notes 2 & 4) 

 (120.00) 

Set-off of unabsorbed depreciation under section 32(2) read 
with section 72A (See Notes 2 & 4)  

 (18.00) 

Set-off of unabsorbed capital expenditure under section 
35(1)(iv) read with section 35(4) (See Note 5) 

  
   (2.00) 

       7.50 
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Notes: 
1. It is presumed that the amalgamation is within the meaning of section 72A of 

the Income-tax Act, 1961. 
2. In the case of amalgamation of companies, the unabsorbed losses and 

unabsorbed depreciation of the amalgamating company shall be deemed to be 
the loss or unabsorbed depreciation of the amalgamated company for the 
previous year in which the amalgamation was effected and such business loss 
and unabsorbed depreciation shall be carried forward and set-off by the 
amalgamated company for a period of 8 years and indefinitely, respectively. 

3. As per section 72A(7), the accumulated loss to be carried forward specifically 
excludes loss sustained in a speculative business.  Therefore, speculative loss 
of Rs. 4 lacs of S Ltd. cannot be carried forward by A Ltd.  

4. Section 72(2) provides that where any allowance or part thereof unabsorbed 
under section 32(2) (i.e., unabsorbed depreciation) or section 35(4) (i.e., 
unabsorbed scientific research capital expenditure) is to be carried forward, 
effect has to be first given to brought forward business losses under section 72. 

5. Section 35(4) provides that the provisions of section 32(2) relating to 
unabsorbed depreciation shall apply in relation to deduction allowable under 
section 35(1)(iv) in respect of capital expenditure on scientific research related 
to the business carried on by the assessee.  Therefore, unabsorbed capital 
expenditure on scientific research can be set-off and carried forward in the 
same manner as unabsorbed depreciation. 

6. The restriction contained in section 73 is only regarding set-off of loss 
computed in respect of speculative business.  Such a loss can be set-off only 
against profits of another speculation business and not non-speculation 
business.  However, there is no restriction under the Income-tax Act, 1961 
regarding set-off of normal business losses against speculative income. 
Therefore, normal business losses can be set-off against profits of a 
speculative business. 

Consequently, there is no loss or allowance to be carried forward by A Ltd. to the 
F.Y. 2014-15. 

(b) Computation of tax liability of Shivani for the A.Y. 2015-16 

Particulars Rs.  
Indian Income  5,10,000 
Foreign Income  1,10,000 
Gross Total Income  6,20,000 
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Less: Deduction under section 80C   
 Deposit in PPF 1,50,000  
 Under section 80CCC   
 Contribution to approved Pension Fund of LIC    32,000  
 1,82,000  
 Under section 80CCE   
 The aggregate deduction under section 80C, 
 80CCC and 80CCD(1) has to be restricted to 
 Rs. 1,50,000 

 
 

1,50,000 

 

 Under section 80D   
 Contribution to Central Government Health 
 Scheme Rs. 18,000 is also allowable as 
 deduction under section 80D. Since she is a 
 senior citizen, the deduction is allowable to a 
 maximum of Rs. 20,000 (See Note 1) 

 
 
 
 

18,000 

 

 Medical insurance premium of Rs. 21,000 paid for 
 father aged 84 years. Since the father is a non-
 resident in India, he will not be entitled for the 
 higher deduction of Rs. 20,000 eligible for a 
 senior citizen, who is resident in India. Hence, the 
 deduction will be restricted to maximum of  
 Rs. 15,000. 

 
 
 
 
 
 

15,000 

 
 
 
 
 
 

1,83,000 
Total Income  4,37,000 

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

 
2.7577% 

  

Average rate of tax in foreign country  
(i.e. Rs. 11,000/ Rs. 1,10,000 ×100) 

10%   

Rebate under section 91 on Rs. 1,10,000  
@ 2.7577% (lower of average Indian-tax rate 
or average foreign tax rate) 

   
3,033 

Tax payable in India (Rs. 12,051 – Rs. 3,033)   9,018 

 

© The Institute of Chartered Accountants of India



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

medical premium paid to insure the heath of a senior citizen. Therefore, 
Shivani will be allowed deduction of Rs. 18,000 under section 80D, since  she 
is a resident Indian of the age of 60 years. 

2. The basic exemption limit for senior citizens is Rs. 3,00,000 and the age 
criterion for qualifying as a “senior citizen” for availing the higher basic 
exemption limit is 60 years. Accordingly, Shivani is eligible for the higher basic 
exemption limit of Rs. 3,00,000, since she is 60 years old. 

3.  An assessee shall be allowed deduction under section 91 provided all the 
following conditions are fulfilled:- 
(a) The assessee is a resident in India during the relevant previous year. 
(b) The income accrues or arises to him outside India during that previous 

year. 
(c)  Such income is not deemed to accrue or arise in India during the previous 

year. 
(d) The income in question has been subjected to income-tax in the foreign 

country in the hands of the assessee and the assessee has paid tax on 
such income in the foreign country. 

(e) There is no agreement under section 90 for the relief or avoidance of 
double taxation between India and the other country where the income 
has accrued or arisen. 

In this case, since all the above conditions are satisfied, Shivani is eligible for 
deduction under section 91.  

5.  (a) The company had advanced a loan to an employee who in turn had advanced the 
same to the Managing Director of the company holding 70% of its capital. By virtue 
of the provisions of section 2(22)(e), the same shall be treated as the payment by a 
company in which public are not substantially interested, on behalf of, or for 
individual benefit of any such share holder (who holds not less than 10% of the 
voting power), to the extent to which the company possesses accumulated profits.  

 In this case, the company has reserves of Rs. 6 Lacs on 31st March of the preceding 
year and the amount of loan advanced on 1st July is Rs. 5 Lacs. Therefore, the 
payment is to be treated as deemed dividend.  The amount of interest-free loan of  
Rs. 5 Lacs given by the company to the supervisor who in turn had given the same 
to Mr. Prem, shall be construed as the amount given for the benefit of Mr. Prem and 
is treated as deemed dividend chargeable to tax in the hands of Mr. Prem.  This has 
been held by the Supreme Court in the case of L. Alagusundaram Chettiar v. CIT 
(2001) 252 ITR 893/(2002) 121 Taxman 587. 
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(b)  The cost of inherited property to Mr. Arjun shall be the cost to the previous owner as 
per provisions of section 49(1)(iiia) and therefore, Rs. 5 lacs, being the cost to his 
father (amount paid by his father on 26.3.1981 for acquiring the property) shall be 
the cost to Mr. Arjun, who is the new owner. Payment of outstanding loan of the 
predecessor by the successor for obtaining a clear title of the property by release of 
Mortgage Deed shall be the cost of acquisition of the successor under section 48 
read with section 55(2) of the Act as held by the Apex Court in case of RM. 
Arunachalam v. CIT [1997] 227 ITR 222.  

Computation of Taxable Capital Gain for the A.Y. 2015-16 

Particulars  Rs. 
Sale consideration of house property   50,00,000 
Less: Indexed cost of acquisition (see Note below)   
(i) Cost to previous owner (Rs. 5,00,000 × 1024 / 582)  8,79,725  
(ii) Loan amount paid by Mr. Arjun 
(Benefit of CII is available since the loan amount was     
paid in the financial year 2008-09) (Rs. 15,00,000 × 
1024/582) 

 
 
 

26,39,175 

 
 
 

35,18,900 
Capital gains  14,81,100 

 Note: Since the property was acquired by Mr. Arjun through inheritance, the cost of 
acquisition will be cost to the previous owner.  

 As per the definition of indexation cost of acquisition under clause (iii) of 
Explanation below section 48, indexation benefit will be available only from the 
previous year in which Arjun first held the asset i.e. P.Y. 2008-09. 

 However, as per the view expressed by Bombay High Court, in the case of CIT v. 
Manjula J. Shah (2012) 204 Taxman 691, in case the cost of acquisition of the 
capital asset in the hands of the assessee is taken to be cost of such asset in the 
hands of the previous owner, the indexation benefit would be available from the 
year in which the capital asset is acquired by the previous owner. If this view is 
considered, the indexed cost of acquisition would be Rs. 77,59,175 and long term 
capital loss would be Rs. 27,59,175. 

(c) Section 11(1)(a) stipulates that in order to avail exemption of income derived from 
property held under trust wholly for charitable or religious purposes, the trust is 
required to apply for charitable or religious purposes, 85% of its income from such 
property. In this case, the trust has earned income of Rs. 3,90,000 for the year 
ended 31.3.2015. It has also earned short term capital gain from sale of capital 
asset for Rs. 9,60,000. The trust had utilized the entire amount of Rs. 13,50,000 for 
the purchase of a building meant for charitable purposes.  
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 The Supreme Court in S.RM. M. CT. M. Tiruppani Trust v. CIT (1998) 230 ITR 636 
ruled that the assessee-trust, which applied its income for charitable purposes by 
purchasing a building for use as a hospital, was entitled to exemption under section 
11(1) in respect of such income.  

 The ratio of the decision squarely applies to the case of the charitable trust in 
question. Therefore, the charitable trust is justified in claiming that the purchase of 
the building amounted to application of its income for charitable purposes. 

 Under section 11(1A), where the whole of the sale proceeds of a capital asset held 
by a charitable trust is utilised by it for acquiring another capital asset, the capital 
gain arising therefrom is deemed to have been applied to charitable purposes and 
would be exempt. Section 11(1A) does not make any distinction between a long-
term capital asset and a short-term capital asset. The claim of the charitable trust to 
the effect that the capital gain is deemed to have been applied to charitable 
purposes is tenable in law. 

(d) The issue raised in the problem is based on the concept of diversion of income by 
overriding title, which is well recognised in the income-tax law. In the instant case, 
the amount of Rs. 1 lakh, being 20% of profits of the firm, paid to the mother gets 
diverted at source by the charge created in her favour as per the terms of the 
partnership deed. Such income does not reach the assessee-firm.  

 Rather, such income stands diverted to the other person as such other person has a 
better title on such income than the title of the assessee.  The firm might have 
received the said amount but it so received for and on behalf of the mother, who 
possesses the overriding title. Therefore, the amount paid to the mother should be 
excluded from the income of the firm. This view has been confirmed in CIT vs. 
Nariman B. Bharucha & Sons (1981) 130 ITR 863 (Bom). 

(e) Section 80-IB provides for allowing deduction in respect of profits and gains derived 
from eligible business of the industrial undertaking. 

 The issue under consideration is whether duty drawback can be regarded as “profits 
and gains derived from eligible business of the industrial undertaking”. 

 For a receipt to be treated as having been “derived from” the industrial undertaking, 
the same should be directly and inextricably connected with the business of the 
industrial undertaking. The connection should be direct and not remote. 

 The facts of the case are similar to the facts of the case in Liberty India v. CIT 
(2009) 317 ITR 218, wherein the Supreme Court observed that duty drawback is an 
incentive which flows from the schemes framed by the Central Government or from 
the Customs Act, 1962. Profits derived by way of incentives such duty drawback 
cannot be credited against the cost of manufacture of goods debited in the profit 
and loss account and they do not fall within the expression “profits derived from 
industrial undertaking” under section 80-IB. They belong to the category of ancillary 
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profits of such undertaking. Hence, duty drawback receipts cannot form part of the 
profits derived from the eligible business for the purpose of the deduction under 
section 80-IB.  
Applying the same rationale to the present case, duty drawback would not form part 
of profit of eligible undertaking for the purpose of deduction under section 80-IB. 

6. (a)  The amount of capital gains arising to Rakesh has to be computed applying the 
provisions of sub-section (7) of section 94, which provides that “where: 
(a) any person buys or acquires any securities or unit within a period of three 

months prior to the record date; and  
(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; and 

(c) the dividend or income on such securities or unit received or receivable by 
such person is exempted, 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 purpose of  computing his income 
chargeable to tax”. 

For this purpose, “record date” means such date as may be fixed by a company for 
the purpose of entitlement of the holder of the securities to receive dividend; 
“securities” includes stocks and shares. 

  Computation of capital gains of Mr. Rakesh for the assessment year 2015-16 

Particulars Rs.  Rs. 
Long-term capital gain on sale of building   75,000 
Less: Short-term capital loss on sale of shares    
          700 shares 7,000  
          300 shares  7,500 14,500 
Taxable long-term capital gains  60,500 

Computation of capital gain on sale of shares of P Ltd. by Mr. Rakesh 
Date of purchase of shares  30.5.2014 
Record date  10.8.2014 
Date of sale of shares 30.9.2014 20.12.2014 
Number of shares sold  700 300 
Sale price per share Rs. 35 Rs. 25 
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Particulars Rs. Rs. 
Sale consideration 24,500 7,500 
Less: Cost of acquisition 35,000 15,000 
 10,500  7,500 
Less: Dividend income as per section 94(7) 
[700×10×50%] [See Note below] 

 
3,500 

 
Not deductible                       

Short-term capital loss on sale of shares  7,000  7,500 

Notes: 
(1) 700 shares are sold within 3 months after the record date. Hence, as per 

section 94(7), the related dividend income should be deducted from the loss. 
(2) 300 shares having been sold after 3 months of record date, section 94(7) is not 

attracted.  Therefore, the dividend income of Rs. 1,500 should not be 
deducted. Such dividend is exempt under section 10(34). 

(3) Short-term capital loss can be set-off against long-term capital gains as per the 
provisions of section 74(1)(a).  Therefore, short-term capital loss on sale of 
shares can be set-off against long-term capital gains on sale of building. 

(b) Under section 44BBA, a sum equal to 5% of the aggregate of the following amount 
is deemed to be the profits and gains chargeable to tax under the head "Profits and 
gains of business or profession" in respect of a non-resident, engaged in the 
business of operation of aircraft - 
(i) the amount paid or payable, whether in or out of India, to the assessee or to 

any person on his behalf on account of the carriage of passengers, livestock, 
mail or goods from any place in India; and 

(ii)  the amount received or deemed to be received in India by or on behalf of the 
assessee on account of the carriage of passengers, livestock, mail or goods from 
any place outside India. 

In the present case, the income chargeable to tax of M/s Worlwide Airlines is as 
follows: 

 
Particulars 

Fare booked from India 
to outside India whether 
received in India or not  
        (Rs.) 

Fare booked from New York to 
Mumbai 

If received in 
India  (Rs.) 

If not received 
in India (Rs.) 

Fare 60,00,000 
(1,25,00,000 – 65,00,000) 

65,00,000 65,00,000 

Deemed income 
@5% u/s 44BBA 

3,00,000 
(60,00,000 × 5%) 

3,25,000 
(65,00,000 × 5%) 

Nil 
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(c) The Supreme Court in its judgment in the case of Sahney Steel And Press Works 
Ltd v. CIT (1997) 228 ITR 253 (SC) has held that the payment from public funds to 
assist the assessee in carrying on trade or business must be treated as revenue 
receipt. The subsidy granted to the assessee such as sales tax refund, power 
concession or refund of bills paid and exemption from payment of water charges are 
to be treated as revenue receipts chargeable to tax. It was held that the character of 
the subsidy in the hands of the recipient will have to be determined having regard to 
the purpose for which the subsidy is given.  

 The subsidy in this case, was received as a matter of encouragement to commence 
an industry in a backward area. Whether it is received before or after 
commencement of production is of no consequence. Therefore, the subsidy so 
received as a matter of incentive is not liable to tax. However, if the subsidy was by 
way of refund of sales tax or power consumption etc then it is liable to tax.  

7. (a) As per the facts of the case, the Assessing Officer completed the assessment 
before the valuation report was received. The valuation report was received 
subsequent to completion of the assessment. However, it may be noted that the 
said report forms part of the ‘record’, which the Commissioner may call for and 
examine under section 263(1). A perusal of the valuation report revealed a variation 
of Rs. 3 lacs and to that extent it can be said that the order of the Assessing Officer 
was prejudicial to the interests of Revenue and also erroneous. The Commissioner 
is absolutely justified in issuing notice under section 263 since the term "record" 
used in the said section includes all the records available at the time of examination 
by the Commissioner even though such records may not have been available at the 
time of regular assessment.  This view was upheld by the Supreme Court in CIT v. 
Shree Manjunathesware Packing & Camphor Works (1998) 231 ITR 53. 

(b) The powers under section 131(1A) deal with power of discovery and production of 
evidence.  They do not confer the power of seizure of cash or any asset.  The 
Director General, for the purposes of making an enquiry or investigation relating to 
any income concealed or likely to be concealed by any person or class of persons 
within his jurisdiction, shall be competent to exercise powers conferred under 
section 131(1), which confine to discovery and inspection, enforcing attendance, 
compelling the production of books of account and other documents and issuing 
commissions.  Thus, the power of seizure of unaccounted cash is not one of the 
powers conferred on the Director General under section 131(1A). 

 However, under section 132(1), the Director General has the power to authorize any 
Additional Director or Additional Commissioner or Joint Director or Joint 
Commissioner etc. to seize money found as a result of search [Clause (iii) of section 
132(1)], if he has reason to believe that any person is in possession of any money 
which represents wholly or partly income which has not been disclosed [Clause (c) 
of section 132(1)]. Therefore, the proper course open to the Director General is to 
exercise his power under section 132(1) and authorize the Officers concerned to 
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enter the premises where the cash is kept by Mr. Mayank and seize such 
unaccounted cash. 

(c) Section 245A(b) defines the term ‘case’ to mean any proceeding for assessment 
under the Act of any person in respect of any assessment year or years which is 
pending before the Assessing Officer on the date on which an application is made to 
the Settlement Commission.  

 With effect from 01st October, 2014, there is no specific exclusion from the definition 
of ‘case’. Even prior to 1st October, 2014, search and seizure cases were not 
excluded from the definition of ‘case’. Therefore, the search cases are eligible for 
settlement through the Settlement Commission. Further, Explanation to section 
245A(b), provides that in case of a person referred to in section 153A or section 
153C, a proceeding for assessment or reassessment shall be deemed to have been 
commenced on the date of issue of notice initiating such proceeding for assessment 
under section 153A or section 153C and concluded on the date on which the 
assessment is made.  During this period, application for settlement of the case 
could be filed by the assessees.   

 Further, section 245C provides that an application before the settlement 
commission in cases falling under section 153A and 153C can be made, where the 
additional amount of income-tax payable on income disclosed in the application 
exceeds Rs. 50 lakh, in respect of the tax payer who is the subject matter of search 
and Rs. 10 lakh, in respect of entities related to such a tax payer, who are also the 
subject matter of search. 

 Moreover, such tax and interest thereon, which would have been payable had such 
income been disclosed in the return of income before the Assessing Officer on the 
date of application, should be paid on or before the date of making the application.  
Further, proof of such payment should be attached with the application. 
As per the provisions of section 194H, a person is liable to deduct tax at source at 
the time of credit or payment, whichever is earlier, of income in the nature of 
commission to any resident. 

(d)  In the present case, Timepass Airways Ltd. correctly deducted tax at source under 
section 194H from the commission@9% of the published price paid to the travel 
agents, who were allowed to sell the air tickets at any price higher than the 
minimum fixed commercial price subject to a maximum of published price. However, 
the Assessing Officer raised a contention that the airline company was required to 
deduct tax at source on the difference between the published price and the 
minimum fixed commercial price by treating it as “additional special commission” in 
the hands of the agents. 

 The facts of the case are similar to the case of CIT v. Qatar Airways (2011) 332 ITR 
253, where the Bombay High Court held that the difference between the 
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published price and the minimum fixed commercial price of the tickets cannot 
be taken as “additional special commission” in the hands of the agents.  This 
is because the published price was the maximum price and the airline 
company had granted permission to the agents to sell the tickets at a price 
lower than the published price.  Further, the airline company would have no 
information about the exact rate at which the tickets were ultimately sold by its 
agents. In order to deduct tax at source on the difference between actual sale 
price and minimum fixed commercial price, the exact income in the hands of 
the agents must necessarily be ascertainable by the airline company. 
However, it is not so ascertainable in this case, since the agents had been 
given discretion to sell the tickets at any rate between the minimum fixed 
commercial price and the published price.  It would be impracticable and 
unreasonable to expect the airline company to get a feedback from its numerous 
agents in respect of the price at which tickets were sold by them.   

 Applying the rationale of the above case to the case on hand, Timepass Airways 
Ltd. is not liable to deduct tax at source under section 194H on the difference 
between the published price and the minimum fixed commercial price, even though 
the amount earned by the agent over and above minimum fixed commercial price 
would be taxable as income in the hands of the agent. 

  Therefore, the contention raised by the Assessing Officer is not tenable in law. 
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