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Test Series: August, 2018 

MOCK TEST PAPER - 1 

FINAL (NEW) COURSE : GROUP II 

ELECTIVE PAPER 6C: INTERNATIONAL TAXATION 

SOLUTION TO CASE STUDY 1 

 

I.  ANSWERS TO MCQs (Most appropriate answers) 

1. (a) 

2. (c) 

3. (d) 

4.  (a) 

5.  (d) 

6.   (c) 

7.    (a) 

8.    (d) 

9.   (c) 

10.  (b) 

II.  ANSWERS TO DESCRIPTIVE QUESTIONS 

Answer to Q.1: 

Computation of total income of Mr. Arjun Batra for the A.Y.2018-19 

Particulars Rs. In lakhs 

Income from house property   

Rent received [Rs.2 lakhs +Rs.3 lakhs] 5.0  

Less: Deduction u/s 24(a) at 30% of NAV 1.5 3.5 

Profits and gains of business or profession   

Own business income [Rs.2.2 lakhs (Country E) + Rs.3.3 lakhs (Country F) + Rs.1.5 
lakhs (India)] 

7.0  

Loss from partnership firm in Country E [Rs.1 lakh] and Country F [Rs.1.5 lakhs] (2.5) 4.5 

[Share of profit from foreign firm is not exempt. Hence, loss can be set -off against 
business income] 

  

Capital gains   

Long-term capital gains on transfer of residential house in Mumbai 45.0  

Less: Exemption u/s 54 – Purchase of residential house in Jaipur in wife’s name within 
two years from the date of transfer  

 

37.0 

 

Net long-term capital gains 8.0  

Short-term capital gains on transfer of vacant site in Country E 15.0 23.0 

Income from other sources   

Agricultural income in Country E and Country F [Rs.1.2 lakhs + Rs.1.8 lakhs]  3.0  

Agricultural income from lands in Bengaluru [exempt u/s 10(1) since earned in India]  -   3.0 
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Gross Total Income  34.0 

Less: Deduction under Chapter VI-A:  Section 80C – PPF   1.5 

Total Income  32.5 

 

Computation of tax liability of Mr. Arjun Batra for A.Y.2018-19     Rs. 

Tax on Rs.35.7 lakhs, being non-agricultural income [Rs.32.5 lakhs] + agricultural 
income [Rs.3.2 lakhs] 

 

Tax on LTCG of Rs.8 lakhs@20%  1,60,000 

(+) Tax on other income of Rs.27.7 lakhs  6,43,500 

 8,03,500 

(-) Tax on Rs.5.7 lakhs, being agricultural Income [Rs.3.2 lakhs] + Basic Exemption 
Limit [Rs.2.5 lakhs]  

 

  26,500 

 7,77,000 

Add: Education cess and SHEC@3%   23,310 

 8,00,310 

Indian rate of tax = 8,00,310 x 100/32,50,000 = 24.625%   

Less: Rebate u/s 91 on income of Country E + Country F 4,47,817 

Tax payable in India 3,52,493 

Tax payable (Rounded off) 3,52,490 

Computation of average rate of tax in Country E   Rs. in lakhs 

Gross rental receipts from commercial property [No deduction is allowed from this in 
Country E] 

2.0 

Share income from partnership firm (loss) to be ignored  - 

Business income 2.2 

STCG from sale of vacant site on 1-11-2017  15.0 

Agricultural income [Exempt in Country E]     - 

Total income 19.2 

Rates of tax in Country E  

Upto 3 lakhs Nil   - 

3 to 6 lakhs 15%  0.45 

Above 6 lakhs 22%  2.904 

 3.354 

Average rate of tax in Country E = 3.354 x 100/19.2 = 17.469%  

Doubly Taxed Income (in Country E) Rs. in lakhs 

Gross rental receipts form commercial property (Rs.2 lakhs – Rs.0.6 lakhs, being 30% 
of Rs.2 lakhs) 

1.4 

Share of loss from partnership firm  (1.0) 

Business income 2.2 

STCG from sale of vacant site on 1-11-2017 15.0 

 17.6 

Double Taxation Relief at India rate of tax or rate of tax in Country E, whichever is 
lower  

17.469% 
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Double Taxation Relief = 17.469% of Rs.17.6 lakhs = Rs.3,07,454    

Doubly Taxed Income (in Country F)  

Gross rental receipts from commercial property [Rs.3 lakhs (-) 30% of Rs.3 lakhs] 2.1 

Business income 3.3 

Share of loss from partnership firm  (1.5) 

Agricultural income 1.8 

Total income 5.7 

Rate of Tax in Country F 27% 

Double Taxation Relief at Indian rate of tax (24.625%) or rate of tax in Country F (27%), 
whichever is lower  

24.625% 

Double Taxation Relief = 24.625% of Rs.5.7 lakhs = Rs.1,40,363   

Double Taxation Relief [Country E & Country F] = Rs.3,07,454 + Rs.1,40,363 4,47,817 

Answer to Q.2:  

Any undisclosed foreign income or foreign asset will be chargeable to tax under the provisions of Black Money 

(Undisclosed Foreign Income and Assets) and Imposition of Tax Act, 2015 ("BM Act").  

Any undisclosed foreign income will be taxed as the income of the previous year to which it pertains. Hence  

Rs 5 lakhs will be taxed as the income of the previous year 2016-17.  

An undisclosed asset located outside India shall be charged to tax on its val ue in the previous year in which 

such asset comes to the notice of the Assessing Officer. Thus, the value of the  undisclosed foreign asset will 

be taxed as the income of the previous year 2018-19.  

The undisclosed asset is gold jewellery. The value of the same is the higher of:  

(a)  Purchase price (Rs 4.2 lakhs), and  

(b)  Value as on valuation date (1st April of the previous year) as per report of a Valuer recognized by the 

Government (Rs 5.2 lakhs).  

The tax consequences are as under:  

Particulars P.Y. 2016-17 PY 2018-19 Tax (@30%) 

Undisclosed income Rs.5,00,000  Rs.1,50,000 

Undisclosed jewellery   Rs.5,20,000 Rs.1,56,000 

 

SOLUTION TO CASE STUDY 2 

I.  ANSWERS TO MCQs (Most appropriate answers) 

MULTIPLE CHOICE QUESTIONS 

1. (b) 

2. (b) 

3. (a) 

4. (a) 

5. (c) 

6. (d) 

7. (b) 
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8. (d) 

9. (d) 

10. (c) 

II.  ANSWERS TO DESCRIPTIVE QUESTIONS 

Answer to Q.1: 

As per Section 6(3) of the Income-tax Act, 1961, a foreign company can be considered to be resident if its 

POEM is in India. POEM has been defined as the place where the key commercial and strategic decisions 

are made. Additionally, the CBDT Guidelines on determining POEM have to also be kept in mind while 

undertaking this assessment.  

In the given facts, RB Pvt. Ltd. is a foreign company as it has been incorporated in Mauritius. As per the 

CBDT guidelines, one has to assess whether this company satisfies the test of Active Business Outside India 

(‘ABOI’). For the same, the following information needs to be looked at:  

(1) (2) (3) (4) (5) 

Particulars Mauritius India Total  % of (3) to total in 
(4) 

Value of assets Rs.2 lakhs Rs.50,000 Rs.2,50,000 20.00% 

Number of employees 3 1 4 25.00% 

Payroll expenses on employees Rs.15 lakhs Rs.5 
lakhs 

20 25.00% 

It can be seen that the value of assets in India is only 20% of the total assets of the company, the number of 

employees in India is only 25% of the total number of employees and the payroll expenses incurred on such 

employees is only 25% of its total payroll expenditure.  Thus, three out of four conditions for active business 

outside India are met.  However, the passive income test has also to be met for ABOI. 

Particulars Rs. 

Income from transactions where both purchases and sales are from/to associated 
enterprises 

0 

Total income by way of dividend and interest  4,00,000  

Total income (Income from Product Sales from Modern Bazaar plus income by way of 
dividend and interest) 

15,00,000 

Passive income = income from transactions where both purchases and sales are from/to associated 

enterprises + total income by way of dividend and interest = Rs.4 lakhs 

Percentage of passive income to total income = 4/15 × 100 = 27% 

In this case, the passive income is less than 50% of the company’s total income.  Hence, the passive income 

test is met and the company has its Active Business Outside India.   

The CBDT Guidelines state that if a foreign company’s Active Business  is Outside India, as long as the 

majority of board meetings are held outside India, the POEM would be outside India.  

In the given facts, majority of board meetings take place outside India as three out of four meetings are held 

in Mauritius. Also, the de facto authority vests with Mr. Rai who lives in Mauritius. He has had the final word 

on the product lines. Every time there is a matter involving expenditure more than Rs.25,000, it is subject to 

his final approval.  

Hence, RB Pvt. Ltd. can argue that the company is a non-resident, since its POEM is outside India. The 

reasons for the conclusion are quite different from those given by the lawyer in an informal conversation.  
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Answer to Q.2: 

(a) Equalisation levy@6% is attracted on the amount of consideration for specified services received or 

receivable by a non-resident not having PE in India from a resident in India who carries on business or 

profession or from a non-resident having PE in India. Specified services include online advertisement 

and any provision for digital advertising space or any other facility or service for the purpose of online 

advertisement.  

In this case, RB Pvt. Ltd. is a non-resident having a PE in India.  Since there is an office in Pune for 

carrying on work of the company, RB Ltd. has a PE in India. Facebook Inc is a non -resident not having 

PE in India. It receives consideration of Rs.10 lakhs from RB Pvt. Ltd., a non-resident having PE in India, 

for online advertisement services provided by it. Hence, equalization levy@6% on Rs.10 lakhs is 

attracted in the hands of Facebook Inc. 

In the hands of RB Pvt. Ltd. Ltd., the amount of Rs.10 lakhs paid to Facebook Inc. would be allowable 

as business expenditure, provided equalization levy has been deducted at source.  

(b) RB Pvt. Ltd. is liable to deduct equalization levy of Rs.60,000 from the amount of Rs.10 lakhs payable 

to Facebook Inc.  In case it fails to so deduct equalization levy, it shall, notwithstanding such failure, be 

liable to pay the levy to the credit of the Central Government by  7 th April, 2018. Further, penalty of an 

amount equal to Rs.60,000 lakhs would be attracted for failure to deduct equalization levy.  Also, 

disallowance of the expenditure of Rs.10 lakhs would be attracted under section 40(a)(ib) while 

computing business income of RB Pvt. Ltd.  

(c) Section 10(50) of the Income-tax Act, 1961 exempts income arising from providing specified service of 

online advertisement, which are subject to equalization levy, from income-tax.    

Answer to Q.3: 

(a) The one avenue open to RB Pvt. Ltd. is the Authority for Advance Rulings (AAR). The AAR was 

constituted to provide certainty to non-residents with respect to their tax liabilities in India in respect of 

any transactions undertaken or proposed to be undertaken. The ruling given by AAR is an authoritative 

advice and binds the tax authorities and the assessee in respect of the given facts and circumstances, 

as long as there is no change in the law. 

In the present case, RB Pvt. Ltd. seeks to understand whether or not Modern Bazaar can withhold taxes 

at source when making payments to it. Hence, this avenue would be a viable option for RB Pvt. Ltd.   

(b) In order to approach the AAR the applicant must be eligible under Section 245N of the Income-tax Act, 

1961. Eligible applicants include non-residents and some residents. A resident can apply as long as the 

application pertains to tax liability of the non-resident in India in relation to a transaction which has been 

undertaken or is proposed to be undertaken by a resident applicant with such non-resident. The value 

of transactions undertaken does not matter. 

Hence, here Modern Bazaar already having entered into transactions with RB Pvt. Ltd. can also make 

an application before the AAR. Alternately, RB Pvt. Ltd. can make an application in its own name. 

(c) The AAR does not have jurisdiction to hear matters where it feels that the transaction has been entered 

into, for prima facie tax avoidance. Additionally, the matter may not be heard if it is already pending 

before an income tax authority/ tribunal or involves computation of the fair market value. Here, none of 

these conditions are applicable.  

SOLUTION TO CASE STUDY 3 

I.  ANSWERS TO MCQs (Most appropriate answers) 

1. (b) 

2. (c) 

3. (d) 
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4. (a) 

5. (d) 

6. (d) 

7. (c) 

8. (c) 

9. (c) 

10. (c) 

II.  ANSWERS TO DESCRIPTIVE QUESTIONS 

Answer to Q.1: 

Income of a non-resident from transfer of a capital asset situated in India is deemed to accrue in India as per 

the provisions of section 9(1)(i) of the Income-tax Act,1961. As per Explanation 5 to section 9(1)(i), an asset 

being any share or interest in a company or entity incorporated outside India shall be deemed to be situated 

in India if, if the share or interest, derives directly or indirectly, its value substantially from assets located in  

India.  

Further, Explanation 6 to section 9(1)(i), provides that the share or interest in a company or entity registered 

or incorporated outside India, 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 Indian assets: 

- exceeds the amount of INR 10 crores; and  

- represents at least 50% of the value of all assets owned by the company, or entity, as the case may be  

Specified date for this purpose would be the date on which the accounting period of the company or entity 

ends preceding the date of transfer of a share or an interest.  

However, in case the book value of the assets of the company or entity on the date of transfer exceeds by at 

least 15%, the book value of the assets as on the last balance sheet date preceding the date of transfer, the 

date of transfer shall be the specified date. 

Value of an asset means Fair Market value as on specified date, of such asset without reduction of liabilities.  

Further, section 90(2) provides that where the Indian Government has entered into DTAAs which are 

applicable to the taxpayers, then, the provisions of the Act or the provisions of the DTAA, whichever is more 

beneficial to the taxpayer, shall apply. 

In light of the above, the provisions of the DTAA and the provisions of the Act have been examined with 

respect to the each of the Groups below. 

(a) Transfer of shares of Singapore Intermediary Co by US Co. 

 In the instant case, specified date is 31.05.2018 

 Fair value of assets of Singapore Intermediary Co as on 31.5.2018 - INR 50 crores  

 Fair value of Ind Co as on 31.5.2018 (without reduction of liabilities) - INR 200 crores  

 Fair value of Ind Co as held by Singapore Intermediary Co (20%) - INR 40 crores  

 Since, the value of assets located in India i.e., INR 40 crores exceeds INR 10 crores and also exceeds 

50% of the value of assets of Singapore Intermediary Co, the shares of Singapore Intermediary Co 

would be deemed to derive its value substantially from assets located in India. 

 Hence, the shares of Singapore Intermediary Co would be deemed to be a capital asset situated in India 

and the capital gains from transfer of shares of Singapore Intermediary Co would be deemed to accrue 

or arise in India. Accordingly, the gains would be taxable in the hands of US Co in India as per the 

Income-tax Act, 1961. However, the provisions of the applicable DTAA would need to be examined. 
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 The India-US DTAA would be the applicable DTAA, for the purpose of analysing taxability in India of the 

transfer of shares of Singapore Intermediary Co by US Co, since in the instant case, India is the ‘country 

of source’   and US is the ‘country of residence’.  

 As per Article 13 of the India-US DTAA, US and India may tax capital gains in accordance with the 

provisions of its domestic law.  Hence, the capital gains income from transfer of shares of Singapore 

Intermediary Co by US Co shall be taxable in India. 

(b) Transfer of shares of Mauritius Intermediary Co by Germany Co. 

 In the instant case, specified date is 31.05.2018 

 Fair value of assets of Mauritius Intermediary Co as on 31.5.2018 - INR 60 crores  

 Fair value of Ind Co as on 31.5.2018 (without reduction of liabilities) - INR 200 crores  

 Fair value of Ind Co as held by Mauritius Intermediary Co (25%) - INR 50 crores  

 Since, the value of assets located in India i.e., INR 50 crores exceeds INR 10 crores and  also exceeds 

50% of the value of assets of Mauritius Intermediary Co, shares of Mauritius Intermediary Co would be 

deemed to derive its value substantially from assets located in India.  

 Hence, the shares of Mauritius Intermediary Co would be deemed to be a capital asset situated in India 

and the capital gains from transfer of shares of Mauritius Intermediary Co would be deemed to accrue 

or arise in India. Accordingly, the gains would be taxable in the hands of Germany Co in India as per 

the Income-tax Act, 1961. However, the provisions of the applicable DTAA would need to be examined. 

 The India-Germany DTAA would be the applicable DTAA, for the purpose of analysing taxability in India 

of the transfer of shares of Mauritius Intermediary Co by Germany Co, since in the instant case, India is 

the ‘country of source’ and Germany is the ‘country of residence’.  

 Clauses (1) to (3) of Article 13 of the India-Germany DTAA, would not be relevant to the instant case.  

As per clause (4) of Article 13 of the India-Germany DTAA, “gains from the alienation of shares in a 

company which is a resident of a Contracting State may be taxed in that State”.   

 In the instant case, the shares being transferred are those of Mauritius Intermediary Co, which is not a 

resident of India.  Accordingly, the instant case would not be covered under clause (4) of Article 13 and 

the residual clause (5) of Article 13 would be applicable. As per clause (5),  “Gains from the alienation 

of any property other than that referred to in paragraphs 1 to 4 shall be taxable only in the Contract ing 

State of which the alienator is a resident”.  The alienator is Germany Co, which is a resident of Germany 

and not India and accordingly, the capital gains shall be taxable only in Germany and is not taxable in 

India. 

 Since the provisions of the DTAA can be applied, where they are more beneficial to the taxpayer than 

the provisions of the Act, in the instant case, the provisions of the DTAA can be applied and accordingly, 

the capital gains would not be taxable in India.  

(c) Transfer of shares of Australian Intermediary Co by Cyprus Co. 

In the instant case, specified date is 31.05.2018 

Fair value of assets of Australian Intermediary Co as on 31.5.2018 - INR 300 crores  

Fair value of Ind Co as on 31.5.2018 (without reduct ion of liabilities) - INR 200 crores  

Fair value of Ind Co as held by Australian Intermediary Co (51%) - INR 102 crores  

Since, the value of assets located in India i.e., INR 102 crores exceeds INR 10 crores but it does not 

represent at least 50% of the value of assets of Australian Intermediary Co, shares of Australian 

Intermediary Co would not be deemed to derive its value substantially from assets located in India.  

 Hence, the shares of Australia Intermediary Co would not be deemed to be a capital asset situated in 

India and the capital gains from transfer of shares of Australia Intermediary Co would not be deemed to 
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accrue or arise in India. Accordingly, the gains would not be taxable in the hands of Cyprus Co in India 

as per the Income-tax Act, 1961.  

 Accordingly, it would not be necessary to examine the provisions of the applicable DTAA.  

(d) Transfer of shares of Spain Intermediary Co by UK Co. 

 In the instant case, specified date is 31.03.2018 

 Fair value of assets of Spain Intermediary Co as on 31.3.2018 - INR 12 crores  

 Fair value of Ind Co as on 31.3.2018 (without reduction of liabilities) - INR 200 crores  

 Fair value of Ind Co as held by Spain Intermediary Co (4%) - INR 8 crores  

 Since, the value of assets located in India i.e., INR 8 crores does not exceed INR 10 crores, shares of 

Spain Intermediary Co would not be deemed to derive its value substantially from assets located in 

India. 

 Hence, the shares of Spain Intermediary Co would not be deemed to be a capital asset situated in India 

and the capital gains from transfer of shares of Spain Intermediary Co would not be deemed to accrue 

or arise in India. Accordingly, the gains would not be taxable in the hands of UK Co in India as per the 

Income-tax Act, 1961.  

 Accordingly, it would not be necessary to examine the provisions of the applicable DTAA. 

Answer to Q.2:  

(i)  Computation of capital gains chargeable to tax and tax amount in India on transfer of shares of 

Singapore Intermediary Co by US Co 

S. 
No 

Particulars Amount  
(INR crores) 

1. Full value of consideration for transfer of shares of Singapore 
Intermediary Co 

50.00 

2. Cost of acquisition of shares of Singapore Intermediary Co 10.00 

3. Long-term capital gains 40.00 

4. Fair Market Value of all the assets of the Singapore Intermediary Co as 
on the specified date (31 May 2018)  

50.00 

5. Fair Market Value of assets of the Singapore Intermediary Co located in 
India as on the specified date (31 May 2018) , i.e., Fair value of Ind Co as 
held by Singapore Intermediary  

40.00 

6. Long-term capital gains (income) attributed to assets located in India 
[(3)*(5)/(4)] 

32.00 

7. Long-term capital gains tax at 10% (as per section 112) 3.20 

Notes: 

1. The capital assets, being transferred, in the instant case, are the shares of Singapore Intermediary 

Co. Since, the shares of Singapore Intermediary Co have been held by US Co for more than 24 

months, the capital gains would be long-term capital gains. 

2. As per Rule 11UC, the income attributed to assets located in India would be based on the proportion 

of fair market value of assets located in India on the specified date, from which the share derives its 

value substantially to the fair market value of all assets of Singapore Intermediary Co.  

3. As per section 112(1)(c)(iii), in case of a foreign company, the long term capital gain on unlisted 

securities is chargeable to tax @10% without indexation and fluctuation benefit.  
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4. The rate of 10% is excluding cess and surcharge, if any, depending on the total income of the 

company. 

(ii) Computation of capital gains chargeable to tax and tax amount in India on transfer of shar es of 

Ind Co by Singapore Intermediary Co 

S. No Particulars Amount 
(INR crores) 

1. Full value of consideration for transfer of shares of Ind Co 45.00 

2. Cost of acquisition of shares of Ind Co 5.00 

3. Short-term capital gains (since shares of Ind Co have been held for less 
than 24 months) 

40.00 

4. Short-term capital gains chargeable to tax @40%  14.00 

 Note: The rate of 40% is excluding cess and surcharge, if any, depending on the total income of the 

company 

 Taxability as per India-Singapore DTAA 

 Under the provisions of the Income-tax Act, 1961, the capital gains from transfer of shares of Ind Co 

would be chargeable to tax in India in the hands of Singapore Intermediary Co. However, the provisions 

of the India-Singapore DTAA can be applied to the extent they are more beneficial to the taxpayer. 

 As per Clause 4A of Article 13 of the India-Singapore DTAA, dealing with capital gains, gains arising 

from the alienation of shares acquired before 1 April 2017 in a company which is a resident of a 

Contracting State shall be taxable only in the Contracting State in which the alienator is a resident. In 

the instant case, Singapore Intermediary Co acquired shares of Ind Co on 1 March 2017 (ie before 

1 April 2017) and accordingly, the gains shall be taxable only in Singapore and not taxable in India.  

(iii) Amalgamation of US Co with another group company US Co 2  

 As per section 47(viab), any transfer, in a scheme of amalgamation, of a capital asset, being a share of 

a foreign company, referred to in the Explanation 5 to clause (i) of sub-section (1) of section 9, which 

derives, directly or indirectly, its value substantially from the share or shares of an Indian company, held 

by the amalgamating foreign company to the amalgamated foreign company, shall not be regarded as 

transfer, if— 

(A)  at least twenty-five per cent of the shareholders of the amalgamating foreign company continue to 

remain shareholders of the amalgamated foreign company; and 

(B)  such transfer does not attract tax on capital gains in the country in which the amalgamating 

company is incorporated; 

 Accordingly, in the instant case, if 25% of shareholders of US Co continue to remain shareholders of 

US Co 2 and if such transfer (by way of amalgamation) does not attract capital gains tax in US, then the 

amalgamation of US Co with US Co 2 would not be regarded as a ‘transfer’ under the Income -tax Act, 

1961 and hence, not chargeable to tax in India. 

Other option available with US Co is to demerge its one or more undertaking 

As per section 47(vic), any transfer, in a scheme of demerger, of a capital asset, being a share of a 

foreign company, referred to in the Explanation 5 to clause (i) of sub-section (1) of section 9, which 

derives, directly or indirectly, its value substantially from the share or shares of an Indian company , held 

by the demerged foreign company to the resulting foreign company, shall not be regarded as transfer, 

if— 
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(A)  the shareholders, holding not less than three-fourth in the value of the shares of the demerged 

foreign company, continue to remain shareholders of the resulting foreign company; and 

(B)  such transfer does not attract tax on capital gains in the country in which the amalgamating 

company is incorporated; 

Accordingly, if three-fourth value of the shares of US Co continue to remain shareholders of resulting company 

and if such transfer (by way of demerger) does not attract capital gains tax in US, then the demerger of one or 

more undertaking of US Co would not be regarded as a ‘transfer’ under the Income-tax Act, 1961 and hence, not 

chargeable to tax in India. 
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