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v (0 Nov 2023 Exanm Quenstions

Gurulkripa's Guideline Answe
tion (New Syllaban)

CA Final = Direct Tax Laws and [nternational Taxi
Part 13 Descriptlve Ansviert (70 Mntka)

siion Haool 1% coriptilsory (14 Mnrks),
Hons (14 # A = L6 Mnarks),

Part A Consists of MCOs (30 Marks),
Working Notes should form part of this answert, Qe
Answer any four questions from the remalning flve (et

14 Marvs
factory In Hajkot, Gujarat shows & nd profit

Question 1; Taxation of Companlos
it a6 mentloned holow for the year snded

M/s. Breoze Dental Care Pyt Ltd, a Tooth brush manufacturing company, having Its
of 79,50,000 after dobiting and croditing of the amounts In Its Profit and Loss Accour
March 31, 2024;

(a) Depreclation as por Companlos Act T 05,00,000,

(b) A gross Loss of amount of ¥ 25,00,000, duo to dostruction of old mac
recolved as scrap valuo on this old machinery on 31.08,2023, the Insurant
company on the chargo of noglligence,

(c) Income Tax Assossmont of AY 2022-23 was complotod In Beptomber 2023 with a taz do
surchargo of T 60,500 and a cons of 7 24,200, The entlre sum has boan duly pald during the P 2023-24. e

(d) Power Subsidy rocolved from Contral Govarnmont amounting to 7 13 s, 1t s poslvod vith a stipulstiod g
same Is to be adjusted In tho olectrlcity bills for the FY 2022-2023, Tha subsldy racelved In the FY 2023-24. 1t i ot
included in the incomo of yoar 2022-23,

(¢) Interest Roceived ¥ 7,50,000 on margin money doposite
included as income In tho Profit and Loss Account. : : g

() Purchase price of raw matorlal usod for the purposo of In-house ressarch and davelopmant 15 7 14,00,000, (Including GST
of T 2,75,000 on which ITC Is not admissible) Is deblted In profit and Logs account,

() Breozo Dental Caro Pvt Ltd pald T 12 lakhs to JAPA Inc, of China for onling digital advertissmant, JAPA Ine. has no PE In
india. No tax was deductoed at source nor was equlllsation layy pald on the sald amount, -

(h) Dividend of T 2,50,750 was recolved from a forelgn company, In vihlch Broszs Dantal Caro Pt Lid, holds 28% In nominal yaluo of

equity sharo capital of the company. An expenss (other than Intorest payment) of 7 15,000 spont on gaming thi Incoms.

() Intorest of T 20,00,000 lakhs rofating to FY 2023-24, which I3 settiad hy Issulng 8% dehontures of 7 100 gach In March, 2024.
Additional Information:

(1) Depreciation as per Incomo Tax Act, 1961 Is 7,32,50,000.

(2) A new Air Compressor machine, necessary for Installing with main Plant to keep the Alr comprassion as per guldelines,
was purchased and was Installed and put to uso on 01.,05,2023 = 7 74,00,000.

(3) Another new specificd Alr Pollution Control Equipment was purchased for 23,45,000 on 18.06.2023,

(4) Items purchased after 30th Octohor, 2023:
(a) Lorrles for transporting yoods to salos dopots 7 95,00,000,
(b) Machine Imported from Germany 7 1,60,00,000. It arrived at Kandla port on 20,03.2023 and was installed on
10.04,2023. .
erlod ended March 31, 2024, The total turnover of the company for the FY 2021-22

All the other items were Installed during the p
te Total Income and Tax payable of Breeze Dental Care Pyt Ltd for the AY 2024-

was T 415 crores. You are required to compu
2025 with bricf reasons for the treatment of each item glven ahove, The company has not opted for section 115BAAI115BAE,

Ignore provisions of MAT,

he factory, Though 2'7,60000 vias

inory by flrg In't
inery b yy did not admit the clalm of the

G Compar

mand of 7 5,70,000 which Included

d with bank for obtalning hank guarantss to carry on busingss J

Refer Various Illustrations in Chapter 19

Solution:
‘ Computation of Total Income and Tax Payable
-~ O Y Particulars ) ' ' 'Computatk;n( Amount (2)
Total PGBP Income [as per Oornput.atiuh SQ}J,-mént br.-fow} - | 1,65,05,250
Income from other source — Dividend [Note 6] 2,50,750
Gross Total Income/ Total income 1,67,56,000
Tax @ 30% [Note 1] 1,67,56,000 # 30% 50,26,600
Add: Surcharge @ 7% 50,26,800 % 7% 3,51,876
Add: Cess @ 4% _ - 2,15,147
Total Tax Payable [Rounded Off] — wmlw o 55,93,820 |

Nov 2023.1
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¥ Laws a
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Qurukripa's Guideline Ans

ssion
ains of Business of _Pr;ofc 0

1 G ‘
Computation of Profits anc e

Deduction  Addms .

from Profit | Prome ®
Particulars | I ) : : - ‘~ ‘h::-;‘;:
“ Net Profit as per Profit and Lass Account (Loss) - '“" i T -—-*‘;\_‘%T\\z
" Dopraciation as Py l\\\kﬁ A,.:E';w--— — 2 —

| struction of machine by
Net Loss Revognisad in the books due tu;q‘c\\(m\‘tw_;ﬂ_wf machine

' - e o arge and Cess) — -
T Disaliowance ws 40{a)(il) - Income Tax paid _&[‘}}Ml"g Surcharge | 2R oo
——— —— e e "

Disallowance w/s 40()(ib) - N5311{§3‘111011t of Equalization Levy

|

A N
i N S .
e -~
—

T |

i -
I 3 | W00y
Ny ) res = =
Disallowance w/s 436 - Interest Payable convertad to Debentu & 32.50,0000
_E\:\g;r\\‘iu‘?tion as per Income Tav Act Q | 18,42,000
Additional Depreciation

= A ok = 80,000
Air Compressor machine  [? 74,00,000 x 20%] = 14,80,00

“ - 2094] = Q9
Air Pollution equipment [T 23,45,000 x 20%] = 4,629,000

Income treated as income from other sources [Dividend = Net Amount]

2,35,75

Sub—Total '54,34,750 218,240,000

10.

N — 54,34,750
Income under the head Profits and Gains of Business or Profession (2719140‘&_00 34,750)

Notes:
1.

b e N N

Turnover of the Company during the PY 2021-22 = T 415 crores (> 400 crores). Thersfors, the applicable tax rae
the current AY = 30% QT ’ L .
Capital gain u/s 45(1A) not applicable as no proceeds received frn{n insurance company. On the other harg. o
due to destruction of machinery is a capital loss to be adjusted against block of asset & hence not o be caimes
deduction in computing PGBP income. - -

o

Interest payable will be deductible only on actual pa\}FI\énf;fIntexwast which has been converted into 2
borrowing, (b) Debentures, (c) any other instrument by\w?lich the liability is deferred to future date, shall not be TeIe
as actual payment. Thus, in this case, the interest converted to debenture is disallowed.
As per ICDS VII read with Section 1458, Government grants are not subject to tax on accrual basls, it sh
year of receipt. In this case, even though the Subsidy (from Central Government) is received for adjusling the
with electricity bills of PY 2022-23, as it is received in the Current PY, it shall be taxable in the curren
already credited in the Profit and Loss Account, no adjustment is required.

In case of CIT vs K & Co 2014, it was held that interest received on margin money

Bank guarantee should be taxable

is required as it is already included in the Profits

deposit with the bank &
as PGBP income & not as income from other sou
As per Section 57, only interest expense to earn dividend income is allowed

Tor obtEining
rce. Thus, in this case no adjustment
as deduction

ent X 14,00,000, is an allowable S

< RS

rofit and Less Account, no further adiussment

%
/

Depreciation (@ 7.5% = 15% x 50% as Put to use for Less than
depots is assumed to be included in

180 days) on Lorries for tra
the given figure of “deprediati

NSporting Qoads to salss
0N as per income tax act”.

(b) Machinery not installed in the py [Machinery imported from
Machinery imported from Germany and not installed in the cu
additional depreciation,

s depot =

Road Transport vehide]
Germany]

frent PY is not eligible for both Normal Depreciation and



QIMATIN T Goidaiing Ansivers for Nov X023 CA Hinal D: \\1 Tax Lans and Intormatona
Quastion Makh Taxation of Companies - Sa¢ 11NB

Agro Fand Corpovation Lid, & cmestic company angaged in man
manutactuning, mareting and salling of & wide range of foxd D'\\‘ﬂ-‘!\ »
statemant of Froft & Lass in acnondanae with the sahadale Bt e Companies Act. 13 and such St
for The DRVRNS YT andad SO NN shows @ nat profit of T

viactunng of FMCG products.

Saarent h “"\

Tawaton Bam -

Mooy 5\:#‘1_-;

8 Marks

N has business of

ad edidle oits in India. The company has prepared
toment of Prof & Loss
\_ L'\,,, The above net proft was amived ® in respect of s

DUSInesS actiitios SROr coditing Sraditing the fallowing amonnts uader &

{ Parboulams T — T (n akh)
Dobits fo the Statemant of Proft andless
mpemim rolating W industnal un:im.\\mg QUi N for daduction usiog u\m!t-\ - 1300
l\\\'\\\mmu fOr CUTTent yawr undar (‘:sn\mwm Act 3 ey
Aterest & Finanaial hstitution (an NEFC) not poid up fo the dste of g themturn el @ 8
Pms?:} for infraction of law e 1O 1.
Pr\-\\n\i Dividand S i1 i
| Provision for Income Tax I D &= 275
‘I‘r:m‘sr o Genoral Resenve G 5.00
{ _&pena.:m* relating 10 Se¢ S04A undertaling _ 8o
e Crodis to the Stxtemant of Profit spd Las s
| Amount withdrawn 10 Resanve craatad during 201320 (Baak orofs was not inoressxd by the m“ trensfarrsd | +.0e
w0 such resane in tha yaar “01&. 0‘0)
me\:\ from an Industnisl Undartaling covansd and quahfiad for dad Srovon u's 108A e?&shcv? tax Act 3130
Prpﬁ\ f-\rt an lnduamsl | Undartaking coverad snd quahfiad for Secuction uS S of lnsome Tax Act 198t ZCE
Demm\d 3 cradit _ @ 357
| Adamons! lnformstion | —
‘ Sroux:’ﬂ fam“ﬁr‘d §_u:\l_rg oss Loss as par books o T S
f mmwatran -s“ \rab'k undar Incomsa Tax rulss o, R 200
IE Srwuuht fomsrd qumess Loss 2s par lncoms Tax Law & &
Unsbsor‘\-\d deprociztion 3s par Incoms Tax Law N 1053
| Unsbsorbad depreciation as psr books o O N
Solution: Refer Para: 19.'2.Sechon 11836
[ Particulars, T 3
F Profit as per Schedule IIT <@ - Q0 |
Add:  Depreciation as per Books, # ; 3$,00,000
Add:  Proposad Dividend A W 3,50,000
Add:  Provision for Income ‘l‘éx y 2,75,000
Add:  Transfer to ganayal resane’ 500,000
| Less: Dapreciation a3 per Books [Excluding dapraciztion on Ravzluztion] i (3£,00,000)
| Less: Deferrad Tax audt {(3.57,000)
| Less: Llowerof Ffollowing: NIV
J §/f busess loss as per Books = §,75,000
| unshsorbed depradiation 33 pJ Sooks = 0
i Baoks Profit u/s 11536 25,658,000
| Ta\ D 15% S SR000 X 1T% 2 50200
1 Add. Cm e 4% 12 30,200 x &% ‘_\:,_‘L“S
? 15,0S,210

Total Tax Payable [Roundad off]

of e |€':.fo

Note:
. . ‘_ — D 5 o~ ~e ™ ¥
1. Amount withdrawn from Resenve created during 2018-2020 shall not be reduced unliess e Sook Frofis ©
creation were increasad on account of suth senes
> ] < B 2
2. In computaton of Book Profit for MA , only Srougtt fonwad DUsness ioss 3 per hooks and Unabsoroed ceors

23 pr hooks 1o be considarad (Figurss grvan 33 pr Incom: Tax Lawm <'\::.‘°taen‘:}-
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= New Syllnhu»

ion 2(b)(i): Non-Resident Taxation N
:Zes)t('\?lir(lirZLL Inc, incorporated as a company in USA operated its flights to rl;l(f‘l::dﬂggr;‘s‘;r‘;?:aﬂ(:;:{i&gb::&S{y N e
M/s: XY Airlines Inc. collected charges of I 90 lakhs for carriage of passenge ‘er and cargo fare bookeg o ‘ g
versa out of which, < 40 lakhs were received in New York in USD for the pazs::rgo from Muribsl fo.He Yorkr: p{:qw Yo ‘?
Delhi. The company also collected 3 70 lakhs for carriage of passengers an 4 g rgo fare booked from Noy, Yonk Vico v‘"‘;
out of which, < 30 lakhs were received in New York in USD for the passenger and carg r

« s Mg
The total expenses for the year on operation of such flights were X 170 lakhs. Compute the income chargeahle 1o tay o th I\
Airlines Inc in India.

Solution: Refer Para: 26.4.3, Similar to Illustration — Pg 26.17 .
Particulars _.;3_

Amount collected for carriage from Delhi to New York 90,00,000
Less:  Charges booked from new York to Delhi & received in USD in New York (40,00,000)
Add:  Amount collected for carriage from Mumbai to New York 1£+00,000
Less: Charges Booked from New York to Mumbai & received in New York (30,00,000)

Net receipts

Income Chargeable u/s 44BBA [5% of 90,00,000]
Question 2(b)(ii): Non-Resident Taxation . 3 Mari
Mr. Aadi, a non-resident Indian (Age 45 years), subscribed unlisted equity shares of an Indian company in 2008-09 for 2 6,00,009,
These shares were sold by him on 05.03.2023 f

or a consideration of ¥ 9,00,000. Brokerage paid for sale of these shares is 7 15,000,
he AY 2024-25, assuming that he has invested in specified assets E4 3,50,000, before
d for 2023-24 is 348. Ignore the effect of first proviso to Section 48.

Compute taxable capital gain of Mr. Aadi fort
31st March 2024, Cll for FY 2008-09 is 137 an

Solution:

Refer Para: 26.4.8 section: 112 & 115F

Full Value of Consideration
Less: Brokerage

Net Consideration

8,85,000
Less: (6,00,000)
2,85,000

28,500

Cost of acquisition [Indexation not available]
Long term capital gain

Tax @ 10% u/s 112 [2,85,000 x 10%)]
Add: Cess @ 4% [28,500 x 4%]

Total tax payable

Question 3(a): Taxation of Charitable Trust 8 Marks
Mookti Foundation, a Charitable institution registered u/s 12AB i i i
institution provides the following details of the institution to

C. It has earned Rental income for PY 2023-
income. However the balance of T 1,00,000 was received on 31.07.2024. U

Nov 2023.4
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Solution:
[ e 1 s iibidaian } Answer
} A 4 para 23.3.2 | Year of actua! payment will be treated as year of appht:at'ro-n_i.ég PYEC—Z;——EOZS
B | Para23.4.2 | ves Exemption ws 10(1) wil be available. ———
¢ 4 Para 23.3.3 ] Time available upto the end of PY 2023-2024 s
D Para 23.3.3A Only 6 Lakhs can be treated as apphc,ahoh of Ihcén;\;e énd balance loan amount to be treated

‘ , | as ::";‘s’-ce‘_ro' only in the year of repayment of loan. -

Question 3(b): DTAA G-Niarks
Smt. Manisha (aged 70 years), 2 resident individual, furnishes you the following particulars of income relating to the previous
year 2023-24. p. >

v - i Particulars | »Amount %)
 Loss from Let out Property at Dethi (Computed) ) 4,50,000
_Income from Business in India (computed) - 839,500
 Business Income in Country A @ 8,00,000
FD Interest in Country A UsD 8,000
I §a;;g; Bank Interest in Indiz from PNB Bank 2/ ' 50,500
Contribution to PPF Account of her mzrried son . 1,50,000
" Interest on PPF Account (In own nzme) ) % 58,682
Agricuttural income in Country “M” 1,20,000

Agriculture income is exempt in Country "M~ znd rate of Tax in country A is 25%. Assume that there is no double taxation
zvoidance agreement between Indiz znd country “A™ 2nd Country “Jn". Rate of 1 USD = 82 for calculation purposes.

Compute the total income znd tzx pzyzble by Smt. Mznisha for the AY 2024-25. Assume that she did not opt to be governed by
provision of Section 115BAC.

Solution: Refer Para: 28.3.2 Section 91
[ particulars 3 3
' Income (Loss) under the hezd House Property ©
‘ Loss from house property [bzlanice 2.5 [zX0s (o to be carried forward] (2,00,000)
' Income under the head Profits and Gains from Business orlﬁ'To}éésion
Business incorne from India 8,99,500
Business income from Country A 7 - 8,00,000 16,99,500
}Tmome from Other Source D -
Irterest from Fived deposit (Country A) § 8,000 # 62 © 6,56,000
i Savings Bank Interest 50,500
: Agri income from country M X 1,20,000 8,26,500
| Gross Total Income T S 23,26,000
"Tax @ Slab rates [1,10,000 + (13,26,000 ¥ 20%)] B i 5,07,800
Add: | Cess @ 4% [5,07,600 # 4% T AGREeRr . | 20,312
TLess: reliefufs ol [refer Working Note 1] F T A (3,30,512)

| Total Tax Payable e 1,97,600

Hote: Irterest on PPF (o name) exerngt (fs 10{11)
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! .
WNL CE’%STOH of relief u/s 91
e s cidsidon b (-nmi’uf"“m‘
v 16 (D0

23

i — - Particulars
AVErage (ax rate e ———. ——on 3
R ———— y. £0 o
TaxRae - ComntvA ~
-C-evg" :“'s«:
- § 00,000
b‘ul\‘r.‘ & Tn~ma (
=SEnee 6,56,000 42
FO Interest 5. 00
= N y2.70% X 14,56,000 | L
lax efu/cQiNa S Ld A £ D
S U/S S Lower ol 24 C::‘_c:] i | 1
Q f be Nty
uest S/a) ~n o 0 'Jx ta 1] d’ 18 ;
&if?o.n Hal TD_S& 165 ; dent situations: Calculate (hc;m?z‘?‘ ductag 4
aming the applicability of TDS or TCS in the following independe & o a plicable or AY 20257 i Mangd
Source or tax to bs collscted e rthe prowswﬂsjp : tiad. an Indian Domestic Manufachyr,,
rtax to be collected at source in given Cases as pe privat Limited. * - g 75,000 towards foes ¢ i
A Wr. Ron tack 2 loan of £ 10 Lakhs from his emPIOYE homas PreS on, He remitted 3 73 ards fees to
Company for sponsori . < of his son in Germany: Out of the &7/ '\ amount of T 4,75,000 for pursuing higs,,
e o stugies of his son i T remited t0 72 n an aMOUT e through the same autharzg
Qé}r::rsrt)(l:n Sl forrdh'sh‘sonste?l;c:ctg;'expenses. i the remittan es We "
studies in Garmany towarads js out 0 Y i I
. i and is covered us
dezlzr under the Libsralized Remittance Scheme © RBI. or of 12 Crores during last FY 3 Wy
B Mr Mandesp Si of textile goods: had a tumover = . house'in January for his personal use for ¥ 5
. Mr. Mandeep Singh. a manufacturer ts. He urchased 2 resndennal o Mr pankaj for offecting the deal, T,
for compulsory audit of B0OkS of Accour @ 123 of the alue of the house .
d paid a commission & = . : , :
anes urposes by Mr. Ma”deep.smgh' “eral of Hon'ble High Court of Delhi has made a fixeq
rG directions of the Court. Is section

ene A
sited by litigants on

ral of High Court?

Crores from Mr. Amit

houss is not used for busine o owing Si
owin

f the 10lIC out of money d

ituation. Reg!
y deposi
me

“of Registrar Geneé

deposit of 100 lakh
194A applicable in respect

—

4,375
32,500
36,875 |

5%

Solution:

ected by Authorised De
— 7,00,000] X 5%

r"
{ | para 41.6.2
A | sec. 206C(i6)
| . = = khs
f 2.13 DS u/s 194-1A = & Crores X 1% 5la
B | Paraf 41.2.11, 41 ¥ — (5 Crores X 12%) X 5% =3 Lakhs
| section: 194-IA, 194H_| TDS u/s 194-H =(
Refer Para: 41.2.3 " Gredlar No. 8/2011, dated 14-10-2011
n of International Transactions _ 6 Marks
the manufacturing of supreme quality mink blankets. It has total borrowings of ¥
during FY 2023-24 imported 5 Lakh piece of blankets from

to other dealers in Germany

dit limit of ¥ 9 Crores for which SHQIn¢
th from the date of sale of goods by

Question 4(b): Taxatio
Paras Ltd is an Indian Company en

60 Crores by way of loan as on 31.
Paras Ltd @ < 2,000 per unit for the trading purp
@ 7 2,100 per unit. Paras Ltd 1
was the guarantor. The terms 0
Paras Ltd, whereas for SHQ Inc,
12% per annum and the supply of g
Paras Ltd and SHQ Inc are associa
them and the amount to be added to t

gaged in
03.2024. SHQ Inc of Germany
oses in Germany. Paras Ltd sold simi
sceived a guarantee on 01.04.2023 for availing a cash cre
f trade for other dealers was to make payment within 1 mon
the credit period allowed was 3 months from the date of sale of goods. The cost of capital was
oods is assumed to be uniform throughout the year. You are required to determine whether
ted eqterprises. If yes, compute the Arm's Length Price (ALP) of the transaction between
he income of Paras Ltd, if any, by way of an ALP adjustment. Assuming that the above
Ltd. in its return of income, what is the time limit for the
ch prescribed

adjustments to the transfer price have been made suo-moto by Paras
are the implications if the excess money is not repatriated within su

;'epatll_'iat.ion of such excess money? What
me limit? Your answer must be based on the latest provisions of Income Tax Act.
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Solution: y ‘ Refer Parat 27,2, 27.3.1, 27.5.5, Sectiont 92A, 020, 92€, 9201
Note: Since the Guarantee given exceeds 10% of the loan value, Pars L and SHO Ine are associated eoterprises
- :
Particulars Computation [ Tintlakhs |
Uncontrolled Comparable Price 2100 = 5 Lakhs 10,5065
I [
Add: Cost of Excess Credit 10,500 » 12%a # 217 /10
- !
Arms Length Price 10,710
’
Less: Actual Transaction Price 2000 # 5 Lakhs 10,600
- 4 :
Primary Adjustment 410
4 Marks

Question 5(a)(i): Assessment procedure ~ Duties of Assossco
Mr. Surajit efiled his ITR. He declared a total income of 2 11,75,000. Total Incomo includes intorest from Public Provident Fund
(PPF) ¥ 95,530 and long term capital gains on agricultural land exempt u/s 10(37). Both thase Incomos were disclosed in the
schedule of exempt income. Mr. Surajit also found that by mistako he falled to clalm the currant yoar busingss loss in the MR
amounting to ¥ 4,50,000 which he is entitled to claim. In due courso of timo, the above ITR got procassed uls 143(1) and both
the above exemptions for Interest on PPF and LTCG on agricultural land were denled. Intimation was served 10 Mr. Surajit and
a demand of tax was raised. For all the above mistakes In the roturn ho filed 2 rovised roturn ufs 139(5) but time limit for -
verification of revised return had lapsed and the same became invalid. Assessce filed for roctification ufs 154 which vias also
rejected by AO. Is AO bound to accept the request of Mr Surajit?

Solution: Refer Para: 33.2, 31.1.5 Section: 139(5), 143, 154

Hint Answer: AO cannot take advantage of mistake committed by the Asscasce. Rectification filed ufs 154 15 within
stipulated time and cannot be rejected by AO.

Question 5(a)(ii): Penalties & Prosecution 4 Marks

IT Finance (I) Ltd repays a Loan merely by passing adjustment entries in its hooks of account. Loan repayment was not

actually made. The cause shown by the assessee for repayment of the loan otherwise than by account payee cheque / bank

draft was on account of the fact that the assessee was liable to receive amount towards the sale price of the shares sold by the

assessee to the person from whom loan was received by the assessee. In order to avoid the unnecessary circular transfer of
journal entries and the halance

shares, both the parties agreed to set off the amount payable and receivable by way of passing

loan amount was paid by the assessee by way of an account payee cheque. The amount of loan settled hy way of passing
journal entries exceeds 2 20,000, Neither the genuineness of the receipt of loan nor the transaction of repayment of loan by
way of adjustment through book entries has been doubted in the regular assessment. But AO imposed Penalty ufs 271E as a
contravention of Sec. 269T w.r.t. repayment of loan otherwise than by banking channel. Is AO justified in imposing penalty?

Solution: Refer Para: 45.3 & 45.4 Case Law Triumph International Finance Ltd.
Hint Answer: AO is justified in imposing penalty.

2012 Bom HC

Question 5(a)(iii): Profits and Gains from Business or Profession 4 Marks
The assessee, M/s. ABC Finance Limited, a Finance Company, was engaged in business of leasing and hire purchase of capital

equipment to existing Indian enterprises. It had obtained certain amount of loan from a UK based company in foreign currency
to be used by the assessee for financing the procurement of Capital Equipment by its customers. While repaying said amount,
the assessee had to pay a higher amount in lieu of fluctuation in exchange rate, which resulted in loss of Z 3.57 Crores.
Subsequently, the assesse, while filing the return of income, claimed loss owing to exchange fluctuation, amongst others, of ¥
1.10 Crores as deduction u/s 37(1), and capitalised exchange fluctuation of ¥ 2.47 Crores, However the claim u/s 37(1) was
denied by the Revenue while processing return. CIT(A) also rejected the assessee's claim and held Sec. 43A for capitalisation
of Exchange rate fluctuation was applicable. In the appeal before ITAT, the appellant not only claimed deduction in respect of
loss of Z 1.10 Crores arising on account of exchange fluctuation, but also set up a fresh claim in respect of revenue expenses
to the tune of Z 2.47 Crores, erroneously capitalised in the return. The Tribunal reversed the findings of CIT(A) and further held
that since entire amount of loan was utilised in trading operations, the expenditure so incurred was revenue in nature and
allowable ufs 37(1). Whether the Tribunal is justified in deleting the disallowance of claim of Z 1.10 Crores made by AO and

allowing the additional claim of ¥ 2.47 Crores as Revenue Expense?

Refer Page: 6.66, Case Law: Wipro Finance Ltd vs. CIT (2022)

Solution:
Hint Answer: Tribunal is justified.
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