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PAPER – 6F: MULTIDISCIPLINARY CASE STUDY 

SUGGESTED ANSWERS / HINTS 

Case Study 7 

A. Multiple Choice Questions 

Answer 1 

(a) 

Answer 2 

(a) 

Answer 3 

(b) 

Answer 4 

(a) 

Answer 5 

(d) 

Answer 6 

(a) 

Answer 7 

(d) 

Answer 8 

(c) 

Answer 9 

(a) 

Answer 10 

(b) 

B. Descriptive/Numerical  

Answer 11 

Computation of Income under the head Profit and gains of business and profession of SZ Ltd. for 

the A.Y. 2018-19 

  Particulars Amount 
(Rs.) 

I  Profit and gains of business and profession  

  Net profit as per Profit and Loss Account 1,50,00,000 

  Add: Items debited but to be considered separately or to be disallowed   

  Licence fee for obtaining know how Rs. 20,00,000 less depreciation 
thereon of Rs. 5,00,000 

15,00,000 
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[know how is in the nature of an intangible asset eligible for depreciation 
@25%. Since one-time licence fees of Rs. 20 lakh paid to a foreign 
company for obtaining franchise has been debited to profit and loss 
account, the same to be added back]. 

Depreciation @25% has to be provided in respect of the intangible asset, 
since it has been used for more than 180 days during the previous year]  

  Payment to H. Ltd. for feasibility study 

[Payment towards feasibility study conducted for examining proposals for 
technological advancement relating to the existing business, where the 
project was abandoned without creating a new asset, is allowable as 
revenue expenditure [as per the Delhi High Court ruling in CIT v Priya 
Village Roadshows Ltd. (2011) 332 ITR 594]. Therefore, Rs. 6 lakhs paid 
towards feasibility study would be an allowable expenditure. Since such 
expenditure has already been debited to profit and loss account, no further 
adjustment is required]. 

Nil  

  Provision for wages payable to workers 

[There has been wage revision every three years. Since the provision is 
based on a fair estimation of wages and reasonable certainty revision, 
the same can be recognized for the purpose of Income computation. As 
the provision has been debited to profit and loss account, no adjustment 
is required while computing business income.] 

Nil 

  Payment due to railways for use of railway assets 

[As per section 43B, sum payable to Indian Railways for use of railway 
assets is allowable as deduction in the year in which the liabili ty to pay 
such sum is incurred, only if payment is made on or before the due date of 
filing of return. 

Since the payment of Rs.2 lakhs is likely to be made in December, 2018 
i.e., after the due date of filing return of income, the same would be 
disallowed in the P.Y. 2017-18. 

Since such payment is debited to the profit and loss account, the same has 
to be added back. 

Such payment of Rs 5 lakhs is likely to be made in June, 2018 i.e before 
the due date of filing the return of income, the same would be allowed in 
the P.Y. 2017-18.] 

2,00,000 

  Depreciation debited in books of accounts 20,00,000 

  Over-valuation of opening and closing stock [Rs. 22 lakhs x 10/110].  

[The amount by which stock is over-valued has to be added for computing 
business income. Rs. 22 lakhs (Rs. 90 lakhs, being the opening stock less 
Rs. 68 lakhs, being the closing stock) being the difference between 
opening and closing stock, has to be adjusted to remove the effect of over-
valuation].  

2,00,000 

  Cash payments to a contractor for office work (Rs. 8,000 + Rs. 9,000 
+ Rs.9,000 + Rs. 4,000) 

[As per section 40A(3), cash payments exceeding Rs.10,000 in a day to a 
person is disallowed,  

Hence, Cash payment of Rs. 8,000, Rs. 9,000, Rs. 9,000 and Rs. 4,000 to 
a contractor for office work is disallowed, since the aggregate cash 
payments to him in a day in respect of an expenditure exceeds the limit of 
Rs. 10,000.] 

30,000 
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  Legal fees 

[Legal fees incurred in defending title to factory premises is a revenue 
expenditure incurred for the purpose of business and is, therefore, 
allowable as deduction (Dalmia Jain & Co. Ltd. v. CIT (1971) 81 ITR 754 
SC)] 

Since the legal fees is already debited to profit and loss account, no further 
adjustment is required] 

NlL 

   1,89,30,000 

  Less: Items credited to statement of profit and loss, 
but not includible in business income  

Amount (Rs.)  

  Dividend received from foreign company less 
expenditure incurred to earn dividend (Rs. 12,00,000 
- Rs. 50,000) 

[Dividend of Rs. 12 lakhs received from foreign company 
is to be taxed under the head “Income from other 
sources” 

. Since the same has been credited to profit and loss 
account, it has to be deducted while computing business 
income. Consequently, expenditure of Rs. 50,000 
relating to the same which has been debited to profit and 
loss account has to be added back. In effect, the net 
amount of RS. 11,50,000 has to be deducted]. 

11,50,000  

  Profit from hedging contract  

[Hedging contract is entered into for safeguarding against 
any loss that may arise due to currency fluctuation. The 
profit from such contract entered into for meeting loss in 
foreign currency payments towards imported machinery 
has to be adjusted against the cost of plant and 
machinery. 

Since such amount has been credited to profit and loss 
account, the same has to be deducted]. 

3,00,000  

  Profit on sale of land  

[Chargeable to tax under the head ‘Capital Gains’]  

20,00,000  

34,50,000 

   1,54,80,000 

  Less: Expenditure to be allowed   

  Contribution to approved research association for 
social science or statistical research 

[Contribution to approved research association for social 
science or statistical research qualifies for deduction @ 
100% under section 35(1)(iii). 

Since 100% of contribution has already been debited to 
the statement of profit and loss, therefore, no adjustment 
is required]. 

Nil  

  Depreciation as per Income-tax Act, 1961 

[Since there is a reduction in the cost of plant and 
machinery on account of hedging profit of Rs.3,00,000, 
the excess depreciation on Rs. 3,00,000 has to be added 
back to depreciation given as per Income tax Act, 1961. 
Hence, Rs. 22,00,000 – Rs. 22,500 (Rs. 3,00,000 x 7.5%. 

21,77,500  
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being 50% of 15% since the machinery is put to use for 
less than 180 days. 

  Additional depreciation on plant and machinery 

[Since plant and machinery was purchased on 
20.12.2017, it was put to use for less than 180 days 
during the year. Hence, additional depreciation is to be 
restricted to 10% (i.e. 50% of 20%) of Rs. 87 lakhs, being 
actual cost of new plant & machinery after adjusting profit 
from hedging contract. Balance additional depreciation of 
Rs. 8.7 lakhs can be claimed in the next year i.e. A.Y. 
2019-20] 

8,70,000  

    30,47,500 

  Profits and gains from business and profession  1,24,32,500 

Answer 12 

Computation of Total Income of SZ Ltd. for the A.Y. 2018-19 

  Profits and gains from business and profession  1,24,32,500 

  Capital Gains   

  Full value of consideration 

[The provisions of section 50C would not be attracted as 
the stamp duty value is less than the actual consideration].  

70,00,000  

  Less: Indexed cost of acquisition [Rs.50,00,000 x 272/220] 60,81,818  

  Long-term capital gain  8,18,182 

  Income from Other Sources 

Dividend received from foreign company 

[As per section 115BBD, dividend received by an Indian 
company from a foreign company in which it holds 26% or 
more in nominal value of the equity share capital of the 
company, would be subject to a concessional tax rate of 
15%. This rate of 15% would be applied on gross dividend, 
in the sense, that no expenditure would be allowable in 
respect of such dividend. 

Therefore, dividend of Rs. 12 lakhs received from a foreign 
company, in which it holds 32% in nominal value of equity 
share capital, would be subject to tax @ 15%. No deduction 
is allowable in respect of Rs. 50,000 expended on earning 
this income.] 

  

12,00,000 

  Gross Total Income   1,44,50,682 

  Less: Deductions under Chapter VI-A   

  Deduction under section 80JJAA 

[SZ Ltd. is eligible for deduction under section 80JJAA 
since it is subject to tax audit under section 44AB for A.Y. 
2018-19 (as its total turnover exceed Rs. 1 crore) and it 
has employed additional employees during the P.Y. 2017-
18. Additional wages is Rs. 15 lakhs. 

  

  Deduction under section 80JJAA = 30% of Rs. 15 lakhs)  4,50,000 

  Total Income  1,40,00,682 

  Total Income (rounded off)  1,40,00,680 
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Computation of tax payable of SZ Ltd. for the A.Y. 2018-19 

Particulars Amount (Rs.) 

Tax @ 15% on dividend from specified foreign company of Rs. 12,00,000 1,80,000 

Tax @ 20% under section 112 on long term capital gain of Rs. 8,18,180 1,63,636 

Tax @ 25% on the balance total income of Rs. 1,19,82,500 29,95,625 

 33,39,261 

Add: Surcharge @ 7% (Since total income > Rs. 1 crore but < Rs. 10 crore)  2,33,758 

 35,73,010 

Add: Education cess @ 2% 71,460 

Secondary and higher education cess @1% 35,730 

Total tax liability 36,80,200 

Total tax liability (rounded off) 36,80,200 

Advance tax and TDS  51,50,000 

Refund due 14,69,800 

Note: Since the question mention that total revenue for the Previous year 2015-16 is Rs. 40 crores.  The 

applicable rate of tax in A.Y. 2018-19 should be 25%. 

Answer 13 

Computation of GST payable by SZ Ltd. on outward supplies. 

S. No.  Particulars Rs (in Lakhs) GST (Rs. In Lakhs) 

(i) Intra-State supply of cars   

CGST @ 9% on Rs.400  36 

SGST @ 9% on Rs. 400  36 

(ii) Inter-State supply of cars    

 IGST @ 18% on Rs. 150  27 

 Total GST payable  99 

Computation of total ITC 

Particulars CGST @ 9% 
(Rs. In lakhs) 

SGST @ 9% 
(Rs. In lakhs) 

IGST @ 18% 
(Rs. In lakhs) 

Opening ITC 15 15 35 

Add: ITC on Intra-State purchases of spare 
parts valuing Rs. 150 lakhs 

13.5 13.5 Nil 

Add: ITC on Inter-State purchases of spare 
parts valuing Rs. 25 lakhs 

Nil Nil 4.5 

Total ITC 28.5 28.5 39.5 

Computation of GST payable from cash ledger 

Particulars CGST @ 9% 
(Rs. In lakhs) 

SGST @ 9% 
(Rs. In lakhs) 

IGST @ 18% 
(Rs. In lakhs) 

GST payable 36 36 27 

Less: ITC 28.5 - CGST 28.5 SGST 27-IGST 

 7.5 -IGST 5 - IGST  

Net GST payable Nil 2.5 Nil 

Note: ITC of IGST has been used to pay IGST, CGST and SGST in that order.  
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Answer 14 

This is based on the provisions of the Companies Act, 2013 as contained under section 161 (1) according to 

which:  

(A)  The Articles of a company may confer upon its Board of Directors the power to appoint any person as 

an additional director at any time.  

(B)  A person, who fails to get appointed as a director in a general meeting of the company cannot be 

appointed as an additional director in the same company.  

(C)  Additional director shall hold office up to the date of the next AGM or the last date on which the AGM 

should have been held, whichever is earlier.  

In the given situation, the answers to sub-questions are:  

(i)  The appointment of Mr. K as additional director by the Board of Directors is not valid because before 

appointing him as an additional director, the proposal to appoint Mr. K as a director on the Company's 

Board was rejected by the members at the company's Annual General Meeting.  

(ii)  The power to appoint additional directors vests with the Board of Directors and not with the members 

of the company. The only condition is that the Board must be conferred such power by the articles of 

the company. Therefore, in the present case, the company's Annual General Meeting cannot appoint 

Mr. K as the additional director when the proposal to appoint comes before the meeting for the first time 

because the company's Articles empower the Board of Directors to appoint additional director.  

(iii) In case the AGM of the SZ Ltd is not held within the stipulated time, Mr. K. cannot continue as additional 

director, since he can hold the office of directorship only up to the date of the next annual general 

meeting or the last date on which the annual general meeting should have been held, whichever is 

earlier. Such an additional director shall vacate his office latest on the date on which the annual general 

meeting ought to have been held under Section 96 of the Companies Act, 2013. He cannot continue in 

the office on the ground that the meeting was not held or could not be called within the time prescribed.  

Answer 15 

According to section 185 of the Companies Act, 2013, no company shall, directly or indirectly, advance any 

loan, including any loan represented by a book debt, to any of its directors or to any other person in whom 

the director is interested or give any guarantee or provide any security in connection with any loan taken by 

him or such other person.  

Thus, guarantee by Company SZ Ltd. of which Mr.  A is a director, for repayment of the loan and interest as 

per the terms of the proposed agreement is not allowed.  

Further, If any loan is advanced or a guarantee or security is given or provided in contravention of the above 

provisions, the company shall be punishable with fine which shall not be less than five lakh rupees but which 

may extend to twenty-five lakh rupees, and the director or the other person to whom any loan is advanced or 

guarantee or security is given or provided in connection with any loan taken by him or the other person, shall 

be punishable with imprisonment which may extend to 6 months or with fine which shall not be less than five 

lakh rupees but which may extend to twenty-five lakh rupees, or with both. 
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