PROFITS & GAINS OF BUSINESS OR PROFESSlONm

TEST YOUR KNOWLEDGE

1. Mr. Venus., engaged in manufacture of pesticides, furnishes the following
particulars relating to its manufacturing unit at Chennai, for the year ending
31-3-2026:

(< in lakhs)
WDV of Plant and Machinery on 31.3.2025 30.00
Depreciation including additional depreciation for P.Y. 2024-25 4.75
New machinery purchased on 1-9-2025 10.00
New machinery purchased on 1-12-2025 8.00
Computer purchased on 3-1-2026 4.00

Additional information:
o All assets were purchased by A/c payee cheque.
o All assets were put to use immediately.

o New machinery purchased on 1-12-2025 and computer have been
installed in the office.

o During the year ended 31-3-2025, a new machinery had been
purchased on 31-10-2024, for ¢ 10 lakhs. Additional depreciation,
besides normal depreciation, had been claimed thereon.

o Depreciation rate for machinery may be taken as 15%.

o The assessee has no brought forward business loss or unabsorbed
depreciation as on 1.4.2025.

Compute the depreciation available to the assessee as per the provisions of
the Income-tax Act, 1961 and the WDV of different blocks of assets as on
37-3-2026 if -

() he exercises the option of shifting out of the default tax regime provided
under section T15BAC(1A)

(i)  he pays tax under the default tax regime under section 115BAC.
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2.

Mr. Abhimanyu is engaged in the business of generation and distribution of
electric power. He opts to claim depreciation on written down value for
income-tax purposes. From the following details, compute the depreciation
allowable as per the provisions of the Income-tax Act, 1961 for the
AY. 2026-27, assuming he has exercised the option of shifting out of the
default tax regime provided under section T15BAC(1A):

Particulars (T in lakhs)
() | WDV of block as on 31.3.2025 (15% rate) 50.00
(i) | Depreciation for P.Y. 2024-25 7.50
(ii)) | New machinery purchased on 12-10-2025 10.00
(iv) | Machinery imported from Colombo on 12-4-2025 9.00

This machine had been used only in Colombo earlier
and the assessee is the first user in India.

(v) | New computer installed in generation wing unit on 2.00
15-7-2025

All assets were purchased by A/c payee cheque.

Examine with reasons, the allowability of the following expenses incurred by
Mr. Manav, a wholesale dealer of commodities, under the Income-tax Act,
1961 while computing profit and gains from business or profession for the
AY. 2026-27 if he has exercised the option of shifting out of the default tax
regime provided under section 115BAC(1A) -

() Construction of school building in compliance with CSR activities
amounting to ¥5,60,000.

(i)  Purchase of building for the purpose of specified business of setting up
and operating a warehousing facility for storage of food grains
amounting to ¥4,50,000.

(iii) Interest on loan paid to Mr. X (a resident) 50,000 on which tax has not
been deducted. The sales for the P.Y. 2024-25 was ¢ 202 lakhs.
Mr. X has not paid the tax, if any, on such interest.

(iv) Commodities transaction tax paid ¥ 20,000 on sale of bullion.
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PROFITS & GAINS OF BUSINESS OR PROFESSIONm

4.  Examine with reasons, for the following sub-divisions, whether the following
statements are true or false having regard to the provisions of the Income-tax
Act, 1961:

()  For a dealer in shares and securities, securities transaction tax paid in a
recognized stock exchange is permissible business expenditure.

(i)  Where a person follows mercantile system of accounting, an
expenditure of ¢ 25,000 has been allowed on accrual basis and in a
later year, in respect of the said expenditure, assessee makes the
payment of € 25,000 through a crossed cheque, ¢ 25,000 can be the
profits and gains of business under section 40A(3A) in the year of
payment.

(ii)) It is mandatory to provide for depreciation under section 32 of the
Income-tax Act, 1961, while computing income under the head “Profits
and Gains from Business and Profession”.

(iv)  The mediclaim premium paid to GIC by Mr. Lomesh for his employees,
by an account payee cheque on 27.12.2025 is a deductible expenditure
under section 36.

(v)  Under section 35DDA, amortization of expenditure incurred under
eligible Voluntary Retirement Scheme at the time of retirement alone,
can be done.

(vi) An individual engaged in trading activities and exercising the option of
shifting out of the default tax regime provided under section
115BAC(1A) can claim additional depreciation under section 32(1)(iia)
in respect of new plant acquired and installed in the trading concern,
where the increase in value of such plant as compared to the approved
base year is more than 10%.

5. Examine, with reasons, the allowability of the following expenses under the
Income-tax Act, 1961 while computing income from business or profession for
the A.Y. 2026-27:

() Provision made on the basis of actuarial valuation for payment of
gratuity € 5,00,000. However, no payment on account of gratuity was
made before due date of filing return.
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(i)

(itt)

(iv)
(v)

(vi)

Purchase of oil seeds of ¢ 50,000 in cash from a farmer on a banking
day.

Tax on non-monetary perquisite provided to an employee ¢ 20,000.
Payment of ¥50,000 by using credit card for fire insurance.

Salary payment of € 10,00,000 to Mr. X outside India by a company
without deduction of tax assuming Mr. X has not paid tax on such salary
(ncome.

Payment made in cash ¢30,000 to a transporter in a day for carriage of
goods.

6. Examine with reasons, whether the following statements are true or false,
with regard to the provisions of the Income-tax Act, 1961:

(a)

(b)

Payment made in respect of a business expenditure incurred on 16th
February, 2026 for ¥ 25,000 through a crossed cheque is hit by the
provisions of section 40A(3).

() It is a condition precedent to write off in the books of account, the
amount due from debtor to claim deduction for bad debt.

(i)  Failure to deduct tax at source in accordance with the provisions
of Chapter XVII-B, inter alia, from the amounts payable to a non-
resident as rent or royalty, will result in disallowance while
computing the business income where the non-resident payee has
not paid the tax due on such income.

7. Mr. Sivam, a retail trader of Cochin gives the following Trading and Profit and
Loss Account for the year ended 31 March, 2026:

Trading and Profit and Loss Account for the year ended 31.03.2026

Particulars 4 Particulars 4
To Opening stock 90,000 | By Sales 1,12,11,500
To Purchases 1,10,04,000 | By Closing stock 1,86,100
To Gross Profit 3,03,600 -
1,13,97,600 1,13,97,600
To Salary 60,000 | By Gross profit b/d 3,03,600
To Rent and rates 36,000 | By Income from UTI 2,400
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PROFITS & GAINS OF BUSINESS OR PROFESSIONm

To Interest on loan 15,000
To Depreciation 1,05,000
To Printing & stationery 23,200
To Postage & telegram 1,640
To Loss on sale of 8,100
shares (Short-term)

To Other general 7,060
expenses

To Net Profit 50,000

3,06,000 3,06,000

Additional Information:
() It was found that some stocks were omitted to be included in both the
Opening and Closing Stock, the values of which were:
Opening stock < 9,000
Closing stock ¢ 18,000

(i) Salary includes ¥ 10,000 paid to his brother, which is unreasonable to
the extent of ¥2,000.

(iii)  The whole amount of printing and stationery was paid in cash by way of
one-time payment to Mr. Ramesh.

(iv)  The depreciation provided in the Profit and Loss Account ¢ 1,05,000 was
based on the following information:

The opening balance of plant and machinery (i.e., the written down value
as on 31.3.2025 minus depreciation for P.Y. 2024-25) is ¥4,20,000. A new
plant falling under the same block of depreciation was bought on
01.7.2025 for ¥70,000. Two old plants were sold on 1.10.2025 for ¥ 50,000.

(v)  Rent and rates includes GST liability of ¥ 3,400 paid on 7.4.2026.

(vi) Other general expenses include ¢ 2,000 paid as donation to a Public
Charitable Trust.

You are required to compute the profits and gains of Mr. Sivam under
presumptive taxation u/s 44AD and profits and gains as per the regular
provisions of the Act assuming he has exercised the option of shifting out of
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the default tax regime provided under section T15BAC(1A). Assume that the
whole of the amount of turnover received by account payee cheque or use of
electronic clearing system through bank account during the previous year.

Mr. Sukhvinder is engaged in the business of plying goods carriages. On
1*t April, 2025, he owns 10 trucks (out of which 6 are heavy goods vehicles,
the gross vehicle weight of such goods vehicle is 15,000 kg each). On 2" May,
2025, he sold one of the heavy goods vehicles and purchased a light goods
vehicle on 6" May, 2025. This new vehicle could, however, be put to use only
on 15 June, 2025.

Compute the total income of Mr. Sukhvinder for the A.Y. 2026-27, taking note
of the following data:

Particulars ¢ 4
Freight charges collected 12,70,000
Less: Operational expenses 6,25,000
Depreciation as per section 32 1,85,000
Other office expenses 15,000 | 8,25,000
Net Profit 4,45,000
Other business and non-business income 70,000

Mr. Raju, a manufacturer at Chennai, gives the following Manufacturing,
Trading and Profit & Loss Account for the year ended 31.03.2026:

Manufacturing, Trading and Profit & Loss Account
for the year ended 31.03.2026

Particulars ¢ Particulars ¢
To Opening Stock 71,000 | By Sales 2,32,00,000
To Purchase of Raw | 2,16,99,000 By Closing stock 2,00,000

Materials
To Manufacturing 5,70,000

Wages & Expenses
To Gross Profit 10,60,000

2,34,00,000 2,34,00,000

To Administrative 3,26,000 | By Gross Profit 10,60,000

charges
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To SGST penalty 5,000 | By Dividend from 15,000
domestic
companies
To GST paid 1,170,000 | By Income from 1,80,000
agriculture (net)
To General Expenses 54,000
To Interest to Bank 60,000
(On machinery
term loan)
To Depreciation 2,00,000
To Net Profit 5,00,000
12,55,000 12,55,000

Following are the further information relating to the financial year 202 5-26:

()  Administrative charges include ¥ 46,000 paid as commission to brother
of the assessee. The commission amount at the market rate is ¥36,000.

(i)  The assessee paid ¥ 33,000 in cash to a transport carrier on 29.12.2025.
This amount is included in manufacturing expenses. (Assume that the
provisions relating to TDS are not applicable to this payment)

(iii) A sum of ¥4,000 per month was paid as salary to a staff throughout the
year and this has not been recorded in the books of account.

(iv)  Bank term loan interest actually paid upto 31.03.2026 was 20,000 and
the balance was paid in November 2026.

(v)  Housing loan principal repaid during the year was ¢ 50,000 and it relates
to residential property acquired by him in P.Y. 2024-25 for self-occupation.
Interest on housing loan was ¢ 23,000. Housing loan was taken from
Canara Bank. These amounts were not dealt with in the profit and loss
account given above.

(vi) Depreciation allowable under the Act is to be computed on the basis of
following information:

Plant & Machinery (Depreciation rate@15%) ¢
WDV as on 31.03.2025 minus Depreciation for P.Y. 2024-25 | 11,90,000
Additions during the year (used for more than 180 days) 2,00,000
Total additions during the year 4,00,000
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10.

11.

12.

Compute the total income of Mr. Raju for the A.Y. 2026-27 assuming he pays
tax under default tax regime.

Note: Ignore application of section 14A for disallowance of expenditures in
respect of any exempt income.

Mr. Tenzingh is engaged in composite business of growing and curing (further
processing) coffee in Coorg, Karnataka. The whole of coffee grown in his
plantation is cured. Relevant information pertaining to the year ended 31.3.2026
are given below:

Particulars &

Opening balance of car (only asset in the block) as on 1.4.2025 |  3,00,000
(i.e. WDV as on 31.3.2025 (-) depreciation for P.Y. 2024-25)
Opening balance of machinery as on 1.4.2025 (i.e., WDV as on | 15,00,000
31.3.2025 (-) depreciation for P.Y. 2024-25)

Expenses incurred for growing coffee 3,710,000
Expenditure for curing coffee 3,00,000
Sale value of cured coffee 22,00,000

Besides being used for agricultural operations, the car is also used for
personal use; disallowance for personal use may be taken at 20%. The
expenses incurred for car running and maintenance are ¢ 50,000. The
machines were used in coffee curing business operations.

Compute the income arising from the above activities for the A.Y. 2026-27.
Mr. Prem has following assets used for business purpose as on 01.04.2025:

() A machinery costing ¥ 4 lakh, which was used for scientific research
related to business and deduction u/s 35 was allowed and claimed.

(i) A laptop received as a gift from his friend costing ¢60,000. It was
purchased on 01.04.2024 by his friend.

(iii) A temporary wooden structure costing ¢ 70,000 erected in
December, 2025.

Compute the depreciation allowed on these assets for A.Y. 2026-27.

AB Light LLP consists of 2 working partners, Mr. Anand and Mr. Bheem with
60% and 40% share, respectively. As per the partnership deed, they are
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eligible for interest on capital @15% p.a. on their capital contribution of ¢ 15
lakhs each and remuneration of ¥50,000 p.m. to Anand and & 40,000 p.m. to
Bheem. The firm is engaged in manufacturing business. During the year
ended 31.3.2026, the net profit as per profit and loss account was ¢ 25,86,000
before considering interest on capital and remuneration to partners as well as
the following items:

¢

() | Current year revenue expenditure on scientific research 2,40,000

(ii) | Unabsorbed capital expenditure on scientific research 85,000
relating to P.Y. 2022-23

(ii) | Unabsorbed depreciation of A.Y. 2017-18 52,000
(iv) | Current year depreciation under section 32 4,70,000
(v) | Brought forward business loss of A.Y. 2021-22 49,000
(vi) | Current year capital expenditure on scientific research 3,45,000

You are required to compute the book profit and remuneration allowable in
the hands of AB Light LLP for A.Y. 2026-27. Also, determine the amount of
remuneration taxable in the hands of Mr. Anand and Mr. Bheem.

13. Mr. Piyush runs a sole proprietorship firm and owns four machines which was
put in use for business in March, 2025. The depreciation on these machines is
charged @15%. The written down value of these machines as on 1° April,
2025 was ¥ 7,70,000. Two of the old machines were sold on 15th July, 2025
for ¥ 10,00,000. A second hand plant was bought for ¢ 6,10,000 on 30th
December, 2025.

Further, Mr. Piyush has furnished the following particulars relating to
payments made and expenditure incurred towards scientific research for the

year ended 31.3.2026:
St. Particulars Z (in lakhs)
No.
() | Payment made to UV University, an approved University 15
(i) | Payment made to Satywati College 17

Compute the following for Assessment Year 2026-27
()  Claim of depreciation

(i)  Deduction available under section 35 if he has shifted out of the default
tax regime
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ANSWERS

Computation of written down value of block of assets of
Venus Ltd. as on 31.3.2026

Particulars Plant & Computer
Machinery
(X in lakhs) (X in lakhs)
Written down value (as on 31.3.2025) 30.00 Nil
Less: Depreciation including additional 4.75 -
depreciation for P.Y. 2024-25
Opening balance as on 1.4.2025 25.25
Add: Actual cost of new assets acquired
during the year
New machinery purchased on 1.9.2025 10.00 _
New machinery purchased on 1.12.2025 8.00 =
Computer purchased on 3.1.2026 - 4.00
43.25 4.00
Less:  Assets  sold/discarded/destroyed Nil Nil
during the year
Written Down Value (as on 31.03.2026) 43.25 4.00

If Mr. Venus exercises the option of shifting out of the default tax

regime provided under section 115BAC(1A)

In this case, since his income would be computed under the optional tax

regime as per the normal provisions of the Act, he would be entitled for

normal depreciation and additional depreciation, subject to fulfilment of

conditions.
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Computation of depreciation for A.Y. 2026-27

Plant & Computer
Particulars Machinery
(R in lakhs) | (R in lakhs)

I. | Assets put to use for more than 180
days, eligible for 100% depreciation
calculated applying the eligible rate
of normal depreciation and
additional depreciation

Normal Depreciation

WDV of plant and machinery 3.79 -
(% 25.25 lakhs x 15%)
New Machinery purchased on 1.50 -
1.9.2025 (X 10 lakhs x 15%)
(A) 5.29 -
Additional Depreciation
New Machinery purchased on 2.00 -
1.9.2025 (X 10 lakhs x 20%)
Balance additional depreciation in 1.00

respect of new machinery purchased
on 31.10.2024 and put to use for less
than 180 days in the P.Y. 2024-25
(% 10 lakhs x 20% x 50%)

(B) 3.00
Il. | Assets put to use for less than 180
days, eligible for 50% depreciation
calculated applying the eligible rate
of normal depreciation and
additional depreciation, if any

Normal Depreciation

New machinery purchased on 0.60 -

1.12.2025 [% 8 lakhs x 7.5% (i.e., 50%

of 15%)]

Computer purchased on 3.1.2026

[X 4 lakhs x 20% (50% of 40%)] - 0.80
@ 0.60 0.80

Total Depreciation (A+B+C) 8.89 0.80
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Notes:

(M

(2)

As per section 32(1)(iia), additional depreciation is allowable in the
case of any new machinery or plant acquired and installed after
31.3.2005, by an assessee engaged, inter alia, in the business of
manufacture or production of any article or thing, at the rate of 20%
of the actual cost of such machinery or plant.

However, additional depreciation shall not be allowed in respect of,
inter alia,—

(i)  any office appliances or road transport vehicles;
(i) any machinery or plant installed in, inter alia, office premises.

In view of the above provisions, additional depreciation cannot be
claimed in respect of -

(i) Machinery purchased on 1.12.2025, installed in office and
(i)  Computer purchased on 3.1.2026, installed in office.

Balance additional depreciation@10% on new plant or machinery
acquired and put to use for less than 180 days in the year of
acquisition which has not been allowed in that year, shall be allowed
in the immediately succeeding previous year.

Hence, in this case, the balance additional depreciation@10%
(i.e., T 1 lakhs, being 10% of ¥ 10 lakhs) in respect of new machinery
which had been purchased during the previous year 2024-25 and put
to use for less than 180 days in that year can be claimed in P.Y. 2025-
26 being immediately succeeding previous year.

(i) If Mr. Venus pays tax under default tax regime under section 115BAC

In this case, under the default tax regime as per section 115BAC, he would

be entitled only for normal depreciation but not additional depreciation.
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Computation of depreciation for A.Y. 2026-27

Plant & Computer
Particulars Machinery R in
(X in lakhs) lakhs)
I. | Assets put to use for more than 180
days, eligible for 100% depreciation
calculated applying the eligible rate of
normal depreciation
Normal Depreciation
- WDV of plant and machinery 3.79 =
(X 25.25 lakhs x 15%)
- New Machinery purchased on 1.50 =
1.9.2025 (X 10 lakhs x 15%)
(A) 5.29 =
Il. | Assets put to use for less than 180 days,
eligible for 50% depreciation calculated
applying the eligible rate of normal
depreciation
Normal Depreciation
New machinery purchased on 1.12.2025 0.60 =
[ 8 lakhs x 7.5% (i.e., 50% of 15%)]
Computer purchased on 3.1.2026 [R 4
lakhs x 20% (50% of 40%)] - 0.80
€ 0.60 0.80
Total Depreciation (A+B+C) 5.89 0.80
2. Computation of depreciation under section 32 for A.Y.2026-27
Particulars 4 4
Normal Depreciation
Depreciation@15% on ¥ 51,50,000, being  7,72,500

imported machinery of ¥ 9,00,000]
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machinery put to use for more than 180 days
[WDV as on 31.3.2025 of ¥ 50,00,000 — Depreciation
for P.Y. 2024-25 of ¥ 7,50,000+ Purchase cost of




Depreciation@7.5% on ¥ 10,00,000, being new

machinery put to use for less than 180 days 75,000

8,47,500
Depreciation@40% on computers purchased 80,000 | 9,27,500
% 2,00,000

Additional Depreciation (Refer Note below)

Additional Depreciation@10% of ¥ 10,00,000 | 1,00,000
[being actual cost of new machinery purchased on
12-10-2025]

Additional Depreciation@20% on new computer
installed in generation wing of the unit [20% of

¥ 2,00,000] 40,000 | 1,40,000
Depreciation on Plant and Machinery 10,67,500
Note:-

Mr. Abhimanyu is eligible for additional depreciation since he has exercised
the option of shifting out of the default tax regime provided under section
115BAC(1A). The benefit of additional depreciation is available to new plant
and machinery acquired and installed in power sector undertakings.
Accordingly, additional depreciation is allowable in the case of any new
machinery or plant acquired and installed by an assessee engaged, inter
alia, in the business of generation, transmission or distribution of power, at
the rate of 20% of the actual cost of such machinery or plant.

Therefore, new computer installed in generation wing units eligible for
additional depreciation@20%.

Since the new machinery was purchased only on 12.10.2025, it was put to
use for less than 180 days during the previous year, and hence, only 10%
(i.e., 50% of 20%) is allowable as additional depreciation in the A.Y.2026-27.
The balance additional depreciation would be allowed in the next year.

However, additional depreciation shall not be allowed in respect of, inter
alia, any machinery or plant which, before its installation by the assessee,
was used either within or outside India by any other person. Therefore,
additional depreciation is not allowable in respect of imported machinery,
since it was used in Colombo, before its installation by the assessee.
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3. Allowability of the expenses incurred by Mr. Manav, a wholesale dealer
in commodities, while computing profits and gains from business or
profession

(i) Construction of school building in compliance with CSR activities

Under section 37(1), only expenditure not being in the nature of
capital expenditure or personal expense and not covered under
sections 30 to 36, and incurred wholly and exclusively for the purposes
of the business is allowed as a deduction while computing business
income.

However, any expenditure incurred by an assessee on the activities
relating to corporate social responsibility referred to in section 135 of
the Companies Act, 2013 shall not be deemed to have been incurred
for the purpose of business and hence, shall not be allowed as
deduction under section 37.

Accordingly, the amount of ¥ 5,60,000 incurred by Mr. Manav, towards
construction of school building in compliance with CSR activities shall
not be allowed as deduction under section 37.

(ii) Purchase of building for setting up and operating a warehousing
facility for storage of food grains

Mr. Manav, would be eligible for investment-linked tax deduction
under section 35AD, since he has exercised the option of shifting out
of the default tax regime provided under section 115BAC(1A). The
deduction u/s 35AD would be 100% of ¥ 4,50,000, being the amount
invested in purchase of building for setting up and operating a
warehousing facility for storage of food grains which commences
operation on or after 1% April, 2009 (P.Y.2025-26, in this case).

Therefore, the deduction under section 35AD while computing
business income of such specified business would be % 4,50,000, if
Mr. Manav opts for section 35AD.
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(iii)

(iv)

(ii)

Interest on loan paid to Mr. X (a resident) T 50,000 on which tax
has not been deducted

As per section 194A, Mr. Manav, being an individual is required to deduct
tax at source on the amount of interest on loan paid to Mr. X, since his
turnover during the previous year 2024-25 exceeds % 100 lakhs.

Therefore, ¥ 15,000, being 30% of ¥ 50,000, would be disallowed under
section 40(a)(ia) while computing the business income of Mr. Manav
for non-deduction of tax at source under section 194A on interest of
% 50,000 paid by it to Mr. X.

The balance ¥ 35,000 would be allowed as deduction under section
36(1)(iii), assuming that the amount was borrowed for the purposes of
business.

Commodities transaction tax of ¥ 20,000 paid on sale of bullion

Commodities transaction tax paid in respect of taxable commodities
transactions entered into in the course of business during the previous
year is allowable as deduction, provided the income arising from such
taxable commodities transactions is included in the income computed
under the head “Profits and gains of business or profession”.

Taking that income from this commodities transaction is included
while computing the business income of Mr. Manav, the commodity
transaction tax of ¥ 20,000 paid is allowable as deduction under
section 36(1)(xvi).

True: Section 36(1)(xv) allows a deduction of the amount of securities
transaction tax paid by the assessee in respect of taxable securities
transactions entered into in the course of business during the previous
year as deduction from the business income of a dealer in shares and
securities.

True: As per section 40A(3A), in the case of an assessee following
mercantile system of accounting, if an expenditure has been allowed
as deduction in any previous year on due basis, and payment
exceeding % 10,000 has been made in the subsequent year otherwise
than by an account payee cheque or an account payee bank draft or
use of ECS through a bank account or through such other prescribed
electronic modes such as credit card, debit card, net banking, IMPS,
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UPI, RTGS, NEFT, and BHIM Aadhar Pay, then, the payment so made
shall be deemed to be the income of the subsequent year in which
such payment has been made.

(iii) True: According to the Explanation 5 to section 32(1), allowance of
depreciation is mandatory. Therefore, depreciation has to be provided
mandatorily while calculating income from business/ profession
whether or not the assessee has claimed the same while computing
his total income.

(iv) True: Section 36(1)(ib) provides deduction in respect of premium paid
by an employer to keep in force an insurance on the health of his
employees under a scheme framed in this behalf by GIC or any other
insurer. The medical insurance premium can be paid by any mode
other than cash, to be eligible for deduction under section 36(1)(ib).

(v) False: Expenditure incurred in making payment to the employee in
connection with his voluntary retirement either in the year of
retirement or in any subsequent year, will be entitled to deduction in 5
equal annual installments beginning from the year in which each
payment is made to the employee.

(vi) False: Additional depreciation can be claimed only in respect of
eligible plant and machinery acquired and installed by an assessee
engaged in the business of manufacture or production of any article
or thing or in the business of generation or transmission or
distribution of power.

In this case, the individual is engaged in trading activities and the new
plant has been acquired and installed in a trading concern. Hence, he
will not be entitled to claim additional depreciation under section
32(1)(iia), even though he has exercised the option of shifting out of
the default tax regime provided under section 115BAC(1A).

5. (i) Not allowable as deduction: As per section 40A(7), no deduction is
allowed in computing business income in respect of any provision
made by the assessee in his books of account for the payment of
gratuity to his employees except in the following two cases:

(1) where any provision is made for the purpose of payment of sum
by way of contribution towards an approved gratuity fund; or
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(ii)

(iii)

(iv)

(v)

(vi)

(2) where any provision is made for the purpose of making any
payment on account of gratuity that has become payable during
the previous year.

Therefore, in the present case, the provision made on the basis of
actuarial valuation for payment of gratuity has to be disallowed under
section 40A(7), since, no payment has been actually made on account
of gratuity.

Note: It is assumed that such provision is not for the purpose of
contribution towards an approved gratuity fund.

Allowable as deduction: As per Rule 6DD, in case the payment is
made for purchase of agricultural produce directly to the cultivator,
grower or producer of such agricultural produce, no disallowance
under section 40A(3) is attracted even though the cash payment for
the expense exceeds T 10,000.

Therefore, in the given case, disallowance under section 40A(3) is not
attracted since, cash payment for purchase of oil seeds is made
directly to the farmer.

Not allowable as deduction: Income-tax of ¥ 20,000 paid by the
employer in respect of non-monetary perquisites provided to its
employees is exempt in the hands of the employee under section
10(10CC).

As per section 40(a)(v), such income-tax paid by the employer is not
deductible while computing business income.

Allowable as deduction: Payment for fire insurance is allowable as
deduction under section 36(1). Since payment is made by credit card,
which is a prescribed electronic mode, disallowance under section
40A(3) is not attracted in this case.

Not allowable as deduction: Disallowance under section 40(a)(iii) is
attracted in respect of salary payment of ¥ 10,00,000 outside India by
a company without deduction of tax at source.

Allowable as deduction: The limit for attracting disallowance under
section 40A(3) for payment otherwise than by way of account payee
cheque or account payee bank draft or use of ECS through a bank
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PROFITS & GAINS OF BUSINESS OR PROFESSIONm

account or through such other prescribed electronic mode is ¥ 35,000
in case of payment made for plying, hiring or leasing goods carriage.
Therefore, in the present case, disallowance under section 40A(3) is
not attracted for payment of ¥ 30,000 made in cash to a transporter
for carriage of goods.

6. (@) True: In order to escape the disallowance specified in section 40A(3),
payment in respect of the business expenditure ought to have been
made through an account payee cheque. Payment through a crossed
cheque will attract disallowance under section 40A(3).

(b) (i) True: It is mandatory to write off the amount due from a debtor
as not receivable in the books of account, in order to claim the
same as bad debt under section 36(1)(vii). However, where the
debt has been taken into account in computing the income of
the assessee on the basis of ICDSs notified under section 145(2),
without recording the same in the accounts, then, such debt
shall be allowed in the previous year in which such debt
becomes irrecoverable and it shall be deemed that such debt or
part thereof has been written off as irrecoverable in the accounts
for the said purpose.

(ii) True: Section 40(a)(i) provides that failure to deduct tax at
source from, inter alia, rent or royalty payable to a non-resident,
in accordance with the provisions of Chapter XVII-B, will result in
disallowance of such expenditure, where the non-resident payee
has not paid the tax due on such income.

7. Computation of business income of Mr. Sivam for the A.Y. 2026-27
Particulars 4 4
Net Profit as per profit and loss account 50,000

Add: Inadmissible expenses/ losses
Under valuation of closing stock 18,000

Salary paid to brother - unreasonable 2,000
[Section 40A(2)]

Printing and stationery - whole amount of | 23,200
printing & stationery paid in cash would be
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disallowed, since such amount exceeds
T 10,000 [Section 40A(3)]

Depreciation (considered separately)
Short term capital loss on shares

Donation to public charitable trust

Less: Items to be deducted:
Under valuation of opening stock

Income from UTI [Chargeable under the
head “Income from Other Sources]

Business income before depreciation

Less: Depreciation (See Note 1)

1,05,000

8,100
2,000 | 1,58,300
2,08,300

9,000
2,400 11,400
1,96,900
66,000
1,30,900

Computation of business income as per section 44AD:

As per section 44AD, where the amount of turnover is received, inter alia, by
way of account payee cheque or use of electronic clearing system through
bank account or through such other prescribed electronic modes, the
presumptive business income would be 6% of turnover, i.e., ¥ 1,12,11,500 x

6 /100 =% 6,72,690

Notes:
1. Calculation of depreciation
Particulars 4
Opening balance of plant & machinery as on 1.4.2025 | 4,20,000
(i.e. WDV as on 31.3.2025 (-) depreciation for P.Y. 2024-25)
Add: Cost of new plant & machinery 70,000
4,90,000

Less: Sale proceeds of assets sold 50,000
WDV of the block of plant & machinery as on 31.3.2026 4,40,000
Depreciation@15% 66,000

No additional depreciation is allowable as the assessee is
not engaged in manufacture or production of any article.
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PROFITS & GAINS OF BUSINESS OR PROFESSlONm

2. Since GST liability has been paid before the due date of filing return of
income under section 139(1), the same is deductible.

8.  Section 44AE would apply in the case of Mr. Sukhvinder since he is engaged
in the business of plying goods carriages and owns not more than ten
goods carriages at any time during the previous year.

Section 44AE provides for computation of business income of such assesses
on a presumptive basis. The income shall be deemed to be ¥ 1,000 per ton
of gross vehicle weight or unladen weight, as the case may be, per month or
part of the month for each heavy goods vehicle and % 7,500 per month or
part of month for each goods carriage other than heavy goods vehicle,
owned by the assessee in the previous year or such higher sum as declared
by the assessee in his return of income.

Mr. Sukhvinder’'s business income calculated applying the provisions of
section 44AE is ¥ 13,72,500 (See Notes 1 & 2 below) and his total income
would be ¥ 14,42,500.

However, as per section 44AE(7), Mr. Sukhvinder may claim lower profits
and gains if he keeps and maintains proper books of account as per section
44AA and gets the same audited and furnishes a report of such audit as
required under section 44AB. If he does so, then his income for tax purposes
from goods carriages would be T 4,45,000 instead of ¥ 13,72,500 and his
total income would be ¥ 5,15,000.

Notes:

1.  Computation of total income of Mr. Sukhvinder for A.Y. 2026-27

Particulars Presumptive = Where books
income are maintained
g g
Income from business of plying
goods carriages [See Note 2 13,72,500 4,45,000
Below]
Other business and non-business 70,000 70,000
income
Total Income 14,42,500 5,15,000
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2. Calculation of presumptive income as per section 44AE
Type of carriage | No. of Rate per ton Ton Amount
months per month/ Ed
per month
(M (2) (3 (4)
Heavy goods
vehicle
1 goods carriage 2 1,000 15 30,000
upto 1% May (15,000/1,000)
5 goods carriage 12 1,000 15 9,00,000
held  throughout (15,000/1,000)
the year
Goods vehicle
other than heavy
goods vehicle
1 goods carriage| 11 7,500 - 82,500
from 6™ May
4 goods carriage| 12 7,500 - 3,60,000
held  throughout
the year

Total | 13,72,500

9. Computation of total income of Mr. Raju for the A.Y. 2026-27

Particulars 3 3

Profits and gains of business or profession
Net profit as per profit and loss account 5,00,000

Add: Excess commission paid to brother disallowed 10,000
under section 40A(2)

Disallowance under section 40A(3) is not Nil
attracted since the limit for one time cash
payment is ¥ 35,000 in respect of payment to
transport operators. Therefore, amount of
% 33,000 paid in cash to a transport carrier is
allowable as deduction.
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PROFITS & GAINS OF BUSINESS OR PROFESSlONm

Bank term loan interest paid after the due date
of filing of return under section 139(1) -
disallowed as per section 43B

State GST penalty paid disallowed [See Note 2
below]

Depreciation debited to profit and loss account

Less: Dividend from domestic companies
[Chargeable to tax under the head “Income

from Other Sources”]

Income from
section 10(1)]

agriculture [Exempt under

Salary paid to staff not recorded in the books
(Assumed it was an erroneous omission and
that the assessee has offered satisfactory
explanation for the same. In such a case, the
same would be allowable as deduction while
computing profits and gains of business and
profession) [See Note 1 below]

Depreciation under the Income-tax Act, 1961
(As per working note)

Income from house property
Annual value of self-occupied property

Less: Deduction u/s 24(b) — interest on housing loan

[Not allowable, since Mr. Raju is paying tax as
per default tax regime]

Income from Other Sources
Dividend from domestic companies
Gross Total Income

Less: Deduction u/s 80C [Not allowable,
Mr. Raju is paying tax as per default tax regime]

since

Total Income

40,000
5,000
2,00,000 | 2,55,000
7,55,000
15,000
1,80,000
48,000
2,23,500 | 4,66,500
2,88,500
Nil
Nil Nil
15,000
3,03,500
Nil
3,03,500
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Working Note:

Computation of depreciation under the Income-tax Act, 1961

Particulars g

Depreciation@15% on % 13.90 lakhs (WDV as on 31.3.2025 less
depreciation for P.Y. 2024-25 ie, ¥ 1190 lakh plus assets | 2,08,500
purchased during the year and used for more than 180 days ¥ 2

Depreciation @7.5% on ¥ 2 lakh (Assets used for < 180 days) 15,000

2,23,500

Since Mr. Raju is paying tax as per default tax regime, additional
depreciation u/s 32(1)(iia) would not be available to him.

Notes (Alternate views):

1.

It is also possible to take a view that the salary paid to staff not
recorded in the books is in the nature of unexplained expenditure and
hence, would be deemed to be income as per section 69C and would
be taxable @ 60% under section 115BBE. In such a case, no deduction
allowable in respect of such expenditure.

Where the imposition of penalty is not for delay in payment of sales
tax or VAT or GST but for contravention of provisions of the Sales Tax
Act or VAT Act or GST Law, the levy is not compensatory and
therefore, not deductible. However, if the levy is compensatory in
nature, it would be fully allowable. Where it is a composite levy, the
portion which is compensatory is allowable and that portion which is
penal is to be disallowed.

Since the question only mentions “GST penalty paid” and the reason
for levy of penalty is not given, it has been assumed that the levy is
not compensatory and therefore, not deductible. It is, however,
possible to assume that such levy is compensatory in nature and
hence, allowable as deduction. In such a case, the total income would
be T 3,94,500.

10. Where an assessee is engaged in the composite business of growing and
curing of coffee, the income will be segregated between agricultural income
and business income, as per Rule 7B of the Income-tax Rules, 1962.
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As per the above Rule, income derived from sale of coffee grown and cured
by the seller in India shall be computed as if it were income derived from
business, and 25% of such income shall be deemed to be income liable to
tax. The balance 75% will be treated as agricultural income.

Particulars 3 4

Sale value of cured coffee 22,00,000
Less: Expenses for growing coffee 3,10,000

Car expenses (80% of ¥ 50,000) 40,000

Depreciation on car (80% of 15% of

% 3,00,000) [See Computation below] 36,000

Total cost of agricultural operations 3,86,000

Expenditure on  coffee  curing 3,00,000

operations

Add: Depreciation on machinery 2,25,000

(15% of % 15,00,000)
[See Computation below]

Total cost of the curing operations 5,25,000

Total cost of composite operations 9,11,000
Total profits from composite activities 12,89,000
Business income (25% of above) 3,22,250
Agricultural income (75% of above) 9,66,750

Computation of depreciation for P.Y. 2025-26

Particulars 4 4
Car
Opening balance as on 1.4.2025 (i.e., WDV as on 3,00,000
31.3.2025 (-) depreciation for P.Y.2024-25)
Depreciation thereon at 15% 45,000
Less: Disallowance @20% for personal use 9,000
Depreciation actually allowed 36,000
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11.

12.

Machinery

Opening balance as on 1.4.2025 (i.e., WDV as on
31.3.2025 (-) depreciation for P.Y.2024-25)

Depreciation @ 15% for P.Y. 2025-26

15,00,000

2,25,000

Explanation 7 to section 43(6) provides that in cases of ‘composite income’,
for the purpose of computing written down value of assets acquired before
the previous year, the total amount of depreciation shall be computed as if
the entire composite income of the assessee (and not just 25%) is
chargeable under the head “Profits and gains of business or profession”.
The depreciation so computed shall be deemed to have been "actually
allowed” to the assessee.

Computation of Depreciation to Mr. Prem for A.Y. 2026-27

Particulars Amount
®)
Depreciation on machinery used for scientific research — Nil
Actual cost is nil as ¥ 4,00,000, being actual cost — ¥ 4,00,000,
being deduction allowed and claimed u/s 35]
Depreciation on laptop received as a gift @40% on 14,400
% 36,000 [X 60,000, being actual cost to previous owner —
% 24,000, being depreciation for P.Y. 2024-25 allowable to
assessee if it was the only asset]
Depreciation on temporary wooden structure @40% x 50% 14,000
on % 70,000 [Since it is put to use for less than 180 days]
28,400

Computation of book profit of AB Light LLP for the A.Y. 2026-27

Amount

\9)

Particulars

Amount

\9)

Net profit as per profit and loss account before
interest on capital and remuneration to partners
and other items
Less: Expenditure allowable from business income
- Interest @ 12% p.a. [being the maximum
allowable as per section 40(b)] (X 15,00,000
x 12% x 2)

3,60,000
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- Current year revenue expenditure on| 2,40,000
scientific research under section 35(1)(i)
- Current year depreciation under section| 4,70,000
32(1)
- Current year capital expenditure on| 3,45,000
scientific research under section 35(1)(iv)
- Unabsorbed depreciation of AY. 2017-18 52,000
under section 32(2)

- Unabsorbed capital expenditure on scientific
research relating to P.Y. 2022-23 under 85,000 | 15,52,000
section 35(4)

Book Profit 10,34,000

Note: Brough forward business loss of A.Y. 2021-22 is not allowed to be set
off while computing book profit.

Remuneration actually paid or payable to working partners = [ 50,000 x 12
+ 340,000 x 12] =% 10,80,000

Partners’ remuneration allowable under section 40(b)

On the first % 6,00,000 of book profit [¥ 6,00,000 x 90%] 5,40,000
On the balance % 4,34,000 [ 4,34,000 x 60%] 2,60,400
8,00,400

Hence, allowable working partners salary in the hands of AB Light LLP for
the A.Y. 2026-27 is ¥ 8,00,400

Remuneration taxable in the hands of Mr. Anand as business income =
¥ 8,00,400 x 6,00,000/10,80,000 = ¥ 4,44,667

Remuneration taxable in the hands of Mr. Bheem as business income =
¥ 8,00,400 x 4,80,000/10,80,000 = ¥ 3,55,733

13. (i) Computation of depreciation for A.Y.2026-27
Particulars 4
W.D.V. of the block as on 1.4.2025 7,70,000
Add: Purchase of second hand plant during the year [in
December, 2025] 6,10,000
13,80,000
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(i)

Less: Sale consideration of old machinery during the
year [in July, 2025]

W.D.V of the block as on 31.03.2026

Depreciation @ 15% but restricted to 50% thereon.

[Since the value of the block as on 31.3.2026
represents part of actual cost of second hand plant
purchased in December, 2025, which has been put to
use for less than 180 days, depreciation is restricted to
50% of the prescribed percentage of 15% i.e.
depreciation is restricted to 7V2%. Therefore, the
depreciation allowable for the year is ¥ 28,500 being
72% of T 3,80,000]

10,00,000

3,80,000

28,500

Computation of deduction allowable under section 35

Particulars Amount | Section % of Amount of
(Z in lakhs) weighted | deduction
deduction ® in
lakhs)
Payment for
scientific research
UV University, an 15 35(1)(ii) 100% 15
approved
University
Satyawati College 17 - NIL NIL
[Since it is not
mentioned as an
approved
University]
Deduction allowable under section 35 15
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