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CHAPTER - 1

Basic Concepts, Tax Rates and Exempt Income
| i

Uneston 1

My. Bhargava, a leading advocate on corporate law, decided to reduce his practice and to accept
briefs only for paying his taxes and making charities with fees received on such briefs. In a particular
case, he agreed o appear to defend one company In Supreme Court on the condition that he would
be provided with T5 lacs for a public charitable trust that he would create. He defended the company
il was pald the sum by company. He created a trust of that sum by executing a trust deed. Decide
whether the amount received hy Mr. Bhargava (s assessahle in his hands as income from profession.

Answer

In the instant case, the trust was created by Mr. Bhargava himsell out of his professional income. The
clisnt did not create the trust, The client did pot impose any obligation in the nature of a frust
nding on Mr Bhargava, Thus, there is no diversion of the money to the trust before it became
professional income in the hands of Mt Bhargava, This case is one of application of professional
income and not of diversion of income by overriding rite. Therefore, the amount received by Mr.
{thargava s chargeable to tax under the head "Profits and gains of business er profession”.

Duestion 2

XY¥Z Lt teak over the running business of 3 sole-proprictor by a sale deed. As per the sale dead, XYZ
Ltd. undertuok to pay overriding charges of T 15,000 pa. to the wife of the sole-proprietor In
addition to the sale constderation. The sale deed also spedfically mentioned that the amount was
charged un the nel profits of XYZ Lid,, who had accepted thiat obligation as a condition of purchase of
the going concern: 1s the payment of overriding charges by XYZ Ltd. to the wile of the sole<proprictor
m the nature of diversion of income or application of income? Discuss, '

Answer

This issue came up for consideration before the Allahabad High Court in it & Pal X-Rays (M) Ld, v,
CIT (2004) 267 ITR 370 (All], The Allahabad High Court observéd that the overriding charge which
had been created in favour of the wile of the sole-proprietor was an Integral part of the sale deed by
which the golog concern was transferred to the assessee, The obligation, therefore, was attached to
the very source of income Le. the going concern transferred to the assessee by the sale deed, The sale
deed also specifically mentioned that the amount in guestion was charged on the net profits of the
assessec-company and the assessce-company had accepted that obligation as a condition of
purchase of the poing concern. Hence, 1t is clearly a case of diversion of income by an overriding
charge and not a mere application of income.

Question 3

MKG Agency is a partnership firm consisting of father and three majer sons. The partnership deed

e ———
BY CA ATUL AGARWAL [AIR-1)
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Basic Concepts, Tax Rates and Exempt Income
_E_%

provided that after the death of father, the business shall be continued by the sons, subject to the
condition that the firm shall pay 20% of the prafits to the mother. Father died in March, 2024, In the
previous year 2024-25, the reconstituted firm pald 2 1 lakh (equivalent to 20% of the profits) to the
mother and claimed the amount as deduction from its income. Fxammine the correciness of the claim
of the firm.

Answer

The issue raised in the problem is based on the concept of diversion of income by overriding title,
which is well recognised in the income-tax law. In the instant case, the amount of ® 1 lakh, heing 2044
of profits of the firm, paid to the mother gets diverted at source by the charge created in her favour
as per the terms of the partnership deed. Such income does not reach the assossee-firm.

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

Tax Rates

Question 4

Mr. arfun has 3 total income-of T 16,00,000, comprising of Income from house property and interest
om fixed deposits. Compute his gx liability for AY.2025-26 assuming his ape Is'-

(a) 52 years _
(B) 64 years
[c] B3 years

Assume that Mr. Arjun has exercised the option to shift nntfopt out of the default tax rogime,

Answer
(a) Computation of Tax liability of Mr, Arjun (aged 52 years)
First £ 2,50,000 LN R o _‘
Next  2,50,001 - £ 5,00,000 - 5% of T 2,50,000 - T 12,500
Next T 500,000 -2 10,00.000 - @20% of % 5,00,000 - ¥1.00000 |
Balance be, ¥ 16,00,000 minus 10,00,000 - @30% of £ 6.00.000 = ¥ 0o
- 2 292,500
Add: Health and Education cess @4% = 111700
Tax liability 5 = ¥1,04,200
(b) Computation of Tax liability of Mr. Arjun {aped 61 vears)
Flrst £ 3,00,000 NIl
Next 3 3,00,001 - T 5,00,000 - @5% of 1 2,00,000 2 1 10,000
| Next 3 5,00,001 - € 10,00,000 - @20% of ¥ 5,00,000 = %1,00,000

BY CA ATUL AGARWAL [AIR-1)
AIRTCA Career Institute (ACI)
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Busic Concepts, Tax Rates and Exempt Income
M

Balance i.e, % 16,00,000 minus 2 10,00,000 - @30% of T 6,00,000 = ﬂ.ﬂiﬂﬂ.ﬁn—
. = T 2.90,000

Add: Health and Education cess @4% = 111600

Tax liability = 13,01,600

[¢] Computation of Tax liability of Mr. Arjun (aged 83 years)

First % 5,00.000 - Nil

Next ¥ 5,00,001 - ¥ 10,00,000 - @20% of T 5,00,000 — T 1,00,000

Ralance i.e, T 16,00,000 minus  10,00,000 - @300 of T 5,00,000 = T L0000

= T2.80,000
Add: Health and Education cess @4% = 111200
Tax liability = 12.91,200

Question 5

Mr. Manish, aged 47 vears and a resident in India, has a total income of T 4, 15,000, comprising his
salary income and interest on bank fixed deposit. Compute his tax liability for AY.2025-20 0f he

exercises the option to shift out of the default tax regime,

Answer
Computation of tax Hability of Mr, Manish
Partlculars i
Tax on total income of T 4,15,000
Tax @59 of T 1,65,000 8.250
Less: Rebate u/s B7A (Lower of tax payable or 3 12,500) 2,250
Tax Liability N

Question 6

Mr. X has a total income of 3 16,00,000, comprising of income from house property and interest on
fixed deposits. Compute his tax lisbility for AY.2025-26 under the default tax regime under section

L15BAL,

Answer
, Computation of Tax liability of Mr. X

First € 3,00,000 ' “Nil '
Next T 3.00,001 = T 700,000 - {@5% of T 400,000 = 120,000
Next T 7,00,001 - 3 10,00,000 - @10%: of T 3,00,000 e T 30,000
Next T 10,00,001 % 12,00,000 - @] 5% of £ 200,000 = T 30,000
Mext € 12,00,001 - % 15,00,000 - @20% of ¥ 3,00,000 = l[_iﬂ_,l][fﬂ

BY CA ATUL AGARWAL (AIR-1)
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Basic Concepts, Tax Rates and Exempt Income

=
Balance Le,, T 16,00,000 minus % 15,00,000 -@30%f £1,00,000 = 130.000
= % 1,70,000
Add: Health and Education cess @49 = 36,800
Tax Hability = ¥1,76,800

(Juestion 7

Mr. Mahesh aged 32 years and a resident in India, has a total income of 650,000, comprising his
dalary income and interest on hank fixed deposit. Compute his tax liability for AY.2025-26 under
default tax regime under section 1 15BAC.

Answer

Computation of tax liability of Mr. Mahesh

Particulars 1
T on total income of ¥ 6,50,000
Tax @5% of T 3,50,000 17,500
less: Rebate u/s B7A (Lower of tax payable or 3 20,000) 17,500
Tax laability Nil

{Inestion B

Mr, Nitin aged 35 years and a resident in India, has a total income of 2 715,000, comprising his salary
incotme and interest on bank fixed deposit. Compute his taxability for AY.2025-26 under default tax
regime under section 115BAC

Answer
~ Computation of tax liahility of Mr. Nitin
 Particulars T
Step 1: Total Income of 2 7,135,000 - T 7.00,000 (A) 15,000
Step 2: Tax on total Income of  7,15,000 .
Tax @10% of ¥ 15,000 + % 20,000 (B} 21,500
Step 3: Since B>A, rebate u/s 87A would be B-A
421,500~ T 15,000] 6,500
15,000
Add: HEC@4% | 600
Tax Liability 15,600
Uuestion 9

Compute the marginal rellef available to X Ltd., a domestic company, assuming that the total income

BY CA ATUL AGARWAL (AIR-1)
AIRTCA Carver Institute (ACH)
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af ¥ Lok 1s T1,01,00,000 for AY.2025-26 and the total income does not include any income in the
qature of capital gains Assume that the company has not exercised option under section 115BAA or
1150AB.

[Mute - The gross receipts of X Ltd, for the P.Y.2022-23 15 T 402 crore]

Answer
Tlie 1ax payable on total income of T 1,01,00,000 of X Ltd. computed @32.1% (including surcharge
@7 s ¥ 32,422,100,

Howeuer, the tax cannot excead ¥ 31,00,000 (ie, the tax of T 30,00,000 payable on total income of T 1
crure plus ¥ 1,00,000, being the amount of total Income exceading ¥ 1 crore).

Therelore, the tax payable on % 1,01,00,000 would be % 31,00,000,
The mnrginal relief is ¥ 1,42,100 (L.e, € 32,42,100 - % 31,00,000],

ill_lu.'.':'-ﬂ--‘ﬂ 10

Compiite the marginal relief available to Y Ltd., a domestle company, assuming that the total lncome
of ¥ Ui for AY.2025-26 is % 10,01,00,000 and the total income does not include any income in the
patuee of capital gains, Assume that the company has not exercised option under section 115844 or
I 15HAM

[Mute - The gross receipts of ¥ Led. for the P.Y.2022-23 §s T 410 crore]
ANSWET
The tax payable on total Income of T 10,01,00,000 of ¥ Ltd. computed@ 33.6% (including

surcharge@12%) is ¥ 3.36.33,600,

Hiorever, tax cannot exceed ¥ 3,22,00,000 [i.e., the tax of T 3,21,00,000 (32146 of 10 crore) payable
b vtal income of €10 croee plus  1,00,000, being the amount of total iIncome exceeding T10 crore].

Tl fure, the tax payable on T 10,01,00,000 would be ® 3,22,00.000,
1T marginal relief is ¥ 14,333,600 [ic, € 3,36,33,600 - 1 3,24, 00.000).

lenipt lncome

(Juestion 11

Mr. ¥, 2 resident, has provided the following particulars ol his income for the P.Y.2024-25,
lncome from salary {(computid) - T 4,00,000
Lo [rom house property (computed) - 13,680,000
Vo ultural income from a land in Assam -2 4,50,000
Wpennes inewrred for earning agricultural income - T 1,60,000

Cosapute his tax liability assuming that Mr. X has exercised the option to shift out of the defauit tax
v e andd bl age is -
—

BY CA ATUL AGARWAL (AIR-1)
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%

(a) 40 years

fb] 75 years

Answer

Computation of total income of Mr. X

| . Particulars T 1

| Incame from salary 4,00,000
Income from house property 380,000
Mel agricultural Income [T 4,50,000 (-] T 1,60,000] 2.90,000
Less: Exempt under section 10(1) (2,90,000) -
Gross Total Income 7,80,000
Less: Deductions under Chapter V1-A .
Total Income 7.80,000

(#) Computation of tax liability (age 40 years)
For the purpose of partial integration of taxes, Mr. X has satisfled hoth the conditions §e
L. Netagncultural income exceeds ¥ 5,000 pa, and
2. "Non-agricultural income exceeds the basic exemption limit of T 2.50.000,

s Lax Hability is computed 1o the following manner:

Step 1: £7,00000 + 21290000 =310,70000 |
Taxon € 10,70,000 =% 1,33,500
(Le, 5% of ¥ 2,50,000 plus 20% of T 5,00.000 plus 30% of T 70,000)

Step 2: 1 2,90,000 + T 2,50,000 =T 5,40,000

' Taxon 3 540,000 =1 20500

(i.e. 5% of T 2,50,000 phus 20% of T 40,000)

Step 3: T 133,500 -7 20,500 . - =3113,000

Istep4 &5 Total tax payable =T 1,132,000 + 4%, cess
=%1.17,520

(k] Computation of tax liability (age 75 years)
For the purpose of partial integration of taxes, Mr. X has satisfled both the conditions Le.
I, Netagricullural Income exceeds ¥ 5,000 p.a, and
4. Non-agricultural income exceeds the basic exemption limit of T 3.00,000,
His tax lfability is computed in the following manner:

Step 1: T 7,80,000 + T 290,000 =% 10,70,000 il
Taxon 10,70,000 =%1,31,000
(e 5% of T 200,000 plus 20% of € 5,00,000 plus 30% of T 70,000)

Step 2: 12,90,000 + % 3,00,000 = 1 .5,90,000
Tax on X 5,90,000 =T 28,000

5’%
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Basic Concepts, Tax Rates and Exempt Income

[l.e 50 0 T 2,00,000 plus 20% of T 90,000)
Step 3: T 1,31,000-% 28,000 =7 1,03,000
Step4 & 5:  Total tax payable =T 1,03,000 + 4% cess
B | =1107120

Question 12

Anteur, the owner of @ land situated in Kerala used for growing thereon different types of fruits,
iy, vegetahles and flowers, received from Yahoo Movies Ltd,, Chennal, ¥ 5 lacs as rent towards
Uie use of this land for shooting of a film. The amount so received was accounted by him in the books
v revenue derived from land and claimed to be exempt under section 10{1). He now wants Lo
confirm from yvou whether the amount has been correctly treated by him as agricultural income.

Answer

the income recelved by Mr. Ankur from a filmmaker lor allowing them to shoot a film In the
sgricultural land owned by him is not in the nature of agricultural income because it was neither
recefvad by him against the sale of agricultural produce obtained nor for carrying out the normal
agricuitural operations on the land. The amount pald was only for the purposc of shoating of a film
oo such land.

T4 clatm exemption in respect of agricultural Income under section 1071), the conditions contained
in section 2(1LA)(a) to (c) have to be first complied with/fulfilled by the assessee. The Madras High
Caurt in case of B, Nagi Reddi v, CIT (2002) 258 ITR 719, following judgment of Apex Court In case of
G v Raja Benoy Kumar Sahas Rey (1957) 32 1TR 2606, has held, on identical facts, that Income
derived for allowing a shooling of film in sgricultural land cannot be treated as agricultural
income, 5 it has no nexus with the land, except that it was carried out on agricultural land.

Question ‘13

Examnine with reasons, hasud on the provisions of the Act, as to chargeability of the following receipts
Lel L

() Hent of 2 60,000 charged from tenants occupying houses constructed on the land situated in
India and used for agricultural purposes, The tenants, working in the nearby industrial area,
occupy these houses for their own residentlal purposes,

[y locome of 3 75,000 derfved by Anand Nursery from the sale of seedlings prown withoue
carrying out all the basic operations on land.

(il} Mr. Gaitonde, born and brought up in the State of Sikkim, had 4 net profit of ¥ 2,25,000 from
the business located in Sikkim and Interest of T 55,000 on the securlties/bonds issued by the
Government of Rajasthan,

ANSWET

(i) As per section 10(1), agricultural income I8 exempt from tax. The meaning and scope of
apricultaral income is defined in section 2(14). According to Explanaticn 2 to section Z(1A),

BY CA ATUL AGARWAL [AIR-1)
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Basic Concepts, Tax Rates and Exempt Income

any income derived from any building from the use of such building for any purpose (including
letting for residential purposes or for the purpose of any business or profession] other than
apriculture shall not be agricultural income. Therefore, the rent of T 60,000 from letting out
of houses constructed on agricultural land for residential purposes of industrial
workers shall not be treated as agricultural income by virtue of Explanation 2 to section
2(1A), Hence, such income would be chargeable to tax.

(i) Explanation 3 to section 2{1A) provides that the income derived from saplings or seedlings
grown in a nursery shall be deemed to be agricultural income, whether or not the basic
operations were carried out on land, Accordingly, the income of T 75,000 derived by Anand
Nursery from the sale of seadlings grown without carrying out all the basie operations on land
shall be treated as agricultural income and exempt from tax under section 10(1},

(iii) Section 10{26AAA) exempts the income which accrues or arises to a Sikkimese individual
from any source In the State of Sikkim and the income by way of dividend or interest on
securities, Therefore, the income of Mr. Gaitonde from 3 businesy located in Sikkim and
interest income on the securities/bonds of Goyvernment of Rajasthan shall not be subject to tax.

(Juestion 14

An ammount of ¥ 5 lacs was paid to the parents of Amit by the Government of Chattisgarh a5
campensation to the aggrieved family, whose emly son Amit lost his life In Maoist local hus homb
blast in Dantewada. Dxamine with reasons, whether the amount of compensation recelved is
chargeable to tax?

Answer

Ax per section 1010BC), the meaning of *disaster” shall be derived from Disaster Management At
2005 which defines digastor to mean a catastrophe, mishap, calamily or grave occurrence In any
drea, arising from natural or manmade eauses, or by accident or negligence, Il should have the
effect of causing substantial loss of life or human suffering or damage to, and destzuction of property,
or damage to, or degradation of environment. [t should be of such a nature or magnitude to be
heyond the coping capacity of the community of the affected area,

If, for this reason, any compensation is paid by the Central Government or by a Stale Govermument of
by a local autherity, then, the same will be exempt from tae Accordingly, the amount of 3 5 lacs
received by the parents of deceased Amit from the Government of Chattisgarh for the disaster
because of Dantewada bus bomb blast s exempt under section 10{10BC).
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CHAPTER -2
Capital Gains

w
Transactions not regarded as Transfer

(Juestion 1

5 held 2000 <hares in a company ABC Ltd. This company amalgamated with another company
diring the previous year ending 31.3.2025, Under the scheme of amalgamation, M was allotted 1000
shares tn the new company. The market value of shares allotted is higher by ¥ 50,000 than the value
ul holding in ABC Ltd.

The Assessing Officer proposes to treat the transaction as an exchange and to tax T 50,000 as capital
gain 15 he justified?

Answer

In the above question, assuming that the amalgamated company Is an Indian company, the
irsaction 1s squarely covered hy the exemption explained above and the proposal of the
Assessing Olficer to treat the transaction as an exchange s not justified,

(Juestion 2
Lt which of the following situations capital geins tax liability does not arlse?

(1}  Mr. A purchased gold in 1970 for £ 25,000, In the Y. 2024-25, he gifted it to his sen at the
time of marriages. Fair market value (FMV) of the gold on the day gifr was made was ¥ 1,00,000.

(i) A house property is purchased by a Hindu imdivided family in 1945 for T 20,000. 1t is glven to
one of the family members in the P.Y. 2024-25 at the time of partition of the family, FMV on the
day of partition was T 12,00,000,

(iii] r. B purchased 50 convertible debentures for 40,000 in 1995 which are converted in to 500
shares worth 3 B5,000 In November 2024 by the company.

Answer

We know that capltal galns arise only when we transfer a capital asset. The lability of capital gains
tax in the situations given above Is discussed as follows:

(il Asperthe provisions of section 47(1ii), transfer of a capital asset by an individual under a gift is
not regarded as transfer for the purpuse of capital galns. Therefore, capital gains tax
liahility does not arise in the given situation.

(i} As per the provisions of section 47(1), transfer of a capital asset {being in kind} on the total ur
partial partition of Hindu undivided family is not regarded as transfer [or the purpose of
capital gains. Therefore, capital gains tax liability does not arise in the given situation.

(iii} As per the provisions of section 47{x), transfer by way of conversion of hands or debentures,
debenture stock or deposit certificates in any form of a company into shares or debentures of
that pompany 15 not regarded as transfer for the purpose of capital gains. Theretore, capital
gains tax liability does not arise in the given situation.
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Question 3

Mr. Abhishek a senlor citizen, mortgaged his residential house with a bank, under a notified reverse
mortgage scheme. He was getting loan from bank in monthly installments. Mr, Abhishek did not
repay the loan on maturity and hence gave possession of the house to the bank, to discharge his loan,
How will the treatment of long-term capital gain be on such reverse mortgage transaction?

Answer

Section 47(xvi) provides that any transfer of a capital asset in a transaction of reverse mortgage
under a scheme made and notified by the Central Government shall not be considered as a
transfer for the purpose of capital gain,

Accordingly, the mortgaging of resldential house with bank by Mr. Abhishek will not he regarded as
a transfer. Therefore, no capital gain will be charged on such transaction.

Further, section 10(43) provides that the amount received by the senior citizen 2s a loan, either in
lump sum or in installment, in a transaction of reverse mortgage would be exempt from Income-Lax.
Therefore, the monthly installment amounts received by Mr. Abhishek would not be taxable.

However, capital gains tax lability would be attracted at the stage of alienation of the mortgaged
property by the bank for the purposes of recovering the loan.

i
E | | I [ E -! II E I (F E L]
Question 4

Mr. C purchases a house property for T LO6,000 on May 15, 1975 The following expenses are
incurred by him for making addidon/alternation to the house property:

— I t
2. | Cast of construction of first Roor in 1982-63 - 3,100,000
b, | Cost of construction gf the secend loor in 2002-03 o ! 735,000
c. | Recomstruction of the prupct:tg,."T I'.I.E[H 213 l__ E,E_E.l}t}ﬂ

Fair market value of property on April 1, 2001 s ® 850,000 and stamp duty value on the said date
was T B,10,000. The house property is sold by Mr, C on July 10, 2024 for T 78,00,000 (expenses
incurred on transfer; T 50,000}, Compute the capltal gain for the assessment year 2025-26.

Cost Inflation Index: B.Y, 2001-02: 100, F.Y, 2002-03: 105, FY. 2012-13: 200, F.Y, 2024-25: 363

Answer
Computation of capital gain of Mr. C
- particulars 1 3
| Gross sale consideration o 78,00,000
Less: Expenses on transfer 50,0040
Net sale consideration a 77.50,000
Less: Indexed cost of acquisition (Note 1] | 2940300 i
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Less: Indexed cost of improvement [Note 2) 35,349,250 64,79,550 |
Long-term capital gain 12.?{].4-5ﬂ
Notes:

Indexed cost of acquisition (since transfer took place before 23.07.2024): 1 810,000 = 363,100 =%
79.40,300

Fair market value on April 1, 2001 (actual cost of acquisition is ignored as it is lower thon market
valie an April 1, 2001) however, it shouk] not exceed T 810,000, being the stamp duty value on
1.4.2001.

Indexed cost of improvement is determined as under:

p—— e

 Particulars t
Construction of first floor in 1982-83 il
(expenses incurred prior to April 1, 2001 are not considered)
Construction of second fMoor in 2002-03 (ie, ¥ 7,35,000 x 363,105 25,41,000
Alternation/reconstruction in 2012-13 (e, 550,000 x 363/200) 998,250
Indexed cost of improvement 35,39,250
Question 5

X & sons, HUF, purchased a land for ¥ 1,20,000 in the PY. 2002-03. In the PY. 2006-07, a partition
takes place when Mr. A, a coparcener, Is allotted this plot valued at T 1,50,000. In P.Y. 2007-08, he
had incurred expenses of § 235,000 towards fencing of the plot, Mr. A sells this plot of land for 3
15,00,000 in June 2024 after incurring expenses to the extent of ¥ 20,000, You are required to
compute the capital gain for the AY.2025-26.

— — - = -

Financial year Cost Inflation Index
" 2002-03 B 105
2006-07 122
2007-04 129
B 2024-25 363 -
Answer
Computation of taxable capital gains
Particulars 1 1
_Sahl. consideration . - | Iﬁ.ﬂﬂ_ﬂﬂu
Less: Expenses incurred for transfer 20,000
© 14,80,000
Lese: [i] Indexed cost of acquisition (¥ L20,000x 363/124) 3.57.049
(i) Indexed cost of improvement (% 2,35,000 x 363/129] | 661279| 1018328
Long term capital gains ; 461,672
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W
Note - As per the view expressed by Bombay High Court in CIT v, Manjula | Shah 16 Taxman 42, In
ease the cost of acquisition of the capital asset in the hands of the assessee is taken to be cost of such
arzet in the hands of the previous owner, the Indexation bengfit would be available from the year in
wlhilch the capital asser is acquired by the previous owner. If this view is considered, the indexed cost
nf acquisition would have to be calculated by considering the Cost Inflation Index of FY.2002-03.

(huestion 6

Wavier had taken a loan under reglstered mortgage deed against the house, which was purchased by
liin on 26.05.2002 for € 5 lacs. The said property was Inherited by his son Abraham in financial year
2009-10 as per Wll.

For phtaining a clear title thereof, Abraham pald the outstanding amount of loan on 12.02.2010 of T
15 Jics. The said house property was sold by Abraham on 16.04.2024 for 55 lacs, Examine with
reasons the amount chargeable to capital gains for AY. 2025-26

(Cost Inflation Index 2002-03: 105, 2009-10: 148 and 2024-25: 363).

Answer

Tl cost of inherited property to Mr. Abraham shall be the cost to previous owner as per provisions.
af section 49(1)(iiia) and therefore, T5 Jacs, being the cost o his Fal.hnq [amount patd by his father on '
26,5002 for acquirke property) shall bethe cost to Mr. Abraham, who is the new owner. Fayment
of vutstanding loan of the predecessor by the suceessor for obtainiag a clear title of the property by
relpase of Mortgage Deed shall be the cost of acquisition of the successor under section 48 read with
section 55(2) of the Act as held by Apex Court in case of RM. Arunachalam v. CIT [1997] 227 TR 222.

Computation of Taxahle Capital Gain

Particulars 1
Sale consideration of house property N | 5,00, 000
Less: Indexed cost of acquisition (See Note below)
(1) Cost to previous owner (1 5.00,000 = 363/148) ‘ 12,26,351

{11} Loan amount paid by Mr. Abraham

( Benefit of C11 |s avallable since the loan amount was pald in the
financial year 2009-10) (% 15,00,000 = 363/144) ' 36,79,054 449,05,405

Long term capital gains 5,914,595

Note: Since the property was :u_qulred by Mr. Abraham through nheritance, the cost of acquisition
will be cost to the previous owner.

As per the definition of indexation cost of acquisition under clause (ili) of Explanation below section
48, indexation benefit will be available only from the previous year in which Abraham fest held the
asset e, PY, 2009-10.

However, as per the view expressed by Bombay High Court, in the rase of CIT v. Manjula |. Shah
(2013) 355 ITR 474, in case the cost of acquisition of the capital asset in the hands of the assessee 15
taken to be cost of such asset in the hands of the previous owner, the indexation benefit would he
available from the year in which the capital asset is acquired by the previous owner.

BY CAATUL AGARWAL [AIR-1)
AIR1CA Career Institute (ACH)
Page 2.4

éd



Capital Gains
W

(uestion 7

M. Ushia purchases 1,000 equity shares in X {F} Ltd, an unlisted company, at a cost of 1 30 per share
[brokerage 19%) in January 1996. She gets 100 borus shares In August 2000. She again gets 1,100
tis shares by virtue of her holding on February 2006. Fair market value of shares on April 1, 2001
i 4 30, On 1 January 2025, she transfers all her shares @ 2 200 per share {brokerage 2%).

ompute the capital gains taxable in the hands of Ms. Usha for the AY, 2025-26
Cost Infiation Index for F.Y. 2001-02: 100, FY.2005-06; 117 & F.Y.2024-25: 363,

Angwer
Computation of capital gains
N Particulars ' t
100 Original shares B _
Sale proceeds (1000 = ¢ 200) 2,00,000
Loss: Hrokerage pald (2% of T 2,00,000) 4.000
Net sale consideration 1,96,000
Less: Cost of acquisition |3 80 = 1000] 80,000
Long term capltal gains (&) 116,000
(00) ionus shares : i
Sule proceeds (100 * 1 200) 20,000
Less: Brokerage paid (2% of T 20,000) 400
Nt sale consideration 19,600
Less: Cost of acquisition [T 80 x 100] [See Note helow| #,000
Long term capital gains (B) | 11,500
U100 Bonus shares . :
Sale proveeds (1100 = 3 200) . 2,20,000
Legs: Brokerage paid (29 of 3 2,20,000) 4,400
Nt sale consideration 215600 |
|l.ess: Cost of acquisition NIL
Long tevm capital gains [C) 215,600
. Long term capital gains (A+B+C) | 3,43,200 |

Note: Cost of acquisition of bonus shares acquired hefore 1.4.2001 |s the FMV as on 142001

Question 8

Mr. R holds 1,000 shares In Star Minus Ltd, an unlisted company, acquired in the year 2001-02 ata
cust of T 75,000, He has been offered right shares by the company i the month of August, 2024 at 3
160 per share, in the ratio of % for every 5 held. He retains 50% of the rights and renounces the
halince right shares In favour ol Mr. Q for % 30 per shave in September 2024, All the shares are sold
hy Mr. R for T 300 per share n January 2025 and My () sells his shares in December 2024 at 3 2680
por share, What are the capital gains taxable in the hands of Mr. Rand Mr. Q?
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1 Financial year Cost Inflation Index
2001-02 E 100
. 2024-25 363
Answer
Computation of capital gains in the hands of Mr. R
. Particulars - t
| 1000 Original shares '
Sale proceeds (1000 = % 300) 4,00,000
Less: Cost of acquisition (No Index. since transfer took place on or after 23.7.2024) L 75,000 _
| Long-term capital gain (A) | 2,25,000
200 Right shares
Sale proceeds (200 = £ 300) 60,000
Less: Cost of acquisition [T 160 =« 200] [Note 1] 32,000
Short-term capital gain (B) 26,000
Sale of Right Entitlement
Sale proceeds (200 = § 30) B,000
Less: Cost of acquisidon [Note 2] "'III :
Short-term capital gain (C) i, 0000
En]ﬂt.al Gains (A+B+C) . 2,59,000

Note 1: Since the helding period of these shares is less than 24 months, they are 5hurl. term eapltal
assets and hence cost of acyunisition will not be indexed.

Note 2: The cost of the rights renounced in favour of another person for a consideration is taken to
be nil. The consideration so received is taxed as short-term capital gains in full. The perfod of holding
is taken from the date of the rights olfer to the date of the renouncement.

Computation of capital gains in the hands of Mr. )

Particulars f 1
Sale proceeds (200 shares x 1 280) : 56,000
Less: Cost of acguisition [200 shares x (% 30 + ¥ 160)] [EI.'E Note below] 38,000
Short-term capital gain I — IH,IJIH}

Note: The cost of the rights Is the amount pald to Mr, R as well as the amount pall;l Lo the company,
Since the holding period of these shares is less than 24 months, they are short term capital assets,

Question 9

Neeria was carrying on the textile business under a proprietorship concern, Neerla Textiles. On
10,12.2024 the business of Neerja Textiles was succeeded by New Lools Textile Private Limited and
all the assets and liabilities of Neerja Textiles on that date became the assets and labilities of New
Look Textile Private Limited and Neerja was given 52% share in the share capital of the cum]:ral:n- No
other consideration was given to Neerja on account of this succession.
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The assets and liabllities of Neerfa Textiles transferred to the company intlade an urban land which
wils nequired by Neerfa on 19.7.2013 for ¥ 9,80,000, The company sold the same on 30,03.2025 for
T 16,00,000.

fmine the tax implication of the sbove-mentloned transaction and compute the Income chargeable
to tax in such case(s),
Cozt Infation Index: F.Y. 2013-14: 220: F Y, 2024-25: 363

Answer
{nxability In case of succession of Neerja Textiles by New Look Textile Private Limited

As per provisions of section 47(xiv], in case a proprietorship concern s succeeded by a company In
the business carried by it and as a result of which any capital asset is transferred to the company,
die the same shall not be treated as transfer and will not be chargeable to capital gain tax in case the
lollowing conditons are sathsfed:

(11 all the assets and liabilitles of sole proprietary concern becomes the assets and liabilities of
the company.

2} the sharcholding of sole proprietor in company is not less than 50% of total voting power of
company and continues to remain as such for a period of 5 vears from the date of succession.

|11 the sole proprietor does not receive any consideration or benefit in any form from the
company other than by way of allotment of shares Ip the company,

In the present case, all the conditions mentionéd above are satisfied therefore, the transfer of capital
agsit by Neerfa Textiles to New Loalk Textiles Private Limited shall not artract capital gain tax
provided Neerja continues to hald 50% or more of veting power of New Look Textiles Private
Limited for a minimum period of 5 years.

Taxability in case of transfer of land by New Look Textiles Private Limited

As per the provisions of section 49(1) and Explanation 1 to section 2(424), in case a capltal asset Is
transferred in the cdreumstances mentioned in section 47(%iv), the cost of the asset in the hands of
the company shall be the cost of the asset in the hands of the sole prop rietor. Consequently, for the
determining the peried of holding of the asset, the period for which the asset is held by the sole
proprietor shall also be consldered.

Therefore, in the present case, the urban land shall be a long-term capital asset since it is held for
tnare than 24 months by New Look Textile Private Limited and Neerja Textiles taken together. Cost
ol acquisition of land in the hands of the company shall be T 980,000 Le, the purchase cost of the
land in the hands of Neerja.

Computation of capital gain chargeable to tax in the hands of New Look Textile Private Lud.

1 Particulars i

Net Sale Consideration _ - INET: ..{‘JT[!.HI'H}
Less: Cost of acquisition 980,000
Long-term capital gain 6,220,000

Note: Indexation benefit would not be avallable to New Look Textlle Private Ltd. since transfor took
place on or after 23.7.2024,

SE—— R R e e e 8
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Question 10

S5(F]) Ltel, an Indian company having two undertakings engaged in manufacture of cement and steel,
decided to hive off cement division to RV(P) Ltd,, an Indlan company, by way of demerger, The net
waorth of S5(P) Ltd. immediately before demerger was T 40 crores. The net book value of assets
transferred to RV(F) Ltd. was T 10 crores. The demerger was made In January 2025 [n the scheme of
demerger, it was fixed that for each equity share of 10 each (fully paid up) of S5{F) Ltd,, two equity
shares of % 10 each (fully paid up) were to be Issued.

One Mr. N.K. held 25,000 equity shares in S5(P) Ltd. which were acguired In financial year 2004-05
for ® 6,00,000, Mr. NK. received 50,000 equity shares from RV(P) Ltd, consequent to demerger in
January 2025. He sold all the shares of RV(P) Ltd. for T 8,00,000 in March, 2025, In this background
you are requested to answer the following:

(1}  Doesthe transaction of demerger attract any Income tax Hability in the hands of SS(P) Ltd, and
RV{P) Lwd.?

(i) Compute the capital gain that could arise in hands of Mr, NK. on receiot of shares of RV[F) Ltd,
(iii} Compute the capital gain that could arise in the hands of Mr. N.K. on sale of shares of RV(P) Ltd,
(iv] Will the sale of shares by Mr. N.K. affect tax benefits availed by SS(F] Ltd. and for RV(P) Ltd.?

(v) Is Mr. NK. eligible to avall any tax exemption under any of the provisions of the Income-tax Act,
1961 on the sale of shares of RV(P) Ltd.? If 20, mention lo brief

Cost [nflation Index: F.Y. 2004-05: 113: FY, 2024-25: 263
Answer

(i)  No, the transaction of demerger would not attract any income- tax lability in the hands of 55(P)
or RV(F) Lrd. ’

As per section 47(vib), any transfer in @ demerger, of a capital asset, hy the demerged company
to the resulting company would not be regarded as “transfer” for levy of capital gains tax if
the resulting company Is an Indian company.,

Hence, capital gains tax Hability would not be attvacted in the hands of SS{P) Ltd,, the
demerged company, in this case, since RV[P) Ltd. is an Indian company

(if} There would be no capital gains liability in the hands of Mr. N.K. on receipt of shares of
RVP Ltd,, since as per section 47(vid), any issue of shares by resulting company in a schemo of
demirger to the shareholders of the demerged company will not be regarded as “transfer”
for levy of capital gains tay, Il issue s made in consideration of demerger of the undertaking,

(i) Yes, capital gains would arise i the hands of Mr. N.K. on sale of shares of RV(P) Lud,

Particulars . t
Sale consideration ,00,000)
Less: Cost of acyuisition of shares of RY(P) Ltd. {See Note) 1,50,000

Long-term capital gain {since period of holding of shares In demergsd | 6,50,000
company Is also to be considered) |

Note:
Cost of acyuisition of shares of RV(1"] Ltd. as per section 49{2C) '
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Cost of acquisition of i Net book value of assets translerred in a demerger

vhares of S5{P) Ltd Net worth of the demerged company immediately before demerger
10 crore

t6,00,000 x————= 1% 1,50,000
40 crore

(1v] Mo, sale of shares by Mr. NK. would not affect the tax benefits availed by S5(P) Lul, or
RV(F] Ltd, There is no stpulation that they continue to remain shareholders for any perind of
time thereafter.

\vi  Since the resultant capital gain on sale of shares of RV{F) Ltd, is a long-term capital gain (on
account of the period of holding of shares in demerged company being considered by virtue of
section 2042A)(g), Mr. N.K. can avall exemption under section S4F by investing the entire
net consideration In purchase (within one year before and two years after the date of transfer)
or construction (within three years after the date of transfer) of one residential house in India,
If part of the net consideration is mvested, only proportionate exemption would be available.

Question 11

Rajawat & Co., a sole proprictorship vwn six machines, put in use for business in March, 2023, The
depreciation on these machines is charged @15%. The opening halance of these machines after
providing depreciation for PY, 2023-24 was 550,000, Three of the old machines were sold on 10
August, 2024 for 3 11,00,000. A second hand plant was bought for T 8,50,000 on 30% November,
2024, Youw are required Lo

(1} determine the cdalm of depreciation for Assessment Year 202526,
(i) compute the capital gains liable to tax for Assessment Year 2025-26

(ni}  If Rajawat & Co. had sold the three machines in August, 2024 for T 21,00,000, will there be any
difference in your above workings? Examine,

Answer

(i} Computation of depreciation for A.Y.2025-26

Particulars | L 3
W.ILV. of the block as on 1.4.2024 H.50,000
Add: Purchase of second hand plant during the year #.50,000
17,00,000
Less: Sule consideration of old machinery during the year 11,00,000
 W.D.V of the hlnci:_as on 31.03.2025 6.00,000

Since the value of the block as on 31.3.2025 comprises of a new asset which has heen put 1o
uge for less than 180 days, depreciation is réstricted to 50% of the preseribed percentage of
15% ie. depreciation is restricted to 7%9%. Theretore, the depreciation allowable for the year
15 T 45,000, being 744% of * 6,00,000,

(1} The previsions under section 50 for computation of capital gains [n the case of depreciable
assets can be invoked only imder the following circumstances:

_——-—— T T | e ——
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()  When one or some of the assets in the block are sold for consideration move than the
value of the block,

{b]  When all the assets are transferred for a consideration more than the value of the block,
(e}  When all the assets are transferred for a consideration less than the value of the block.

Since in the first two cases, the sale consideration |s more than the written down value of the
block, the computation would result in short term capital gains,

In the third case, since the written down value exceeds the sale consideration, the resultant
figure would be a short-term capital loss,

In the given case, capital gains will not arise as the block of asset continues to exist, and
some of the assets are sold for a price which is lesser than the written down value of the block.

(il) 1 the three machines are sold in Avgust, 2024 for 3 21,00,000, then short term capital gains
would arise, since the sale consideration Is more than the aggregate of the written down value
of the block at the beginning of the year and the additions made during the year.

—_— _— = =

Particulars t t
Sale consideration 21,000,000
Less: Opening balance of the block as on 1.4.2024 [i.e, W.D.V. 4,500,000
as on 31,3.2024 after providing depreciation for 1Y,
2023-24
Purchase of second-hand plant curing the year 8,50,000 17, 00,000 1
Short term capital gains 4,(4L,000 ]
Capital Asset Destroyed and Amount received from Insurance Company
Question 12

The assessee was 4 company carrying on business of manulacture amd sale of art-silk cloth. It
purchased machinery worth ¥ 4 lacs-on 1.5.2020 9nd insured it with United India Assurance Lid
against fire, flood, earthguake etc, The written down value of the asset as on 01.04.2024 was
1,87.850. The tnsurance policy contamed a reinstatement clause requiring the insurance company to
pay the value of the machinery, as on the date of fire etc, in case of destruction of luss. A fire brole
oul in August, 2024 causing extensive damage to the n:-arhiner_-,r of the assessee rendering them
totally uscless. The assessee company received 3 suo of 2 4 Jacs from the insurance company on 152
March, 2025. Discuss the [ssues arising on account on the transactions and their tax rreatment.

(Cost inflation index for financiol year 2020-21 and 2024 -25 are 301 and 363 respectively)

Answer

As per section 45(1A), where any person recelves any money or other assets under an insurarnce
from an msurer on account of damage to or destruction of capital assel as a result of, Inter alia,
accldental fire then, any profits and gains arising from the receipt of such money or other assets,
shall be chargeable to income tax under the head "Capital Gains" and shall be deemed to be the
income of such person of the previous year in which such money or asset was received,
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For the purpase of section 418, the money received or the market value of the asset shall be deemed to
he the full value of the consideration accruing as a result of the transfer of such capital asset. Since
the assel was destroyed and the money from the Insurance company was recelved fn the previous
vear, there will be a liability to capltal gains In respect of insurance moneys received by the assessee,

Under section 45(1A) any profits and gains arlsing from receipt of Insurance moneys is chargeable
under the head "Capital gains®, For the purpose of section 48, the moneys received shall be
deemed to be the full value of the consideration accruing or arising. Under section 50 the capital
eains in respect of depreciable assets had to be computed In the following manner [assuming it was
the anly asset in the block),

The computation of capital gain and tax implication is given below:

Full value of the consideration T 4,00,000
Less: Written down value as on April 15, 20024 1 LB7.850
Short term capital gains 2,12,150

Conversion of Capital Asset into Stock in Trade

Question 13

ABC Ltd. converts Its capltal asset acquired for an amount of 3 50,000 in June, 2004 into stoclk-in-
trade in the month of November, 2023, The fair market value of the asset on the date of conversion
is T 4,50,000. The stock-in-trade was sold for an amount of T 6,50,000 in the month of September,
2024, What will be the tax treatment? $

Financial year | Cost Inflation Index
2004-05 113
202324 344
2024-25 363

Answer

The capital gaing on the sale of the apital asset converted to stock-in-trade is taxable In the given
case. It arises in the year of conversion (Le. PY. 2023-24) but will be taxable only in the year in which
the stock-in-trade is sold [Le. P.Y. 2024-25). Profits from business will ulso be taxable in the year ol
sale of the stock-in-trade (Y. 2024-25).

The long-term capital gains and business income for the AY.2025-26 are calculated as under:

—

- |

 Particulars i T
Profits and Gains [rom Business or Profession
Sale proceeds of the stock-in-trade 6,50,0:00
Less: Cost of the stock-in-trade (FMV on the date of conversion) 450,000 2,00,000
Long Term Capital Gains =
Full value of the consideration (FMV an the date of the conversion) 4,530,000
_LEES: Indexeid cost of acquisition [§ 50,000 x 348/113) 1,535,982 296,018

e e e e e e e e
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Note: For the purpose of indexation, the cost inflation index of the year in which the asset |s
converted into stock-in-trade should be considered.

Sinee the transfer {conversion into stock-in-trade) took place in the PY. 2023-24, the benefit of
indexatinn would be available: The date of sale of stock-in trade is not relevant for determining
whiether benefit of indexation would be available,

Yuestion 14

Tani purchased a land at a cost of ¥ 35 lakhs In the financial vear 2004-05 and held the same as her
capital asset till 31= May, 2023, Tanl started her real estate business on 14 June, 2023 and converted
e said land Into stock-in-trade of her business on the sald date, when the fair market value of the
fand was ¥ 210 lakhs.

she constructed 15 flats of equal size, quality and dimenslon, Cest of construction of ensch flat s T 10
lakhs. Construction was completed in January, 2025, She sold 10 flats at ¥ 30 fakhs per flat between
lanuary, 2025 and March, 2025. The remaining 5 flats were held in stock as on 31 March, 2025,

she invested T 50 lakhs in bonds issued by National Highway Authority of India on 31 March, 2025
and another T 50 lakhs in bonds of Rural Electrification Corporation Lud. in Apnl, 2025,

Compute the amount of chargeable capital gain and business income in the hands of Tani arising
et the ubove transactions for Assessment Year 2025-26 Indicating clearly the reasons for

treatment for vach ltem,
Lost Inflation Index: FY 2004-05: 113: FY 2023-24: 348: FY 2024-25: 363.

Answer

Computation of capital gains and business income of Tani

i ) Particulars | .
-f‘.a;lita_ialﬁs - -
Fair market valug ol land on the date of conversion deemed as the full value of p 2,10,00,000
| consideration for the purposes of section 45(2)
| Less: Indexed cost of acquisition [T35,00,000 = 3458/113] 1.07.78,761
' - o . 1,02,21,239
Propartionate capital gains ansing during AY.2025-26 [% 1,02,21,239 « 2/3] 68,14,159
Less; Exemption under section 54EC 50,00,000
Capital gains chargeable to tax for A.Y.2025-26 18,14,159
Business Income r =
Sale price of flats [10 = ¥ 30 lakhs] 3,00,00,000
Lesgs: Cost of flats
Fair market value of land on the date of conversion [ 210 lacs = 2/3] 1,40,00,000
Cost of construction of flats |10 = 3 10 lakhs] 1,00,00,000
Business income chargeable to tax for AY.2025-26 60,00,000 |
Notes: ’
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"li2 conversion of a capital asset into stock-in-trode is treated as a transfer under section
L4 It would be treated as a transfer in the year in which the capital asset is converted into
siocle-in-trade.

Howevier, ag per section 45(2], the capital giains arising from the transfey by way of conversion
ol capital assets Into stock-in-trade will be chargeable 1o tax only in the year in which the
stocle-ln-trade is sold,

Tl Ipdexation benefit for computing indexed cost of scquisition would, however, be avaliable
onlywp to the year of conversion of capital asset to stock-in-trade and not up to the year of sale
f stpck-n-trade,

Vo the purpose of computing capital gains in such cases, the fair market value of the capital
wistl.on the date on which it was converted into stock-in-trade shall be deemed to be the full
value of consideration recelved or accruing as a result of the transfer of the caplial asset

In this case, since only 2/3rd of stock-in-trade (10 flats out of 15 flats) i'-: sold in the PY.2024-
4, only proportionate capiml gains (1.8, 2/3rd) would be chargeable in the AY. 2025-26,

11 sale of such stock-in-trade, business income would arise. The business income chargeable
Lot would be computed after deducting the fair market value on the date of conversion of the
cipital asset into stock-in-trade and cost of construction of flats from the price at which the
ocle In-trade is sold.

In case of converslon of capltal asset into stock-in-trade and subseguent sale of stock-in- trade,
tig period of 6 months is to be reckoned from the date of sale of stock-in-trade for the purpose
af cxemption under section S4EC [CBDT Circular No.791 dated 2.6.2000], In this cose, simce the
Investment In bonds of NBA] has been made within & months of sale of flats, the same qualifies
lor exemption under section-54EC. With respect to long-term capital gains arising in any
hranclal year, the maximum deduction under section S4EC would be 1 50 lakhs, whether the
ivestment in honds of NHAL or RECL are made in the same tinancial year or next tinancial year
ik partly in the same financial year and parthy in the next financial year.

Therefore, sven thnug-h investment of T 50 lakhs has been made in bonds of NHAT during the
V202425 and tnvestment of 3 50 lakhs has been made in bonds of RECL during the
UY.2025-26, both within the stipulated six month perfod, the magimum deduction allowable
(e AY.2025-26, in respect of long-term capital gain arising on sale of long-term capital asset(s)
during the P.Y.20:24-25, is only 1 50 lakhs.

Cumpulsery Acguisition of Capital Asset

wogtion 15

The Government compulsorily acquirved land of Mr, Shiviam in April 2021 and paid compensation of

v 20 lakhs in June 2024, The land was acquired by Mr. Shivam in june 2004 for 3 12 lakhs. He had

P tor additional compensation through Court and was awarded £ 18 Lakhs in February 2025 b
ik ot was received only during May 2025, Compute the taxable capital goin from the above
Wancactisy indicating the relovant assessment year. Expenses in connettion with compulsory

It usition were 30,000 and for obtatning enhancement of compensation was € 1 lalkh,
Ll inflation index: FY 2004-05:113: FY 2021-22: 317; FY 2024-25: 363

[ I
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Answer
Computation of capital gains of Mr. Shivam for the A.Y.2025-26

Particalars 1

Full value of consideration (Compensation received) [Taxable in the year of receipt 20,00,000
le, P.Y.2024-25]

Less: Expenses in connection with compulsory acquisition 30,000
©19,70,000

Less: Indexed cost of acquisition [ 12,00,000 x 317/113] 33,66,372

Long-term capital loss (since land was held for » 24 months) EE.EE,ETE}

Note - Since the year of compulsory acquisition ie, FY2021-22 is the vear of
transfer of land, CI for FY.2021-22 has to be considered for computing Indexed
cost of acquisltion,

Computation of capital gains of Mr, Shivam for the A.Y.2026-27

. Particulars . T
Full value of consideration C18,00,000
(Enhianced Compensation received Is taxable in the vear of receipt Le, P.Y.2025-26)
Expenses [or obtaining enhanced compensation [alewable as deduction) LU0,000
' ~17.00,000
Lussy: Set-off of b/Flong-term capital loss from AY.2025-26 13.96.37%
Long-term capital gains 3,03,68

Note = No deduction in respect of cost of acquisition is allowable from enhanced
compensation.

L

e —— =

Question 16

Mr. Kumar has an agricultural land costing T 6 lakh in Lucknow on 1.4.2003 and has been using it for
agricultural purposes till LBZ012Z when the Government took over compulsory acquisition of this

land. A compensation of ¥ 12 lakh was settled, The compensation was received by Mr. Kumar on
1.7.2024.

Cost Inflation Index: 2003-04: 109, 2012-13: 200, 2024-25; 363
(1) Compute the amount of capital gains taxahle in the hands of Mr. Kumar.

(1} Wil your answer be any ditferent (F Mr. Kumar had by his own will sold this land to his friend
Mr. Sharma? Examine.

(iil)  Will your answer be different if Mr. Kamar had not used this land for agricultural activities?
Examine and compute the amount of capital gains taxable in the hands of Mr. Kumar, If any.

[(iv]  Will your answer be different if the land belonged to ABC Ltd. and not Mr. Kimar and
compensation on compulsory acquisition was recelved by the vompany? Examine,

Answer
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(1)  In the glven problem, compulsory acquisition of an urban agricultural land has taken place and

the compensation is received after 14,2004, This land had also been used for at least 2 years
Ly the assessee himself for agricultural purposes. I'hos, as per section 10(37), entire capital
gl arising on such compulsory acquisition will be fully exempt and nothing is taxable in
the lands of Mr. Kumar in the year of receipt of compensation je. AY.2025-26.

(i) Ao per section 10(37), exemption |s avallable if compulsory acquisition of urhan agricultural
land talces place. Since the sale is out of own will and desire, the provisions of this section are
not attracted and capital gains arising on such sale will be taxable in hands of Mr. Kumar,

(i) A% per section 10{37), exemption is available only when such fand has been used for
surlenltural purposes during the preceding two years by such individual or @ parent of his or
by such HUF. Since the assessee has not used it for agricultural activities, the provisions of
thie section are not attracted and caplital gains arising on such compulsory acquisition will
be taxable in the hands of Mr. Kumar in the vear of recelpt of compensation ie, AY 2025-26,

Computation of capital gaing
Particulars Amount (¥) |
sales consideration 12,00,000 |
Less: Indexed cost of acquisition (3 6,00,000 x 200/ 10%) 11.00,917

Long term capital Gains

99,083

(iv] Section 10(37) exempts capital gains arising to an individual or a HUF from transier of
arricultural land by way of compulsory acquisition. If the land belongs to ABC Lid, a
campany, the provisions of this section are not attracted and the capital gains arising on
such compulsory acquisition will be taxable In the hands of ABC Ltd,

Liguidation of Company

Ouestion 17

Aries Tubies Private Ltd. went into liquidation on 01.12.2024. The company was sefzed and
possrssed of the following funds prior to the distribution of assets to the shareholders:

!_ %5 = -
Slre Capital (issued on 01.04.2013) |  5,00,000
| Reserves priorto 1,12,2024 300,000
Excess realization in the course of liguidation 500,000
| Total 13,00,000

There are 5 shareholders, each of whom received 3 2,60,000 from the liguidator In full settlement.
The sharcholders desire to Invest the resultant element of capital gain in long term specified assets
a4t defined in section S54EC You are required to examine the various issues and advice the
shiarcholders about thedr lability to Income tax.

Answer

Inder sectlon 46( 1), where assets of a com

any are distributed to its shareholders on its iquidation,

BY CAATUL AGARWAL [AIR-1)
AIR1CA Career Institute [(ACH)
Page 2.15

33



Capital Gains
TN L e W e — e e e i e — S R S S S

such distribution shall not be regarded as transfer in hands of the company for purpese of section 45.

However, under section 46(2), where the shareholder, on liguidation of a company, receives any
money or other assets from the company, he shall be chargeable to income-tax under the head
“capital gains", in respect of the money 5o received or the market value of the sther assets on the date
of distribution as reduced by the amount of dividend deemed under section 2{22)(c) and the sum so
arrived at shall he deemed to be the full value of the consideration for the purposes of section 48,

As per section 2(22)(c), dividend includes any distribution made to the shareholders of a company
on its liquidation, to the extent to which the distribution [s attributable to the accumulated profits of
the company immediately before its liquidation, whether capitalized or not.

In this case, the accumulared profits immediately before liquidation is 1 2,00,000. The share of each
shareholder is 1 60,000 (being one-fifth of T 3,00,000), An amount of T 60,000 is the deemed
dividend under section 2(22)(c). The same is taxable in the hands of the shareholder under the
head "Income from other sources”.

Therefore,  2,00,000 [ie. % 260,000 minns 60,000, being deemed dividend u/s 2(22)(c)] is the
full value of consideration in the hands of each sharehaolder as per section 46{2). Against this,
investment of 3 1,00,000 by each sharebolder is to be deducted to arrive at the capital gains of
T 100,000 of each shareholder. Since the shares are held for more than 24 months, hence long-
rernt capital asset. The benefit of indexation is not available to sharcholders since transfer took
place on or aftey 23.7.2024). Since the equity shares are not listed, it would riot’ be liable fo
securities transaction tax and hencs, capital gain (long term] would be taxable under section 112,
Henee, such long term eapital pain would be txable @12.5% without indexation benefit, since
Wansier took place on or after 23.7.2024,

Excmption under section 54KC is available only whire there 15 an actual transfer of capital assels and
not In cage of deemed capital gain as per decigion rendered in case of CIT v, Ruby Trading Co (P) Ltd
[2003] 259 1TR 54 (Raf). Therefore, exemption under section 54EC will not be available in this
case since it is deemed transfer and not actual transfer. Futhermore, exemption under section
SAEC is available only on transfer of long-term capital asset, being lahd or building or both.

Slump Sale

Question 18

M/s Sriram Enterprises, a proprietorship having 2 units. Unit 1 is transferred on 1.4,.2024 by m;.- uf
slump sale for a total consideration of T 14 lacs, Unit 1 way started in the year 2005-06, The EXPEIEES
incurred for this transfer were T 38,000, Balance Sheet as on 31,3.2024 is as under:

Liabilities [ Total (}) | Assets | Unit1 (1) [Unitz (1) Total (3) |
Own Capital 17,00,000 | Building 13,00,000] 3,00,000  16,00,000
Revaluation Reserve (for 500,000 | Machinery 400000{ 200,000  6,00,000
bullding of unit 1)
Banl loan [70% for unit 1) 4,00,000 | Debtors 2,00,000] 1.40,000 340,000
Trade creditors {25% for unit 1) | 350,000 | Patents 250,000 160,000 410,000
Total 29,50,000 | Total 21,50,000] 8,00,000 29,50,000

ﬁ
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Other information:

{{]  Revaluation reserve is created by revising upward the value of the bullding of Unit 1. The

stamp duty value on 1.4.2024 is % 10 lakhs.
11} Noindividual value of any asset is considered in the transfer deed.
fill)  Patents were acquired on 1.7 2022 on which no depredation has been charged.

fiv)  The value of machinery represents the written down value as per the Income-tax Act, 1961,

&

Compute the capital gain for the assessment year 2025-26.

Answer
Computation of capital gains on slump sale of Unit 1

Particulars 1
Full value of consideration | Fair market value on 1.4.2024] _ 14,82.500
Less: Expenses on sale AH,000
ret sale consideration 14,44,500
Less: Net worth [See Note 1 below) 11,73,125
l.ong-term capital gain 271,375
Notes: _
1 Computation of Full value of consideration
Particulars ¥
Fair market vilue of the ca pital assets transferred by way of shunp sale
Building, belng an immovable property [stamp duty value on 1L4.2024, being 10,00,000
the date of slump sale] JA]
Machinery [Bouk value as appearing in the books of accounts| [B) 4,00,000
Debtors [Book value as appearing in the bools of accounts] [€) 200,000
Patents [Book value as appearing in the bools of accounts] [D]) 2,50,000
18,50,000 |
Less: Lighilities of Unit 1 [¥20.50,000 - T 1,20,000 - $2,62,500] [L] 25,67.500
Excluding
(i} Own Capltal 17.00,000
[if)  Revaluastion reserve 500,000 2200000 3.67.500
Fair market value of the capital assets transferred by way of slump sale 14,682,500
[AeBeCH1- L] [FMVL]
Fair market value of the consideration received or accruing as a result of 14.00,000
tramsfer by way of slump sale [value of the monetary consideration received]
[FMVZ)
Full value of consideration [Higher of FMV1 or FMV2] 14,82,500
£ Computation of net worth of Unit 1 of Alash Enterprises
;_ o Particulars ] T T
- BY CA ATUL AGARWAL (AIR-1) ' o
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Building {excluding T 5 lakhs on account of o Vaj—tl_:lﬂnl:l] B,00,000
Machinery ‘ 4,00,000
Debtors 2,00,000
Patents [See Note 2 below) 140,625
Total assets 15,40,625
Less: Creditors [3 3,50,000 % 25%) §7,500
Bank Loan [T 4,00,000 x 70%] 2,80,000 367,500
| Net worth 1]1‘?3.125"
3, Written down value of patents as on 1.4.2024

Value of patents |yl T
Cost as on 1.7,2022 250,000
Less: Depreciation @ 25% for Financlal Year 2022-23 62,500
WDV as on 1.4.2023 187,500
less: Depreciation for Financial Year 202 3-24 46,875
WDV as on 1.4.2024 | 140625

For the purposes of computation of net worth, the written down value determined as per section
43(6) has to be considered in the case of depreclable assets. The problery has been solved
assuming that the Balance Sheet values of T 4 Jakh and T 8 lakh {2 13 [akh - T 5 lakh) represent
the written down value of machinery and building, respectively, of fInit 1

4. Indexation benefit is not avallable In case of sump sale,

Question 19

PQR Limited has two units - one engaged In manufacture of computer hardware and the other.
involved in developing software. As a restructuring drive, the company has decided to sell irs
suftware unit as o going concern by way of slump sale for T 365 lacs to a new company called S
Limited, in which it holds 74% equity shares,

The balance sheet of POR limited as om 318 March EI];!E, being the date on which software unit has
heen transferred, is given hereunder -

Balance Sheetas on 31.3.2025

Liahilities { (inlacs) | Assets T (in lacs)
Paid up Share Capital 300 | | sets =
Général Reserve 150 | Hardware unit 170
Share Premium 50 | Software unit 200
Revaluation Reserve 120 | Debtors |
Current Liabilities {Ascertained Hardware unit 140
liahilities)
Hardware unit 40 | Software unit 110
Software anlt 90 | Inventories

e —— _
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Hardware unit a5
Soltware unit 15
750 750

Following additional information are furnished by the management:

1]
(1

(1)

The Software unit |5 in existence since May, 20115,

Fixed assets of Software unit includes land which was purchased at ¥ 40 lacs in the year 2016
and revalued at ¥ 60 lacs as on March 31, 2025, The stamp duty value on 31.3.2025 is T 55
lakhs,

Fixed assets of Software unlt mirrored at T 140 lacs (T 200 Jacs minus land value T 60 lacs) is
written down value of depreciable assets (Furniture and Plant & machinery] ag per books of
account, However, the written down value of these assets under section 43{6) of the Income-
tax Act, 1961 is € 90 lacs.

[a)  Ascertain the tax liability, which would arise from slump sale to PQR Limited, assuming it does
not opt for section 115HAA,

(b]  What would be your advice as a tax-consultant to make the restructuring plan of the company

. more tax-savvy, without changing the amount of sale consideration?

Answer )

{a) As per section 50B, any profits and g’:.].lng arising from the slump sale effected In the previous

year shall be chargeable 1o income-1ax as capital gains arising [rom the transfer of capital
asgets and ¢hall be deemed to be the income of the previoos vear in which the transfer took
place, ;

If the assessee owned and held the undertaking transferred under slump sale lor more thah 36
months belore slump sale, the capital gain shall be deemed to be long-term capital gain.
Indexation benefit is not available in case of slump sale as per section 508(2).

Ascertainment of tax Hability of POR Limited from slumyp sale of Software unit

i S

Particulars  {in lacs)
[ Full value of consideration for slump sale of Seftware Unit 385
Less: Cost of acquisition, being the net worth of Software Unit 185
Long term capital gains arising on slump sale 200

(The capital gains is long-term as the Software Unit is held for more than 24
months)

Tax ltahility on LTCG
Under section 112 @12.5% on T 200 lacs 25,00
Add: Surcharge@ 7% 1.75
26,75 .
Add: Health and Education coss@4% 1.07 |
2782
Working Note:

e T e e T T e ——
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(b

Computation of Full value of consideration

% (in lacs)
Fair market value of the capital assets transferred by way of slump sale
Land, being an immovable property [stamp duty value on 31.3.2025, being G5
the date of slump sale] [A]
Other Fixed assets [Furniture and Plant & machinery) |Bool value as 140
appearing in the books of accounts] [T 200 lakhs - ¥ 60 lakhs] [B]
Pebtors [Book value as appearing in the books of accounts] [C)] 110
Inventories [Book value as appearing in the books of accounts] | D] 35
Less: Liabilities of Software Unit [% 750 - % 40] [L] 710 | 340

Excluding
(1) Pald up share capital 300

(i) General Reserve 150

(1if) Share Promium 50

(iv] Revaluation réserve 120 620 90
Falr market value of the capital assets transferred by way of slump sale -
[A+B+C+D- L] [FMV1] 250
Fair market value of considerution received or acoruing as a result of transfer o
by way of slump sale {value of the monetary consideration receivod] [FMVZ] 385
Full value of consideration [Higher of FMVL ar FMV2] 3485

Computation of net worth of Software Unit
in lacs) |
(1) Kook value uﬁuuadtﬁpmduhte AT F B |

[i] Land (Heévaluution not to be considered ) +H |

[ii} Debtors 110

(1)  Inventories 354
(2) Wrirtén down value nf depreciable assets umder secrion 43(6)

(See Note below) 40 |
Agpregate value of total assels E?SM
l.ess: Current labilities of Software unit 90|
Net worth of software unit I_ 185

Note: For computing net worth, the aggregate value of total assets in the case of depreciable
assets shall be the written down value of the block of assets as per section 43(6).

Tax advice

(1) ‘Transfer of any capital asser by a holding company to itz 100% Indian subsidiary
company 15 exempt from capilal gains under section 47(iv]. Hence, PQR Limited should
try to acquire the remaining 26% equity shares in § Limited then make the slump
sale in the above said manner, in which case the stump sale shall be exempt from tax.
For this exemption, POR Limited will have wo keep such 100% holding in S Limited for a
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perfod of B years from the date of shamp sale, otherwise the amount exempt would be
deemed to beincome chargeable under the head “Capital Gains” of the previous yearin
which such transfer took place.

[ii} Alternatively, if acquisition of 26% share is not feasible, PQR Limited may think about
demerger plan of Software unit to get benefit of section 47{vib] of [ncome-tax Act. 1961.

Peconsti issoluti irm [Section 45(4) & 9B

Luestion 20

Mr. Prem is a parter in two firms X & Co, Mumbai and Y & Co,, Delhi. X & Co, has four partners,
pichnding Prem, who share profits and losses equally. Mr. Prem resigned from X & Co. on 31.1.2025.
i the sald date, capital balance of each of the partners stoed at T 32 lakhs: In order to settle the dues
of Mr. Prem, the frm revalue its land for the first time since purchase; valuer also valued self
enerated goodwill at T 70 lakhs. The firm has following capital assets, whose details are as follows,

Particulars of Assets |  Dateof | Costof acquisition | Value as on 31.1.2025 as per
purchase (book value) Valuation Report [Rule 11U)
| | Land at Pune 2112013 | 315 lakhbs €50 lakhs
2 | LandatNagpur | 18.4.2015 1 25.4 lakhs 45 lakhs
% |LandatMumbai | 1452013 |  tH8lakhs | ©  250kakhs

j 4. | Self-generated poodwill [ _ T 70 lakhs

in March, 2025, X & (o, gave Land at Nagpur and 2 15 lakh money to Mr. frem to settle his capital
balane.

he firm ¥ & Co. dissolved on 1.3.2025 and distributad its land at Chandigarh, Mohali and Gurgaon
ou the same date to s three partners, Prem, Akshav and Aarav, respectively, who were sharing
profits and losses equally. The particulars of these Jands ure given hereander -

Particulars of Assets Date of Cost of Value as per Valuation
purchase | acquisition Heport as on 1,3,2025
. | Land at Chandigarh (given to Prem) | 3.7.2011 | R 184 lakhs 162 lakhs
2. | Land at Mohali (givon to Akshay) | 15.9.2015 | 15.24 lakhs t 59 lukhs
5. | Land at Gurgaon (given to Aarav] | 27.2.2011 | %167 lakhs 270 lakhs

I addition, Prem and Akshay were given money of ® 8 lakhs and T 11 lakhs, respectively on 1+
March, 2025,

Cost Inflation Index s as follows: F.Y.2010-11- 167; FY.2011-12 - 184; F.Y.2012-13 - 200; F.Y.2013-
|4 -220: FY.2014-15 - 240; FY,2015-16 - 254 and F.Y.2024-25 - 363

“irom the above information answer the following questlons.

(1] Discuss the tax treatment in the hands of X & Co. under section 98 and secton 45(4) from
above transactions,

(i}  Suppose X & Co, sold self-penerated goodwil] for T B0 lakhs In the P.Y.2025-26, Compute the

capital gains on such sale for the AY.2026-27.
-"-— M
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(i) Discuss the tax treatment in the hands of ¥ & Co. under section 98 and section 45[4) from

ahove transactions.

Answer

()

As per section 9B, since capital agset (Land at Nagpur] given to Mr, Prem on reconstitution of
Firm, so It is treated as deemed to be vansfer in hands of Firm and capital gain applicable in
the yedar In which asset received by Mr. Prem,

Computation of Capital Gains u/s 98 for A.Y, 2025-26

Particulars T '
Full value of consideration [FMV on the date of transfer) 45,00,000 |
Less: Cost of Acquisition 2540,000
_[ﬂu Indeft, since trans ﬁJr took E]‘EL an or _"[ﬁer 237 7. EI}N] _ |
5 Long-term Capital Gain as per section 9B 19,60,000 |
Caleulation of Tax Liability on ghove LTCG
[ ' X
Tax @ 12.5% on LTCG u/s 112 (19,60,000 % 12.5%) - 245,000
Add: Health and Education cess @404 o800
Net T'ax pavable _ B B B 2,54 800

The CEDT guidelines also specify accounting treatments in the books of Firm on the transfer of

assets o partner. As per accounts, profit before tax on transfer of capital ascet gshall be
19.60,000 L (FMV of asset 345, 00,000 minus Book Value T 25,40,000)

Profic after tax as per books of account Is ¥ 17,05,200 (T 19,600,000 minus 3 2,54,800)
Mr. Prem share in profit (3 17,05,200/4) = T 4,26,300
Mr. Prem capital after adjusting profit [3 32,00,000 + T 4.26,300) = 1 36.26,300
o ol X &C
Since In the present case Mr. Prem retired from Firm, [t is treated as reconstitution of Firm, so

section 45(4) also applies in addition to section 9B,
Computation of Capital Gains u/s 45(4) for LY. 2025-26

Particulars _ - L §

Full value of consideration B '

[I} Money 15,00,000

(i) FMV of Capital asset (Nagpur Land) 45,00,000
60,00,000

Less; Larrlta] Ale hutan c uf Prem [after accounting treatmnnr nfqeﬁmn a13) 36,26,300

Capital Gain as per section 45(4) | 23,73,700

Attribution of Capital Galn w/s #5{4) to remalning capital assets of Firm as per fule 8AB
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Assels Cost Hc;r:il-u.t Increase Attribution
(Book Value) (FMVY 3 T
3 t
 and at Pune 15,00,000 S0,00000 | 35,00,000 3,11,159
(23,73,700 x 35L/267L)
Landat BEO0,000 | 2850,00,000 | 1,62,00,000 14,40,223
vk bal [23,73,700 x 162L/267L)
Wi-Generated Nil 7000000 | 70,00,000 6,22,318
V Goodwill (23,73,700 % TOL/267L)
| Total 26700000 | 23,73,700

rital gainof € 17,51,382 attributed towards Land at Pune and Mumbal |s Lreated as LTCG
as such lands are long term capital asset at the time of taxation u/s 45(4).

o Capital gain of T 6,22,318 attributed towards self-generated goodwill is treated as STCG.

it} Lapital Gz Ans & Co, on sale of seif-generated goodwill in B.Y. 2025-26
Computation of ﬂuph:ui Gains I’ur AY, 2026-27

LTS I:t'lllars t

] value of consideration - B0,00,0Q0

| Less: Attribution of capital gain towards self-generated goodwill 622318

i - 73,77,682
=t Cost of Acquisition Nl

| Shurt-term Capital Gains 73,77,682

ul mnmmmmmm:__g_ﬁ_ﬁtﬂz 98 and section 4

v per section 98 in case of dissolution of Firm, if any capital asset or stock In wrade is transfer
o partner then capital gain ot PGBP or hoth applicable In hands of Firm.

i case of dissolution of Firm, section 45(4) is not applicable.
Computation of Capital Gain u/s 9B for A.Y, 2025-26

| Particulars Land at Landat | Lamdat
Chandigarh (7)) Mohali (1) | Gurgaon [T)
| Sale consideration (FMV on date of transfer) 62,060,000 50,00, 000 70,00,000

cas; Cost of Acquisition (No lndes, since

transfer took place on or after 33.7.2024)
Chandigarh Land 1840000
| Mohali Land 15,24,000
curgaon Land 16,70,000
Lomg-term Enpital Gain as per section 98 | 43,60,000 43,76,000 |  53,30,000
. ToulLTCG 1,40,66,000 |
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Question 21

L, M and N are three partners of M/s, L & G Assoclates, a partnership firm established on 01.04.1995,
L retires from firm on January 27,2025 and after his retirement, business of firm will be operated hy
M and N, Capital account balance of . as on January 27,2025 is $ 20 Lakhs, (there is no revaluation of
ssets in books of the firm at any time after 2003-04 when L joined the firmasa partner),

The firm gives to |, the fallowing to settle his account:
(i} Cash payment of T 1,00,000
(i)  Stock in trade (Falr market value on January 27,2025 s T 2,00,000),
This stock was purchased on December 15,2024 for 2 1.20,000,
(i) Plot of Land at Kota (Fair market value of plot as on [anuary 27,2025 is T 17,00,000)

Book value of plot is % 17,00,000. It was acquired during 1998-99 for % 60,000, Fair market value of
the plot as on April 1, 2001 is ¢ 1,10,000.

You are required to calculate the Taxable Income as per the provisions of Income-tax Act, 1961 for L,
& G Associates for AY. 2025-24.

Answer

Computation of taxable income for M/s. L & G Associates
- — ; P

Particulars 1 1

Profits and gains of business or pl'ﬂfeﬂimi

Deemed transfer on receipt of stock in trade by Mr. L from L & G
associales Receipt of stock |n trade by Mr. L from L & (i associates in
conpection with reconstitution of L & G associates would be decmed to
be transfer of stock in trade by L & G associates to Mr L ond would be
taxable u/s 98

FMV of stock In trade [FMV as on 2712025, being the date on which 2,00,000
stock In trade in received by Mr. L] ,
Less: Purchase cost 120,000 |
Profits and gains from business | H0,000
Capital Gains |

Deemed transfer on receipt of plot of Land by Mr. L from L & G
associates

Receipt of plot of land by Mr. L from L & G associates in connection with
reconstitution of L & G associates would be deemed to be transfer of plot
of land by L & G associates to Mr. L and would be taxable u/s 90

Full value of consideration of plot of land [FMV as on 27.1.2025, being ! 17,000,000
the date on which capital asset is recelved by Mr. L]

Less: Cost of acquisition [Higher of cost of acquisition {3 60,0000 &nd
FMV as on 1.4.2001 (% 1,10,000)]

(No Index, since transfer took place on or after 23.7.2024) 110,000
Capital Gains 15,90,000
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w
peemed income on receipt of cash and plot of land by Mr, L from L
& G associates
profits and gains arising on receipt of cash and plot of land by Mr. L from
|1, & G associates in connection with reconstitution of L & G associates
would be deemed to be the income of L & G associates and would be
(peable under section 45(4)

(ash payment 1,00,000

FMY of plot of land as on 27.1.2025 17.00.000

. 18,00,000

! Less: Amount of balance in capital account [See Working Note below] 19,490,447

Ginee, income chargeable |8 negative, it would be deemed Lo be rero (149.447)

Taxable Income 16,70,000
Working Note

Amount of balance in capital account for section 45(4) = Capital balance
a5 on date 27.1,2025 as Increased /reduced by share in bovk profit/loss
arising om account of deemed transfor

Book prafit after income-tax on account of deemed transler u/s 9B
Book profit an transfer on land = Nil (3 17,00,000 - T17,00,000)

Boal profit on transfer on stock (o trade = 80,000 (% 2,00,000 - 3
1,20,000)

Tax on capital gains on transfer of land as per section 98 = T 15,90,000 x
| 139 [12.5% plus 4% cess) = €2,06,700

Tax on business income on transfer of stock in trade under section 98 =
180,000 x 31.2% = 24,960

Profit as per books as reduced by Income-tax on transferu/s 98

180,000 -3 2,06,700 - T 24,960 = (1 1,51.660)

Share of loss of Mr. L=3 1,51,660/3 = 1 50,553 |

Capital account balance before adjustment 20,00,000
Less: Share of loss | (30,55 3]_
Amotnt of bakance in capital account on 27.1.2025 | 1949447
Advance Money Forfeit

Question 22

Mr. X purchases a house property In December 1993 for € 5,25,000 and an amount of T 175,000 was
spent on the improvement and repalrs of the propetty in March, 1997, The property was proposed to
be sold to Mr. % in the month of May, 2007 and an advance of ¥ 40,000 was taken from him, As the
entire money was not paid in nme, Mr. X forfelted the advance and subsequently sold the property to
Mr. ¥ in the month of March, 2025 for T 52,00,000. The fair value of the property on April 1, 2001
was 3 11.90,000 and Stamp duty value on the sald date was 3 10,20.000. What is the capital gain
chapgeahle in the hands of Mr. X for the A.Y, 2025-267
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Financial year Cost Inflation Index
o 2001-02 100
2007-08 129
2024-25 - 163

= — —_— ——— —— —

Answer

Capital gains in the hands of Mr. X is computed as under

- Particulars 1
Sale proceeds 52,00,000
Less: Cost of acquisition [Note 1) 9,680,000
Cost of improvement [Note 2]

Long term capital gains - 42,20,000
Note 1: Computation of cost of acquisition

Cost of acquisition (higher of falr market valoe as on April 1, 2001 and the-actual 10,20,000

cost of acquisiton, Falr market value, however, should not exceed 3 10,20,000, ‘

being the stamp duty valoe on 142001}

Less: Advance taken and [ﬂt’f{.‘lltll_‘r] bolore 1.4.2014 | 20,000
1[n5Lufncqulsiﬁnn | ‘J;JT'I,DI]U ,

Note 2: Any improveient cost incurrid prior to 1.4.2007 is to be ignored.

Question 23

Mr. Kay purchases a house property on April 10, 1992 tor ¥ 65,000, The fair market value of the
house property onApril 1, 2001 was  2,70,000 and Stamp duty value was T 2,20,000. On August 31,
2004, Mr, Kay c¢nters into an agreement with Mr, Jay lor sale of such property for % 3,70,000 and
received an amount of T 60,000 as advance. However, as Mr. Jay did not pay the balance amount, Mr
Kay forfeited the advance, In May 2008, Mr. Kay vonstructed the first floor by Incurring a cost of 3
2,35,000. Subsequently, in January 2009, Mr. Kay gifted the house e his brother Mr. Dee, On

February 10, 2025, Mr. Dee sold the house for 3 12,00,000.

Cllfor FY.2001-02: 100; 2004-05: 113; 2008-09; 137; 2024-25: 363.
Campute the capital gains in the hands of My, Dee for ALY 2025-26.
Answer

Computation of taxable capital gains of Mr, Dee

| - Particulars T 3 |
Sale consideration [ 12 0,000
Less: Cost of acquisition [See Note below) ‘ 220 L'I{II:}

Cost of improvement 4.55.000 |
Long-term capital gain [ " 745,000
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Note: Since house property was acquired hefore 1+ April, 2001, higher of fair market value on
1.4.2001 or actual cost of acquisition can be considered as cost of acguisition. However, falr market
value cannot exceed stamp duty value on 14,2001,

Amount forfeited by previous owner, Mr. Kay, shall not be deducted from cost of acquisition.

Question 24

Hari has acquired a residential house property in Delhi on 15% April, 2002 for 3 9,00,000 and
decided to sell the same on 3+ May, 2005 to Ms. Pari and an advance of 25,000 was taken from her.
The balance money was not pald by Ms. Parl and Hari has forfeited the entire advance sum. On 3
[une, 2024, he has sold this house to Mr, Suri fer T 43,00,000. On 4% April, 2024, he had purchased a
residential house in Dethi for 3 7,00,000, where he was staying with his family en rent for the last 5
years and pald the full amount as per the purchase agrecment. However, Tlari does not possess any
legal title till 31 March, 2025, as such transfer was not registered with the registration authority,

Hari has purchased another old house in Chennal on 14% October, 2024 from Mr. X, an Indizn
resident, by paying 2 5,00,000 and the purchase was registered with the appropriate authority,

Petermine taxable capital gain arising from above transactions (o the hands of Hari for AY. 2025-26,
[Cost lnflation Index - 2002-03: 105; 2005-06; 117; 2024-25: 363]

Answer
Computation of taxable capital gain of Mr. Hari
Particulars . 3
Sale procesds ' X 43 00,000
Less: Indoxed cost of acquisition [Since transfer took place before 23.7.2024] [See 40,25,000
Note {i)]
Long Term Capital Gain 12,75,000
Less: Exemption u/s 54 in respect of investment ip house at Delhi [See Note [il]] 700,000
Exemption u/s 54 in respect of investment iy house at Chennai [See Note (iii]| 500,000
| Taxable long-term capital gain 75,000
Notes:

(1] Computation of indexed cost ol acquisition

= R |

F'drtiruiarﬂ 1
Cost ol acquisition - 900,000
Liess: Advance taken and forfeited 25,000
Cost for the purpose of Indexation B, 75,008
Indexed cost of acquisition (3 8,75,000 x 363/105) i 30,25,000

Note: Advance received and forfeited on or after 01.04.201 4 is taxable under section 56(2)(ix).
Such amount would not be reduced to compute indexed cost of acquisition while determining
capltal gaing on sale of such property.

R
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However, In this case, since advance was received and forfeited in year 2005, such advance has

to be reduced for calculating indexed cost ol acguisition for purpose of arriving at capital gains,

[} In order to avail exemption of capital gaing under section 54, residential house should be
purchased within 1 year before ar 2 years after the date of transfer or constructed within a
period of 3 years after the date of transfer. In this case, Hari has purchased the residential
house In Delhl within one year before the date of transfer and paid the full amount as per the
purchase agreement, though he does not possess any legal title 111l 31.2.2025 since the transfer
was not registered with the registration authority. However, for the purpose of claiming
exemption under section 54, holding of legal title is not necessary. If the taxpayer pays the full
consideration in terms of the purchase agreement within the stipulated period, the exemption
under section 54 would be available, It was so held in Balra) v, CIT [2002) 254 ITR 22 (Del]
and CIT v, Shahzada Begum (1988) 173 ITR 397 [AP.).

Liii]  As per section 54, since the amount of capital gain does not exceed T 2 crore, Mr. Hari can
claim exemption Lhereunder In respect of investment made in two residential houses situared
in India. However, If Mr., Harl exercises the optlon to claim exemption In respect of two
residentinl houses in Delhl and Chennal in .Y, 2024-25, he shall not be subsequently entitled
to exercise the option for the same ot any other assessment year.

Exemptions from Capital Giains

(QJuestion 25

Mr. Ganesh sold his residential house in Mumbai and earned Jong term capital gain of 2.5 crores, He
purchased two residential flats adjacent to each other on the same day vide two separate registered
sale decds from two different persons. The builder had certified that he had effected necessary
madification to make it one residential apartment. Mr. Ganesh sought exemption under section 54 in
respect of the investment made in purchase of the two residential fats. The Assessing Officer,
however, gave exemption under section 54 to the extent of purchase of one residential flat only
contending that since the long term capital gain exceeds T 2 crore, sub-secton (1) of secton 54
clearly restricts the benefit of exempton to purchase one residential house only and the two flats
cannot be treated as ene residential unit sinee -

(i)  the flats were purchased through different sale deads; and

[i1) it was found by the Inspector that, before its sale to the assessee, the residential flats were in
occupation ol two different tenants.

Examine the correctness of the contention of the Assessing Officer.

Answer

This issue came up before the Karnataka High Court in CIT v, D, Ananda Basappa (2009) 309 ITR 329.
The Court observed that the assessee had shown that the flats were situated side by side and the
buldider had also certified that he had effected modification of the fiats to make them ane unit by
apening the door between the apartments, Therefore, it was Immaterial that the flats were occupied
by two different tenants prior to sale or that it was purchased through different sale deeds. The Court
observed that these were not the grounds to hold that the assesses did not have the mtention o

e e e £ e e e e e el e m—
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Jurehase the two flats as one unit, The Court held that the assessee was entitled to exemption under
qection 54-in respect of purchase of both the flats to form one residential house.
Applying the ratio of the above decision to the case on hand, Mr. Ganesh is entitled to exemption
qeder section 54 in respect of purchase of two flats to form one residential house, Therefore,
(e contention of the Assessing Officer is nol correct,

Yuestion 26

IR Lid, purchased a land for industrial undertaking In May 2004, at a cost of £ 3,50,000, The above
puperty was compulsorily acquired by State Government at & compensation of T 13,00,000 in
Tanuary, 2025. The compensation was received In February, 2025. The com p'any purchaset another
Vel For fts industrial undertaking at o cost of T 2,00,000 tn the month of March, 2025. What s the
it of the capital gains chargeable to tax in the hands of the company for the ALY, 2025-26?

- _Fhmnrzlul Eﬁ' j Cost Inflation Index —|
200405 b . ne
L 2024-25 363

Viswer

Computation of capital gains in the hands of PQR Lud.

| Particulars 1
i Sale proceeds (Compensation received ) 13,006,000
v Cogt of acquisition 3,50,000
[ 950,000 |.
| Lesn: Exemption under section 540 (Cost of acquisition of Ll for its undertaking) 200,000
¢ Taxable long term mpilml gain 7.50,000
iestion 27
roim the following particulars, compute the taxable capital gains of Mr. D for AY.2025-26
| Particulars Amount (1)
| Gt of jewellery [Purchased in F.Y.2005-06] 452,000
Sale price of jewellery sold In January 2025 14,850,000
Lapenses on transfer 7.000
I estdential house purchased in March 2025 500000
T'he cost inflation hulex are as follows:
B Financial Year Cost Inflation Index | |
2005-06 117
2024-25 63
Answer
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Computation of taxable capital gains

Particulars a _!_ B
Gross conslderation 14,50,000 |
Less: Expenses on transfer 7,000 |
Net consideratinn 14,43,000 |
Less: Cost of acquisition 452,000
991,000
Less: Exemption under section S4F (¥ 9.91,000 = ’?:E,IH],H{I[I /3 14,43,000) 343382
‘Taxable long term capital gain B _ ﬁ.aﬁf,ﬁ_lﬂ
Question 28

Mrs. Seema Aggarwal, aged 56 years, a resident individual acquired a residential house at Ayodhya
on 01041993 for ¥ 45,00,000. The Fair market value of the property as on 0L04.2001 was 3
1,20,00,000 and the stamp duty value as on 01042000 was t 1,02,00,000,

Mrs. Seema Aggarwal sold her residential howse located at Ayodhya to Mr. Shiv Kumar on
15.01.2025 for T 15,50,00,000. The value determined by the Stamp Duty Authority on 15.01.2025
was T 17,00,00,000. Mr. Shiv Kumar was handed over the possesgion of the property on 15.01.2025
and the registration process was completed on the same date. He paid the sale proceeds In full on the
date of registration,

After recovering the sale proceeds [vom Shiv Kumar, Mrs. Seema Aggarwal purchased one residential
plot at Amritsar for £ 8 crores on 18.02.2025. She also deposited T 3 crores in o Saving account
opened with State Bank of India, Amritsar under Capital gain account scheme on 31.03.2025 for the
vonstruction of the residential house on above plot.

You are required to calculate the taxable capital gain in the hands of Mrs. Seema Aggarwal for the ALY,
2025-26. Cost Inflation Index for F.Y, 2001-02: 100 and 2024-25%: 363 !

Answer
Computation of taxable Capital gain in the hands of Mrs. Seema Aggarwal

'Particulars . I
15,50,00,000

Full value of mnsld&m—llﬂn

As per section S50C, the full value of consideration would be actual sales
consideration since the stamp duty value as on 15012025 of % 17,00,00,000 does
not exceed 110% of actual consideration of T 15,50,00,000.

Less: Cost of acquisition 1,02,040, 0010

(higher of actual cost of T 45,00,000 and Falr market value as on 1.4.2001 of 2
1.20,00.000, but restricted to stamp duty value as on 142001 of T 1,02,00,000)

: 14,48,00,000

! Less: Exemption under section 54 10,00,00,000

:Jl_l'lll'{.'hrl.‘if of one residential plot of ¥ B crores on 180222025 and deposit of ¥ 3
(erares i Capital Gain Account Scheme on 31.3.2025 (before the date of filing of
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| peturn of income) provided that the construction thereon is completed within the
stipulated time of three years; but restricted to maximum of T 10 crores]

Taxable long term capital gains 4,48,00,000

L e

wote: It may be noted that since Mrs. Seema Aggarwal has transferred residential house on or after
93.7.2024 which was acquired before the said date, she can opt to pay tax @20% on LTCG (computed
with (ndexation) or 12,5% on 1,TCG (computed without indexation) whichever is beneficial to her,

(uestion 29

jullowing are the details of income provided by Mr, Singh, for financial year ended 31= March, 2025

(i) Rental income from property at Bangalore - T 3 Jakhs, Standard Rent - 12,50,000, Fair Rent - 3
2,80,000.

(i) Monicipal and water tax paid during the year: Current year € 35,000, Arrears -3 1,50,000,

(i} Intereston loan borrowed towards major repairs to the property: 1 1,50,000.

(iv] Arrears of rent of 3 30,000 recelved during year, which was not charged to tax in carlier years.

Further, assessee furnished following additional information regarding sale of property at Chennai

(i}  Mr. Singh's father acquired a residential house in April 2006 for ¥ 1,25,000 and thereafter
gifted this property,to the assessee, Mr. Singh on 12 March, 2007,

(i} The property, so gifted, was sold by Mr, Singh on 10% August 2024 The consideration
recelved was ¥ 25,00,000,

(it] Stamp duty charges paid by the purchaser at the time of registration i 13% [as por statutory
guidelines) was % 3,90,000.

[iv] Oul of the sale consideration received:

[a)  On 0Z01.2025, the assessee had purchased two adjacent flats, in the same building, and
made suitable modification to make it as one unit. The (nvestment was made by separate
sale deeds, amount being % B,00,000 and 3 7,00,000, respectively.

(b] On 10.10.2024, T 10 lakhs was invesied in bonds issued by Mational Highways Authorily
af Indla, but the allotment of the bonds was made on L.Z.2025.

Compute Mr. Singh's taxable income for A.Y. 2025-26 assuming that he has exercised the option to
shitft out of the default tax regime under section 115BAC.

Cost Infation Index: F.Y. 2006-07: 122: F.Y. 2024-25; 363

Answer
Computation of taxable income of Mr, Singh
N N Particulars o | L 1 1
Income from house property : N
Grass Annual Value [Higher of Expected Rent & Actual Rent) 3.00,000
Expected Rent [lower of Fair Rent and Standard Rent] 2 50,000
Actual Rent | 3.00.000
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Less: Municipal toxes paid by Mr. Singh during the year (Including

arrears) [ 35,000 + t 1,50,000] 185,000
Net Annual Value [NAY) 1,15,000
Less: Deductions under section 24 ]
(a) 30% of NAV | 34,500
(b} Interest on loan borrowed for major repairs | 1,50,000 1,684,500
(69,500)
Arrears of rent taxable under section 25A 1 30,000
Less: Deductioni@ 305 ! 9,000 21,000
| (48,500)
Capltal Gains i
Full value of constderation 30,00,000
As per section 50C, the full value of consideration would be higher of -
Actual Consideration 25,00,000
Stamp Duty Value | 3,90,000/139%] 30.00,000
Since stamp duty value > 110% of actual consideration
Less: Cost of acguisition
As per section 49(1), vost of acquisition of the residential house N
gifted hy Mr, Singh's father to Mr. Singh would be the cost for | i
whuch Mr, Singh's father scquired the usset . | 125000
28,775,000

less: Exemption under section 54 (¥ 8,00,000 + T 7,00,000)

Purchase of residential house within stipulated time {within one
vear before or two years alter the date of sale] [Where the {lats are
situated side by side & bullder had effected necessary modification
to make it as one house, assessed would be entitled 1o exemption
under section 54 in respect of investment in both the fats, despite |
the fact that they were purchased by separate sale deeds)
[CIT v. Ananda Basappa (2009) 331 ITR 211 (Kar.)] 15,00,000

Note: Since two adjacent flats are treated as one residential house,
Mr. Singh can defer availing exemption under section 54 in respect
of two residential houses [where capital gains does not exceed 1 2
crores) toa later assessment year.

Exemption under section 54EC

Investment in bonds of NHAL within six months from the date of
transfer. Where the payment for bonds has been made within six
month perlod, exemption under section 54EC would be available
even it allotment of bonds was made after expiry of six months

[Hindustan Unilever Ltd. v. DCIT (2010) 325 I'TR 102 (Bom,)) 10,00,000 | 25,00,000
Long-term capital gains - 3,75,000 |
‘Total Income (3,75,000 - 48,500) | - 3,26,500
BY CA ATUL AGARWAL [AIR-1)
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Capital Gains
M
Note: It may be noted that since Mr. Singh has transferred residential house property on or after
29.7.2024 which was acquired before the sald date, he can opt to pay tax @20% on LTCG [computed
with Indexation) or 12.5% an LTCG (computed without indexation) whi chever is beneficial to him.

(uestion 30

wr. Saniay Is a resident in Incdia aged 55 years. He had an impressive investment portfollo In various
mutwal funds, He redeemed his entire mutual fund investment portfolio and bought a villa in
| amavala for ¥ 2.00 crores to spend rest of his life there. The details of mutual funds are as under:

SN.| Type of mutual ~ Date of Date of Amount invested |Amount redeemed
fund investment | redemption (in ¥ lakhs) (in % lakhs]
1 | BLRgrowthfund | 03042021 | 05012025 120 140
2 | ABC Strategic fund | 04.05.2023 | 02.02.2025 4 50
3 | ABD Mideap fund | 20032024 | 10.0L.2025 115 118
4 | SHA Growth fund | 08112022 | 12.03.2025 110 120

‘The lunds stated at 1 and 2 have invested 30% of their proceeds in equity shares of domestic
companies and funds stated at 3 and 4 have invested 70% of their proceeds in equity shares of
domestic companies. The investment pattern of funds remained unchanged over all the years. STT is
pastd al the time of acquisition and redemption of mumnll fund, wherever applicable. '

You are required to compute the capital gains chargeable to tux in the hands of Mr. Sanjay for AY.
202526, Cll: 2021-22: 317, 2022-23; 311; 2023-24: 348; 2024-25: 363

Answer
Cemputation of capital gains of Mr. Sanjay

Particulars | ® %

Redemption of BLR grm;rih fund .

Full value of consideration [Redemption value] 1,40,00,000

Less: Cost of acquisition (No Index, since transfer took place on or after | 1.20.00.000

23.7.2024)

Long term capital gaing [Since it s debt fund (as not more than 65% of 20,00,000
the proceeds are invested in eguity shares of domestic companies] and it

was held by Mr, Sanjay for more than 24 menths immediately preceding 1

the date of its transfer]

Redemption of ABC Strategic fund

Full value of consideration |Redemption valuc] 50,00,000

l.ess: Cost of acquisition 46.00,000

Short term capital gains [Since It is a specified mutual fund {as not 4.00,000
Imr;rr.- than 35% af its proceeds are invested In equity shares of domestic

companies) which is acquired en or after 1.4.2023, this fund would be

considered as short-term capital asset as per section S0AA irvespective

af the period of holding]

BY CA ATUL AGARWAL (AIR-1)
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Redemption of ABD Midcap fund

Full value of consideration [Redemption value)

l.ess: Cost of acguisition

Short term capital gains [Since it is equity-oriented fund (as more than
65% of its proceeds are Invested In equity shares of domestic
companies) and it was held by Mr, Sanjoy for not more than 12 months
immediately preceding the date of its transier)

Redemption of SBA Growth fund

Full value of consideration [Redemption value]

Less: Cost of acquisition [Indexation benefit would not be available in
case of income taxahle under section 112A]

Lung term capital gains [Since it is equity-oriented fund (a5 more than
65% of its procesds are invested in equity shares of domestle
companies] and it was held by Mr, Sanjay lor more than 12 months
immediately preceding the date of its transfer]

Less: Exemption under section 54F

Capital gain arising on transfer of a long-term capltal asset other than a
residential housze shall not be chargeable to tox to the extent such capital
eain Is invested in purchase of one residential bouse In India within one
year betore or bwo years afler date of transfer of onginal asset
Therelure, In the present case, the exemption would be available enly in
respect of long-term capital gains from redemption of BLR growlh fund
and SBA Growth fund, }

Exemption from long term capital gains from redemption of BLR short
term fund [20,00,000 x 1,46,00,000/1,40,00,000]

Extmption Irom long term capital gains [rom redempeion of SBA Growth
fund |10,00,000 x 60,00,000 (2 crores - 1.40 crores)/1,20,00,000]
Capital gains chargeable to tax

Capital Gains
B ——— I ——— e e —— ]

1,18,00,000
500,10

1,20,00,000
110,00.000

200,000

10,00,000

37,00,000 |

20,00,000

5,00,000

—
12,00,000

Question 31

Gama Lid, located within the corporation limits decided in December, 2024 decided to shift ics
industrial undertaking to non-urban arca. The company sold some of the assets ﬂmi acquired new

assets in the process of shifting. The relevant demils are as follows:

(¥ in lacs)
Particulars Land | Building Plant& | Furniture
| | Machinery
" (1) | Sale proceeds (sale effected in March, 2025) | 8 18 16 3
| (i1} | Cost u[mqujsiuun h o 4 10 12 2
| (i) | WDV in terms of section 50 "~ | #% | 8 2 |

HY CA ATUL AGARWAL (AIR-1)
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Capital Gains

(iv) | Cost of new assets purchased in July, 2025
| for the purpose of business in the new place

e

compute the capital gains of Gama Ltd for the assessment year 2025-26.

4 7 17 4

Answer

section 54G deals with deduction in respect of any capital gain that may arise from the transfer of
<n industrial undertaking situated in an urban area in the course of or In consequence of shifting to
a non-urban area,

If the assessee purchases new machinery or plant or acquires a building or land or constructs a new
building or shifts the original asset and transfers the establishment to the new area, within 1 year
befare or 3 years after the date on which the transfer takes place, then, instead of the capital gain
heing charged to tax, it shall be dealt with as under:

1. [fthe capital gain Is greater than the cost of the new asset, the difference between the capital
gain and the cost of the new asset shall be chargeable as income ‘under section 45'.

2. |[the capital gain is equal to or Jess than the cost of the new asset, section 45 is not to be applied.

The capital assets referred to In section 54G are machinery or plant or land or building or any rights
in building or kund. Capital gain arising on transfer of furniture does not gualify for exemption under
section 546G, No exemption is therefore available under section 540G In respect of investment of ¥ 2
laes In acquiring furniture. \

The first step therefore Is to determing the capital gain arising out of the transfer and thereafter
apply the provisions of sectlon 550

L]

— e e—

Particulars t

(@) | Land - Sale procecds [Hunﬂepm:iame asset) i,00,000
Less: Cost of acquisition 400,000

Long term capital gain Iﬁmﬁ

Loge: Coist of new assets purchased within three year after the date of transfer

(under section 54G] (See Note below) - 300,000

Taxable Long term capital gain 1.uﬁ.ﬁ'

' () Huiidlug - sale proceeds (depreciable asse1s) _]E,ED;EE
Less: WDV, Is deemed as cost of acquisition under section 50 4,00,000

Short term capital gain 14,00,000 |
(¢} | Plant & machinery- sale proceeds (depreciable assel) 16,000,000
Less: WDV is deemed cost under section 50 500,000
Short term capital gain : 1 1,mmu

(d) | Furniture - sale proceeds (depreciable asset] - ;Ell_ﬂ,l]ﬁﬂ_
Less: WDV is deemed cost under section 50 200,000
L Shart term capital gain (A) | 100,000

- © Summary o t

Short term l.'.n'-!_'p!iLEll [.;Tin: Building o | 14,00,000
Short term capital gain: Plant & machinery E._un,nnu

o BY CA ATUL AGARWAL (AIR-1) '
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25,000,000
Less: Sectlon 540G [New assets purchased) (See Note below) 25,00,000
Net short term capital gain (B) Nil
Total short term -:apij:al gain (A)+(B) =% 1 lac

Note - Total exemption available under section 546G is ¥ 28 facs (T 4 lacs + 2 7 lacs + 3 17 lacs). The
exemption should first be exhausted against short term capital gain as the incldence of tax In case of
short-term capital gain is more than in case of long term capital gain. Therefore, ¥ 25 lacs Is
exhausted against short term capital gain and the balance of 2 3 lacs against long term capital gain,

The taxable capital pains would be:

Long term capltal gains T 1,00,000 (taxable @12.5% under section 112)
Short term capital gains (furniture) 1 100000 (taxable at applicable tax rates)
3200000

Tax on Capital Gain (Section 112A &112)
Question 32

Determine the capital gaing/loss on transfer of listed equity shares (STT paid both at the Wme of
acyuisitlon and transfer of shares) and units of equity oriented mutual fund [STT paid at the time of
transfer of units] for the AY.2025-26 and tax, if any, payable thercon, in the [ollowing cases,
ussuming that these are the only transactions covered under section 112A during the P.Y.2024-25 in
respect of these assessees:

(i} Mr. Prasun purchased 300 shares in A Ltd. on 20.5.2017 at 2 cost of ¥ 400 per share. He sold all
the shiares of A Lid. on 31.8.2024 for T 1200, The price at which these shares were traded In
National Stocl Exchange on 31.1,.2018 Is as follows:

Particulars Amount in 3 |
T Highest Trading Price T
Average Trading Price 6480
IﬂweETmtting Price ___ a0

(1]} Mr. Raj purchased 200 units each of equity sriented funds, Fund A and Fund Bon 1.2.2017 ata
cost of 2 550 per unlt. The units were not Lsted at the tme of purchase. Subsequently, units of
Fund A were listed on L1.2018 and units of Fund B were listed on 1.2,2018 on the National
Stock Exchange. Mr. Raj sold all the units on 3.8.2024 for T 900 each. The detnils relating to
quoted price on National Stock Exchange and net asset value of the units are given hereunder:;

[ el i

Particulars Fund A Fund B
i .Punuunli in 1 Amu_unt in¥
Highest Trading Price 750 (on 31.1.2018) 800 (on 1.2.2018)
Average TradingPrice | 700 [on 31.1.2018) 750 (on 1.2.2018)
Lowest Trading Price 630 [on 31.1.2018j Tﬂﬂ_rar-:_l 2.2018)
Nt Asset Valoe on 31.1.2018 500 950

N BY CA ATUL AGARWAL [AIR-1)
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For the purpoese of computation of long-term capital gains charfgeable to tax under section
1124 the cost of acquisition in relation ro the long-term capital asset, being an equity share in
s eommpainy or 4 unit of an equity orlented fund or a unit of a business trust acquired before 1
February, 2018 shall be the higher of

(4] costof acquisition of such asset, L, actual cost; and
(b lowerof
1] the fair market value of such asset as on 31.1.2018; and

(1 the full value of consideration received or aceruing as a result of the transfer of the
capltal asset, '

Ve taiv market value of listed equity shares as on 31.1.2018 is the highest price quoted on the
recoguiced stock exchange as on that date.

Aveoriingly, long-term capital gain on transfer of STT paid listed equity shares by Mr. Prasun
Wil b determined as follows;

'he FMV of shares of A Ltd, would be T 700, being the highest price quoted on National Stock
Fachnnge on 3112018, The cost of acquisition of each equity share in A Ltd. would be ¥ 700,
siing higher of actual cost Le., ¥ 400 and ¥ 700 [being the lower of FMV of T 780 as on
(12018 (e, the highest trading price] and actual sale conslderation of 3 1,200]. Thus, the
lusg-term capital gain would be ¥ 1,50,000 i.e.. (T 1,200 - T 700) x 300 shaves. The long-
Lerm capital gain of ¥ 25,000 (i.e., the amount in excess of T 1,25,000) would be subject to
G 12.5% under section 112A [plus cess@4%), without benefit of indexation,

(n the case of units listed on recognised stock exchange on the date of transfer, the FMV as on
111,201 8 would be the highest trading price on recognised stock exchange as on 3112018 (if
“heres are listed on that date), elss, it would be the net assot value as on 31.1.2018 [where
clires are unlisted on that date].

Aceardingly, the FMV of units of Fund A as on 31.1.2018 would be ¥ 750 [being the highest
trodiog price on 3112018, since the units of Fund A arc listed on that date) and the FMV of
it ol Fund B as on 3L L2018 would be 3 950 (being the net asset value as on 3112018,
since the units of Fund B are unlisted on that date),

e cosl of acquisition of a unit of Fund A would be 3 750, being higher of actual cost Le,, ¥ 550
wiek © 750 (being the lower of FMV of ® 750 as on 31.1.2018 and actual sale consideration of %
J00]. Thus, the long-term capital gains on sale of units of Fund A would be T 30,000 (1
GUL -3 750) x 200 units,

e cost of acguisivion of a unit of Fund B would be 3 900, being higher of actual cost i.e, 3550
and ¥ 900 (being the lower of FMV of T 950 as on 31,1.2018 (net assel value) and actual sale
contstderation of T 900). Thus, the long-term capital gains on sale of units of Fund B would
b NiT (T 900 - T 900) x 200 units,

Since the long-term capital gains on sale of units Is T 30,000, which s less than %
125,000, the said sum is not chargeable to tax under section 112A.

BY CA ATUL AGARWAL [AIR-1)
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(Juestion 33

Mr. Shyam purchased a house property on February 15, 1979 for 3 3,24,000. In addition, he has also
pald stamp duty @ 10% on the stamp duty value of £ 3,50,000.

In April, 2008, My, Shyam entered into an agreement with Mr. Mohan for sale of such property for 3
14 35,000 and received an amount of % 1,11,000 as advance. However, the sale consideration did not
materlalize and Mr, Shyam forfeited the advance. In May 2015, he again entered into an agreement
tor sale of said house for € 2025000 1w Ms. Deepshikha and received 3 151,000 as advance.
Howuever, as Ms, Dee¢pshikha did not pay the balance amount, Mr, Shyam forfeited the advance. In
August, 2015, Mr. Shyam constructed the st foor by Incurring o cost of T3,90,000,

On November 15, 2024, Mr. Shyam entered Into an agreement with Mr, Manish for sale of such house
tor £ 50,50,000 and received an amount of ¥ 1,50,000 as advance through an account payee cheque.
Mr. Manish paid the balance entire sum and Mr. Shyam transferred the housa to Mr. Manish on
February 20, 2025, Mr. Shyam has paid the brokerage @1% of snle consideration to the broker.

On April 1, 2001, fair market value of the house property was ¥ 11,85,000 and Stamp duty value was
€ 10,70,000. Further, the Valuation as per Stump duty Authority of such house on 15 November,
2024 was 1 39,00,000 and on 20t February, 2025 was T 41,00,000.

Compute capital gains in the bands of Mr. Shyam for A.Y.2025-26, Also, compute tax liability under
sectlon 112, assuming that basic exempton limit has been fully exhausted apainst other income,

Ci for Y. 2001-02: 100; F.XY. 2008-0%: 137:F.Y. 2015-16: 254 F.Y. 2024-25: 363

Answer
Computation of Capital gains in the hands of Mr. Shvam for AY. 2025-26
o Particulars Amount (T)| Amount [T)
Actuzl sale consideration 30,50,0:00
_ | Valuation as per Stamp duty Authority on the date of agreement 39,00,000

{ Where the actual sale consideration Is less than the value adapted by
the Stamp Valuation Authority for the purpose of charging stamp
duty, and such stamp duty value exceeds 110% of the actual sale
comsideration then, the value adopted by Stamp Valuation Authority
shall be taken to be the full value of consideration as per section 50,

However, where the date of agreement is different from the date of
registration, stamp duty value on the date of agreement can be
constdered, provided the whole or part of the consideration Is
recelved by way of account payee cheque/bank draft or by way of
ECS through bank account or such other electronic mode as may be
prescribed on or before the date of agreement

In the present case, since part of the payment Is made by account
payee cheque on the date of agreement, the stamp duty value on the
date of agreement would be constdered as full value of considerarion)
Deemed Full value of consideration |Sinve stamp duty value on the 39,00,000
date of agreement excesds 11086 of the actual consideration, stamp
duty value would be deemed as Full Value of Consideration]

BY CA ATUL AGARWAL {AIR-1)
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| Luss: lixpenses on transfer (Brokerage @1% of T 30,50,000) | 30,500
feet wtle consideration 3869500
|, ece: Cost of acquisition (Note 1) 9.59,000

' Lpeo Costof improvement 3.90,000 13,49,000

| ang term capital gain [ 25,20,500)

Computation of tax liability u/s 112
a ~ Particulars :!I.mI:ul.ml."[ft}p"I
LT 0f $.25,20,500 x 12.5% 1 3as063
|Adil lealth and Education cess @4% 12.603
327,666

}..| | TUG with Indexation benefit

| it Sale consideration 38.69,500

|y,e5: Indexed cost of acquisition 2 9,59,000 % 363/100) 34,81,170

ens lndesed cost of Improvement [¥ 3.90,000 x 363/254] 557362

| Long-term capital loss | [L69.032)

v the computation results in a long term capital loss, if indexation benefit is given, the tax u/s
|+ would be Nil. However, this computation is only for determining tax liability, the said loss |
il either be set off nor carned forward. |

Molegs

Cumputation of cost of acquisition

© Particulars Amount ()| Amount ()
Cast of acquisttion, 10,70,000
Heing the higher of
i (1) lower of Fair market vajue i.e, 1 11,85,000 and Stamp duty 10,70,000
| value ie, ® 10,700 [Eﬂ. on April 1, 20011
i} Actual cost of acguisition (% 3,24,000 + % 35,000, being 3,59,000
' stamp duty @ 10% of  3,50,000)
| Less: Advance money taken {rom Mr. Mohan and forfeited . 1,11,000
Costof acquisition 2 - | 9,59,000

(4, Where advance money has been received by the assessee, and refained by him, #5 a result of
Cilure of the negotiations, séction 51 will apply. The advance retained by the assessee will go
ro reduce the cost of acquisition. Accordingly, cost of acquisition after reducing the advance
money forfeited would be ¥ 9,59,000 [te. T 10,70,000 -3 1,1 1,000 [heing the advance money
(arfeited during the .Y, 2008-09)]. However, where the advance money is forfeited during the
srevious year 2014-15 or thereafter, the amount forfeited would be taxable under the head
“lncome from Other Sources” and such amount will not be deducted from the cost of
wiuisition of such asset while calculating capltal gains, Hence, 3 151,000, being the advance
received from Ms; Deepshikha and retained by him, would have been taxable under the head

"licome from ather sources™ in the hands of Mr. Shyam in AY.2016-17,

= e —
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CHAPTER -3
Profits & Gains of Business or Profession (PGBP)

Depreciation

Question 1

A newly qualified Chartered Accountant Mr. Dhaval, commenced practice and has acqulred the
following assets In his office during F.Y. 2024-25 at the cost shown against each {ter. Caleulate the
amount of depreclation that can be claimed from his professional income for A.Y.2025-26. Assume
that all the assets were purchased by way of account payee cheque.

1

5 - - ﬁus_n'ﬁﬁt;in Dateof | Datewhen | Amount
N acquisition | pult to use 1
L. | Computer including computer software 27Sept. 24 | 10ct, 24 35,000
2. | Computer UPS . 20ct,; 24 80ct, 24 H,510)
3. | Computer printer 1 Oct., 24 1 Oct., 24 12,500
4. | Books {of which books being annual publications | 1 Apr, 24 1 Apr., 24 13,000
are of T12,000)
5. | Office furniture (Acquired from a practising CA) | 1 Apr. 24 1 Apr., 24 4,00,000
6. | Laptap * 265ep,24 | 80ct, 24 43,000
Answer

Computation of depreciation allowable

| Asset _ l_lutu Depreciation
.r' Block 1 Furniture ISEE-wurking note below] | 10% 30,000
| Block 2 Plant {Computer including compurer software, computer UPS, | 409
' laptop, computes printer & books) 34500
Total depreciation allowable | __ﬁ-i-.sﬁ'
Working Notes: 1
Computation of depreciation
Block of Assets | 3
Riock 1: Furniture - [Rate of depreciation - 10%]
Put to use for more than 180 days [T 3,00,000&10%| 30,000
Block 2: Plant [Rate of depreciation - 40%;]
(4) Computer including computer seftware [put to use for more than 180 days) 14,000
[T 35,000 @ 40%]
(h) Computer UPS {put to use for less than 180 days) [2 8,500@ 20%) [See note 1,700
Lelow]
(c) Computer Printer (put to use for more than 180 days) [T 12,500 6 40%) 5,000
(d) Laptop [put to use for less than 180 days) [T 43,000 @ 20%) [See note 3,600
below]
. BY €A ATUL AGARWAL (AIR-1)
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| () Books (being annual publications or other than annwal publications] (Put to 5,200
i for more than 180 days) [ 13,000 @ 40 %)

34,500

S

Note - Where an asset Is acquired by the assessee during the previous vear and Is put to use for the
Urposes of business ar profession for a period of less than 180 days, the deduction on account of
depreciation would be restricted to 50% of the prescribed rate. In this case, since Mr, Dhaval
commenced his practice in the PY.2024-25 and acquired the assets during the same year, the
restriction of depreciation to 50% of the prescribed rate would apply to those assets which have
been put to use for less than 180 days in that year, namely, laptop and computer UPS.

Question 2

Lights and Power Ltd. engaged in the business of generation of power, furnishes the following
particulars pertaining to P.Y. 2024-25. Compute the deprectation allowable under section 32 for ALY,
2025-26 and the written down value of the block of assets as on 01,04,2025, while computing his
income under the head “Profits and gains of business or profession”, The company has opted for the
depreciation allowance on the basis of written down value. Assume that all the assets were
purchased by way of dccount payee cheque. Assume company does not opt for the provisions of
seetion 115BAA or sectlon 115BAR,

Particulars ()

1, | Opening Written dewn value of Plant and Machinery [15% block) as on 5, 78,000
01.04.2024 (Purchase value 3 8,00,000)
2. | Purchase of second hand machinery (15% block) on 29.12.2024 fur business 2,00,000
puUrpose
3.'| Machinery ¥ [15% block) purchased and installed on 12.07.2024 for the #.00,000
purpose of power generation

4, | Acquired and Inswalled for use o new air pollution control equipment on £,50,000
31.7.2024 '
5. | New air conditioner purchased and installed in office premises un 8.9.2024 3,00,000

b, | New machinery Z {15% block) acquired and installed on 23.11.2024 for the 3,25,000
purpose of generation of power

7. | Sale value of an old machinery X, sold during the year (Purchase value % 3,10,000
480,000, WDV as on 01.04.2024 % 3,46,800)

Answer
Computation of depreciation allowance undey section 32
Plant and Plant and
Machinery Machinery
P Ii T
artioulars (%) (15%) (40%)
(1) (%)
Opening WDV as on 01,04.2024 5.78,000 -
BY CA ATUL AGARWAL (AIR-1]
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Add: Plant and Machinery acquired during the year
- Second hand machinery 2,00,000
- Machinery Y 8,00,000
- Air conditioner for office 3,00,000
- Machinery 7 3,25,000 16,25,000 .
- Alr pollution control equipment - 2,50,000
22,03,000 2,50,000
Less: Asset sold during the year 3,10,000 il
Written down value as on 31.3.2025 before charging 18,93,000 2,50,000
depreciation
Normal depreciation
40% on air pollution control equipment [ 2.50,000 x . 1,00,000
40%)
Depreciation on plant and machinery pul to use
for less than 180 dayséd 7.5% [Le, 50% of 15%)
- Second hand machinery [ 2,00,000 = 7.5%) 15,000
- Machinery Z (3 3.25,000 = 7.5%) 243175 19,375
15% on the balance WDV belng put to usé¢ for more 2,05,200
thian 180 days (¥ 13,68,000 » 15%:)
Additional depreciation
- Machinery ¥ (1 B,00,000 = 204%) 160,000
- Machinery £ (1 3,25,000 = 10%, being 50% of 20%) 32,500 192,500 | . -
- Alr pollution control equipment (32,50, 000= 2044) (S . 50,000
Total depreciation ' 437,075 1,50,000
WDV as on 1.4.2025 1455925 1,00,000
Notes:

(I} Power geoeration equipments qualify for elaiming additional depreciation in respect of new
plant and machinery,

(i) Additional depreciation is not allowed in respect of second hand machinery and air conditioner
installed in office premises.

(iti} The balance 50% additional depreciation in respect of Machinery' 2 of T 32,500 [(10% x
4,25,000] can be claimed as deduction in subsequent finandal year ie, Y, 2025-26,

Question 3

Compute the quantum of depreciation available under section 32 of the Income-tax Act, 1961 in
respect of the following items of Plant and Machinery purchased by POR Textile Ltd, by paying
through account payee chegque, which is engaged in the manufacture of textile fabrics, for the year
ended 3132025, Assume company does not opt lor the provisions ol section 115BAA or section
115BAR: !

T e e e e ——— _— T ———
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['I_!n crores)

MNew m;rﬁ!ﬂﬂ:; J.rmt:.ille-d on 152024
New Windmill purchased and installed on 18,6.2024.

2024)

ltems purchased after 304 November 2024
Fork-lift-trucks, used inside factory
Computers installed in office premises
Computers installed in factory

New imported machinery

Lorries for transporting goods Lo sales depots (purchased and put to use in faly,

B4
22
3

z
12

The new imported machinery arrived at Chennal port on 30.03.2025 and was installed on 3.4.2025:

All other ltems were installed during the year ended 31.3.2025.
The company was newly started during the year.

Also, compute the WDV of the various blocks of assets as on 1.4.2025 after charging depreciation for

P.Y. 2024-25.

Answer

Compu tation of depreciation allowance under section 32

| Particulars Normal | Additional
Depreciation | Depreciation
| (% in crares)
m Plant and Machinery {15% block] (Put to use for 180
days or more)
- New machinery installed 84.00 Ba.00
- Lorries fdr transporting goods to depots 2.0 — |
H7.00 8+4.00
Normal Depreciation @15% & additional deprecation @ 13.05 16.80
20%
(B} Plant and Machinery (15% block) (Put to use for less than

180 days - hence, depreciation is restricted to 7.5%,

being 50% of 15%)

- Fork-lift trucks, used inskde a factory 4,00 4.00
Normal Depreciation @ 7.5% & additional depreciation @ 030 0.40
109
() Plant and Machinery (0% block) (Put to use for less than

180 days, hence depreciation restricted to 20%, i.e., 50%

of 40%)

- Computers installed n office premises 1.00

- Computers installed in factory 2.00 2.00

3,00 200

e S e —— A
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' Normal depreciation @20% & additional depreciation @ 0,60 0.20
| 10%%
(D) Plant and Machinery (40% block) (Put to use for 180
 days or more) (See Note 1)
! - New windmill purchased and installed 22.00 22.00
Normal Depreciation @ 40% & additional depreciation @ 1.80 440
| 0%
Total depreciation and additienal depreciation
= Plant and Machinery (15% biock) (A +B) 1335 17.20
| - Plant and Machinery (40% block) (C + D) 9.40 4.60
Depreciation available under section 32 = ¥ 44.55 crores
Computation of Written Down Value (WDV) as on 01.04.2025
Particulars ' Plant & Machinery
15% 40%
(T in crores) -
I"r’]]‘!' as on 01042024 [The company wa::". _atu-te:j tlul-'ing_ﬂ'w year - as il Nil
siven in guestion)
Adid: Plant and Machinery acquired during the year i
- New Machinery installed 4400 !
- Liormigs for transporting goods to sales depots 3.00 |
= Fork-lift trucks, used Inside factory 4.00 |
- New imported machinery 1200  103.00
New Windmill purchased and installed -1 2200
Computers installed in office premises - 1.00
- Computers installed in factory - 2.00
103.00 | 2500
Legs: Asset sold during the year Nil MNil
WDV as on 31.3.2025 (before charging depreciation) 103.00 25.00
Less: Depreciation for the P.Y 2024-25
- Normal depreciation 13.35 940
- Additional depreciation 17.20 +60
WDV as on 1.4.2025 {almr_fh?rging -:leprer:inﬁc_m] 7245 11.00 [

Motes:

1) Windmills and any specially desipned devices which run on windmills installed on or after

1.4.2014 would be elipible for deprectation 6@ 409,

(Z) New lmported machinery was not installed during the previous year 2024-25. Hence, it would
not be eligible lor additional depreciation for AY. 202526, It would also not be eligible for
normal depreciation for AY. 2025-26, since it was not put to use in the P.Y. 2024-25 being the

vear of acquisition
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_ Profits & Gains of Business or Profession
(3) v may be noted that investment in the following plant and machinery would not be eligible for
Jliditional depreciation under section 32(1)(Ha):

(a) Lorries for transporting goods to sales depots, being vehlcles /road transport vehicles; and
() Computers installed in office premises,

(4) A5 per section 2(28) of the Motor Vehicles Act, 1968, the definition of a “vehicle” excludes, Inter
Jlin, a vehicle of special type adopted for use only in a factory o in any enclosed premises.
Therefore, fork-NIft trucks used inside the factory would not fall within the definition of “vehicle™,
Hence, itis eligible for additional deprecation under section 32(1)(ila).

Duestion 4

el Lid has @ block of assets carrying 15% rate of depreciation, whose written down value on
01.04.2024 was %40 lacs. It purchased another asset (second-hand plant and machinery) of the same
biock an 01.11.2024 for T 14.40 lacs and put to use on the same day. Sal Lid. was amalgamated with
Shiedi Ltd. with effect from 01,01.2025,

ou are required to compute the depreclation allowable to Sai Ltd. & Shirdi Ltd, for the prévious year
ndadd on 31,03.2025 assuming that the assets were transferred to Shirdi Ltd. at ¥ 60 lacs. Also
acsume that the plant and machinery were purchased by way of account payee cheque.

Answer 1

Statement showing computation of depreciation allowable to Saf Ltd. & Shirdi Lid.

Particulars 1
Written down value (WDV) _-.a-s on 14,2024 . o &0,00,000 |
Addition during the yeéar (used for less than 180 days) 14,840,000
Total : 54,440,000
Depreciation on T 40,00,000 @ 15% : 6,00,000
| Depreciation on $ 14.40,000 @ 7.5% 1,08,000
- Total depreciation for the year - 7,08,000

Apportionment hetween two companies:
{a) Amalgamating company, Sai Ltd,

T £,00,000 x 275/365 4 57 (155
1 1,08,000 = 51/151 43,629
495,684
(b} Amalgamated company, Shirdi Ltd,
% 6,00,000 = B0/365 147,945
11,008,000 = 90/151 64,371
| B 212316
Notes:

(il The nperegate deduction, in respect of depreciation allowable to the amalgamating company

and amalgamated company tn the case of amalgamation shall not exceed in any case, the
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deduction calculated at the prescribed rates as if the amalgamation had not taken place, Such
deduction shall be apportioned between the amalpamating company and the amalgamated
company in the ratlo of the number of days for which the assets were used by them.

(i) The price at which the assets were transferred, Le, ¥ 60 lacs, has no implication in computing
eligible depreciation,

ng & Manufactur

Question 5

Miss Vivitha, a resident and ordinarily resident in India, has derived the fullowing income from
varipus operations (relating to plantations and estates owned by her] during the year ended
31.3.2025:

SN. Particulars ' [ e ]
[i) |Income from sale of centrifuged latex processed from rubber plants grown in| 300,004
Darjecling.
(11} | Income from sale of coffee grown and cured in Yercaud, Tamil Nadu. 100,000
{ii.i'] Income from sale of coffee grown, cured, roasted and grounded, in Colombo. - 2,50.000
I-%ﬂﬂ consideration was received at Ehun_l_}_m; S 1 |
() | Income brom sale of tea grown and manufacturced in Shimla 4,00, 000
_{‘;rj Income from sapling and .wming HTOWTL I 4 nursery at {.'m.'hin._ﬂaﬁir _EII:};H[I'I'}_
operations were not carried out by her on land.

You are required to compute the business income and agricultural Income of Miss Vivitha for the AY.
2025-26,

Answer
Computation of business income and agricultural income of Ms. Vivitha
S5.N. | Seurce of income Groass (1) Business income Agricultural
income
L % i i

(i) | Sale of centrifuged latex from rubber| 3,00000| 359 | 105000 195000
plants grown in India. '

(it) | Sale of coffee grown and cured in India 100,000 25% 25,000 | 75,000
(iii] | Sate of caffee grown, cured, roasted and | 250,000 100% | 250,000 :

grounded outside India. (See Note 1)
(iv) | Sale of tea grown and manufactured in| 400,000 | 4045 1,60,600 | 240,000
india
(v) | Saplings and seedlings grown (n nursery 80,000 Nil 00,000
in India (See Note 2)
Total T 540,000 590,000
Notes
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{, ‘Whers income js derlved from sale of coffee grown, cured, ronsted and grounded by the seller in
i A0% of such Income is taken as busingss lncome and the balance as agricultural income.
However, in this question, these operations are done in Colomhbo, 5§ lanka. Hence, there is no

estion of such appertionment and the whole Income is taxable as business income. Receipt of
gale proceeds in Indin does not make this agricultural income. In the case of an assessee, being 3
redldent and ordinarily resident, the income arising autside India is also chargeahle to tax.

3 paplanation 3 to sectiin 2(1A) provides that the income derlved from saplings or seedlings
rrovm In @ nursery would be deemed to be agricultural income whether or not the basic
aperations were carried eut on land,

Question 6

'the business profit of T Lid, a tea growing and manufactunng company, is T 120 lacs [before
dednetion under section 33AB) for the AY, 2025-26, 1t deposits & 50 lacs with NABARD lor claiming
Qe ot under section 33AH. 1t wants to claim set-off of brought forward business loss of 3 40 lacs.
iind oot the taxable inconse of T Lud. for the AY.2025-26.

Nswer

A soeasee, engaged In growing and manufacturing tea in [ndia, is entitled to a deduction u/s 33AB,
iy respsert of amount deposited to an account maintained with NAHARD as per scheme approved by
Tea Board. The deduction s lower of the following two amounts -

(1] Amount deposited to the account maintained with NABARD within & months from end of the
previous year or before the “due date” for filing return of income, whichever [searlier;

(i) 0% of profits of such business computed under the head *Profits and Gains of Husiness or
Irofession” before making any deduction under this section.

WMie above deduction will be allowed before set off of brovght forward business loss u/s 72

Computation of taxable income of T Ltd:

Particulars ' BE fin lacs) | 3 (in bacs) |
Prol: efore deduction under section 33AB ™ 120,00
Less Treduction under section 33AB for deposit 1o the account with
NABARD being lower of the following amounts:
Amount depositéd with NABARD 50l
10%, of business profit f.e, 40% of T 120 lacs 48 48,00
72.00
Less: BUS at t 72 lacs, being asricultural income as per Rule B 33.20
28.80
Leaas Set of brought forward loss under section 72 28,80
Tovahle business income/Total Income | Nl

Note - The balance business loss of ¥ 11.20 Jacs (Le, T 40 lacs - T28.80 lacs) can be carried forward
to thie next year forset off against business income.
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Question 7

M /s, Goman P Ltd, a closely held company, is in the business of growing and manufacturing rubber.
The profit & loss account for the year ended 31.03,2025 of the company shows a net profit £ 37.65
croves after debiting depreciation of ¥ 30 crores.

The company has provided the followlng additional information;
(i}  The company has deposited 30 crores {na special account with NABARD on 29.04.2025,

(] The company has brought forward losses of 1 6 crores pertaining to Assessment Year 2023-24.
Mr. A who continuously held 60% of shares carrying voting power since inco rporation of the
company, had seld his entire holding to Mr. B on 01.08.2024.

(i) The company had an accumulated balance of ¥ 200 crores in the special accountwith NABARD
as on 01.04.2024. It has withdrawn T 40 crores and utilized the same for following purposes:

 Purchase of a new sprinkling machine for use in its operation ¥ 10 crores,

» Purchase of office applanees for corporate office at Chennal T 10 crores.

» Purchase of computers and accessories T5 crores,

* Lonstruction of a godown at a vostof % 1 crore near the rubber estate to store raw ruliber,
¢ Hepairs to machinery T 35 lakhs,

{iv] On31.03,2025 the company has sold machinery which was purchased un 10.05.2021 for T 10
erores, The purchise of the said machinery was in accordance with the scheme of deposit,

(vl Depreciation allowable as per Tax Audit Report Is 28 crores.

Compute Taxable and Exempt income of M/s. Gomati {P) Ltd,
Answer 5

Computation of Taxable and Exempt income of M /s Gomati (P) Ltd, for the AY. 2025-26

Particulars L ! |
| P‘-IEL i}mm :}:-.‘ per Profit and Loss Account B 37.65,00,000 |
Add: Excess depreciation as per books of account 3
Bepreciation as per books of account 30,00,00,000
Less: Depreciation allowiable as per the lnmmie-tn_:i Act, 1961 Z8.00,00,000 | 20000000
Net profit before allowing deduction under section 13AB 39,65,00,000

Less: Peduction under section 33A8 would be the lower of:

|
- Amount deposited in Rubber Developmenmt Account on or before
30.9.2025 [Le, T 30,00,00,000]

- 40% of profits of such business [40% of 1 39,65,00,000] | 1586010, 000
Net prn fit after allowisig ded uction under section 33AB 23,79,00,000

Add: Amount withdrawn from special account with NABARD, which ts desmed A4

profits and gains of business or profession

(11 Purchase of & new sprinkling machine for use in its operation for T 10 Nil
crores, would not be deemed as profits and gains of business or profession,

since the said amount §s utilised as per the specified scheme.
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W
(i) Purchase of office appliances for corporate office at Chennal for T 10 | 10,00,00,000
crores, out of the amount withdrawn from the deposit account, would be
deemed as profits and gains of business or profession, since the sald
utilisation is not permissible.

(ili) ¥ 5 crores utilised for purchase of computers and accessories is Nil
permissible. Thus, such amount would not be deemed as profits and gains of
business or profession,

(iv) ¥ 1 crore utilised for construction of a godown near rubber estate to Nil
store raw rubber, would pot be deemed as profits and gains of business or
profession, since the sald amount Is utilised as per the specified scheme.

(v) T 35 lakhs utilised for repairs to machinery would not be deemed as Nil

profits and galns of business or profession, since the sald amount is utilised as
per the specified scheme.
Note - However, no deduction would be allowed in respect of such
expenditure mentioned in (i), (iii), (iv) and (v) during the year, since amount
is spent out of the amount deposited in special account with NABARD, which
has already been allowed as deduction in an carlier assessment year,

(vi] The remalning amount of ¥ 13.65 crores (1 40 crores less T 26.35 crores

[utilised above in (1) to (v)]), which is not utilised during the previous year in Y
which such amount is withdrawn, would be deemed as profits and gains ofy
business or profession, 13,65,00,000

Add: Sale of machinery acguired out of the amount withdrawn trom special
gecount in accordance with the scheme of deposit The cost of such
machinery would be deeméd as profits and gains of business or profession,
since such machinery is sold before the explry of elght years from the end of

the previous year of its acquisition. ) 10.00,00.000
Total Composite business profits o 57,44,00,000
Less: 65% of ©57,44,00,000, being agncultural income exempt 37.33.60.000
Business income L 20,10,40,000

Less: Brought forward business less of % 6 crorves pertaining to AY.2023-24 not
allowed to be set-off against the business profits of the P.Y. 2024-25, since as
on 31.3.2025, the shares of M/s Gomati P Lid carrying 60% (Le, not less
than 5194) of the voting power is held by Mr. B and not by Mr. A, being the
person whe held such shares as on 31.03.20723, being the kst day of
previous year 2022-23, in which such loss was incurred, -

Business income chargeable Lo lax 20,10.40,000

Question 8

G Lid,, a company In which public are substantially Interest, is engaged In the business of growing
and manufacturing tea In India. For previous year ended 31.03.2024, its composite business profits
before allowing deduction u/s 33AH is 1 60,00,000, On £1.09,2024, it deposited asum of 3 11,00,000
i Tea Development Aveount for elaiming deduction under section 33AB for P.Y.2023-24. During the
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previous year 2022-23, G Lud. had Incurred a business loss of ¥ 14,00,000 which has been carried
forward. On 25.01.2025, it withdrew 3 10 lakhs, from deposit account which is utilized as under:

2 6,00,000 for purchase on non-depreciable asset as per the scheme specified.
2 3,00,000 for purchase of machinery to be Installed in the office premises.

2 1,00,000 was spent for the purpose of scheme on 5.4.2025,

(i}  You are required to determine business income of G Ltd, and the tay consequences that may
arise from the above transactions in the relevant assessment year.

{if}]  What will be the consequence if the asset which was purchased for T 6,00,000 is sold for 3
8,00,000 In April, 2025,

Answer
(i) Computation of Business Income of G Ltd. for the AY. 2025-26

Particulars 1

T 10,00,000 being the amount withdrawn {rom Tea Development Account has
to be utilized In the prescribed manner, otherwise, the withdrawn amount
would be chargeable to tax as business income, In the given case, the taxahility
of withidrawal amount based on thetr utilization is as follows:

T 6,200,000, sut of the amount withdrawn from the deposit account, utilised for
purchase of non-iepreciable asset as per the specified schemce
[As per section 33AR[6), no deduction would be allowed under section 33AH
since amount is spent out of T 11 Jakh deposited In Tea Development
Account, which has already been allowed as deduction in AY.2024-25 (See
Working Note below)]. ’

- 1 3,00,000, being the amount utilized for purchase of machinery to he | 3,00,000
Installed in the office premises is not a permissible utilization. Hence, the
amount would be deemed as profits and gains of business of the previous
year 2024-25 as per: section 33A8 [-'H

- % 1,00,000 was spent fnr the purpose of scheme on 05042025, As per 'SEL-I.“HHI _1'.{II[|I,[HHJ
33AB(7), this amount would be taxable since the same is not utilized during
the same previous year (Le, PY. 2024-25) In'which the amount is withdrawn
from the dL[.lLiﬁl.l. accolnt,

Mot tixalle

When any part of withdrawal amount becomes raxable, the agricultural and non- agncu]turul
portions of income must be segregated. |
Accordingly, T 1,60,000, being 40% of T 4,00,000 (3 3,00,000 « T 1,06,000) would be
chargeable to tax as business income and the balance T 2,40,000, being 60% of T
100,000 would be agricultural inmme exempt from tax,

—

Working Note:

Computation of Business Income of G Lol for the ALY, 2024-25

i Particulars [«
| (:ompesite business profits before allowing deduction under sectien 33AH | G0,00,000 |
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Less: Deduction under section 33AB{1) would be the lower of:

- Amount deposited in Tea Development Account on or before 3092044
[ie, T 11,00,000]

- 40% of profits of such business [le, T 24,00,000, being 40% of 3

60,00,000] 11,00,000

- 49,00,000

Less: 60% of T 49,00,000, being agricultural income [as per Rule 8] 29,40,000
Husiness Income C19,60,000

Less: Brought forward business loss set-off as per section 72 14,00,000
Business income chargeable to tax 560,000 |

(i) Consequences,if asset purchased out of deposit account s sold during the P.Y. 2025-26

As per section A3AB(R), If the assetis sold before the expiry of eight years from the end of the
previous year in which it was acquired, then, the cost of such asset shall be deemed to be the
profits and gains from husiness ar profession of the previous year in which asset is sold.

Therefore, T 6,800,000 would be deemed to be the business income [composite) lor the
AY.2026-27. However, since the full cost of the asset was deducted in the assessment year
2024-25 [being part of T 11 lakh deposited in Tea Development Account) before segregation of
apricultural income and non-agricultural income, the agricultural and non-agricultural
portions of income should be segregated in the year in which such amount becomes taxable on
account of sale of asset befove the expiry of eight years. ‘'herefore, X 3,60,000, being 60% of
% 6,00,000 would represent agricultural income. The balance 3 2,40,000 being 40% of T
6,00,000 would be chargeable to rax as business income,

Moreover, the difference between Lhe sale consideration and purchase price of the asset would
be chargeable to tax a5 "Shart term capital gains®, which is computed as follows;

Sales consideration B,00,000
Less: Cost of acquisition | G,00,000
Short term capital gain | 2.00.000

Scientif 1 [Section 35

Question 9

A Litd,, engaged In the business of manufacturing furnishes the following particulars for 'Y, 2002425,
Compute the deduction allowable under section 35, while computing its income under the head
“Profits and gains of business or profession”. Assume company does not opt for the provisions of
section 115BAA or section 115BAE,

Fartl-:ulars £ 1

= ==

1. nmuﬁnl pald to notified approved [ndian lnstitute of Sctence, Bangalore, tor 1,800,000
scientific research

2. | Amount pald to 11T, Delhi for an approved scientific research programme 250,000
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3, | Amount paid to X Ltd, a company registered in India which has as its main T 400,040
object scientific research and development, as is approved by prescribed
authority

+. | Expenditure incurred on in-house research and development facility as
approved by the prescribed authority

{a]l  Revenue expenditure on scientific research 3,00,000

(b)  Capital expenditure (including cost of acquisition of land T 500,000)0n | 7.50,000
sclentific research

il i F—— —

Answer
Computation of deduction under section 35
Particulars | ¥ | Section | %of deduction | Deduction (%)
I’E}rmﬂnl: for sclentific research
indian Institute of Science 1.00,000 35(1) ) 100% 100,000
1T, Delhi 2,50,000 35[2AA] L00% 250,000
X Ltd, 4,00,000 | 35(1)(iia) 100% 400,000

Expenditure Ipcurred on  in-house

! research and develapment facility

levenue expenditurs 3,00, (1041 35(2AR]) 1 00% 3,001,000

Capttal expenditure [excluding cost

of acquisition of fand £ 5,00,000) 2.50.000 35{2AR] LO0%, 2,50, Duu

Deduction allowable under sectlmt 35 13,00, Uﬂﬂ-
(Juestion 10 .

“Eazy Call Lid.", to provide telecom services in Mumbai, obtained 3 licence on 1.4.:2022 for a period of
10 years ending on 31.3.2032 against a fee of 1 27 lacs to be paid in 3 installments of ¥ 9 lacs each by
April, 2022, April, 2023 and Aprll, 2024, respectively. The company has commenced business on
1.4.2023.

Expluin, how the payment made for licence fee shall be dealt with under the Income-tax Act, 1961
and the amount, if any, deductible for AY. 20225-26.

Answer

The payment made for acquiring the licence to operate telecom services in Mumbai shall be subject
to deduction as per the scheme in section 35ABE. As per section 35ABE, any amount actually paid for
ebtaining licence o operate telecommunication services shall be allowed as deduction in equal
instalments during the number of vears for which the license is in [orce.

If the payvment is made before the commencement of business: The deduction chall b:,- allowed

beginning with the year of commencement of business,

BY CA ATUL AGARWAL [AIR-1)
AIRTCA Career Institute [AC])

Page 3.13

70



Profits & Gains of Business or Profession
L ———————————,eee e —

ul_g_ﬂg_gmn will be allowed commencing from the year ol payment. Deduction shall be
ol lowed up to the year in which the license shall cease to be In force. '

The amount of deduction available for AY. 2025-26 is worked out below;

] @& | & . ®=6)/2)
previous year of | Unexpired period | Instalment paid (¥) | Deductionin respect of each
payment of license instalment (1)
202223 | Oyears 9,00,000 1,00,000
2023-24 9 years 9,00,000 1,00,000
| 202425 § years 9,00,000 1,12,500 |
27,00,000 9,12,500 |

(e deduction under section 35A8B from assessment year 2025-26 shall be 3 3,12,500.

Specified Business [Section 35AD|

Question 11

Mr. A commenced operations of the businesses of setting up a warehousing facility for storage of
fooid grains, sugar and edible oil on 1.4.2024. He incurred capital expenditure of 3 80 fakh, T 60 fakh
and T 50 lakh, respectively, on purchase of land and building during the period January to March,
20024 exciusively for the above businesses, and capitalized the same in its books of account as on 1
\pril, 2024, The cost of land included in the above figures are T 50 lakh, T 40 lakh and ¥ 30 lakh,
espectively, Further, during the P.Y. 2024-25 he incurred capital expenditure of ¥ 20 lakh, 1 15 lakh
L% 10 lakh, respectively, for extension/reconstruction of the bullding purchased and used
erclusively for the above businesses.

he profits from the business of setting up a warchousing facility for storage of fond grains, sugar
and edible ol {betore claiming deduction under section 35A0 and section 32) for the AY. 2025-26 is

%16 lakhs, % 14 lakhs and X 31 lakhs, respectively.

Compute the income under the head *Profits and gains of buslness or profession” for the AY.2025-26
and the loss to be carried forward, assuming that Mr, A has fulfilled all the conditions specifled for
claim of deduction under section 35AD and has not claimed any deduction under Chapter VI-A under
the heading "C. - Deductions in respect of certain incomes”, Assume in respect of expenditure
lururred, the payments are made by account payee cheque or use of ECS through bank account,

Answer
Computation of profits and gains of business or profession

L _ Fani;:ﬁ'h'irs T (in lukhs)
| Profit from business of setting up of warehouse for storage of edible oil (before 31

nroviding for depreclation under section 32)

Less: Depreciation under section 32

10% of T 30 lakh, being (% 50 lakh - T 30 lakh + ¥ 10 lakh]) 3
Income chargeable under "Profits and gains from business or profession” 28

e R P R St ST
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Computation of income/loss from specified business under section 35AD

Particulars Food | Sugar Total
Grains
1 (in lakhs)
(A) | Profits from the specified business of Sﬂtt]-llgm a| 18] 14| @30
warehousing facility (before providing deduction under

section 35AD)
Less: Deduction under section 35AD

(B} | Capital expenditure incurrad prior to 1.4.2024 (Le., prior
to commencement of business) and capitalized in the
books of account as on 1.4.2024 (excluding the
| expenditure incurred on acyuisition of land) = 3 30 lakh

| (380 lakh - 50 laki) and X 20 lakh (% 60 lakh - 2 40 30 20 50
lakh]
(€] | Capital expenditure incurred during the P.Y.2024-25 20 15 35
(D) | Total capital expenditure (B + C) 50 35, 85
(H} | Deduction under section 35AD B
100% of capltal expenditure {food gr.‘ﬁns,l’sugmr] - 50 a5 B5
Total deduction u /5 35AD | 50 i5 85

() | Loss from the specificd business of setting up and |
operating a warehousing facility (after providing for
deduoction under section 35AD) te be carried
forward as per section T3A [A-F) - (34) (21) (55)

Motes:

(1] Deduction of 100% of the-capital expenditure is available under section 35AD in respect of

specified business of setting up and operiting o warchousing facility for storage of sugar and

; setting up and operating a warchousing fadlity for storage of agricoltural produce where
operations are commenced on ot after UL04.2012 or 01.04.2009, respectively.

(i)  However, since setting up and operating a warehousing facility for storage of edible oils is not a
specified business, Mr. A is not eligible for deduction under section 35AD in respect of capital
I sxpenditure Incurred in respect of such business

'[i[i} Me, A can, however, claim depreclation@10% under section 32 in respect of the capital
expenditure incurred on buildings. It is presumed thar the buildings were put to use for more
than 180 days.

(Iv) Loss from a specified business can be set-off only against profits from another specified
business, Therelore, the loss of ¥ 55 lakh from the specified businesses of setting up and
operating a warehousing facility for storage of food grains and sugar cannot be set-off against
the profits of ¥ 28 lakh {rom the business of setting and operating a warchousing facility for

; storage of edible oils, since the same is not a specified business. Such loss can, however, be
u, carried forward indefinitely for set-off against profits of same or any other specified business.

! ]

BY CA ATUL AGARWAL [AIR-1)
AIR1CA Career Institute [ACI)

Page 3.15

72



T

Profits & Gains of Business or Profession
lﬁﬁ

{Juestion 12

xY7 Lid. commenced operations of the business of a new three-star hotel in Madural, Tamil Nadu on
1.4.2024. The company incurred capital expenditure of T 50 lakh during the period January to March,
2024 exclusively for the above business, and capitalized the same in his books of account as on 1
April, 2024, Further, during the P.Y. 2024-25, it incurred capital expenditure of 2 2 crore [out of
which T 1.50 crore was for acquisition of land) exclusively for the above business.

Compute the Income under the head "Profits and gains of business or profession” for the AY. 2025
26, ussuming that XYZ Ltd. has fulfilled all the conditions specified for claim of deduction under
section 35AD and has not claimed any deduction under Chapter VI-A under the heading "C. -
Deductions in respect of certain incomes”. |

‘Ihe profits from the business of running this botel (before claiming deduction under section 35AD)
for thee AY. 2025-26 1s T 25 lakhs. Assume that the company also has another existing business of
running a four-star hotel in Coimbatore, which commenced operations fifteen years back, the profits
from which are % 120 lakhs for the AY, 2025-26. Also, assume that expenditure incurred were paid
by account payee cheque or use of ECS through bank account.

Answer

Compubation of profits and gains of business or prolession

Particulars [ 1
Profits from the specified business of new hotel in Madurai (before providing | 25 lakh
deduction under section 35AD) :

Less: Deduction under section 35AD

Capital expenditure incurred during the PY.2024-25 (excluding the
expenditure Incurred on acquisition of land) = T 200 lakh — T 150 lalh ot lakh

Capital expenditure incurred prior to 14,2024 (ie, prior to commencement

of business) and capitalized in books of account as on 14,2024 Al lakh
Total deduction under section 35AD for AY 2025-26 100 takh
Loss from the specified business of new hotel in Madurai (75 lakh)
Profit from the existing business of running a hotel in Coimbatore 120 kalch

Net profit from husiness after set-off of loss of specified business against profits of 4““&]_
another specified business under section 73A

Juestion 13

ABC Ltd. is a company having two units - Unit A carries on specified business of setting up and
operating o warchousing facility for storage of sugar; Unit B carries on non-specified business of
operating a warchousing facility for storage of edible oil. Unit A commenced operations on 1.4.2023
dnd it claimed deduaction of T 100 lacs incurred on purchase of two buildings for 3 50 lacs each (for
operating a warehousing facility for storage of sugar) under section 35AD. However, in February,
4025, Unit A transferred one of 115 buildings to Unit B.

w
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_ Examine the tax implications of such transfer in the hands of ABC Ltd,

Answer

Since the capital asset, in respect of which deduction of T 50 lacs was dlaimed under section 35A0,
has heen transferred by Unit A carrying on specified business to Unit B carrying on non-specified
husiness in the P.Y.2024-25, the deeming provision under section 35AD(7E) Is attracted during the
AY. 2025-26.

Particulars 1 '
Deduction allowed under section 35AD 50,00,000
Less: Depreciation allowable u/fs 32 for P.Y.2023-24 [10% of T 50 lacs] 5,00,000
Deemed Income under section 35AD(7B) 45,00,000

ABC Ltd., however, by virtue of proviso to Explanation 13 to section 43(1), can claim depreciation
under section 32 on the building in Unit B for A.Y, 2025-26. For the purpose of claiming depreciation
on building in Unit B, the actual cost of the building would be:

" Particulars 4 :
Actual cost to the assesses m— ) Il 50,00,000
Less: Depreciation allowable u/ds 32 lor PY.2023-24 [10% of 3 50 lacs] - . 5,00,000 |
Actunl cost in the hands of ABC Ltd. in respect of building in Unit B I 45,%0{“}_

Other Deductions [Section 36]

Question 14

-

X Lt contributes 0% of basic salary to account of each employee under a pension scheme referred
Lo in section BOCCD, Dearness Allowanee [s 40% of basic salary and [t forms part of pay of employees.

Compute the amount of deduction allowable u/s 36(1)(iva), if basic salary of employees aggregate to
T 10 lakh. Would disallowance be attracted, and if so, to what extent?

Answer
Computation of deduction u/s 36(1)(iva) and disallowance
Furﬂtul:t;s_ i
Basic Salary | I 1 H,Fﬂ-.ﬂﬁﬂd
Dearness Allowance@40% of basic salary [DA lorms part of pay] 400,000
Salary fur the purpose of section 36(1)(iva) (Basic Salary + DA} 14,00,000
Actual contribution [20% of basic salary Le,, 200 of ¥ 10 lakh) 200,000
Less: Permissible deduction under section 36(1)[iva) (14% of basic salary |
plus dearness pay = 14% ol * 14,00,000 = T 1,96,000) 1,96,000
fixcess contribution disallawed B 4,000
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Question 15

The following are the particulars in respect of a scheduled bank Incorporated in India -

| o | Particulars Tin lakh
(1) | Provision for bad and doubtful debts under section 36(1)(vila) upto A.Y.2024-25 100
(i} | Gross Total Income of A.Y.2025-26 [before deduction under section 36(1)(viia)] 8OO
(ill)| Agpregate average advances made by rural branches of the bank 300
(Iv]| Bad debts written off (for the first time) in the books of account (in respect of 210

urban advances anly) during the previous year 2024-25 B

Compute the deduction allowable u/s 36(1)(vii) in respect of bad debts written off for AY. 2025-26,

Answer
Computation of deduction allowable under section Eﬁ[lllivil]
Particulars Tin lakh
‘Bad debts written off (for the first time) in the boeks of account - 210

Less:Credit balance In "Provislon for had and doubtful debts”" under
section 36{1){viia) as on 31.3.2025

(1) Provision for bad and doubtful debts u/s 36(1){vila) upto AY.2024-25 100

(i) Current year provision for bad and doubtful debts ufs 36(1){viia)
[6.5% of 2 800 lakhs + 10% of T 300 lakhs] 98 198

Deduction uimder section 36(1)(vii) in respect of bad debts written off 12
for AY.2025-26

TDS not Deducted [Section 40{a}]

Question 16

Delta Lrd. credited the following amounts to the account of resident payees In the month of March,
2025 without deduction of tax at source. What would be the consequence of non-deduction of tax at
source by Delta Lrd, on these amounts during the financial year 202425, assuming that the resident

payees in all the cases mentioned below, have not paid the tax, if any, which was required o be
dedurted by Delta Lid.?

ETSS

Particulars Amount ()
_ 1] | Salary o its employees [credited and paid in March, 2025] 12,nn,nm:T
(2] | Directors” remuneration [credited in March, 2025 and pald In April, 2023) 24,000

Would your answer change if Delta Lud. has deducted tax on directors’ remuneration in April, 2825
at tha time of pavment and remitted the same (n July, 20257

Answer

Non-deduction of tax at source on any sum pavable to a resident on which tax s deductible at source
a5 per the provisions of Chapter XVI-H would attract disallowance under section 40{a)(ia).
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w
Therefore, non-deduction of tax at source on any sum paid by way of salary on which tax Is
deductible under section 192 or any sum credited or paid by way of directors’ remuneration on
which tax §& deductible under section 194], would attract disallowance@30% under seclion
40(a)(1a), Whereas In case of salary, tax has to be deducted under section 192 at the tme of payment,
in case of directors’ remuneration, tax has o be deducted at the time of credit of such sum to the
account of the payee or at the time of payment, whichever is earlier. Therefore, in both the cases ie,,
salary and directors’ remuneration, tax Is deductible in the P.Y.2(124-25, since salary was paid in that
year and directors’ remuneration was credited In that year. Therefore, the amount to be disallowed
under section 40(n)(ia) while computing business Income for AY.2025-26 s as follows -

~ Particulars Amount paid Disallowance u/s
int 40(a)(ia) @ 30% () |
(1) | Salary 12,00,000 3,60,000 |
[tax is deductible under section 192]
[2) | Directors’ remuneration 28,000 8,400
[tax is deductible under section 194] without any
threshold limit)

Pisallowance under section 40(u](ia) _ 3,68,400

If the tax is deducted on directors’ remuneration in the next year 1.0, P.Y 202526 at the time of
pavment and remitted to the Government, the amount of T 8,400 wou'd he allowed as deduction
while computing the business income ol AY.2026-27,

Question 17

During the financial year 2024-25, the following payments/expenditure were made/incurred by Mr
Yuvan Raja, a resident individual [whose turnover during the year ended 31.3.2024 was 299 lacs):

(1) Interest of ¥ 45,000 was paid to Rehman & Co,, 4 resident partnership firm, without deduction,
of tax at source;

(i) 3 10,00.000 was pald as salary to a resident individual without deduction of tax at source;

(i) Commission of ¥ 16,000 was paid to Mr. Vidyasagar on 2.7.2024 without deduction of tax 2
SOUrce,

[riefly discuss whether any disallowance arises under the provisions of section 40(a](ia) of the
Income-tax Act, 1961 assuming that the payees in all the cases mentoned above, have not paid the
tax, if any, which was required to be deducted by Mr. Raja?

Answer

Disallowance under section 40(a){ia) of the Income-tax Act, 1961 Is attracted where the assesse
frlls to deduct tax at spurce as is required under the Act, or having deducted tax at source, fails to
remit the same to the credit of the Central Government within the stipulated time limit

(i)  The obligation to deduct tax at source from interest paid to a resident arises ander section
194A in the case of an individual, whose total turnover in the immediately preceding previouw
year exceeds 3 100 fakhs. Thus, in present case, since the turnover of the assesses is less than T
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100 lakhs, he is not lishle to deduct tax at source, Hence, disallowance under section
40(a)(ia) is not attracted in this case,

() The disallowance of 30% of the sums payable under section H0(a)(ta) would be attracted in
respect of all sums on which tax: is deductible under Chapter XVII-B. Section 192, which
requires deduction of tax at spurce from salary paid, is covered under Chapter XVII -B. The
obligation to deduct tax at sonrce under section 192 arises, in the hands all assessee-employer
even if turmover amount does not exceed 3100 lacs in inunediately preceding previous year,

Therefore, in the present case, the disallowance under sectlon 40{a){f4) Is attracted for failure
to deduct tax at source under section 192 from salary payment. However, enly 30% of the
amount of salary paid without deduction of tax at source would be disallowed fe. 1
3,00,000 (% 10 lakhs ¥ 30%:).

(iif] The obligation to deduct tax at source under section 1944 from commission paid in excess of 3
15,000 to a resident arlses in the case of an individual, whose total turnover in the iImmediately
preceding previous year exceeds T 100 lakhs, Thus, In present case, since the turnover of the
assessee |s less than T 100 lakhs, he is not liable to deduct tax ar source. Mr. Raja is not
required to deduct tax at source u/s 194M also since the aggregate of such commission to
Mr, Vidyasapar does not exceed L 50 lakh during the year. Therefore, disallowance under
section 40(a](1a) is not attracted in this case.

|
Deduction for Partnership Firm [Section 40(b}]

Question 18

Rao & Jaln, a partnership firm consisting of two partners, repors a net profit of T 10,00,000 before
deduction of the following items:

(1) Salary of ¥ 30,000 each per month pavable to two working partners of the firm (as authorized
by the deed of partnership), -

(2) Deprecation on plant and machinecy undey section 32 {computed) ¥ 1,50,000.

(3) Interest on capital at 15% per annum [as per the deed of partnership). The amount of capital
cligible for intersst ¥ 5,00,000,

Compute:
(1)  Book-profit of the firm under section 40({b) of the Income-tax Act, 1961,
(i} Allowable working partner salary as per section 40(hb).

Answer

(1}  As per Explanation 3 to section 40(h), "boolk profit” shall mean the net profit as per the profit
and Toss account for the relevont previous year computed 1n the manner laid down in Chapler
IV-1) as increased by the aggrepute amount of the remuneration patd or pavable to the partmers
of the tirm if the same has been already deducted while computing the net profit.

In the present case, the net profit given is before deduction of depreciation on plant and
machinery, Interest on capital of partners and salary to the working partners. Therefore, the

boolk profit shall be as follows:
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Computation of Book Profit of the firm under section 40(h)

l Particulars T | e
Wet Profit (before deduction of depreciation, salary and interest) 10,00,000
Less: Depreciation under section 32 1.50,000

section 40(b]] (1 5,00,000 = 12%)
Book Profit

Interest @ 129 pa [being the maxlmum allowable as per

60,000 2,10,000

7,90,000

(i} Salary actually pald to working partners =3 30,000 = 2 x 12 =3 720,000,
As per the provisions of section 40[b)(v), the salary paid to the working partners Is allowed

subject tn the following limits -

| On the first T 600,000 of hook profit or in
case nf joss

1 3,00,000 or 90% of book profit, whichever is
mure

Ou the balance of book profit

60% of the halance book profit

Therefore, the maximum allowable working partners’ salary in this case would be:

Particulars L 3

(i the ficst % 6,00,000 of hook profit [(T
whichever is more)

Maximum allowable partners’ salary

On the balance of book profit [60% of (37,90,

F.00,000 or 90% of T 6,00,000] | 540,000 ]

000 - 7 6,00,000]] ' 1,14,000 |
6,54,000 |

Hence, allowable working partners’ salary as per provisions of section 40({b)({v] is ¥ 6,54,000,

Section

Duestion 19

Harl, an individual, carried on the husiness of purchase and sale of agriculural commodiries like
piddy, wheat, etc. He borrowed loans from Andhra Pradesh State Flnancial Corporation [APSFC) and
Indian Bank and has not paid interest as detailed hercunder:

1
{1} | Andhra Pradesh State Financial Corporation 15,00,000
[ii] | Indion Bank A0,00,000
45,00,000

Both APSFC and Indian Bank, while restructuring the loan facilities of Harl duning the year 2024-25,
vonverted the above interest payable by Hari to them as a Joan repayable in 60 equal installments.
Iiring year ended 31.3.2025, Harl paid 5 Installments to APSFC and 3 [nstallments to Indian Bank,

Hari claimed the entire interest of 45,000,000 as an expenditure while computing the income from
business of purchase and sale of agricultural commodities. Discuss whether his claim {5 valid and if
not what is the amount of interast, if any, allowahle,
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Answer

pccording to section 438, any Interest payable on the term loans to specified financial institutions
1 qnd any interest payable on any loans and advances to scheduled banks shall be allowed only in the

year of payment of such interest irrespective of the methud of accounting followed by the assescee,
| where there is default in the payment of interest by the assessee, such unpald interest may be

converted into loan. Such conversion of unpaid interest into loan shall not be construed as payment
| of interest for the purpose of section 43B, The amount of unpaid interest so converted as loan shall
be allowed as deduction only in the year in which the canverted loan is actually paid.

I the given case of Harl, the unpald Interest of 2 15,00,000 due tu APSFC and of ¥ 30,00,000) due to
1 indian Bank was converted Into loan, Such conversion woeuld not amount to payment of interest and
would not, therefore, be eligihle for deduction in the year of such conversion, Hence, claim of Hari
l that the entive interest of 2 45,00,000 is to be allowed as deduction in the year of conversion is not
wenable. The deduction shall be allowed only to the extent of repayméent made during financial year.
1 Accordingly, amount of interest eligible for deduction for AY.2025-26 shall be calculated as follows:

|_ Interest Numberof | Amount per lnn:;]meul_s Interest
outstanding () | Instalments | instalment (1) pald allowable ( t]
': I“ﬁﬁ: | 15 lakh 60 25,000 5 | 125000
| | Indian Bank 30 lakh 6l 50,000 3 1,50 Dﬂﬂ
| Total amount eligible for deduction o , ' 2,75,000 |
| Question 20" -

Gn 31.3.2025, A L, has an outstanding interest liability of T 350 crores towards loan payable to
IFCI lad., a public financial jnstitution. On the same date, it issued debentures to IFCH Ltd. in lien of
the outstanding interest and deducted the said interest while computing profits and gains of buslness
of ALY 2025-26. The Assessing Officer, however, rejected the deduction of interest gn loan claimed by
A L. Discuss the validity of the action of the Assessing Officer.

- Answer

As per section 43B, interest payable by the assessee on interest on loan from a public fnancial

. institution Is allowable as deduction enly in the year in which such interest is actually paid by

the assessee. The proviso o section 438 permils deduction i such sum Is pakd on or before the

*1 due date of filing of return under section 139(1) in respect of the previous year In which the
lfability to pay such sum was Incurred

Explanation 3C to section 438 clarifies that if any sum payable by the assessee as interest on any
such loan is converted Into a loan or borrowing or advance or debenture on any other
Instrument by which the Habllity 1o pav 1s deferred Lo a luture date, the interest so converted and
not “actually paid” shail not be deemed as actual payment, and hence, would not be allowed as
deduction.

In this case, since A Ltd, has converted the Interest of £ 3.50 ¢rores payable to IFCI Ltd. on loan
borrowed from it, the interest so converted into debentures and not actually pald shall not be
desmed as actual payment, and hence, would not be allowed as deduction while computing its profits

e e ]
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and gains of business for AY.2025-26, Accordingly, the action of the Assessing Officer In refecting
the deduction of interest on loan claimed by A Ltd. while computing its profits and gains of business,
is correct.

Income of Association [Section 44A]

Question 21

Boat Club is an association governed by the provisions of Section 44A of the Income-tax Act, 1961
The subscription received from members for the vear ¢nded 31 March, 2025 was  2,00,000. The
expenditures in the normal course of its activities were ® 3,085,000, 1ts other income taxable under
the Act works out to ¥ 2,75,000. You are consulted as to how Beat Club's income would be
determined for assessment year 2025-267

Answer

Al por section 444, the deficlency arising on account of income from members by way of, inver alia,
subscriptions, falling short of the expenditure incurred solely for the protection or advancement of
the interest of Its members, shall first be set off against the association's Income under the head
“Profits and gains of Business or Profession”. If there is no such Income under this head, the
deficiency shall be sot off against income under any other head,

Particulars - R
Income from subscription . -« b HOLLH)
Less: Expenses incurred in the course of its activides 345,000
Deflelency . (-11.85.000
Other income 275,000
Less: Deficiency 31,85,000 but [imited to 50% of other income 137,500
Income of the Association G | 137,500

There is a celling on deduction admissible by way of deficlency being that it shall not exceed one-hall
of tetal Income of assoclatlon computed before making any allowance under this section. This celling
has heen exceeded above and deficiency hence Is limited to T 1,37, 500 belng one-half of T2,75,000.

In case the association did not have ather taxable income, then the total income shall have been NiL
The deficiency of % 1,685,000 would have no tax treatm ent and would have not he carried forward.

Maintenance of Books [Section 44AA]
Question 22

Vinod is o person carrying on profession as film artist. His gross receipts from profession are as
under:

| 2 !

- _______ __ __________ . ]
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Finandal year 2021-22 1,15,000
Financial year 2022-23 1,80,000
Financial year 2023-24 2,10,000

what is his obligation regarding malntenance of books of accounts for Assessment Year 2025-20
ander section 44AA of Income-tax Act, 19617

Answer

cpction #4AA(1) requices every person Carrying on any profession, notified by the Board in the
(ificial Gazetts (in addition to the professions already specified therein), to maintain such books of
account and other documents as may enable the Assessing Officer to compute his total income in

Sceardance with the provisions of the Income-tax Act, 1961,
As per Rule 6F, a person carrying on a notified profession shall be required to maintain specified
hoolts of accounts, only if:
(i}  his gross receipts in all the three years immediately preceding thr: relgvant previous year
has exceeded 2 1,50,000; or
[} itis a new profession which = setup In the relevantl previous year, it is likely to exceed €
1,50,000 In that previous year,
In the present case, Vinod §§ a person carrying on profession as film artist, which is a notified
profession. Since his gross receipts have not exceeded § 1,50,000 in financial year 20212, the

requirement under section HMAA to compulserily maintain the prescribed bools of account is not
applicable to him for AY. 2025-26.

Mr. Vinod, however, required to maingain sul:h books of acconnts as would enable the Assessing

Officer to compute his total income,

Presumplive Taxation
(uestion 23

Mr. Praveen engaged in retail trade, reports a turnover of T 2,98,50,000 for the finandal year 2024-
25, Amount received in cash during the PY, 2024-25 is t 14,00,000 and balance through prescribed
slectronie modes on or before 312 October 2025, His income from the smd business as per baoks of
aceount fs T 15,00,000 computed as per the provisions of Chapter 1¥-D "Profits and gains [rom
husiness ar Profession” of the Income-tax Act, 1961, Retall trade is the only source of income for Mr,
Praveen. AY. 2024-25 was the first vear for which he declared his business mcome 1 nccordance
with the provisions of presumptive laxation u/s 444D,

(1  Is Mr. Praveen also eligible for presumptive determination of his {ncome chargeable to tax for
the assessment year 2025-267
[if)  Ifso, determine his income from retail trade as per the applicable presumptive provision.

(1] In case Mr, Praveen wants to declare profits as per books of account from retail trade, what are
his obligations under the Income-tax-Act, 19617

(] Whatis the due date for filing bis return of income under bath the options?
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Answer

()

(i)

(iif)

Liv)

Yes, Since his cash receipts during the PY. does not exceed 5% of the total turnpver
(14,00,000/2,98,50,000 x 100) and his total turnover for the year is below T 300 lakhs, he is
eligible for presumptive taxation scheme under section 44AD in respect of his retail trads
business.

His income Irom retail trade, applying the presumptive tax provisions under section 44AD,
wauld be T 18,19,000 (1 1,12,000, belng 8% of ¥ 14,00,000 + ¥ 17.07,000, being 6% of T
2,84,50,000].

Mr. Praveen had declared profit for P.Y. 2023-24 in accordance with presumptive provisions
and if he wants to declare profits as per books of account which is lower than the presumptive
income for any of the five consecutive assessment years Le, AY. 2025-26 o ALY, 2029-30, he
wotld not be eligible to claim the benefit of presumptive taxation for five assessment
years subsequent to assessment year relevant to previous year in which the profit has
not been declared in accordance presumptive provisions Le, If he declares profits lower
than the presumptive income in say P.Y. 2024-25, then he would not ba sligible to cipim the
benefit of presumptive taxation for AY, 2026-27 to AY, 2030-31.

Consequently, Mr. Praveen is required to maintain the books of accounts and get them
audited under section 44AB, since his income exceeds the basic exemption limit.

In case he declares presumptive income under section 44AD, the due date would be 31# July,
2025,

In case he declares profits as per books of account which is lower than the presumptive
income, he is required to get his books of account audited, (n which case the due date for
filing of return of income would be 31+ October, 2025.

(Juestion 24

Mr. X

commenced the business of pperating gowds vehicles on 1.4.2024, He purchased the following

vehicles during the P.Y.2024-25, Compute his Income under section 44AE far AY.2025-26,

Gross Vehicle Weight [in kilograms) Number ' Date of purchase

(1)
12)
()
(4)
(5)
(6)

7,000 5 2 10.04.2024
6,500 15042025
10,000 16.07,2024
11,000 02.01.2025
15,000 29.08.2024
15,000 23.02.2025

bt (Fad b LD e

Would your answer change If the two poods vehicles purchased in April, 2024 were put to use only in
July, 2024

Answer

Since

b

Mr. X doez not own more than 10 vehicles at any time during the previous year 2024-25, he is
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eligible to opt for presumptive taxation scheme under section 44AE. © 1,000 per ton of gross vehicle
weight or unladen weight per month or part of the month for each heavy goods yehicle and 7,500
per month or part of month for eéach goods capriage other than heavy goods vehicle, owned by him
would be deemed as his profits and gains from such goods carriage.

Heavy goods vehicle means any goods carriage, the gross vehicle weight of which exceeds 12,000 kg

B (2) (3) (4)
| Numberof | Date of purchase No. of months for which No. of months x No, of
Vehicles vehicle is owned vehicles [(1) = (3]]
i Heavy goods vehicle
i 29,08.2024 f 16
23022045 -
T _ 18
Gooeds vehicle other than heavy gnﬁ'a-s_ﬁhlrle
2 L4 2024 12 24
1 15.3.2025 1 1
3 16.7.2024 o 27
1 | %_.l.l'ﬂ 25 3 ) 3
L5

The presumptive income of Mr, X under section $4AE for AY.2025 26 would be - T 6,82,500, L&,
55 » T 7,500, beinp for other than heavy goods vehicle + 18 x T 1,000 % 15 ton being for heavy goods

vehicle,

The answer would remain the same even if the two vehicles purchased in April, 2024 were put
to use omly in July, 2024, since the presumptive income has to be calculated per month or part of
the month for which the vehicle is owned by Mr. X

BY CA ATUL AGARWAL (AIR-1)
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mﬂ

Individual
(uestion 25

Ms. Janani reports to you that her gross receipt from interior decoration profession carried on by her
during the year ended 31032025 is T 47,80,000. Her net income as per income and expenditure
account 15 2 25,00,000 before adjustment of depreciation of 1 1,50,000. She did not pay any ameunt
by way of advance tax during the financial year 2024-25, She has two residential house properties, of
which ane is self-occupied and another is let out for monthly rent of T 15,000 during the year.

5 Janani eligible to opt for presumptive tax provisions under the Income-tax Act? If so, Is it bene fictal
for her to opt for such provisions? Advise, assuming that she approached you for consulting on this
matter in April, 2025 and she has exercised the nption to shift out of the default tax regime.

Answer

Sinca gross recelpts of 2 47,80,000 of Ms, Janani from interior decoration profession carrfed on by
her is Jess than % 50,00,000, she can opt for presumplive tax provisions under section 44ADA,

In such a case, her Income from Interlor decoration profession would be 3 23.90,000, being 50% of 3
47.B0.000, Since all deductions allowable under sections 30 to 38 are deemed to hiave been given full
effoct to, no deduction in respect of depreciation would be allowable from the income computed on
presumptive basis under section 44ADA.

L Where Ms. Janani declares income from profession on presumptive basis u/s 44ADA

Computation of total income of Ms. ]auan]
Particulars t 3
_ | Income from house property
Self-occupied property _ il
Let-out Properiy:
Annual Value [ 15,000 x 12] 1.80,000
Less: Deduction u/s 24 [30% of £ 1=I£H,E.] 1] 54,000 126,000
Profits and gains from business or profession |
Incoeme fram interlor decoration profession [50% of T 47,850,000 23.90,000
Total Income 25.16,000
Computation of tax liability of Ms. Janani
Particulars *

Tax on total income = [30% of 1 15,16,000 [T 2516000 - 210,00,000) + ¥ | 567300
1,12,500]
Acdil: Health and education cess@4% 22.082
Total tax liability 5.89,992
Add: Interest under section 2348 [1% of % 5,89,900] 58949

Interest under section 234C [1% of T 589900, smee the advance tax

Habitity has to be paid in one instalment on or before 15.3.2025] 2,899
Total tax and interest lability 6,01,790
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Ms. Janani can, however, declare lower profits than the presumptive profits of T 23.90,000, if
she maintains books of accounts under section 44AA and pets the same audited under section
44AB. In such case, she can file return on or before 31.10.2025.

il. Where Ms. Janani declares iIncome from profession as per books of account

Equ utation of total income of Ms. Janani
Particulars 1 i
Income from house property |
Self-ovcupled property Ml
Let-out property:
Annual Value [T 15,000 x 12] 1,80,000
Less: Deduction u/s 24 [30% of T 1,80,000] 54,000 1,268,000
Profits and gains from husiness or profession
Income from interior decoration profession [325.00,000 - 11,50,000] «3.80.000 |-
Total lncome 24,76,000
N ~ Com p-ﬁt-i?ll-I;]Il of tax lability of Ms. Janani ‘
| Tax on total income = [30% of 3 14,76,000 (% 24,76,000 - T 10,00,000) + 2| 5,58,300
1 1.12.500] 5
Adil: Health gmd education cessid4 %, 22212
Total tax liability 577,512
Add: Interest under section 2348 | 1% of $5,77,500] 5,775
Interest under section 234C [Sce Werlding Note below] 29,164
Total tax and interest liability 612,451
Total tax and interest liability (roanded off) 6,412,450

Although the Income from profession computed as per books of account is lower than the
menme from profession computed on presumptive basis under section #4ADA, however, the
cumulative tax and interest liability would be higher by T 10,660 (i, T 6,12,450- T 6,01,7590) in
case of former. Therefore, Ms. Janani should opt to declare income on presumptive basis under
section 44ADA, in which case, she has to file her !-eu:_rn of Income on or before 319 July, 2025,

Working Note: Computation of interest under section234C

" Date Advance tax pavable Short-fall Rate of interest Interest
till date (t) 11% per month] (%)
15.06.2024 15% 86,625 39 [1% x 3] 2,500
15.09.2024 45% 2,59,875 3% [1% x 3] 7,796
15.12.2024 73% 433125 3% (1% x 3] 12,5994
15.03.2025 100% 5,77,500 1% 5.2758
29,164

Nete - The above solution has been worked out by considering that Ms. Janani pays the advance tax
riquired to be paid in April, 2025 isetl, after consulting the tax advisor in the month of April, 2025,

R ——
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m
partnership Firm

Question 26

v & Co., @ partnership firm consisting of three working partners A, B and € and one non-working
partner B, engaged in the business of manufacturing and selling electric kettles.

Following Information is furnished for receipts and payments of the previous year 2024-25:

|1 Total turnover | 2,80,00,000

;__“I:.J Consideration for transfer of plot at New Pelhi on 30,03.2025 |proefits on sale 57,000,000
is credited to P&L A/c]

| {iii} | Cash receipts [out of turnover In (1) above] | 10,50,000
' (iv] [Receipts by way of cheque other than Ajc pa}'ﬂE cheqgue foul of turnover in (i) 200,000

ahove] -
}Tﬂ Amount of sales consideration lor pim. reclrwed in cash [our of (i) nhmre} i lﬁ,Bﬁ.lJ'l.lﬂ
"[vl) | Total Payments 1,95,00,000

(vii} | Cash payments [out of (vi) above] [each payment does not exceed T 10,000 4,50,000

| except salary of § 12,000 p.m. made to a clerk which is debited to P& L A/c]

Net profit as per the Profit and l.oss A/e ls 1 8,65,000 after debiting or crediting the !’ﬂlluwing

- Interest @ 15% is provided to partner B on his capltal of T 10 lakh as asuthorized by the
partnership deed.

7 60,000 p.m. pald as romuneration to each partner as authorised by partnership deed,
Additional information

- The firm had brought farward business loss of ¥ 75,000 of AY. 2021-22. Till AY, 2024-25, the firm
yels its books of accounts audited every year.

The firm acquired plot on 30.4.2020 for  12,00,0010.

[i}  This year firm do not want to get its books of accounts audited. Advise the firm on this and
campute the wotal Income of the firm for the AY, 2025-26, '

[ill  Compute the total income of the firm for the AY. 2025-26 assuming that instead of 3 2,00,000,
firm recetved T 4,00,000 by cheque other than A/u payee cheque.

Answer

(i)  As per section 44AD, a resident lndividual, HUF or Partnership firm (but not LLP) engaged in
sligihle buginess and who his not daimed deduction under section 10AA or Chapter VIA under
“(. - deductions In respect of certain incomes” Is an eligible assessee, Eligible business means
whose total turnover/gross receipts in the PY, < 2 200 |akhs or >3 200 lakhs but = T300 lakhs,
if its cash receipts do not exceed 5% of total turnover/gross receipts, Such eligihle assessee can
declare B% /6%, as the case may be, of total turnover/sales/gross receipts or a sum higher
than the aforesaid sum claimed to have heen earned by the assessee, as its business income.
ln this case, XYZ & Co., a partnership firm, can declare profits as per the presumptive
provisions of section #4AD, since the percentage of receipts in cash of ¥ 12.50 lakhs to
the total turnover/gross receipts of ¥ 280 lakhs is 446%. In such a case, it is not
required to gel its books of account audited under section 44AB.
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Computation of total income of XYZ & Co. for the ALY, 2025-26
-l;ﬂTﬂl'_'l.I]It.r'E | 1 1
Profits and Gains of business or profession

Prosumptive Income under section 44AD [T 16,05,000, heing 17,05.000
6% of € 26750000 (excluding cash receipts and amount
| received by cheque other than Ajc payee cheque and 2
1,00,000, being 8% of ¥ 12,50,000] [See Note 1)

Less: Brought forward business loss ufs 72 [See Note 2} 715000 16,30,000

Long-term Capital Gains

Sale consideration 57.00,000 .

Less: Cost of acquisition 12,00,0001  45,00,000]
| Gross Total In mmeﬂ‘ntnlllntnme ! E!.ﬂﬂ,ﬂﬂﬂ’
Notes:

(1) Interest on capital and working partner salary are not deductible while computing the
presumptive income of a partnership frm under section 444D,
(4} Brought forward business loss of assessment year 2021-22 can be set-off against current
year business incame as per segtlon 72
(i1) In case, XYZ & Co. received T 4,00,000 instead of T 2,00,000 by cheque other than A/c
paviee chegue it cannot declare profits as per the presumptive provisions of section
44AD, since the percentage of cash receipts of ¥ 14.50 lakhs to the total turnover/gross
receipts of T 280 lakhs Is 5.17%.
Computation of total income ol XYZ & Co. for the Y, 2025-26

Particulars B/ . 1
Net profit as per profit & loss account '_ - B.65.000]
Add: Interast pabd ro parmer B allowahle to the extent of 129, 30,000 |
Excess Interest of ¥ 30,000 [3% of % 10 lalhs] s disallowed,
Salary to partners considered separately (360,000 x 12 £ 4). 28,80,000

Satary to clerk would be disalfowed as per section 40A(3), since 1,44,000 |
payment exceeding T 10,000 made in cash [T 12,000 x 12)

39,19,000

Lesgs: Profit on sale of land [Taxable under head "Capital Gains®] 45,00,000 |
ook Profits/loss (5. BLO0D) |
Less: Salary to working partners:
(f} Aspersecdon 40(b) in case of loss, limit is 3,010,000
(ii) Salary actoally paid only to working partners  21,60,000

Deduction allowed belng (1) or (i), whichever is less [3,00,000)
Business Loss {1t can be set-off against [ong-term capital gains _[ﬁﬂl,[!ﬂﬂ]
Brought forward business loss relating o AY. 2021-22 of 3
75,000 will be carried forward to the subsequent year '

T e e —— |
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Long-term Capital Gains

Salc consideration 57.00,000

Less: Cost of acquisition 12.00,000 45,00,000

Less: Current year business loss EI.H 1_. (0]

Gross Total iIncome/Total Income FEE*_JFEHIF
Question 27

%, ¥ and HUF of Z (represented by Z) are partners with equal shares in profits and losses of a firm,
M/s Popular Cine Vision, which is engaged in the production of TV serials and telefilms,

The earlier partnership deed did not authorise payment of remuneration or interest to partoers. The

partnership deed was revised by the partners on 1% June, 2024 to authorise payment of

remuneration of ¥ 1 lac per month to each working partner and simple interest at 15% per annum on

partners’ capital. X, Y and 7% are actively associated with the affairs of the firm.

The Profit & Loss Account of the firm for the year ended 317 March, 2025 shows a net profit of ¥ 10

lacs after debiting/crediting the followlng:

[z] Interest amounting to T 5 lacs each was paid to partmers on the balances standing to their
capital accounts from 1 June, 2024 to 31 March, 2025

(b} Rémuneration to the partners ncluding partner in representative capacity 3 30 lacs.

6} Interest amounting to 2 lacs paid to Z on loan provided by him in bis individual capacity at
16%; intorest.

[d] Royalty of T 5 lacs paid to partner X, who is a professional script writer, for use of his scripts
as per agreement between the firm and X. The same (£ authorized by partnership deed.

[6]  Two separate payments of } 18,0000and ¥ 15,000 made in cash on 17 February, 2025 to Altaf, 2
hairdresser, against.his hill for services rendered in January, 2025 aml two payments of 1
19.000 and T 10,000 made in cash on 1* February and 2+ February, 2025, respectively, to
Privam, an assistant cameraman, agalnst her bill for services provided in January, 2025

(1 Amount of T 5 lacs provided in the books on 312 March 2025 as liability for remuneration to
Shreya, a film artist and a non-resident. Tax deducted at source under secdon 195 from the
amount so credited was paid on 37 June; 2025.

(g} Amount of ¥ 6 lacs provided as gratuity for the year on the basls of actuarial valuation,
Gratuity actually paid to one retired employee during the year is % 150 lacs.

ih]  Interest of ¥ 1.20 lacs received on income-tax refund u/s 244{ 1A).

Compute the total income of the firm for ALY, 2025-26 stating the reasons for treatment of each item,

Answer

Computation of Total Income of M/s, Popular Cine Vision for the AY.2025-26

* Particulars 1 3
Profits and Gains from Business or Profession '
Net Profit as per Profit & Loss Afc 10,00,000 |
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Add: Expenses disallowed or consldered separately:
Interest to partners in excess of 1205 (Note 1) 3,00,000
Disallowance under section 40A{3) for aggrepate cash payment
exceeding T 10,000 in a single day (Note 5) 52,000
Provision for gratuity (Note 7) 4,50,000
Partners’ Remuneration S0,00,000
Royalty paid to Partner X (Note 4) 500,000 43,022,000
 53,02,000
Less: Interest on Income-tax refund (Note 8) 120,000
Book Profit 51,82,000
Less: Partmers' remuneration allowable under section 40({h){v)
(1) As per limit prescribed in section 40(b)
On first T 6,000,000 (1% 540,000
(n the balance ¥ 15,82,000 B0 27,49,200
32,859,200
(i} Remuneration actually paid or payable 35,00,000
(T 100,000 = 10 months = 3 partner) + (Royalty T 5 Lacs) .
(i} or (i) whichever is less, is deductible " 3289200
| 1892800
Income from other sources
Interest on income-tax refund 120,000
Gross Total Income - ZE.iz,Ii_lﬂﬁ.
Deductions under Chapter VI-A Nil
Total Income | 20,112,800
Noles:
L. As per section 40[h), simple interest at 1244 p.a. to parmers relating to the period after the date

of partnership deed is allowable. Exicess interest @ 3% paid from 17 June, 2024 to 31« March,
2025 is to be dirallowed. Excess interest of 3% being 3 15,00,000x 3/15 =% 3,00,000,

Even though Z is a partner in a representative” copacity, he is stll a partner. Therefore,
remuneration to 2 should also be subject to the lmits prescribed in section 40(b), This view
finds support from the decision of the Supreme Court in the case of Rashik Lal & Co, vs CIT
(1998) 229 ITR 458 (SC].

As per Explanation 1 to section 40(b), where an individual Is a partner In a firm in
representative capacity, the provisions of section 40{b} shall not apply to any interest payable
by the firm to such individual in his personal capacity. Z reprosents his HUF in the firm.
However, Z gave the loan in his Individual capacity. Hence, assuming that the provisions of
siction 40A(2) do not pet attracted In this case, such interest shall be allowed as deduction in
full even though the interest rate s more than 12% pa

[t may he noted that the limits specified under section 40{b){v) are applicable in case of payment
of salary, bonus, commissian, or remuneration, by whatever name called, to a working partner.
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From 4 plain reading of the section, it Is clear that any remuneration, by whatever name called,
paid Lo a working partner, is subject to the limits laid down in section 40()(v). Therefore, the
royalty of ® 5 Lacs paid to partner X would also be subject to the limits Inid down in section
40(b){v), Hence, the same has to be added back for computing book profits

e section 40A(3) provides for disallowance of any expenditure in respect nf which actual payment
axeeeding T 10,000 is made otherwise than by an account payee chegue, account payee lank
draft or use of ECS through bank account er through such other electronic mode n a single day
to a person. Hence, payments of ¥ 18,000 and 1 15,000 In cash to Altaf, 4 halrdresser, shall be
disallowed, since the aggregate payment of ® 33,000 exceeds the limit of T 10,000,

The payment of hill of the assistant cameraman of ¥ 19,000 is also liable for disallowance under
section 40A(3) since the aggregate payment in cash on a single day has exceeded T 10,000,

6 Aspersection 40(a){i), any sum payahle to a non-resident shall not be allowed as deduction, if-
Lax has not been deducted at source or after deduction, has not been paid on or before the due
date specified under section 139(1), Tax deducted from the amount of remuneration credited to
payee’s account on 31 March 2025 has to be deposited latest by 31# July 2025/31% October,
2025 (as the case may he). The firm has paid the tax on 39 June, 2025 and hence, the
pemuneration shall be allowed. Since the same is already debited to profit and loys account, oo
further adjustment is made,

7. As per section 40A(7), any provision made for payment of Bratuity to employees on their
retirement or o termination of jemployment for any reason is disallowed. However, gramity of
% 1.50 lacs pald to retired employees is allowable as deduction, Hence, the balance provision of 3
4.50 lacs (Le, T 6 lacs - T 1.50 lacs] is to be disallowed,

8 Interest on income-tax refund is assessable under the head “Income from other suurces™,

Question 28

M5, HIG, a firm, consisting of three partners namely, 1 and G, carried on the business of purchase
and sale of television sets in wholesale and manufacture and sale of pens under 4 deed of partnership
executed on 1.4.2014, H, 1 and 6 wore partners in their individual capacity.

The deed of partnership provided for payment of salary amounting fo T 1,25,000 each to H and G,
who were the working partners. A new deed of partnership was executed on 1,10,2024 whicl, apart
from providing for payment of salary to the two working partners as mentioned in the deed of
partniership executed on 1.4.2014, for the frst time provided for payment of simple interest @ 12%
per anmimm on the halances standing to the credit of the Capital accounts of parters from 1.4.2024,

The firm was dissolved on 31.3.2025 and the capital assets of the firm were distributed among the
partners on 20.4.2025. The netprofit of the firm for year ended 31.3.2025 after payment of salary (o
working partners and debit/credit of following items to the Profit and Loss Account was T 2,50,000:

L) Interest amounting to 2 1,00,000 pald to the partners on the balances standing to the credit of

their capital accounts from 1.4,2024 to 31.3,2025.

i) Interest amounting to £ 50,000 pald to the partners on the balances standing to the credit of
their Current accounts from 1.4.2024 to 31.3.2025.

(] Interest amounting to 3 20,000 paid to Hindu undivided family of partmer H @ 18% per annuim.
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Profits & Gains of Business or Profession

Payment of ¥ 25,000 towards purchase of television sets [stock in trade) made by crossed
cheque on 1.11.2024, -

T 30,000 being the value of gold jewellery received as gift fram a manufacturer for schleving
sales target.

Depreciation amounting to T 15,000 on motor car bought and used exclusively for business
purposes, but registered in the name of partnor 'HY

Normal depreciation under section 32(1)({ii) amounting to T 37,500 of new machinery bought
and installed for manufacture of pens on 1.11.2024 at a cost of € 5,00,000.

(viil) Interest income-of % 25,000 from bank on fixed deposits made out of surplus funds,
The firm furnishes the following information relating to it:

{a)

(b}
i)

Clostng stockein-trade was valued at £ 60,000 as per the method of lower of cast or net
realizable value consistently followed by it. The net realizable value of the closing stock-in-
trade was T 65,000.

Brought forward business loss relating to the assessment vear 2024-25 was 1 50,000,

The fair market value of the capital assets as on 20.04.2025 was 3 20,00,000 and the cost of
their acquisition was T 15,00.000.

Compute the total income of M /s, HIG for AY, 2025-26 stating the reasons for treatment of cach item,

Answer '
Computation af toial income of M/s HIG for the ALY, 2025-26

. _ Particulars T 1

Net profit as per profit & loss account 3.50,000

Add: Interest to partmers on capital accounts for the period from 50,000

142024 to 3092024 disallowed [total interest T 1,00,000 but
deduction limited to 6 months only hence 50% thercof is
deductible and the balunce is added ) [Note (i)]

Interest to partners on current accounts from 1.4.2024 to 50,000
31.3.2025 - not authorize by deed, hence disallowed [Note (1i)].
100% of % 25000 paid towards purchase of television sets 25,000

otherwise than by an account pavee cheque driwn on a bank or
an account payee bank draft or use of electronic clearing system
through a bank account or throogh such other electronic
mode (being stock in trade, hence disallowed) [Note (iv)).

Difference on account of valuation of closing stock- in-trade at 5,000
market value {3 65,000 less  60,000) [Note (ix)}
Salary paid to working partners considered separately, 250,000 ] 3,80,000
7.30.000
| Less: Addidonal depreciation on new machinery (% 500,000 x 20%) = '
T 100,000, Only 50% is allowable as deduction. [Note (vii}] f 50,000
| 680,000
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. Less: Interest from bank on fixed deposits consldered separitely

Wi
-

H Less: Salary to working partners -

Less: Business loss relating to assessment year 2024-25 set off

income from business

income from other sources !

- [ Imterest income from bank on fixed deposits [Note (viii)]. ,
. Total Income

b ——

Profits & Gains of Business or Profession

25,000
6,55,000

[} Asper limit in section 40(h)

On first % 6,00,000 @ 90% and on balance ¥ 55,000 @ &My,
(i) Salary actuwally paid

Deduction allowed being (1) or [1i) whichever {s loss

5,73,000
250,000
2,50,000
4,05,000

50,000
3,55,000

25,000

| 3,80,000

| Noles:

i (0

[i1)

(i1}

Lv]

(vi)

) (vii)

Interest to partners authorised by the partnerchip deed will be allowed as deduction only for
the period beginning with the date of the partnership deed and not for any carlier period as
per section 40(h)(Iv), Therefore, interest pald to the partners on balances standing to credit of
their capital accounts from 1.10.2024 alone is eligible for deduction, since the partnership
desd was executed only on 1.10.2024, Interest for the period prior to 1.70.2024 is not allowed,

The parmership deed of 1.10.2024 provides [or payment of interest on balinces in capital
arconmts of partners only, As such, the interest paid on the balances standing to the credit of
the current accounts of partners is not allowable under section 40(k), The Kerala High Court
has, in Novel Mstributing Enterprises v, DCIT (20011 251 ITR 704 {Ker), on identical facts, held
that interest paid to the partners on their carrent account balances is not allowable,

Since H Is a partner in his individual capacity, interest paid to the Hindu Undivided Family of
pariner H does notattract disallowance under section H0(b)(iv).

Section 40A[3) provides for disallowances & 100% of the expenditure incurred otherwise
than by an account payee cheque drawn on a bank or an account payee bank draft or use of
plectronic clearing system through a bank account or through such other electronic mode as
may be prescribed. Since the firm has made payment of 3 25000 wwards purchase of
television sets by a crossed cheque and not by an account pavee cheque, 100% of such
expenditure would be disallowed.

Gold jewellery valued at 3 30,000 recefved as gift from a manufacturer for achicving sales
target is taxable under section 268(iv), being a benefit arising from business, Since it has already
been credited to profit and loss account, no further adjustment is required,

Depreciation on motor car bought and used exclusively for the purposes of business Is
allowable though not registered in the name of the firm in view of the ratio of the decision af
the Supreme Court in Mysore Minerals Ltd, v. CIT [1999) 239 ITR 775.

The firm is entitled to additional depreciation @ 20% under section 32{1)(lia) in respect of the
new machinery installed for manufacture of pens. Since the new machinery is put to use for
less than 180 days during the relevant previous year, the additional depreciation is restricted

i —— A p—
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to 50% of the prescribed rate of 20% ie. it Is restricted to 10%. The balance additional

depreciation can be claimed in the immediately succeeding financial year,

|
|

Interest income from bank on Axed deposits made out of surplus funds is assessable under the |

head ‘Income from other sources'. Hence, it s not taken for computing book-profit,

As per para 24 of 1ICDS II: Valuation of Inventories, closing stock has to be valued at net I
realizable value in the case of a dissulved firm. As such, the closing stock- in-trade of the firm
has to be valued at the net realizable value of T 65,000. Since it has been valued at T 60,000,

heing the cost, the balance ¥ 5,000 has to be added,

Met profit shown in the profit and loss account computed in the manner lald down In Chapter
IV-D as increased by the aggregate amount of the remuneration paid or payable to all the
partners constitutes book profit as per Explanation 3 to section 40(h). Carry forward and set
off of business loss is covered under Chapter V1. Hence, brought forward business loss is not

considered for calculation of book- profit.

Section 98 would be attracted in the hands of M/s HIG In the AY, 2026-27, since capital assets

are received by the partner on 20.4.2025, Le, VY, 2025-26.

(uestion 29

Isac limited is a company engiged in the business of biotechnology, The net profit of the company for

the financial year ended 31.03.2025 is € 35,25,890 after debiting the following items:

sn)
1.

s e, B L

10.
11

_ Particulars t -|
Furchase price of raw material used for the ]nm'paﬁu of in<honse research and | 11,80,000
development {including GST of ¥ 1,80,000 on which ITC is not admissihle) |
Purchase price of asset used for in-house research and development
[a)  Land 5,00,000 |
(b) Building 3.00,000 |
Expenditure incurred on notilied agricultural extension project 25,50,000 |
Expenditure on notified skill development project: |
(a] Purchase of land 40,008,000
(b) Expenditure on training for skill development 32,50,000 |
Expenditure incurred on advertisement in souvenir published by political party 75,000
Expenditure incurred on issue of right shares 40,000 |
Expendlture incurred on issue of debentures 50,000 |
Penalty pald under GST Act 35,000
Penalty pald for hreach of contract with a customer 40,000
Interest pald on loan taken from bank for payiment of advance Income-tax 60,000
Provision for loss of subsidiary #5,000 _-

R e —

Compute the incone under the head "Profits and gains of business or profession” for the ALY, 2025-
26 of Isac Lid. assuming that the company dogs not opt for the provisions of section 115844,

P

—
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Answer

Computation of income under the head "Profits and gains of business or profession”
= Particulars 3 1
_ﬂﬁ_p_mﬁt as per profitand loss account 35.25.890

Add: ltems debited to profit and loss account, but to be disallowed

Purchase price of Land used in io-house research and
development - being capital expenditure not allowable as |
deduction under section 35 5,00,000

Purchase price of building used in in-house research and
development - being capital expenditure, 100% of which is !
allowable as deduction u/s 35(1 ){iv) read with section 35(2) '

Purchase price of raw material used for in-house research and
development - qualifies for 1009 deduction u/s 35(2ARB)
Expenditure incurred on notifled agricultural extension project -
100% deduction is allowed under section 35CCC

Expenditure incurred on netified skill development project - |
Purchase of land - belng capltal expenditure not qualilying for |
deduction under section 35CCD | 40,00,000
Fxpenditure incurred on potifted skill development project - |
Expenditure on training for skill development - 100% deduction I
is allowed under section 35CCH

Expenditure incurred on advertisement in souvenir published by

a political party nol allowed as deduction as per sectivn 37{2B) 75,000
Expenditure Ineurred on lssue of right shares not allowed us'_:
deduction since expenses s of capltal nature w000 |

kxpenditure incurred on issue of debentures [allowable)
Penalty paid under GET Law not allowed s+ deduction 35,000 |
Penalty paid for breach of contract with o customer [allowable)

Interest pakd on loan taken frimm bank for payment of advance
income-tax not allowed as deduction since the same is not for the |

purpose of bustness or profession 60,000
Provision for loss of subsidiary not allowed as deduction #5000 4835000
Profit and gains from business - B3.60,890

Notes:
(i} GSTon which ITC is ot admissible is an expense and can be claimed as an expense ufs 37,

(il The expenditure incurred on advertisement in the souvenir published by a political party is
disallowed ay per section 37(28) while computing income under the head "Profit and Gains of
Business or Profession” but the same would be allowed as deduction under section BOGGE
irom the gross total income of the company.
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Question 30

Alpha Lrd,, a manufacturing company, has disclosed a net profit of ¥ 12.50 lacs for the year ended 31#

March, 2025, You are required to compute the taxable income (lgnore the provisions of section

115BAA) of the company for the Assessment year 2025-26, alter considering the following

information, duly explaining the reasons for each item of adjustment:

(1) Advertisement expenditure dabited to profit and loss account includes the sum of ¥ 60,000
paid in cash to the sister concern of a director, the market value of which Is ¥ 52,000,

(i)  Repairs of plant and machinery debited to profit and loss account includes 3 1.80 lacs towards

replacement of worn out parts of machineries, Such expenditure does not increase the future
benefit from the asset bevond its previously assessed standard of performance.

(iif) A sum of ¥ 6,000 on account of liability foregone by a creditor has been taken to general
reserve. The original purchases was debited to the Profit & Loss Accountin the AY.2021-22,

(iv] Sale proceeds of import entitlements amounting to ¥ 1 lac has been credited to Profit & Loss
Account, which the company claims as eapltal receipt not chargeable to income-tax.

(v)] Being also engaged in the biotechnology business, the company lncurred the following
expenditure on in-house research and development as approved by the prescribed authority:

(a) Research equipments purchased 1 150,000,
(b} Remuneration pald to scientists £ 50,000,

The totml amount of T 2,00,000 15 debited to the profit and loss account.

Answer
Computation of taxable income of Alpha Ltd. for the AY. 2025-26
' Particulars o T
Met profit as per profit and loss accoun) 12,50,000

Aud: ltems debited to profit and loss but not deductible or income to be taxed
1. Payment of advertisement expenditure of 160,000

([) 8,000, being the excess payment Lo a relative disallowerd u/fs 410A(2) AR
(i1) As the payment is made in cash and since the remaining amount of %
52,000 excesds % 10,000, 100% shall be disallowed under section 40A(3) 52,000

e

Under sectlon 31, expenditure relatable 1o current repalrs regarding plant, -
machinery or furniture is-aflowed as deduction.

The test (o determine whether replacement of parts of machinery amounts
repair of renewal s whether the replacement is one which is In substance
replacement of delective patts or replacement of the entire machinery or
substantial part of the entire machinery. Here expenditure on repairs does not
bring in any new asset into exlstence. Such replacement can only be constdered I
as curvent repairs. Hence, no adjustment is required,
Further, as per ICDS V on Tangible Fixed Assets, only an expenditure that |,
increases the future benefits from the existing asset beyond its previously
| assessed standard of performance has to be added to the actual cost.

BY CA ATUL AGARWAL (AIR-1)
AIRICA Career Institute (ACI)

Fage 3.39

a6



Profits & Galins of Business or Profession

m

5

Less: Amount not debited to profit and loss account but allowahle as deduction

Taxable Income | 13,16,000

| m———

Liability foregone by creditor chargeable as business Income but pot credited to 6,000
profit and loss account [taxable under section 41(1]] '
Sale proceeds of import entitlements. The sale of the rights gives rise to profits -
or gains taxable under section 28{Hia). As the amount his already been
credited to profit and loss account, no further adjustment ls necessary,

Expenditure on in-house research and development Is entitled to a deduction of
100% of the sxpenditure (both capital and revenue) so incurred under section
35{2AB)(1) = ¥ 2 lacs x 100% = T 2 lacs. Expenditure of ¥ 2,00,000 has already
been debited to Profit & Loss Account, therefore no adjustment is required.

Question 31

(LT Limited is engaged in manufacturing of pipes and tubes. The profit and loss account of the
company for the year ended 310 March, 2025 shows a net profit of T 405 lacs. The following
information and particulars are furnished to you, You are reguired Lo compute total income (ignore
the provisions ol section 1158AA] of the corpany for Assessment Year 2025-26.

(1]

(i)

(1)

Liv)

(v]

(vi)

A group free air ticket was provided by a supplier for reaching a certain velume of purchase
during the current financial year. The same is encashed by the company for 110 lacs and
credited tn Genaral Reserve Account.

A regular supplicr of raw materials agreed for settlement of ¥ 8 Jues Instesd of ¥ 10 lacs for
poar quality of material supplied during the previous year which was not glven effect in the
runining account of the suppller,

Atdhra Bank sanctioned and disbursed a term loan fora sum of ® 50 lacs, Interest of 2 B lacs
was In arrears. The bank has converted the arrear Interest into 2 new loan repayable in 10
eiqual instalments, Durlng the year, company has pald 2 instalments and the amount so paid
has been reduced from Funded [nterest in the Balance Sheet.

The company remitted 5 locs as interest to a company incorporated in USA on a loan taken 2
years ago. Tax deducted under section 195 from such interest has been deposited by the
company on 15% July, 2025, The said Interest was debited to profit and loss account.

Sundeep, 2 sales executive stationed at HO at Delhi, was on official tour i Bangalore from 317
May, 2024 to 18" June, 2024 and 28* September, 2024 to 15% October, 2024 [or the business
development. The company has patd Sandeep's salary in cash, from its local oflice at Bangalore
for the month of May, 2024 [payable on 17 June) and September 2024 [payable on 1= October ],
amounting to T 45,000 and T 47,000 respectively (net of TDS and other deduction), as Sandzep
has no bank account at Bangalore. These were included in the amount of “salary” debited to
Profit and Loss Account,

The company has contributed ¥ 50,000 by account payee cheque Lo an efectoral trust and the
same stands included under the head "General Expenses™

Answer
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Computation of total income of ILT Ltd, for the A.Y.2025-26

Particulars 1
[ Profits and gains from business or profession
Net profit as per profit and loss sccount 4,05,00,000
Add: Items debited to profit and loss account. but to be
disallowed and items not considered in accounts but to be taxed
Value of group free air ticker provided by a supplier is taxable as | 10,00,000
husiness income under speton 28[1v), as the value of any benefit,
whether convertible into money or naot, arising from business s
taxable as business income,

Amount waived by the supplier of raw materfals is a decmed income 2,600,000
under section 41[1), as expenditure was allowed as deduction in the
| last year and there i5 a benefit by way of remission or cessation of a
trading liability. The fact that effect was not given in running account
of supplier is not relevant,

Interest payable putside India to a foreign company is allowable [See
Note 1)

Contributlon to electoral trust s not an allowahle expendlture while S0,000
1 computing business income. Hence, the same has to be added back,
sinca ivis included in peneral cxpenses.

| Salary  paid o employee Sandeep s eligible for deduchon L
Disallowance under section 40A(3) will not apply [See Note 2| - 12,50,000

4,17,50,000 |

Less: Amount of deduction allowable

Under section 438, interest on loan due to any scheduled hank, ete, s |
| allowed as deduction, If such interest 18 actnally pald brrespoctive of
the method of accounting {ollowed by assessee, Conversion of arrear | |
interest nto a fresh loan cannot be considered as actual payment of .
| interest. However, the amount of funded Interest (i e, converted loan) |
| actually paid is allowable as deduction, Hence, $ 1,60,000, being two

{ instalments of T 80,000 each, actually paid s deductible, 1.60,000 |
| Business Income | 4,15,90,000

Gross total income 4,15",5_[}:“0#-'
Less: Dedoction under Chapter VI-A |

Deduction under section BOGGE in respect of contribution by the
Assessee company to an electoral trost. 50,000 I

Total Income 4,15,40,000 .

| Notes:

previous year 2024-25 and the same has been deposited before the due date of fling return «

Q 1. Since tax has been deducted on interest payable outside India to a foreign company during the
| income under section 139(1 ), disallowance uncder section 40{a)(1] is nol attracted, -

BY CA ATUL AGARWAL (AIR-1)

ATR1CA Career Institute [(ACI)
Page 3.41

88



Profits & Gains of Business or Profession
‘w
2 Inrespect of payment of satary to sales executive in cash, no disallowance under section 40A(3]
i is to be made as the payments fall within the scape of Rule 6DD(i), Sajary paid to him in cash is
= allowable as the executive was temporarily posted for a continuous period of more than 15 days
i in Bangalore which is not the place of his normal duty. No disallowance under section 40A(3] is
. attracted in respect of such salary.

F=

Question 32

The trading and profit and loss account of Pingu Trading Pvt. Ltd. having business of agricultural
aroduce, consumer items and other products for the year ended 31.03.2025 is as under:

: Trading Account
P [ Particulars 3 Particulars 3
. | Opening Stock 3,75,000 | Sales 1,55,50,000
| purchases 1,25,75,000 | Closing Stock 4,50,000
Freight & Cartage 1,256,000
liross profit 29,24.000
1,60,00,000 1.60,00,000
Frofit and Loss Account
N Particulars ' 3 Particulars B 1 |
Bonus to staff . 47,500 -lifuss profit = ?‘].Hﬂﬂﬂl
N Rent of premises 53,500 | Income-tax refund 20,000
Ul |Advertisement 5,000 | Warehousing charges 15,200,000
Bad Debts 75,000 '
Interest on loans 1,67 500
Depreciation 71,500
GST demand pald ];.[Iﬂj 50
Miscellaneous expenses | 525,650
Net profit-of the year 33,90,000
y w000 000
i On scrutiny of records, the following further information and details were extracted/gathered:
0| (i]  Therewas a survey under section 1334 on the business premises on 31.3.2025 in which It was
revealed that the value of closing stocks of 31.3.2024 was ¥ 875,000 and a sale of 3 75,0010
made en 13.3.2025 was not recorded In the books. The value of closing stocks after considering
i(} these facts and on the hasis of inventory prepared by the department as on 31.3.2025 worked

oul at T 12,550,000, which was acceptad to be correct and not disputed.
(i} Income-tax refund includes amount of T 4570 of interest allowed thereon.

(W] Honus to staff includes an amount of T 7,500 paid in the month of December 2024, which was
provided in the books on 31.03.2024,

{iv] Rent of premises includes an amount of T 5,500 incurred on repairs. The assessee was under

|
i no obligation to incur such expenses as per rent agreement,
e e S e —
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(v] Advertisement expenses include an amount of ¥ 2,500 pald for advertisement published in the
souvenir issued by a political party. The payment is made by way of an account payes cheque.

(vi] Miscellaneous expenses include:

amount of T 15,000 paid towards penalty for non-fulfillment of delivery conditions of a
contract of sale for the reasons beyand cantrol,

amount of T 1,00,0600 paid to the wife of a director, who is working as junior lawyer for taking
an opinion on & disputed matter. The junior advocate of High Courts normally charge only T
25,000 for the same opinion,

amount of T 1,00,000 paid to an Electoral Trust by cheque.

(vii) Goods and Services Tax demand paid includes an amount of % 5,300 charged as penalty for
delayed filing of returns and T 12,750 towards interest for delay in depaosit of tax.

(wiii] The company had made an investment of ¥ 25 [acs on the construction of a warehouse in rural
area for the purpose of storage of agricultural produce. This was made avaitable for use from

15.09.2024 and the income from this activity is credited in the Profit and Luss account under
the head "Warehousing charges”.

{ix) Depreciation under the Income-tax Act, 1961 works out at ¥ 65,000

(%] Interestonloans includes an amount of $80,000 paid to Mr. X. a resident, on which tay was not
deducted. 1

Compute the income chargeable (o tax for assessient year 2025-26 of Pingu Trading Pyt 1td,
ignoring MA'T and provisions of section 115BAA, Support your answer with working notes

Answer

Computation of Income of Pingu Trading Pvt. Ltd. chargeable to tax for the ALY, 2025-26

Particulars i
33,90,000

Net profit as per profit and loss account

Add: [Yifference in the value of stocks detected on survey under section 133A ;
chargeable as income (See Note 1) 4,75,000

37.65,000

Less: Income-tax refund credited in profit and loss account, out of which interest
i 10 be considered separately under the head "lncome {rom other sources” 20,000

37,435,000

Add: Expenses either not allowable or to be considered separately but
charged in the profit & loss account

Repalr expenses on rented premises where assessee is under no obligation
to [ncur such expenses are not allowable as per section 30(a){i). However, If
such expenses are required for carrying on business efficiently, same are
allowable under section 37, In this case, assuming that such expenses are
required for carrying on busmess efficiently, the same are allowable under
section 37.

Advertisement in the souvenir of political party not allowable as per section , 2,500
J7{28] (See Note 3)
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Payment made to the wife of a director examined as per section 40A(2) and 75,000
the excess payment made to be disallowed (See Note 5)
payment made to electoral trust by cheque (See Note 6) 1,00,000
penalty Jevied by the Goods and Services tax department for delayed filing 5,300
of returns not allowable as being paid for infraction of law (See Note 7)
Depreciation as per books 71,500
30% of interest paid on loan pald to Mr. ¥, a resident, without deduction of
tax at source not allowable as per section 40{a)(ia) 24,000
T 40,23,300
Less: Depreciation allowable as per Income-tax Act, 1961 65,000
39,58,300
Less: Income from specified business (warehousing charges) credited to profit 15,00,000
and loss account, to be constdered separately (See Note 8)
income from business (other than specified business) 24,58.300
Computation of income /loss from speci fied business [See Note 8)
Income from specified business T 15.00,000
Less: Deduction under section 354D @ 100% of 125 lakhs 125,00,000
Loss [rom specified business to be carried forward as per i
section 73A 2 {10,00,000)
GianehuEOthesIeSs: $ 0900
Intercst on income-tax refund 4,570
Gross Total Income  24,62,870
Less: Deduction under section 80GGH -
| Contribution to political party (See Note 3) 12,500
L Contribution to an Electural trust (See Note 3) 3 1,00,000 1,02,50(0
"Total Income : | 23,60,370|
Notes: ‘
(1] 'The business premlises were surveyed and differences in the figures of opening and closing

stocks and sales were found which have not been disputed and accepted by the assessee.
Therefore, the trading account for the year is to be re-cast to arrive at the correct amount of
the pruss profit/net profit for the purpose of return of income to be filed for the previous year

ended on 31.3.2025,
Revised Trﬂdmg Account
Particular L Particular
Opening Stock T 875,000 | Sales (% 1,55.50,000 +3 75,000)
Purchases 1,25,75,000 | Closing Stock
Freight and Cartage 1,26,000
Giross Profit 32,599,000
1,68,75,000

BY CA ATUL AGARWAL [ATR=1)
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(2]

(3)

i4]
. (53
i_ﬂI
17

i (&)

The difference of gross profit of T32,99,000 - T 29,24,000 = T 3,75,000 |5 to be added as income
of the hutiness for the year,

Bonus for the previous year 2023-24 pald after the due date for Aling return for that year
would have been disallowed under section 438 for the P.Y.2023-24. However, when the same
has been paid in December 2024, It should be allowed as deduction In the P.Y.20024-25
(AY.2025-26). Since it is already incloded in the figure of bonus to stalf debited to profit and
loss account of this year, no further adjustment is required,

The smount of T 2,500 paid for advertisement in the souvenir issued by a political party
attracts disallowance under section 37(2H). However, such expenditure falls within the
meaning assigned to “contribute” under sectlon 293A of the Companies Act, 1956, and is hence,
eligible for deduction under section 80GGE. Any contribution to the political party or electoral
trust made by way of cash is not allowed as deduction under section BOGGBE. Since in the
present case, the payment to the palitical party is made by way of an account payee chegue, it
Is allowed as deduction under section 80GGH.

The penalty of T 15,000 paid for non-fulfilment of delivery conditions of a contract for reasons
beyond control is not for the breach of [aw but was pald for breach of contractual obligations
and therefore, s an allowable expense,

It has been assumed that T 25,000 Is the reasonable payment for the wife of Director, working
% a junior lawyer, since junior advocales {.11r High Courts normally charge only 2 25,000 for the
same opinion and therefore, the balance 3 75,000 has been disallowed.

Fayment to an electoral trust qualifies for deduction under section BOGGE since the payment 1s
made by way of a chegue. However, since the amount bas been debited to profit and loss
account, the same has to be added back for computing business inconice

The interest of ¥ 12,750 paid on the dolayed deposit of goods and services tax is for breach of
contract and hence, is allowable as deducton. However, penalty of 1 5,300 for delay in filing of
returns is not allowable since it is for breach of law.

Deduction @ 100% of the capital expendinure s available ander section 35AD in respect of
spectfied business of sotting up and operating a warehouse facility for storage of agricultural
produce. It is presumed that T 25 lacs does not include expenditure on acquisition of any land.

The loss from specified busingss under section 35AD (warehousing] shoild be segregated from
the income from other businesses, since, a8 per section 73A[1), any loss computed in respect of
any specified business referred to in section 35AD shall not be set off except against profits and
gains, if any, of any other specifed business,

In view of the provisions of section 73A[1), the loss of ¥ 10 jacs from the specified business
cannot he set-otf against income from other businesses, Such loss has to be carried forward to
be set-off against profit from specified business in the next assessment year, The return should
be filed on or before the due date under section 13%{1) for carry foreard of such losses.

Question 33

1' Lambda Ltd. is engaged in the manufacture of fabrics since (01,04.2015, 1ts Statement of Profit and
\ Loss for the previous year ended 317 March, 2025 shows a profit of T 750 lakhs after debiting or

| credliting the following items:
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[d)

(e]

(f}

(]

(h]

pepreciation charged on the basis of useful life of assets as per Companies Actis 2 52 Lakhs.

Industrial power tarff concession of ¥ 4.B0 Lakhs, received from Maharashira State
Government was credited to Statement of profitand Joss,

The company had provided T 18 Lakhs being sum falrly estimated as payable with reagsonably
certainty, to workers on agreement to be entered with the workers unlon towards periodical
wage revision once in every three years.

Dividend received from a US company T 12 Lakhs.

Loss ¥ 17 Lakhs, due to destruction of a4 machine worth ¥ 24 Lakhs by fire due to short circuit
and % 3 Lakh received as scrap value, The Insurance company did not admit the claim of the
company on charge of gross negligence

Proviston for gratuity based on actuarial valuation was % 320 Lakhs, Actual gratulty pald
debited to gratuity provision account was T 160 lakhs.

Advertisement charges ® 230 lakhs, paid by cheque for advertisement published in the
souvenlr of a political party registered with the Election Commission of India.

Ling term capital gain ¥ 3 Lakhs on sale of cquity shares on which Securities Transaction Tax
(STT) was paid at the time of acquisition and sale.

Additional Infermation:

(1)
(i)

Nermal depreciation computed as per Income-tax Rules is T71 Lakhs.
i

GST T 8 lakhs collected from its customers was paid by the company on the due dates. On an
appeal, the High Court directed the G5T department to refund T 3 lakhs to the company. The
company In turn refunded 3 2 lakhs to the costomers from whom it was collected and the
balance T 1 lakh is still lying under the head "Current Liabilities”,

Compute the total income of Lambeda Led, for the AY. 2025-26 by analyzing and applying the relevant
provisions of income-tax law. Briefly explain reasons for treatment of each ltem, Ignore provisions
relating to Minimem Alternate Tax. Assume that the company has not opted for section L15BAA

Answer

Computation of Total Income of Lambda Ltd. for the AY. Z2025-26

r

Particulars Amount ()

!_le]u andl gaing of business and profession
| Net profit as per the statemeat of profit and loss 7,50,00,000
- Add: Items debited but to be considered separately or items of

expenditure to he disallowed
Depreciation as per Companies Act 52,00,000
Provision for wages payable to workers

[Since the provision is based on a fair estimate of wages
payable with reasonnble certainty, the provision fs allowable as
deduction. 1ICDS X requires a reliable estimate of the amount of
obligation and ‘reasonable certainty’ for recognition of a
provision, which is present in this case,
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As the provision of ® 18 lakhs has been debited to statement of
profit and loss, no adjustment is required while computing
husiness Income|

Loss due to destruction of machinery by fire

[Loss of 3 17 lakhs due to destruction of machinery caused by
fire is not deductible since it s capltal in nature,

Since the loss has been debited to statement of profit and loss,
the same Is required to added back while computing business
income]

Provision for gratuity

[Provision of T 320 lakhs for gratuity based on actuarial
valuation is not allowable ag deduction,

However, actual gratufty of T 160 lakhs pald s allowable as
deduction.

Hence, the difference has to be added back to income [T 320
lalkhs {-) 3 160 lakhs]

Advertisement in souvenir of a political party
[Advertisement charges paid in respect of souvenlr published
by a political party is not allowahle as deduction from business
profits of the company. Since, the expenditure has been debited
W statement of profit and loss, the same has 1o be added baclt
while computing business income]

Adil: Income taxable but not eredited to statement of profit and
loss

Sales tax not refunded to customers out of sales tax refund
[The amount of sales tax refunded to the company by the
Government is a revenue receipt chargeable to tax.
Out ol the refunded amount of T 3 lakhs, the amoeunt of T 2 lakh
stands refunded to customers would not-be chargeable to tax,
The balance amount of T 1,00,000 lying with the company
would be chargeable to tax|

| Less: Items credited to statement of profit and loss, but not
includible in business income/permissible expenditure
and allowances

Industrial power tariff concession received from State
Government

|Any assistance in the form of, inter alia, concession received
from the Central or State Government would be treated as
Income. Since the same has been credited to statement of profit
and loss, no adjustment is required]
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Dividend received from US company 12,00.000
[Dividend received from foreign company is taxable under
B “Income from other sources”. Since the sald same has been
! credited to the statement ol profit and loss, it has to be
i deducted while computing business income|

Scrap value of machinery 3,00,000
o |Scrap value of machinery, being capital in nature, has to be
reduced from WDV of machinery. Since the same has heen
credited to the statement of profit and loss, it has to be
deducted while computing business Incoms |

Long term capital gains of sale of equity shares 300,000
| The taxability or otherwise of long term capital gain on sale of

1 equity shares has to he ronsidered while computing income |

under the head “Capital Gains®, Since such capital gains has

been credited to statement of profit and loss, the same has to be

reduced to arrive ot the business income.

‘! Depreciation as per Income-tax Rules, 1961 7100000  89.00,000
| Profits and galns from business and profession £2,93,30,000
Income from Other Sources

[ Dividend received from foreign company | 12,00,000

2 o

-

i ol 14

[Dividend received from s foreign company is chargeable to tax
J under the head™ Income from other sources”)

Capital Gains ] |
Long term capital gain on sale of equity shares 1 3,060,000 !
[Long term capital gains in excess of T 1.25 lakh (Le; 3 L75 lakh,
being T 3 lakh - T 1.25 lakh) on-sale of equity shares on which 5TT s -
paid at the time of acquisition and sale would be taxable®@12.5% u/s
1124.)

Gross Total Income 9,08,30,000
Less: Deduction under Chapter VI-A 2.30,000
[ Under section BOGGE [Contribution by a company to a registered
political party is allowable as deduction, since payment is made
] atherwise than by cash, Expenditure incurred by an Indian company
on advertisement in souvenir published by such political party |
| tantamount (o contribution to such political party.]

; Total Income a.06,00,000

' Question 34

| Parik Hospitality Limited 15 engaged In the business of running hotels of 3-star category. The
company's Statement of Profit and Loss for the previous year ended 312 March, 2025 shows a profit
| of % 152 lakhs after debiting or crediting the following ttems;

T e e e e ——— T e T T e e

BY CA ATUL AGARWAL [AIR-1)
AIR1CA Career Institute [ACH)
/ Page 3.48

105




Profits & Gains of Business or Profession
————————— e ———————— T A A e e e o e e
(a) Payment of T 0.25 lakh and 2 0.30 lakh in cash on 3¢ December, 2024 and 10% December,
2024, respectively, for purchise of crab, lebstér and squid to Mr. Raja, a fisherman, and Mr,
Khalld, a middleman for these products, respectively.
(b] Contributlan towards employees’ pension scheme notified by the Central Government under
section BOCCD for a sum of T 4 lakhs calculated at 169% of basic salary and Dearness Allowance
payable to the employees,

(¢] Payment of ¥ 6.50 lalths towards transportation of various materials procured by one of its
hotels to M/s. Bansal Transport, a parmership firm, without deduction of tax at source. The
firm opts for presumptive taxation under section 44AE and has furnished a declacation to this
effect, [t also furnished its Permanent Account Number in the tender document.

(d)  Profit of T 12 lakhs on sale of a plot of land to Avimunya Limited, a domestic company, the
entlre shares of which are held by the assessee company. The plot was acguired by Parik
Huospitality Limited on 12 June, 2043,

(e) Contribution of T 2.50 lakhs to Indian Institute of Technology with a specific direction for use
of the amount for scientific research programme approved by the prescribed authorley,

(f)  Expense of € 10 lakhs on foreign travel of two directors for a collaboration agreement with a
forelgn company for a brewery project to be set up, The negotiation did not succeed and the
project was abandoned.

{g) Feesof T 1 lakh pald to independent directors for attending Board meeting without deductign
of tax at source under section 194,

(h1  Bepredatlon chamged T 10 lakhs,

(1) %10 lakhs, being the addidonal compensation received from the State Government pursuant to
. aninterim order of Court in respect of land acquired by the State Government

()  Dividend received from a foreign company 5 lakhs,
Additional information:

(1] Asa corporate debt restructuring, the bank has converted unpaid interest of § 10 lakhs upto
31 March, 2024 Into a néw loan account repayable in five equal annual installmants. The first
installment of ¥ 2 lakhs was paid in March, 2025 by debiting new loan account

(1) Depreciation as per Income-tax Act, 19613 15 lakhs.

(ili) The company received a bill for € 2 lakhs on 31’* March 2025 from a supplier of vegetables for
supply made in March, 2025, The bill was omitted to be recorded in the books in March, 2025,
The hill was paid in April, 2025 and the necessary entry was made in the books then.

(l¥) Dividend of T 7 lalkhs is distributed on 25092025 to its sharcholders.

Compute total income of Parik Hospitality Limited for the Assessment Year 2025-26 indicating the
redson for treatment of each item assuming that the company Is not eligible for deduction u/fs 354D,
Ipnore the provisions relating to minimum alternate tax and the provisions of section 115BAA.

Answer

Computation of Total Income of Parik Hospitality Ltd. for the A.Y.2025-26
Ld ' Particulars |  Amount (%) ]
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“profitas per Statement of profit and loss 1,52,00,000
| add: Items debited but to be considered separately or disallowed

payment to middleman for purchase of crab elc. in an 30,000
amount exceeding T 10,000

[Under section 40A[3), disallowance Is attracted in respoct of
expenditure for which cash payment exceeding ¥ 10,000 Is made
on & day to a person. Payment of ¥ 25,000 to fishermen for
purchase of crab ete. is covered by exception wnder Rule 6DD.
However, payment of T 30,000 w middlemen for purchase of
crab ete. is not covered under the exception.

Contribution towards employees’ pension scheme in excess 50,000
of 14% of salary disallowed u/s 40A[Y) [4,00,000 x 2/16]
[Contribution to the extent of 14% of salary (basic salary +
deammess allowance, it it torms part of pay for retirement
benefits) is allowable as deduction under section 36(1)(iva). In
this case, |t is presumed that dearness allowance forms part of
pay for retirement benefits|

: Payment to contractor without deduction of tax at source .

[Since the contractor opts fur presumptive taxation under section
#4AF and lurnished a declaration to this effect tax is not
required 0 be deducted at source under section 194C in respect
of payment to transport coniractor),

Expenses on forelgn travel of two directors for a| 1000000
collaboration agreement which failed to materialize

[Where expenditure is incurred for a project not relared the
existing business and project was abandonoed without creating a
new asset, the expenses are capital in nature. Brewery project is
not related to the existing business of running three star hotels]

Fees paid to directors without deducting TDS [30%, of %1 la | 000 1110000
[Disallowance @ 30% would be attracted under section 40(a])(ia)
for non-deduction of tax at source from director’s remuneration
an which tax 15 deductible under section 194]]

" 1,63,10,000

Less:  Items credited but to be considered separvately/
Expenditure to be allowed

| Profit on sale of plot of land to 100% subsidiary 12,00,000

|Short-term capital gains arise on sale of plot of land held for less
than 24 months. However, in this case, since the transfer is to a |
100% subsidiary company and the subsidiary company i3 an |
Indian company, the same would not constitute a transler for ‘
levy of capital gains tux as per section £7(iv). Since this amount \
J nas been credited to the statement of profit and loss, the same
: has Lo be deducted for computing business income], |
e e e T e e e e e
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Contribution to 1T for scientific research

[Contribution to [I'l' for sclentific research programme approved
by prescribed authority qualifies for deduction @ 100% u/s
35(ZAA). Since 100% of contribution has already been debited to
the statement of profit and loss, no adjustment is required.

Depreciation

[Depreciation allowable under the Income-tax Act, 1961 is ¥ 15

lakhs whereas the depreciation as per books of account dehited

to the statement of profit and loss is T 10 lakhs. Hence, the

additional amount of T 5 lakhs has to be deducted while

computing business income]

Additional compensation received from State Government

[Since the additional compensation has been recelved pursuant

to an interim order of the Court, the same would be deemed as

income chargeable to tax under the head "Capital Gains® in the

yeear of final order as per section 45(5). Since the compensation

has been credited to the statement of profit and loss, the same

has to be deducted while computing business Income]

| Dividend received from foreign company

| [Dividend recetved from foreign company i waxable under the
hewd “Income from othor sources”. Since the sajd dividend bas

' been credited to the statemwent of profit and loss, the same has to

| he deducted while computing business income]

Interest pald during the year

[Conversion of unpald interest into loan shall not be constroed as

payment of (aterest for the purpose section 438, The amount of

unpald interest converted into a new loan will be allowable as

deduction only in the year in which such converted loan is

actually paid. Since ¥ 2 lakhs has been paid in the PY. 2024-25,

the same is allowable as deduction]

Purchases omitted to be recorded in the bonks

[Since the purchase is made in March, 2025 (ie, P.Y. 2024-25), In

respect of which bill of ¥ 2 lakhs received on 31.3.2025 has been

pmitted to be recorded in the books in that year, it has m he

deducted to compute the business income, It is logical to assume
tlml, tht- tompany is following mercantile systam of acc m:nnng.]

5,040,000

10,00,000

500,000

2,00,000

200,000

T P T T e B 8 e e R T L L T e S T gy

36.00.004

[m:ume un t‘ler head “Profits and ﬂa‘lm of Business or Profession”
income from Other Sources
Dividend received from foreign company

[Dividend received from a foreign company is chargeable to tax under
the head “Income [rom other sources™]

Gross Total Income
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Less: Deduction under Chapter VI-A 40,000

Total Income 1,27,10,000

| i

Deduction u/s 80M in respect of inter-corporate dividends [to
the extent of dividend distributed by it one month prior to the
due dat for filing return of Income u/s 139(1]]

(uestion 35

cankar Ltd, engaged in the manufacture of footwear and leather products, for the past 15 years,
reported a net profit of T 272 lakhs as per the statement of profit and loss for the year ended 31+
March, 2025. The company was subject to tax audit under section 44AB of the Income-tax Act, 1961
The net profit is arrived atafter debiting or crediting the following amounts:

(1}
(if)

()

[iv)

Depreciation charged on the basis of useful life of assets as per Companies Actis T 47 lakhs.

A sundry creditor whose amount of 1 32 lakhs was outstanding since long time, has been
cettled for T 26 lakhs based on compromise settlement. The amount waived has been credited

1o the statement of profit and loss,

Employers' contribution to EPF of ¥ 3 Inkhs for the month of March, 2025 was deposited on
24k Tuly, 20625,

Interest payments debited 2 30 lakhs (Includes interest on term loan of T 25 lakhs avilied on
1.4.2024 at Interest rate of 12% p.a towards purchase of machinery during the year).

Payment of ¥ 30 lakhs to A & Co, a subcontracior, for processing raw leather without
deduction of tax is debited 1o statement of profit & loss. This amount imcludes 20 |akhs for
purchase of chemicals and % 10 lakhs towards kabour charges which [s separately shown in
bills submitted

Additional Information:

(1]

12]

(3)

The company has not made provision of ¥ 12 lakhs being a fair estimate of the amount as
payable to workers towards periodical wage revision once in 3 years In respect of existing
emiployees. The provision is estimated on a reasonable certainty of the revision once in 3 years,

The written down values of assets before allowing depreciation as per Income-tax Rules are as
under:

Factory Bulldings: T 180 lalds;

Plant & Machinery 1 170 lakhs (Inclusive of ¥ 30 lakhs. of machinery acquired on
1112024 and put to use)

Computers: L 15 lakhs

It may be nﬁ:ud that the ahove values have been duly recognised while providing depreciation
In the books of accounts,

During the year, the company has employed 22 additional employees (qualified as "workman”
under the Industrial Disputes Act, 1947). All these employees contribute to a recognized
provident fund. 10 out of 22 employees joined on L6.2024 on a salary of T 23,000 per month, 4
|oined on 1.7.2024 on a salary of T 26,000 per month, and 8 joined on 1.11.2024 on a salary of

120,000 per month.
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(1) Employees contribution to EPF of ® 3 lakhs recovered from their salaries for March 2025 and
shown in the Balance Sheet under the head Sundry Creditors was remitted on 31% May, 2025,

Compute the total income and tax payahle of Sankar Ltd. for the Assessment Year 2025-26. The
wrnover of the company for the year ended 31.3.2023 was ¥ 252 crores. lgnore the provisions of
MAT. Assume that the company has not opted for section 115BAA,

Answer

Compultation of Total Income of Sankar Ltd. for the AY. 2025-26

Particulars Amopunt 1)

Net profit as per the statement of profit and loss | 2,72,00,000
Add: ltems debited but to be considered separately or disallowed

Depreciation charged as per Companies Act, 2013
Employer's contribution to EPF

[As per sectlon 438, employers' contribution to EPF I allowable
as deduction, since the same has been deposited on or before the
"due date’ of filing of return under section 13%(1) Le, 31.10.2025,
Since the same has been debited to statement of profit and loss,
no further adjustment is necessary]

lnterest on term loan for purchase of plant and mackinery [%
25 lakhs x 12% x 7/12]

|As per the proviso to section 36(1 (i), interest paid in respect
of capital borrowed for acquisition of an asset tor the period from
the date of harrowing till the date on which such asset js first put
to use shall not be allowad as deduction, Since the same has been
debfted to statement of profit and loss, it has to be added back
while computing business income]

Payment of labour charges to A & Co., a sub-contractor,
without deduction of tax [20% of T 10 lakh]

[Under section 40(a)(ia), 30% of any sum paid to any resident on
which tax is deductible is disallowed if tax is not deducted at
source. In this case, TDS provisions under section 194C are
attracted on labour charges which are shown separately in the
hills. Since tax has not been deducted on labour charges, 30%; of
the expenditire shall be disallowed|

Add: Amount taxable but not credited to profit and loss account

Employee’s contribution to EPF

[Any sum recelved by the assessee from his emplovees as
contribution to any provident fund is treated as income of the
assessee. Since employees contribution to EPF has not been
gepnsited on or before the due date under the PF Act, the same Is
not allowable as deduction as per section 26{1)(va).]
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AIR1CA Career Institute (ACI)

110

47,000,000
Nil

1,75.000

1,00,000

3175000
3,23,75000

Page 3.53



Profits & Gains of Business or Profession

M

3,26,75,000
Less: Items credited to profit and less, but not includible in
business income /permissible expenditure and allowances
Waiver of sundry creditor's outstanding amount Nil
[Waiver of T 6,00,000 from the sundry creditors is a benefit in
respect of a trading-Hability by way of remlssion or cessation
thereof and is, hence, taxahle under section 41(1). Since the
smount is already credited to statement of profit & less, no
adjustment is necessary
Provision for wages payable to workers
|The provision based on fair estimate of wages and reasonable
gertainty of revision Is allowable as deduction, since ICDS X
requires ‘reasonable certainty’ for recognition of a provision,
which s present In this case. As the provision has not been
debited to statement to profit and loss, the same has to be
reduced while computing business income] 12,00,000 1.2.00.000
4,14,75,000
Less: Depreciation as per Income-tax Rules, 1962
Depreclation under section 32
Pepreclaton an factory bullding [10% of $180 lakh] 18,00,000
Depreciation on plant and machinery
- Depreciation@7.5% on ¥ 3175 lakhs [¥ 30 lakh, being| 238,125
machinery cost + ¥ 1.75 lalh, being Interest from 1.4.24 to
31.10.24] since machinery is put to use for less than 180 days].
- Depraciation®15% on I 140 Jakh [T 170 lakh - T 30 lakh] 21,00,000
- Depreciation on computers [40% nf T 15 lakh) f, 0000
738,125
Add:  Additional depreciation @10% on 3 3175 lakh, since
machinery is put to use for less than 180 days 317,500 50,55,625 |
Profits and gains from business or profession 2,64,19,375 |
lwross Total Income 2,64,19,375
Less: Deduction under Chapter VI-A
Under section B0JJAA [See Working Note below] El'.?]ﬂ_.[]l]ﬂ.
Total Income 1 B 2,54,89.375
Total iIncome [Rounded off) _ E.E‘LH'J.:!I!E
Computation ol tax payable by Sankar Ltd.

- 1
TEFH!FHHE‘ on 1 2,54,89,380@25%, since the turnover of the company for the PY. | 63,72,345
2022-23 does not exceed ? 400 crores
Add: Surcharpe@73% {since the total income of the company exceeds 2 1 crore but 4.46,064
does not exceed T 10 crore) .
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68,168,409 |
Add: Health and education cess@d 272,736
Tax liabhility 70,91,145
Tax lability [Rounded off) - _'?H_,?_I \ ﬁﬂ_

Working Note:
Computation of deduction under section SUJJAA

e

Sanker Lﬂ eligible for deducton under section 80[JAA simce the company s subject to tax nud?

under section 44AB and has employed "additional employees” during P.Y.2024-25.

Number of additional employees

Total number of employees employed thuring the year 22

Less; Emplovees employed on 1.7.2024, since their total monthly emoliments extceed 4

1 25,000

Number of additional employees [10 employees employed on 1.6.2024 and B 18

employved on 1.11.2024]

Additional employee cost 3

%23 lakh, being 24,000 « 10 =10 + % 8 lakh, being 2 20,000 x 5x 8 31,00,000

Deduction under seciion BOTTAA [30% of 2 31 lakh] 9,30,000
Question 36

Dinkar Synthetics Lid engaged in the business of manufacturing of textlle poods ol suiting and
shirting and operating since 2015 shows Net Profit of T 75 lacs as per Profit and Loss Account for the
year ended 31.03,2025, Net profit has been calculated after debiting ferediting the following items:

(1]

(2]

(3}

The company used to include interest cost while valuing its stock of finished goods up to the
financial year 2023- 24. During the {inancial year 2024-25, the company changed its accounting
policy to adopt AS-2 (Accounting standard on valuation of Inventories) as issued by the 1CAI
anil thereby excluded interest costing while valuation of finished goods. This has resulted ina
deercase in the year's profit by T13.50 Lacs. This pohicy will continue in future also.

The company has made provision for Gratiity based on actuarial valuation of 1 5 lacs, Actual
pratuity pald amounting ro ¥ 1,20,000 was debited to provigion of Gratuicy Account.

The company has debited to Prafit and Loss account one time Franchise fees of T 20 lakh paid
to M/s. Rubert Inc, a foreign company, for obtaining franchise on 16™ August, 2024. The
relevant amount of TDS has been deducted and deposited by the company in time.

The company lost cash of ¥ 12,00.000 doe to theft when it was withdrawn from bank and taker
to administrative office, [tis not insured and hence, lully charged as revenue expenditure.

On December 1, 2024, the company paid Royalty of ¥ 300,000 o Mr. Hozer {8 non-resident
individual) after deducting tax@10% under section 195, The tax so deducted by the compan
i not deposited till November 30, 2025. However, Mr. Rozer submits his return of income on
July 31, 2025 after including T 3,00,000 in his Income and claiming of refund of ¥ 20,000,

Dn scruting of records, the following further information and details were extricted:
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The Company has sold a plut of land to Libra Ltd,, @ domestic company, for * 35 lacs. The same
plot was purchased on 01.05.2023 for ¥ 26 lacs by Dinkar Synthetics Ltd. Dinkar Synthetics
Lid, held all the shares of Libira Ld,

The company has cbtained a loan of 3 5 lakhs from Manu Textlles Private Limited in which it
holds 16% voting rights, The accumulated profits of Manu Textiles Private Limited on the date
of receipt of loan was T 2 lacs,

(iti} 'The company has purchased a new motor car during the year for the purpese of business, on
01.08:24 for 2 12,80,000 [including GST of T 2,80,000). The depreciation on the above car has

@

(it

; not been debited to the Profit and Loss Account
(iv) The company hag the following number of workers employed in the factory (all are covered in
Provident Fund)

§ - Particulars of Employees _ Number

. Mo, of Employees as at 31.03.2024 . 480

i Add: Additional Employees employed during the year | 120

] Less: Retrenchment of Employees during the year 70
| k No. of employees as on 31.03.2025 530
v The new employees have been recruited on 01.07.2024 at a pay scale of T 15,000 per month
] per person. Payment of salary is made through Account Payee (-heques only,

(v] The Gross Turnover of the Company during the financial year 2022-23 is ¥ 450 crores and the
company has not opted for Section 115BAA
Compute the total income and fax payable of the company for Assessment Year 2025-26 as per the
A provisions of the Income-tax Act, 1961

he "
Answer
- Computation of total income and tax payable of Dinkar Synthetics Ltd. for the A.Y. 2025-26
J':EI L ) o Particulars - _ A;nu_liiu L
12 | | Profits and gains of business and profession
- | Net profit as per profit and loss account 75,00,000
il | Add: [tems debited but to be considered separately or to be disallowed
' Decrease in profit dae to non-inclusion of interest while
id vitluing finished goods
& [As per ICDS 2, interest shall not be included in the cost of
inventories, unless they meet the eriterla for recognition of interest
o as a component of the cost as specified in ICDS 9 on horrowing
costs. 1CDS 9 requires capitalization of borrowing costs attributable
tn qualifying assets, which include only these inventories that
"t require a perlod of twelve months or more to bring them to a
Y saleable condition, which is not the case in textile industry. Hence,
on | interest would not farm part of cost for inventory valuation as per
. [CDS 2. Accordingly, no adjustment js required, since interest cost
' has already excluded while valuing finished goods|

m
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Provision for gratuity

[Provision of 1 5 Iakhs for gratuity based on the actuarial valuation
is not allowed as deduction as per section 40A(7). However, actual
gratuity of ¥ 120,000 paid is allowable as deduction. Hence, the
difference has to be added back wo income (3 5,00,000 - T 1,20,000]]
One time Franchise Fees

|Franchise is an intangible asset eligible for depreciation as per
section 32, Since one time franchise fees of ¥ 20 lakhs paid for
obtaining franchise has been debited to profit and loss account, the
same has to be added back while computing business income]

Loss of cash in transit from bank to administrative office on
account of theft

| Any loss from theft, dacoity, embezelement, etc, Is deductible if it is

taken to administrative office, it (s incidental to business and thus, |
allowable as revenue expenditure. Since the same has already been |
charged as revenue expenditure, no further adjustment is required)

Rovalty on which tax Is deducted but not depdsited Hll 30.11.25
[100% of T 3 laklis, heing voyalty paid afler deducting tax would be
disallowed under section 40(a)(i), since tax Is not pald before due
date of filing return of incame.]

Less: Depreciation as per Income-tax Rules, 1962

Franchse [t 20 lakhs x 259, sinee it has been USEEI for more than
180 days during the year]

Motor car [T 12.8 lakh x 15%, since car is put to use for more than
180 days in the P.Y, 2024-25]

Capital Gain

Capital gain on transter of plot to Libra Ltd, a 100% subsidiary Indfan
company

[Any transfor of capital asset by a holding company to its 1000
subsidiary Indian company would not be regarded as transfer u/s 47(iv))
Incame from Other Sources

Deemed dividend u/s 2(22)(e)

[I,uan of 1 5 lakhs by Manu Textiles Pvi. Ltd. to Dinkar Synthetics Lud,
' who is holding 165 i.e., 10% or more of the voting power of the company

would be deemed to be dividend to the extent of 3 2 lakhs belng the
accumulated profits.|

| Gross Total Income

incidental to the carrying on of the business, Since the loss is due to |
theft which took place when cash was withdrawn from bank and |

' Less: Deduction under Chapter VI-A

B L —
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3,80,000
20,00,000
|
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5,00,n00
1.92.000| 692000
94,88,000
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Deduction under section BOJJAA [Since Dinkar Synthetics Ltd has 20,25.000
employed additional employees during the year [30% of %
67,50,000 T 15,000 % 9 months x 50)].

70 employees retrefiched by company have to be deducted from
figure of 120 to arrive at actual number of additional employees.

Total Income 76,63,000
Tax payable on ® 76,63,000@30% [Since the turnover af the company for 22.98,900
the previous year 2022-23 exceeds ¥ 400 crore]

Add: Health and education cessizd % 91,956
Tax Hability 23.90,856
| Tax liability {rounded off} 23,90,860 |

Question 37

X Lud, 15 engaged In the manufacture and sale of textlles goods. Its net profit for the yoar ending
March 31, 2025 after debit/credit of the following items to profit and loss account was ¥ 1,25,00,000.

{1l
(i1}

(1]

Advertisement expenditure includes a sum of 3 1.60 lakhs pald in cash to sister concern of a
director of the company, The Fair marlet value of such expenditure in the market is 52,000,

Repairs of plant and machinery [nclude ¥ 1.80 lukhs towards replacement of worn out parts of
machincries.

The company used to Include interest cost in valuation of ity finlshed stock upto financial vear
2023-24. During the financial year 2024-25, company changed its accounting policy to comply
with requirements of accounting standard and excluded interest cost in valuation of finished
stock. This has resulted In a decrease in the current year's profit by € 10,70 lakhs.

An executive Mr. Q, while on business trip abroad, died and the company voluntarily paid

* gratuity to his family amounting to ¥ 2,00 lakhs.

[vi)

[vil]

{wiif)

[kx)

x]

Capital Expenditure of ¥ 1.80 lakhs Incurred for the purpese of promoting family planning
amongst its employees debited n the Profit and Loss account

Retrenchment compensation paid to employees of one of the unit of the company which was
closed down during the year amounted to T 14 lukhs,

1 4 lakhs, being amounts waived by a co-eperative bank out of principal and 2 1 lakh being
amount waived by the bank on arrears of interest, respectively, in one-time settlement. The
loan was obtained for meeting working capital requirement four years back.

Contribution towards Employees' pension scheme notfied by the Central Government u/s
BOCCD for a sum of T 4 lakhs caleulated at 16% of basic salary and Dearness Allowance
[forming part of retirement benefits) pavable to the employees.

Murked to market loss amounting to ¥ 6 lakhs in respect of an unsettled derivative contract.
The contract was settled in May, 2025 with a gain of T 1 lakh.

Provision for gratuity based on actuarial valuation was 3 4 lakhs. Actual gratuity paid debited
to gratuity provision account was 275 lakhs. The grarity paid to Mr. Q is debited separately
and not included in Provision for gratuity or Actual gratuity paid mentioned here,
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The company furnishes following additonal information relating to it

(i) ‘The company has obtained a loan of ¥ 4 lakhs from ABC Pve. Ltd. in which iv holds 16% voting
rights. The accumulated profit of ABC Pvi. Ltd: on the date of recelpt of loan was T1 lakh.

(i) The company has given | phane Mobile sets to 5 distributors as incentive costing ¥ 60,000 each
an 28.10,2024 on Diwali. The accountant of the company debited the same amount to Business
Promotion Expenses, being business expenditure and did not deduct any tax at source,

(i) The company during the year has contributed a sum of % 350,000 to an approved Electoral

trust by an RTGS directly to the account of the Trust

You are required to compute the Total Income of X Ltd. for the AY, 2025-26 assuming that the
company has not opted for Section 115BAA/115BAB under the Income-tax Act, 1961,

Answer

ﬁnmpnlﬁﬁnn of Total Income of X Lid. for the AY. 2025-26

Particulars

Profits and gains of business and profession

Net profit as per profit and loss account

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

Payment of advertisement expenditure of ¥ 1,60,000 |

40A(2). 2-1,08.000, being the excess payment to a speclfied person Is
disallowed u/s 20A[Z), Since the payment is made in cash and since
the remaining amount of T 52,000 exceeds T 10,000, the same would
bie disallowed u/s 40A13), Since T 160,000 has been debited to profit
and loss account, the same has to be added bacl]

Note - Alternatively, entire € 160,000 can be disallowed u /s A0A(3].

Repalr of plant and machinery ]

[As per ICDS V on Tangible Fixed Assets, only an cxpenditure that
| tnereases the future henefits from existing asset beyond its previously
assessed standard of performance has o be added to the actual cost,
Since expenditure on replacement of worn vut parts dties not bring In
any new asset nto existence, such replacement is in the nature of
current repairs, which is allowable as deduction. Since the same has
been debited o profit and loss account, no adjustment is required,|

interest cost in valuation of finlshed stock

[X Ltd. has excluded interest cost in valuation of finished stock as it has
changed its accounting policy to comply with the requirements of
accounting standard, which is a bena fide reason and would be
followed consistently in future. The change in the methoed of valuation
| of stock, being a genulne reason, no [urther adjustment is required, as
\the said interest cost has been already excluded and conseguently

|Sister concern of a director of X Lul falls under specifisd person u/s)

| profit has been reduced,|
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payment of gratuity to Mr. Q's Family

[Payment of gratuity % 2.00 lakhs on death of an executive while on
business trip is allowsble as deduction. Since it has already been
debited to profit and loss account, no further adjustment is required, |
4/5th capital expenditure for promoting family planning

(Gapital expenditure Incurred for promoting family planning amongst
employees is deductible over a period of 5 years as per the first
proviso to section 36(1)(Ix). Hence, only % 36,000 is deductible in the
current year in respect of such expenditure incurred by the company.
Gipee % 1,80,000 bas been debited to the profit and loss account, ¥
1,44,000, being 4 /5th capital expenditure has to be added back.
Retrenchment compensation to employees on closure of unit
[Retrenchment compensation pald to employees at the e ol closure
of one of the units of the company is allowable as deductinn, Since the
same has already been debited to the profit and loss account, no
further adjustment is required.]

Contributlon towards NPS in excess of 14% of salary disallowed
[Contribution to the extent of 14% of salary (basic salary + dearness
alowance, if it forms part of pay for retirement benefits) is allowahle
as deduction witler section 36(1)(iva), In this case, 2%, which is in
vicess of 14% Le, T 4,00,000 x.2/16, would be disallnwed,|

Marked 1o market losses

[Marked to market loss or other expected loss as computed as per [C15
would be allowed as deduction u/s 36[1)(xviii}. As per 1C15 |, marked
to market losses cannot be recognized unless recognition of such loss
ls In accordance with provisions of any other 1015, Marked to market
logs {n respect of an unsettled devivative contract {8 not allowable as
deduction. Since such Josses have heen debited to profit and luss A/,
they have to be added back for computing business income.|

Provision ler gratuity

[Provision of 4 lakhs for gratuity based on actuarial valuation is not
allowahle as deduction as per section 40A(7). However, actual gratuity
of % 2.75 lakhs paid is allowable as deduction, Hence, the difference has
to be added hack]

Incentive to distributor without deducting tax at source [30% x 1
60,000 x 5]

[Mobile phone to distributors is a perquisite or benefit provided to the
distributors and X Ltd. Is liable to deduct TDS u/s 194R on such benefit
ar pergulsite. Mzallowance @30% would be attracted u/fs 40(a)({ia) for
non-deduction of tax at source on such benefit or peryuisite]

Less: Items credited but not taxabie or chargeahle to tax under
another head
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Waiver of principal on bank loan

[Waiver of principal amount of loan taken for trading activity is a
benefit in respect of o trading-liability by way of remission or cessation |
thereofl and is, hence, taxable w/s 41(1). Since the loan is for meeting
warking capital requirement, it is logical to assume that ls taken for |
trading sctivity, Since loan walver has already been credited to profit
and loss account, no adjustment is required.]

Waiver of interest on bank loan 100,000
|As per section 43B, since interest Is allowable only on actual payment,
deduction in respect of interest due on loan would not have been
allowed as deduction In any prévious year. Therefore, waiver of such
interest cannot be brought to tax by invoking section 41{1). Since such
| interest has now been credited to profit and loss account, the same has
| to be deducted while computing business income | . 1,00,000

| 1,35,69,000
[

Income from Other Sources

Deemed dividend under section 2(22)(¢) - 1,00,000
| [Loan of % 4 Jakhs by ABC Pvt. Ltd, being a company in which the |
| public are not substantially interested, to X Ltd,, being a shareholder |3
whi is holding 16% of voting rights of the ARC Pyt Lod, will be decmed
o be dividend in the hands of X Ltd to the extent of the accumulated
profits f.e, T 1 lakh.] .
Gross Total Income 1,36,69,000
Less: Deduction under Chapter VI-A
Under section 80GGB [Contributicn by a company to an approved 3,50,000
Electoral trost is allowable as deduction, since payment s made
through RTGS.
Total Income : 1,33,19,000

Question 38

M/s MPK Pharma Ltd, a company resldent in India, in which public are not substantially Intercstad, is
engaped in manufacture of pharmaceutical products. The Statement of Profit & Loss for year ended
31 March, 2025 shows a net profit of T 53,00,000 after debiting or crediting the following ltems:

(1) One-time lcense fee of 1 12 lakhs pald for obtalning a franchise on 28% July, 2024,

(i) Convertible debentures were issued by the company on which expenditure of issue and
codlection of ¥ 3,153,000 was incurred.

(1) ‘The company has pald T 1,20,000 to commodity broker for transactions in refation to
commoditles at MCX. Tax was not deducted at source on such transactions

(iv] Contributed 20% of hasic alary in National Pension Scheme In section 80CCD towards salary
paid to an employee Mr, Gaurav whose basic salary was 1 5,00,000 p.a. and Dearness allowance
of 40% of basic salary was considered. 50% of Dearness allowance lormed part of the salary.

BY CA ATUL AGARWAL (AIR-1)
AIR1CA Career Institnte [ACH)
Page 3.61

118

)



Profits & Gains of Business or Profession
m

[v) Expense of 1 7,00,000 has been incurred for providing freebles w medical practitioners.
[vi) kxpenditure of T 5,20,000 incurred on feasibility study conducted for examining proposals for

technological advancement for existing business, The project was abandoned without creating
i new asset

[vil) Depreciation of ¥ 13,00,000 on the basis of useful life of assets has been charged.

[viit) Fmployees Provident Fund [EPF) far the month of March, 2025 amounting to 3 5,20,000 was
remitted on 17 May, 2025 which includes ¥ 260,000 of emplover's contribution and
2,60,000 of emplovee’s contribution.

(i) Donation to Swachh Bharat Kosh T 2,00,000,
(] Industrial power taritf concession of T 4.50,000 Is received from Central Government,

(¢} Interest and borrowing costs amounting to 3 6,85,000 and ¥ 5,65,000 though not meeting the
eriteria for recognition as a component of cost, Is included in the cost of opening and closing
inventory, respectively,

(] The profit from setting of warehouse in rural area for storage of sugar (before clalming
deduction under section 35A0) is-3 10,00,000, The warehouse commenced operations on 249
October, 2024.

The Company has furnished the following additional information:

(il  The company has collected 3 ‘14,[!1],11(!(1135 GST from its customers and remitted to the
Guvernment before due the dates. Consequent to an appeal filed, the Honourable High Court
ordered the GST department to refund ¥ 5,00,000 to the Company. The Company In tum
refunded T 3,00,000 to its customers from whom GST was eollected. Balance amount s shown
under "current lHabilities".

(1] The company has brought forward losses of $ 13,00,000 relating to assessment year 2022-23,
Mr. X who continuously held 55% shares carrying voting power since incorporation of the
company, had sold his entire shareholding to Mr. Y on 25.11.2024.

(iti] Depreciation allowable as per Income-tax Rules 3 14 50,000,

(W)  The company has invested T 35 lakhs in construction of warshouse it a rural area for storage
of sugar as an-additional line of business. The investiment includes land value of T 20 laldis.

You are required to compute the Total Income of M/s MPK Pharma Lid. for the Assessment Year
2025-26. The company has not apted for taxu/s 115HAA of the Income-tax Act, 1961,

Answer

Computation of Total Income of M/s MPK Pharma Ltd. for the A.Y. 2025-26
~ Particulars il
Profits and gains of business and profession
Net profitas per Statement of profit and loss 53,00,000
Add: Items debited but to be considered separately or disallowed
Oue time license fee 12,00,000

{Franchise Is in the nature of an intangible asset eligible for depreciation

Amount [ln%-].

i 259, Since onestime license fees of ¥ 12 lakh paid to a foreign
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| company for obtaining franchise has been debited to statement of profit

and loss, the same has to be added back]

Expenditure of issue of convertible debenture

| The expenditure incurred on issue and collection of debentures would
he treated as revenue expenditare even in case of convertible
debentures, i.e., debentures which had to be converted into shares at a
later date, Since said expenditure has been debited to statement of profit
and loss, no further adjustment is required.]

Payment to commodity broker without deducting tax at source
[Payment of 2 1,20,000 to commodity broker on which tax is deductible
u/s 194H would attract disallowance@30% u/s 40(a){ia), due to non-
deduction of tax at source u/s 194H.|

Contribution towards NPS in excess of 14% of salary disallowed
[Contribution to the extent of 14% of salary (basic salary + dearness
allowance, if it forms part of pay for retirement benefits) is allowahle ns
deduction under section 36(1)(iva). In this case, T 1,00,000 (20% of ¥

5, 010.000) - % B4,000 [14% of (% 500,000 + 50% of 40% 1 5,00,00001
| would be disallowed) 1
- gxpense on freebies to medical practitioners

[Asiy expense incurred in providing freebies w medical practitioners is
an expense prohiblied by the law. Any expenditure Incurred Dy an

have been incurred for the purpose of business or profession and henee,
| has 1o ba disallowed from business inenme |

Expenditure on feasibility study

(1f there fs no creation of a new asset, then the expenditure Incurred oo
feasihility study would be of revenue nature, In this case, since the
feasthility study was conducted for the existing business and the project
was ahandaned withour creating 31 new asset, expenses were of revenue
nature. Slnce expenditure of ¥ 520,000 has already been debited o
statement of profit and loss, no further adjustment |s required ]
Depreciation on the basis of useful life ol asset

Employees’ contribution to EPF

{Since employess’ contribution to EPF has not been deposited on of
before the due date under the PF Act, the same Is not allowable os

assessee for any purpose which s prohibited by faw is not deemed o]

| deduction as per Explanation 2 below to section 36(1)(va), Since the
eame has been debited to Statement of profit and loss, it has to be added
back for computing business income].

Employer's contribution to EPF

[As per section 438, employers’ contribution to EPF is allowable as
dediction since the same has been deposited on or before the due date
' of [Ming of return of income u/s 139(1], Since the same has been debited
ta statement of profitand loss, no further adjustment is necessaryl
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ponation to Swachh Bharat Kosh 2,00,000|
[Donation Lo Swachh Bharat Koshis not an allowable expenditure under
gection 37 since 1t s not laid out wholly or exclusively for the purpeses
of business or profession, Hence, the same has to be added back while
computing business income. |

pifference on account of interest and borrowing costs 120,000
(As per ICDS 11, [nterest and borrowing costs not meeting the criteria for
recognition as component of cost shall not be included in cost of opening
and closing stock. % 1,20,000 [¥ 6,85,000 - ¥ 5,65,000] being difference
between closing and opening stock, has to be adjusted to remove the
effect of interest and borrowing costs Included in the value of stock,| 38.32.000

91,32,000

‘Add: Income taxable but not credited to statement of profit and loss

GST not refunded to customers out of GST refund received from
Government

IThe amount of GST refunded to the company by the Government is 3
revanue receipt chargeable to tax. Out of the refunded amount of § 5
lakhs, the amount of ¥ 3 lakh stands refunded to customers and hence,
would not be chargeable to tex. The balance amount of 2 2,00,000 lying
with the company would be chargeable to tax) ' on
93,32,000

||

; Less: Ttems credited but -chargeable to tax under another
head /expenses allowed but not debited

' Industrial power tariff concession received from Centrall Ml
Guvernment

[Any assistance in the form of, inter alia, concession received from the |

| Gentral or State Government would be treated as income as per E.E-r:trnn'['

2(24)(xviii]. Since the same has been credited to Statement of Profit and

| Lass, no adjustment is required|

Profits from setting of warehouse In rural area lor storage of sugar 10,060,000
[Since it is a specified business, its profit would be computed separately] |

—— —_——

Depreciation as per Income-tax Rules 14,50.000
[As depreciation i as per Income-tax Rules is stated as T 14,50,000, it
* has been considersd that it includes depreciation on Franchise.] 24,50,000
68,582,000

Less: Brought forward business loss relating to AY. 2022-23
[Brought forward loss relating to AY. 2022-23 not sllowed to be!
set off from the profits of AY, 2025-26 as 517 or more of the |
shares of MPK Pharma Lid., which {5 a company In which public are |
not substantially interested, on 31.3.2025 are not held by the same |

persons who held not less than 51% shares on 31.3.2022) Nil
Profits and gains from manufacture of pharmaceuntical products 68,582,000
= .
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storage of sugar
Net profit before deduction onder section 35AD 10,00,000
Less: Deduction under section 35AD 15.00.000

lioss from the specified business of setting up a warehousing facility to|  [5.00.000)
‘be carried forward as per section 73A for set-off against profits of any
specifled business in the subsequent year

Profits & Gains of Business or Profession

m
?Pruﬁls and gains from setting of warehouse in rural area for

100% deducton u/s 35AD in respect of cost of warehouse [T 35
Lakhs - % 20 lakhs, being cost of land, not allowable]

Gross Total Income 68,824,000
Less: Deduction under Chapter VI-A

Deduction u/s BOG in respect of donation to Swachh Bharat Kosh, 2,00,000
assuming that the donation Is otherwise than by way of cash

Total lncome 66,822,000
Question 39

M /5. Breexe Dental Care Pyt Lid,, a Tooth brush manufacturing company, having its factory in Rajkot,

Gujirat shows a net profit of T 79,50,000 after debiting and crediting of the amouaots In its Prefit and
Lugs Account a« mentioned below fur the year ended March 31, 2025:

(4]
(b)

()

()
(]

()

()

(h)

(L]

Depreciation as per Companies Act 1 85,00,0040,

A gross loss of amount of ¥ 25,00,000, due to destruction of old machinery by fire in the
factory. Though ¥ 7.80,000 was received as scrap value on this old machinery om 31.8.2024, the
Insurance company did notadmit the claim of the company on the charge of negligence.

Income Tax Assessment of AY. 2023-24 was completed In September 2024 with a rax demand
of  5,70,000 which Included surcharge of ¥ 60,500 and a cess of T 24,200 The entlre sum has
been duly paid during the F.Y. 2024-25,

Power Subsldy recelved from Central Government amounting to 2 13 lakhs.

Intérest received T 7.,50,000 on margin money deposited with bank for obtaining bank
guarantee to carry on business is included as income in the Profit and Loss Account.

furchase price of raw material used for the purpose of in-house research and development is 2
14,003,000, (including GST of T 2,75,000 on which ITC is not admissible) is debited In Profit and
Loss accounl.

Breeze Dental Care Pyt Ltd. pald 3 12 lakhs to JAPA Inc. of China for online digital
advertisement. JAPA Ine, has no PE in India. No tax was deducted at source nor was
egualisation levy paid on the sald amount.

Dividend of * 2,50,750 was received from a foreign company, in which Breeze Dental Care Pyt
Ltd. halds 28% in nominal value of equity share capital of the company, An expense (other than
Interest payment) of 15,000 spent on earning this income.

Interest af § 20,00,000 which |s settled by issulng 8% debentures of € 100 each in March, 2025.
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Mdlﬁﬂ-nﬂl Information:

(1) Depreciation (other than items stated below) as per Income-tax’Act, 1961 is ® 32,50,000.

() A new Air Compressor machine, necessary for installing with main Plant to keep the Air
compression as per guldelines, was purchased and put to use on 1.5.2024 - T 74,00,000.

(4) Another new specified Air Pollution Control Equipment was purchased for 1 2345000 on
18.6.2024.

(#) Items purchased after 30 October, 2024:
(a) Lorries for transporting goods to sales depots - T 95,00,000.

(b) Machine imported from Germany - % 1,60,00,000. It arrived at Kandla port on 30.3.2025
and was installed on 10.4.2025.

All the other items were Installed during the period ended Macch 31, 2025, The total turnover of the
company for the Financial Year 2022-23 was 415 crores.

You are required to compute the Total Income and Tax payable of Breeze Dental Care Pyt, Ltd. for the
Assessment Year 2025-26 with brief reasons for the treatment of each item piven above. The
company has not opted for section 115BAA/ 11GBAR. lgnore provisions of MAT,

Answer
Computation of Total Income amd Tax Payable by Breeze Dental Care Pyt Ltd. for A.Y, 2025-26

e e

Particulars Amount {in )
Profits and gains of business and profession -
Net profit as per profit and loss account N 79,50,000
Add: Items debited but to be considered scparately or to be
disallowed
{a) Depreciation as per Companles Act #5,00,0040
(b} Loss due to destroction of machinery by fire 25.00,000
- Loss of ¥ 25 lakhs due to destruction of old machinery caused by
| fire s not deductible since it is capital tn nature. Since the |oss has
been debited to profit and loss account, the same |s reguired to be
adided back while computing business incame
[¢) Tax paid (including surcharge and cess) Ber 0,000

Tax paid incleding surcharge and cess 1s notr allowed while
computing business income under section 40{a)(1f). Since the tax
pald has been debited to profit and loss account. the same s
required to added back while computing business income)

() Purchase price of raw material for in-house research il

Purchase price of raw material used for the purpose of in-house
research and development qualifies for 100% deduction u/s
35(2AB) or 35(1](1), GST on which ITC is not admissible is an
expense and can be claimed as deduction under section 37, Ag the
amount has already been deblted to profic and loss account, no

| further adjustment Is necessary

m m
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(h)

(i)

(h]

(d)

(n)

Profits & Gains of Business or Profession
.ﬂ

Payment to JAPA Inc. for online digltal advertisement

Disallowance @ 100% would be attracted under section 4{{a)(ib)
for non-deduction of equalization Jevy on payment for online
digital advertisement to JAPA Inc.

Since the payment has heen debited to profit and loss account, the
same is required to added back while computing business income
Expenses on earning dividend income

The allowability or otherwise of expenses on dividend income has
to he considered while computing Income under the head
“Income from other sources”, Since the same has been debited to
the profit and loss account; it has to be added back while
computing business intome|

Interest settled by issuing debentures

As per section 43B, conversion of interest Into a debenture shall
not be deemed as actual payment, and not allowed as deduction
Since Interest has been deblted to profiv and loss account, it has Lo
be added back while computing business income|

Less: Items credited but not taxable or taxahle under other head

Scrap value of machinery

Scrap value of machinery, being capital in npature, has to be
reduced from WDV of machinery. Since the same has been
credited to the profit and loss account, it has (o be deducted while
computing business {ncome

Power Subsidy received from Central Government

As per 1CDS VI, Government grant (subsidy) which is receivable
as compensation for expenses or losses incurred in 4 previous
financial year shall be recogmised as income of period i which it
is recelved. Since subsidy is received in the P.Y. 2024-25, it would
be taxable in P.Y, 2024-25, Since such subsidy has been credited
to profit and loss sccount, no further adjustment is required.
Interest on margin money deposited with Bank

Interest fncome received on funds kepl as margin money for
abtaining the bank guarantee would be taxable under *Prolits and
gains of business or profession”. Since such interost bas already
heen credited to profit and loss account, no further adjustraent is
required.

Dividend received from foreign company

Dividend from foreign company is taxable under "Income from
ather sources”. Since same has been credited to the prafit and loss
account, it has 1o be deducted while computing business income.
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Less: Depreciation as per income-tax Act, 1961
Normal depreciation [Refer Note below]
. Depreciation on assets other than on alr compressor, alr pollution | 32,50,000
control equipment & lorries stated in A (2], [3) & (4)
. (in Air Compressor machine [74,00,000 ¥ 15%) 11,10,000
. On Air Pollution Control Equipment [23,45,000 % 40%) 9,348,000
- {n Lorries for transporting goods to sales depots [95,00,000 x 15% x 712,500
50%, since it Is used for less than 180 days]
- On Machine imported from Germany [Nil, since it is not Installed In N1l 60, 10,500
p.Y. 2024-25]
Additional depreciation
- On Air Compressor machine [74,00,000 x 20%) 14, 80,000
- On Air Pellution Control Eguipment [23,45.000 x 20%] 4.69.000 19,449,000
1,37,44,750
Income from Other Sources
Dividend received from foreign company 2,50,750
[Dividend received from a foreign company is chargeable to tix under
the head™ Income (rom other sources”.
$ 15000, being an expense other than interest payment is nol |
allowable as dedwction from dividend income. ] |
Gross Total Income;/ Total Income i | 1,39,95,500
- o Computation of Tax payable
Tax :m_ 1 ];3‘5,‘15.5 (0 62309 Eﬁnm the tumd;aﬁnzéﬂu;iﬁ”ﬁﬁ;ﬁ in 41,958,650
the PLY. 2022-23)
Add: Surcharge @ 7% (since tolal income exceeds T 1 crore but [ess 2,93 906
than 10 crore)
. » 44925586
Add: Health and Education cess i@ 49 1,79,702
Tax Payable 16,72,258
Eu Payable (Roonded off) 46,72,2 &0

Note - The above solution has been worked out on the assumption that serap value of machine
780,000 has already been adjusted in computing the depreciation of ¥ 32,560,000,

Question 440

Crlent Pharmaceuticals Private Limited is an Indian Company. engaged in the business of
manufacturing and providing access to affordable and innovative medicings and healtheare
solutions. The company is incorporated in the year 2009, The campany shows a Net Profit of 95

- lakhs as per the Statement of Profit and Loss for the vear ended March 31, 2025,

Net Profit has been arrived at after debiting and crediting the foll pwing items;
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Profits & Gains of Business or Professiny

Depreciation as per Companies Act claimed in the Statement of Profit and Loss -3 1 1.90 lakh,

The amount of employee benefits includes a sum of T 13,00,000 in respect of bonus payable ty
employees. In the previous year 2024-25, the company and its employee's union had a dispute
ovier payment of bonus. In order to avoid late payment of bonus, the company formed & trost
and transferred the amount of bonus payable to employees to the said trust, The dispute was
settled in the month of August, 2025 and the trust paid the amount of bonus to the employeey
on 312 August, 2025.

An amount pald by the company as regularization fee for violating @ law (as prescribed by
Medtcal Counell of Indla) of manufacturing medicines, ¥ 9.50 lakhs.

An amount of T 45,000 was pald as late fees to Government for company's failure in |

performance of a contract within the stipulated time. There was a delay of 5 months and
according to the agreement, the company had to pay a late fees of T 9,000 per manth to the
iovernment.

The company earned a profit of ¥ 7.50 lakhs on sale of plot of land to Sudhakay Private Ltd., a
domestic Company, the entire shares of which are held by the assessee company. The plot was
acquired by Orient Pharmaceuticals Py Lud. on 20.12.2023. This profit Is included in the
Income of the assesses company.

The company carned a profit of T 450 lakhs on sale of 2500 shares of M/x Stadel Ltd, a [isted
Indian tump‘mw. These shuares were sold on 08.11,2024 for ¥ 280 per share. The highest
irading price of Stadel Ltd, quoted on the stock exchange as on 31.01.2018 was T 175 per share
and the: Lowest Trading price guoted on the stock exchange was T 165 per share. The said
shares were acquired for T 100 per share on 11.07.2016. STT peid both at the time of purchase
and sale of shares,

Baulk guarantes was given by the company towards disputed tax liabilities - 11 lakhs.

Company debited an interest of ¥ 7.50 lakh which the company remitted as interest Lo a
company incorporated in USA on a loan taken 3 years agn. Tax deducted under section 19%
from such Interest has been deducted in March 2025, but deposited by the company on 149
luky, 2025, ' 3

The company has contributed T 85,000 to an electoral trust by account payee cheque and the
same is debited to Statement of Profit and Loss.

Following Additional information is provided hy the company for P.Y 2024-25:

(1)

(4]

Closing Stack includes 1200 pieces of impurted spares at its landed cost as on the date of
import at USH 25 per plece. Exchange rate on the date of import is, 15.09.2024 was 1 UUS§ =~
§2.88 [vounded off). Exchange rate on 31.3.2025 was 1 115§ = T 83, The market value per pieces
as on 31.3.2025 was USS 27 per plece,

The depreciation charged in the Statement of Profit and Loss of ¥ 11.90 lacs Includes the
depreciation calculated on followling assets:

(i) It includes an amount of depreciation of 3 95,000 In respect of firefighting equipments
installed in the office premises and factories of the assessee, During the year, there was
no incidence of fire and hence the equipments were no used,

(i1 A new machinery which was installed and put to use on 14.05.2024 valuing 75 lakhs.
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W

(ili) A machinery which was sold to a domestic company in 2016 at lts WDV for 2 35 [akhs
was re-acquired on July 5, 2024 for ¥ 65 lakhs.

There is no other fived asset included by the company’s accountant for calculation of
depreciation except above these three assets mentloned above.

Yigu Are required o compute total income of the company as per Income-tax Act, 1961 [or the
Assessment Year 2025-26 Indicating reasons for treatment of each item, assuming that the company
has not opted for special provisions under section 1158AA or 115BAB.

Auswer
Computation of Total Income of Orient Pharmaceutical Pvt, Ltd. for the A.Y. 2025-26

Particulars Amount (in )

rofits and gains of business or profession

Net profit as per statement of profit and less 35,00,000

Add; Ttems deblted but to be considered separately or lo be

disallowed

(1) Depreciation as per Companies Act 11,940,000

[2) Bonus transferred to the trust for making payment to the Nl
employees after settlement of the dispute
[The bonus would be allowable as deduction ufs 36{1)(H),
even though the amount of bpnus payable was initially
vemiltted to the rrust created for the purpose of aveuding late |
payment of bonus, since the actual payment af bomis made to
the employees is 317 August, 2025 ie, on or before due date of
[iling return of income. Since same has been already debited to
stalement of profit and Joss, no further adjustment is required)

(3) Regularization fec for violating a law [Repularzation fee 4,550,000
paid for violating a law as prescribed by Medical Councll of
India is @ payment to compounid an 6ffence, Such expenditure
is considered to be the expenses prohibited by the law, Hence;
it does not qualify for deduction ufs 37. As the same has been
debited to the statement of profit and loss, it has to be added
back]

(4} Late fees to Government for failure in performance of a Nil
conlbracl
|Late fees of § 45000 paid for non- lulfilment of a contract
within the stipulated time I8 not for the breach of law but was
paid For breach of eontractual obligations and therefore, is an
allowable expense. Since it is already debited in statement of
profit and loss, no lurther adjustment is required|

(7} Bank guarantee towards disputed tax liabilities 11,060,000
[As per section 43B any tax, duty, cess or fee is allowed as
deduction if they are actually patd on or before the due date of

S e e e T e et
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(8)

(9]

(5]

(6)

Less: ltems credited but not taxable or chargeable to tax under

A1) Cost of spares included in closing stock

Less: Depreciation as per Income-tax Act, 1961
Normal depreciation

Profits & Gains of Business or Profession

filling return of income under section 139(1). Mere furnishing
of bank guarantee by the assessee towards tax liabilities dees
not mean  actual payment of taxes. Hence, it is not treated as
payment to he eligible for deduction under section 438, As the
same has been debited to the statement of profit and loss, it
has to be addead back)

Payment of Interest to a company incorporated in USA
[Since the tax has been deducted in March, 2025 and deposited |
by the company on 14.7.2025 ie, on or before due date of
filing return of income, no disallowance would be attracted |
under section 40{a)(i}. Since the interest has been already
debited to the statement of profit and loss, no further
adjustment s required)

Contribution to electoral trust

|Contribution to electoral trust is not allowable as deduction
while computing business income of the company, Since the
contributlon has been debited to statement of proefit and loss,
saume has to be added back while computing business incoms|

another head
Profit on sale of plot of land to 100% subsidiary

[Capital Gain arising on sale of plot of land |5 taxahle under the
head “Capital Gains”. Since the profit on sale of plot of land has
been credited to the statement of profit and loss, the same has
to be deducted while computing business income| .
Profit on sale of shares of M/s Stadel Lid. 1
[Capital Gain arising on sale of shares of M/s Stadel Ltd. Is
taxable under the head "Capltal Gains”, Since the profit on sale
ol shares has been credited to the statement of profit and loss,
same has to be deducted while computing business income)

[Assuming that the use of spares are regular, so they will he
dealt with as per ICDS 11 [Inventories). As per ICDS 11,
inventories shall be valued at 525 per piece, being lower ol
cost of § 25 per plece or NRV of § 27 per piece. Since cost of
spares I8 (ncluded in purchases as well as forms part of closing
stock, ne adjustment is required to be made,|
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I On fire-fighting equipment’s [Ellgible for depreciation even though 95,000
such equipment’s were not used during previous vear]
| Onr new machinery [T 75,00,000 % 15% since it |s put to use for 11,25,000
more than 180 days]
| on machinery sold and reacquired [15% of actunl cost of 525,000
£35,00,000, belng lower of WDV at the time of sale (L.e, T 35 lakhs)
ar price paid for re- acquisition (L.e, T 65 lakhs)
Additional depreciation
. (n new machinery [T 75,00,000 x 209 15,00,000 32.45,000
83,60,000
| Capital Gains
pProfit on sale of plot of land to 100%, subsidiary il
; [Short-term capital gains arise on sale of plot of land held for less
than 24 months, However, in thls case, since the transfor is to a 100%
subsidiary company and subsldlary company is an Indian company,
the same would not constitute a transter for levy of capital gains tax)
Long term capital gain on sale of shares of Mys, Stadel Lud. [Since
ghares were held for more than 12 months]
A [Full value of consideration (£.500 x € 280)] 7,000,000
Liess: Cost of acquisition - Higher of () and (ii) 4,37.500 262,500 2,622,500
(i]  Actwal cest of acguisition (2,500 x TL00) X 2,50,000
(i) 427,500, being lower ol [4ir market value as on 31.1.2018
1 (Le, T 437,500, being 2,500 x 175) and sale consideration
(e, T 7,00,000)
Giross Total Income ' -_ﬁ-ﬁ.z 2,500
| Less: Deduction under Chapter Vi-A 55,000
! Under sectlon BOGGE [Contribution by a company to an electoral
trost is allowable as deduction, since payment is made otherwise
thian by cash]
Total Inceme 8 5,.5-?.5!1{1 :
" Question 41
Anamika Bullders and Constructions Lid, a company resident in India 15 engaged in the business of

construction and real estate, Net profit as per profit and loss account 15 € 54.80,000 (prepared in
I| accordance with [CDS] after debiting/ crediting the following items:

| {1)  Depreciation debited to bools € 8,447,000,

_ | (i} Gross revenue Includes T 5,00,000 in respect of a service contract for maintenance of the office
| building for Nitup Ltd. for the period from 1# March, 2025 to 30% April, 2025, The expenses
I incurred on project till 31.3:2025 amounts to3 1,27,000 which is included [nother expanses.

| | (i) The amount of employee benefits include a sum of T 4,41,000 in respect of bonus payable to

e e e e S e e,
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employees, In the previous year 2024-25, the company and its employee's union had a dispute
over payment of bonus. In order to avoid late payment of bonus, the company formed a trust
and transferred the amount of bonus payable to employees to the said trust. The dispute was
settled in the month of November, 2025 and the trust paid the amount of bonus to the
employees on 30M December, 2025;

(Iv) Gain on sale of listed equity shares of Yara Ltd  3,77.500. The company held 500 listed equity
shares in Yara Ltd. The company sold all the shares in Yara Ltd. on 24.09.2024 for 1 2,050 per
share. The company had acquired the original shares for 1295 per share on 23.06.2017. The
falr market value of shares as at 31.0 12018 was € 1980 per share.

[v] In respect of one of its on-going projects, the assessee had made some structural changes
contrary to what was earlier approved by the municipal authorities. Assessee hence pald & sum
of 98,000 as regularization fee in respect of such changes made in the construction plan.

(vi) Other expenses include 1 1,45.000 as expenditure incurred on CSR.

(vil] The assessee company decided to expand its business and open a retall petrol out let
Accordingly, a sum of £ 1,75,000 was deposited with the concerned authority. However, the
assessee conld not start this operation and the deposit with the authority was forfeited,

(viii] Amount paid for advertisement in political parties’ brochure 148,000,

(ix) The assessee entered into an agreement with Bat Ltd. As per the agresment, Bat Lid. has
agrevd to not to engage in the business of real estate q'mding.t, The assessee paid € 11 lakhs
without deduction of tax ar source as nog-compete fee.

Additional Information:

{i}  Depreciation as per Income-tax Act, 1961 £ 5,14,000. This includes an amount of T 78,000 In
respect of fire-fighting equipments installed in varlous business premises/offices of the
assessee. During the year, as there were no incidence of fire, these equipments were nat psed,

(ii) Dn2&* October, out of 5 unsold office spaces in a mall, the assessce converted one such space
into ity own office. The fair market value of that space as on that date was T715,00,000. The cost
incurred ariginally to construct such space was- 10,00,000.

(it} In respect of ongolng construction contracts, there was a claim for escalation of prices, to the
tune of T 8,50,000. The company had filed a lawsuit in the year 2022. In the previous year
2024-25, the court gave its judgement [n favour of the company. The company has received £
2,00,000 tl 31.03.2025, Gross receipt in the profit and loss account includes T 2,00,000 in
respect of such claims,

You are required to compute the total iIncome chargeable to tax in the hands of Anamlka Bullders and
Constructions Lud,, for Assessment Year 2025-26 giving a brief explanation to each item of additions
of deletions, lpnore provisions of MAT. Assume that the company has not opted for section 115BAA

Answer

Computation of Total Income of M/s Anamika Builders and Construction Ltd. for A.Y. 2025-26

| Particulars Amountin ¥ |
Profits and gains of business and profession
Net profit as per profit and loss account a4 80,000
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W

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

e

disallowed
Depreciation as per books of account

Bonus transferred to the trust for making payment to the
employees after settlement of the dispute

[The bonus would be allowable as deduction ufs 36{1)(i), even
though the amount of bonus payable was initially remitted to the
trust created for the purpose of avoiding late payment of bonus,
provided actual payment of bonus Is made to the employees on
ar before the due date, However, since in the present case, actual
payment of bonus to employees is made on 304 December 2025,
after due date of filing return of Income Le, after 31# October
2025, deductlon ufs 36(1)(1) would not be allowable merely
because the amount was remitad to the wust before the
stipulated due date. Since the same has been debited to the profit
and loszs account, it has to be added back]

Regularization fee paid to Municipal Authorities

[Regularization fee paid to Municipal authorities to regularize the
deviation from the varlier approved construction plan in its oo-
golng projects & in the nature of penalty as it is paid o
compound an olfence. Henee, it does not qualify for deduction
ufs 37, As the same has been debited to the profit and loss
aceount, It has to be added back]

Expenditure incurred on CSR

|Under sectiom 37(1), only expenditure not covered under
sections 30 to 36, and incurred wholly and exdusively for the
purposes of the business is allowed as a deduction while
computing taxable business meome. 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 deenved to have been incurred lor the purpase
of business and hence, shall not be allowed as deduction under
sectlon 37, As the same has been debited to the profit and loss
account, ithas o be added back)

Expenditure on expansion of new business of retail petrol
outlet

[Where expenditure Is incurred on project not related to the
existing business and the project was abandoned without
creating a new asset, expenses are capital in nature. Hetail petrol
putlet is not related to the existing business of construction and
real estate, the sxpenditure incurred on setting up such business
would not be allowed as deduction. As the same has been debited
tu the statement of profit and loss, it has to be added back]

BY CAATUL AGARWAL {AIR-1)
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Amount paid for advertisement in political parties brochure
|Section 37(2B) prohibits allowance of any expenditure incurred
un advertisement in any souvenir, brochure, pamphlet or the like
published by a political party. Since the same has been debited to
the profit and loss account, it has to be added baclk)
Non-compete fees to Bat Ltd.

[On account of the payment of non-compete fee, the company
does not acquire any business, the profit-making apparatus
rematns the same and there Is no new business or new source of
Income and therefore, the expenditure has to be treated as
revenue in nature. Since company has not deducted tax at source
/s 194] on such non-compete fees, 30% of expenditure Le, %
1,30,000 would be disallowed]

Add: Amount taxahle but not credited to profit and loss account

Business income vn conversion of stock-in trade into capital
assel

[Fair market value of Investory on the date of its conversion or
treatment as capital asset, would be chargsable to tix us business
income. Since cost of constriction of one unsold office space In a
mall Le., 3 10,00,000 has already heen debited to profit and loss
account, the FMV of £ 15,00,000 would be chargeable m tax
Henee, such amount has to be included in business income]
Clialm for Escalation price in respect of onpoing construction
contracts

|45 per section 1458, claim for escalation of a price of 2 850,000
would be deemed to be income of PY. 2024-25 ie, the previous
yoar in which reasonable certainty of its realization is received,
being the year in which the judgment in the favour of the

company was given. Since only the sum of 2 2,00,000 received by |

the company tl 21.3.2025 is included in profit and loss account,
balance $ £.50.000 has to be included in business iﬁ-:uma]

Less: Items credited to profit and loss accoant, hut not includible

in business income /permissible expenditure and allowance
Hevenue from service contract for maintenance of the office
building of Nitup Ltd.

[Since the service contract for maintenance of office building is
for a perfod of 61 days Ly, from 1% March 2025 to 30% April 2025
(less than 90 days), the revenue from such contract would be
determined on the basis of project completion method.
Consequently, the Income from contract and the expenditure
would also be chargeable/allowable In the P.Y. 2025-26, Since

BY CAATUL AGARWAL (AIR-1)
AIRTCA Career Institute (ACT)

132

48,000 |
330,000 | 2084000
75,64,000 |
|
15,000,000
1
1
,50,000
97,114,000
3.73,000
|
Poge 3.75



Profits & Gains of Business or Profession
'ﬂm

the revenue of § 500000 Is credited and expenditure of
1,.27,000) has been debited to statement of prodit and loss, the net
amount of T 373000 (T 500,000 - T 1,27.000) has to be
deducted while computing business income of the P.Y. 2024-25]
Gain on sale of listed equity shares of Yara Lid.

|Gain on sale of lsted equity shares of Yara Ltd. s chargeable to
tax under the head "Capital Gains®. As the same has been eredited
to the protit and loss account, it has to be reduced)

Depreclation as per Income-tax Rules, 1962

[One of the conditions for claim of depreciation is that the asset
must be "used for business or profession”. Courts have held that,
in certaln clroumstances, such as In case of stand-by equipments,
an asset can be sald to be In use even when it is "kept ready for
use”. Since fire-fighting equipments, being stand by equipments,
are kept ready for use, depreciation on these equipments would
be allowable, even though they are not actually used. Since said
amount Is already included in figure of depreciation allowable
under Income-tax Act, 1961, no separate adjustment is required|

377500

5,14,000

Business Income
Capital Gain '
In respect of Listed Equity Shares of Yara Ltd.
Sale Consideration [500 shares x 1 2,050] 10,25,000
Less: Cost of acquisition, belng higher of 9.90,000

Actual cost [500% ] 1295) f.47, 500

- Lower of 9,590,000
s .9,90,000 {21,980 x 500),
being fair market value as on 31.1.2018; and

= 3 10,25,000, heing full value of tonsideration on transter
Long-term capital gain under Section 112A [Since shares held for
more than 12 months, the gain s a LTCG]

45,000

1 B4,49,500

12 64,500

35,000

| Gross Total Income

Less: Deduction nnder Chapter VI-A u/s BOGGR
[Advertisement in souvenlr published by a political party Is
deemed to be a contribution of such amount to the political party

and is, therefore, allowable as deduction in the hands of company
assuming that payment is macde otherwise than by way of cash|

B4,84,500
48,000

Total Income
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.om cti 158AA a
Question 42

ABC Ltd., a pharmaceutical company incorporated in year 2015-16, purchased a new plant and
machinery for T 10 lakhs on 01.04.2024, The total income of company for Assessment Year 2025-26
hefore allowing additional depreciation in respect of new plant and machinery Is 3 20 Jakhs. ABC Ltd,
has not opted for the concessional tax regime under section 115BAA so far, Compute the tax lability
ol ABC Ltd. for AY. 2025-26 assuming its turnover for the previous year 2022-23 was 1 350 crores,
Ignore the provisions of MAT, Suggest whether ABC Ltd. should apt 115BAA ar not.

Answer
Computation of tax lability of ABC Ltd, under regular provisions of the Act
Particulars 1

Total Income before allowing additional depreciation - - | 2000000
lLess: Additfonal Depreciation u/fs sectlon 32(1)(Ha)] 10 lakh x 200%] 200,000
Total Income 18,00,000
| Applicable Tax Rate (since turnover of P.Y, 2022-23 < 2 400 crures 259
| Tax payable 450,000
Addd: Health & Education cessi@49% 18,000
\J‘&x Liahility 468,000

Computation of tax liability of ABC Ltd. under seetion 115844

Particulars ' T = |

Total Income before ailt:wing additional d.ﬂpreri'asinn 20,00,000 ‘
Less: Additional Depreciation u/s section 32{1){ifa) [not allowable as deduction -

while computing income u/fs 1158AA] I

Total Income EI}D._I]'I}[I_'
Applicable Tax Rate L 2%
Tax payable 440,000
Add: Surcharge@10% ' 44,000
44,000
Add: Health & Education cess@4% 149,464
Tax Liability 503,360

Since tax payable as per the regular provisions of the Act is lower than the tax payable under the
provisions of section 115644, it would be beneficial for ABC Ltd, not to opt for section 115BAA.

(Juestion 43

The following are the particulars relating to two Indian companies, namely, Alpha Lid, and Beta Ltd,
which are subject Lo tx audit u/s $44ARB, for AY.2025-26:
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o Particulars Alpha Ltd, Beta Ltd.
e of setting up/registration 1.4.2019 _ 1.3.2024
| fain object Marfacture of steal | Manufacture of leather
| Pace Vaishall, Bthar Ranipet, Tamll Nadu
| furnaver of P.Y. 202223 %251 crores -
| rurnaver of PY. 2023-24 401 crores :
| furnaver of Y. 2024-25 t 270 crores 2120 crores
j Jite of new plant and machinery installed and {1 Bcrore 5 rore
| put to use on 1.11.2024
:; (iross Total Income of P.Y.2024-25 T 5 crore T 5crore
e puited under the special provisions)
o, ob new employees employed on the date of 50 750
! setting up/registration of the company
{ | Mo.ofnew employees employed ason 1,4.2022 750 -
. | Manthly emoluments to 750 employees
i employed In the respective companies as
| wentioned above by ECS through bank account:
¢ 250 employees t 20,000 per employee | 321,000 per employee
!. | 250 employees T 25,000 per employee | T25,000 per cmployee

| 250 employees T 28,000 per employee | 3 27,000 per cmployee

Frove the above detalls: ‘e

(i} Computethe tax liability of-Alpha Lid. and Beta Lid, for AY. 2025-26, Alpha Ltd. has not opted
far any concassional rates earlier and want to avail the beneficial tax rates under the spacial
provisiong of the Income-tax Act, 1961 in the Y, 2024-25. Beta Ltd. has already opted for the
canvessional tax rates under section 1158AB and wants to continue the same in P.Y. 2024-25,

(11 Would it be beneficial fur Alpha Lid 1o opt for beneticial tax vates in P.Y. 2024-25 instead of
paiyving tax wader regular provisions of the Income-tax Act, 19617 Examine,

Answer

(1 Computation of tax Hability of Alpha Ltd. and Beta Lid. under the special provisions of
the Income-tax Act, 1961

l Particulars Alpha Ltd. Beta Lid.
i 1

Gross Total Income - ﬂ_ﬂﬂ_l'l_ L‘r,_ﬂﬁt] Eﬁr’u}hu,mm
Less: Deduction u/s BUJAA
Alpha Ltd - [(¥ 20,000 % 12 x 250) + (R 25.000 x 12 x 250)] x | 40500000

i S0%,

' ‘ot Lad - (3 21,000 x 12 x 250] + (¥ 25,000 x 12 x 250)] x 4.14.00,000
S .
Lkl Income 95.00,000 600,000

L] : e ——— e
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Computation of tax liability
Tax@ 2% on T 95,00,000 |As per section 115BAA] 20,90,000
Tax(@15% on T 46,00,000 [As per section 115BAR] 12,90,000
Add: Surcharge@ 104 409,000 1.29.000
22,599,000 14,19,000
Add: Health and Education cess@d4% 91,960 56,760
Total tax liability 2390960 | 1475760
Notes
(1) Alpha Ltd. is eligible to opt for special provisions under section 115BAA, as per which the

(2)

rate of tax would be 22% plus surcharge® 104 and HEC@4%.

Both Alpha Ltcd. and Beta Ltd. are cligible to claim deduction u/s BOJJAA, which is a
permissible Chapter VI-A deduction while computing toral income under section 115BAA
and 115BAB.

In case of Alpha Ltd, 30% of the additional employee cost of new employees employed in
the P.Y. 2022-23, can be daimed as deduction u/s BOJJAA lTor P.Y.2024-25. Out of 750
employees, 250 employees whose emoluments are T 20,000 p.m., 250 emplovees whose
emoluments are 1 25000 pm. quallfy as additlonal employees and 250 employees
whose emoluments excead ¥ 25,000 pam. do not qualify as additional employees,

Similarly, 1n case of Beta Ltd, 3096 of the addittonal employee cost of new employees
employed in the TY. 2023-24, can be claimed as deduction ufs BOJJAA for P.Y.2024-25,
Out of 750 cmployees, 250 employecs whose emoluments are € 2,000 pom., 250
employees whose emoluments are 3 25,000 pm. qualify as additional employees and
250 employees whose emoluments exceed 3 25000 pm. do not qualify as additicnal
einployees.

(i} Computation of tax liability of Alpha Ltd. as per the regular provisions of the Act

Particulars Alpha Lid, |
L
Gross Total Income (computed under the specl.'ll prm-is-l.nﬂ_'sj'l'_ - Sﬂﬁﬁﬁ,ﬂﬂl}
Less: Additional Depreciation [10% of 18 crore, since the plant and
machinery has been put to use for less than 180 days in the P.Y.2024-25] S0.00,000

Gross Total Income [compuled under the regular provisions of the Act) | 4,20,00,000
Less: Deduction u/s B0 AA
[(% 20,000 % 12 x 250) + [T 25,000 x 12 x 250)] % 30% 4,05,00,000
Total Income © | A500.000
Computation of tax liability
Tax@25% on 3 15,00,000 [Since turnover of P.Y,2022-23 is less than 1400 cr.] 3,735,000

Add: Surcharge (Not applicable, since total income (s fess than ¥ 1 crore) il

3,75,000

Add: Health and Education cess@4% 15,000

Total tax liability ) 3,990,000
________ —
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M
Since the tax liability under the regular provisions of the Actis 3 3,90,000 vis-a-vis tax lHabllity
4 123,890,960 computed under section 1158A4, it s not beneficial for Alpha Ltd. to opt for the
special provisions under section 1150AA for AY.2025-26. Hence, Alpha Ltd. should not opt

for the special provisions under section 115BAA for AY 2025-26.

nuestion 44

M /¢ Kaveri Lud, a manufacturing company, having an annual turnover of T 6,000 lakhs, shows a net
ofiL of 7850 lakhs after debit/credit of following amounts to its Statement of Profit and Loss for
b srenr ended 31% March, 2025:

it Depreciation as per Companies Act T 65 lakhs.

1 Friployer's contribution to EPF of ® 18 lakhs together with similar amount of Employee's
contribution for the month of March, 2025 was remitted on 20 May, 2025, (The due date for
ihe remittance to the credit of employee's EPF account being 15 April, 2025.]

i} GST paid includes an amount of ¥ 10,500 charged as penalty for delayed filing of returns and €
15,400 towards interest for delay In deposit of tax.
(v] Anamount of T 10.50 lakhs was incurred on notifled skill develupment project uy/s. 350CD.

) Lasss of ¥ 20 lakhs, on destruction of dn old machinery by fire in the factory and 1 5 lakhs
received as scrap value on this machinery. The insurance company did not admit the caim of
the company on the charge of gross negligence,

il Dividend fncome of ¥ 15 lakhs from a foreign company in which the company holds 32% of the
cljuity share capital of the company, :

' (wif) Profit of T 15 lakhs on sale of @ building to X Ltd,, a domestic company, entire shares of which
are held by assessee company. The building was acquired by Kaverl Ltd on 1 December, 2023,

Additional information:
I (i} Nermal depreciation computed as per Income-tax Rules, 1962 is T Y2 lakhs.

(i), During the previous year 2023-24, the company has purchased a pew plant and machinery
worth T 20 lalhs on 10 January, 2024. Balance of Additional depreciation on this machine is
not included in the depreciation computed for the previous year 2024-25,

(1) The company had credited in the account of a sub-contractor, an amount of T 7 lakhs on 31=
March, 2024 towards repairs of factory building. The tax deducted on such payment was
remitted on 319 December, 2024, '

| Livl On 15% May, 2025, M/s Kaveri Ltd, deciared and distributed dividend of T 20 lakhs.

Lompute the total Income and tax payable by M/s Kaveri Ltd. for the AY. 2025-26 cleorly stating the
reasons for treatment of each item, Assume that the company has opted for section 1 15BAA.

— e S —

Answer
Computation of Total Income of M/s Kaveri Lud, for the ALY, 2025-26 under section 115BAA

| | ] ' Particulars Amount (in )
\_ L | Profits and gaing of business and profession |
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Net profit as per Statement of profit and loss

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

{a) Depreciation as per Companies Act
(b) Employees' contribntion to EPF

[Since employees' contribution to EPF has not been deposited
ot or before the due date uncder the PF Act, the same Is not
allowable as deduction as per section 36(1){va) read with
Explanations 1 and 2 thereto, Since the same has been debited
to Statement of profit and less, it has to be added back for
computing business income|.

(c) Employer’s contribution to EPF

[As per sectlon 43B, employers’ contribution to EFF s
allowzble as deduction since the same has been deposited on
or before the due date of filing of return under section 139{1).
Since the same has been debited to Statement of profit and
loss, no further adjustment is necessary]

[d) Penalty for delayed filing of GST return
[Penalty imposed for delay in liling GST return Is not
deductible since it is on account of infraction of the law
requiring filing of the return within the specified period. Since
the same has been debited to Statement of profit and loss, It
has to be added back for computing business income]

(e) Interest for delay in deposit' of GST
[Interest paid for delay in depasit of GST is compensatory in
nature and hence, allowable ag deduoction, Since the some has
been debited to Statement of profit and loss, no further
adjustoment is necessary| )

(1) Expenditure on votified skill development project u/s
35CCD
[Expenditure on notified skill development project u/s 35CCD
is not allowable as deduction since the company has opted for
section 115HAA]

() Loss due te destruction of machinery by fire
[Loss of ¥ 20 lakhs due to destruction of machinery caused by
fire is not deductible since it is capital in nature. As the lnss

has been debited to statement of profit and loss, the same is
required to be added back while computing business income.

Less: lems credited but chargeable to tax under another
head/expenses allowed but not debited
BY CA ATUL AGARWAL (AIR-1)
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Nil
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1. Scrapvalue of machinery 5,000,000
IScrap value of machinery, being capital in nature, has to be
reduced from WDV of machinery, Since the same has been
credited to the statement of profit and loss, it has 1o be
deducted while computing business income]

2. Dividend Income from foreign company 15,00,000
iDividend income from foreign company is taxable under the
head "lncome from other sources”, Since the satd dividend
has been credited to the statement of profit and loss, the same
has to be deducted while computing business income] j

3. Profit on sale of building to 100% subsidiary 15,00,000
[Taxahility or otherwise to be considered under the head |
“Capital Gains". Since such profit has been credited to the |
statement of profit and loss, the same has to be deducted '-
while computing business income|

4. Depreciation as per Income-tax Rules
Normal depreciution G2,00,000
Additional depreciation il
[Though the balance 10% additional depreciadon of the
earlier year is allowsble as deduction in the current yvear,
since the company 1s opting for section 1150AA, additional
depraciation is pot permissible in this case|

5. Payment to a sub-contractor where tax deducted last vear | 210,000

was remitted after the due date of filing of return

|130% of X 7 lakhs, belng pavment to a sub-contractor, would
have been disaliowed ufs 40{a)(ia) while computing the
business income of AY.2024-25, since tax deducted was
remitted after the due date of filing of return. However, the
same 15 allowable in AY.2025-26, since the remittance has
heen made on 31122024

Capital Galns

Profit on sale of building to 100% Indian subsidiary
[Short-term capital pains arise on sale of bullding held for less
than 24 months. However, in this case, since the transfer is to a
100% subsidiary company and the subsidiory company is an
Indian company, the same would nol constitute a transfer [or levy
of capital gains tax as per section 47(1v])

Income from Other Sources

Dividend income from loreign company

Gross Total Income

BY CA ATUL AGARWAL (AIR-1)
AIR1CA Career Institute (ACH)

139

129,108,000
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Less: Deduction under Chapter VI-A

Deduction u/s BOM in respect of inter-corporate dividends [being 15,000,000
lower of ¥ 15 lakh, belng dividend received from foreign company,
and T 20 lakh, betng dividend distributed by M/s Kaveri Ltd.]

Total Income 8,34,50,500 |

Computation of tax payable by M/s Kaveri Ltd. under section 1158AA

—

Profits & Gains of Business or Professiog *'
e e e e e e e e R e i, -

[ Particulars 1
Tax on husiness income & 22% ol 3 83450500 - N 1,83,59,110 |
Add: Surcharge@1 (% 18.35.911
2.01,95,021
Add: Health and education cess@4% 807801
Tax Hability 2.10,02.822
Tax pavable [rounded off) 2,10,02,820
(Question 45

The Statement of Profit and Loss of Manav Ltd,, engnged in manufacturing activity for the year ended
31 Marceh, 2025, vkhibits u Net Profit of © 180 laldhs after debiting /crediting the following [tems:

[3)

(h)

(c)

(d]

(f]

()

(h)

(i)

(i)
(k)

Interest of T 24 lakhs relating to FY.2024-25, which is settled by issulng 8% debentores of 1
100 each in August, 2025.

Income-tax assessment of AY.2023-24 was completed in September, 2024 with o tax demand
af 1 580,000 which Included surcharge of 2 50,700 and cess of ¥ 22,308, The entire sum has
heen duly pald during the F.Y. 2024-25,

Provision for gratuity based on actuarial valuation T 180 lakhs.

Expenditure incurred towards foreign travel of directors ® 6.5 lakhs to explore epening of a
branch in a foreign country to market its products in the said foreign country.

Paid T 62,000 for purchase of material by making payment in cash to asupplier ina single day.

Pard 3 11 lakhs to ST Inc of Japan for online digital advertisement. ST Inc has ne PE in India.
No tax was deducted at source nor was equallzation levy paid on the said amount,

Incurred T 4.6 lakhs on activities related to Corporate Soclal Responsibility as required under
section 135 of Companies Act, 2013.

Suld a vacant land to its wholly ewned subsidiary Petal (P) Ltd., Mumbai, The long-term capital
gain of 2 18 lakhs is credited to the Statement of Profit and Loss.

Paid T 2.2 lakhs to a university as donation to be used for research in social science approved
/s 350 1)(11). Out of this, T 1.2 lakh was paid through net banking and balance by cash.

Interim dividend distributed during the year of T 65 likhs.

Contributed T 160 lakhs towards employees” pension scheme notified by Central Government
u/fs BOCCD calculated at 16% of aggregate of salary and dearness allowance (forming part of
retirement benefits) pavable to employees as per the terms of employment.
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"[to discharge of interest on term loan, interest would be disallowed.
Since ¥ 24 lakhs Lowards interest is debited Lo statement of profit and |

Profits & Gains of Business or Profession

m

0 Deprectation ¥ 36 lakhs.

(m) T30 takhs by way of dividend received from Knight Pte. of Singapore in which Manav Ltd. has
2§1% voling power.

() Paid ¥ 6 lakhs as donation to a recognised political party by way of crossed cheque.
sdditional Information:

(ij MNormal depreciation as per Income-tax Act, 1961 - ¥ 62 lakhs,

(i) Additional depreciation as per Income-tax Act,1961- 2 24 lakhs

(lii) Brought forward unabsorbed depreciation (out of normal depreciation] of AY. 2024-25 1 14
lakhs.

(v} Actual gratuity paid during the year of T 105 lakhs is debited to provision for gratuity account

vou are required to compute the total Income and tax liability of Manav Lid. for AY. 2025-26. Manav
Lid has opted 1o pay tax as per the provisions of section 115HAA

Answer
Computation of Total Income of Manay Lul for the ALY, 2025-26

Particulars t 1

— —— S_— e

L — e———— e — o —— e —

Income from Profits and galns of business or j_lrnfeminu
Profitas per Stutement of Profit and Logs 1.80.00,000
Add: Items debited but te be considered separately or to be
disallowed

Term loan interest arrears settled by issning 8% debentures 24,00,000

As per Explanation 3C o section 438, ssue of debentures by which
the Intepest lability is deferred to a future date shall not be deemed
to have been actually paid. Since issue of debentures is not equivalent

loss, the same has to be added back.

Tax demand of 1 5,80,000 which includes surcharge and cess of 1 580,000
50,700 and T 22,308, respectively

As per Explanation 3 to section 40({a){1i} the term "tax’ shall include
any surcharge or cess, by whatever name called, on such
Therefore, both surcharge and cess partake the character of Income-
tax and hence, are liable for disallowance along with tak. Since tax of
3 580,000 including surcharge and cess 15 debited to Statement of
Profit and Loss, the same has to be added back

Provision for gratuily 75.00,000
Provisian of T 180 lakhs for gratuity based on actuarial valuation is
not allowable a5 deduction as per section 40A[7). However, actual
payment of gratuity of ® 105 lakhs is allowable as deduction. Hence,
i the difference has to be added back.

Expenses on foreign travel of directors -
m
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Expenses on foreign travel of directors lor exploring opening of a
branch in foreipn country for marketing its products relates to the
existing business of the company and is, therefore, eligible for
deduction. Since the same has been debited 1o the Statement of Profit
and Loss, no adjustment is roquired,

Cash payment for purchase of material exceeding ¥ 10,000

Under section 40A(3), disallowance Is attracted in respect of
in!te.pua-m:ltmm for which cash payment exceeding 310,000 is made on a
| day to a person. Cash payment of T 82,000 for purchase of material is,
| therefore, liable for disallowance.

Expenses on online digital advertisement

Expenses on online digital advertisement to a non-resident company,
which has no PE In Indla, s llable for deduction of equalisation levy,
Since equalization levy is not deducted and pald, 1009 disallowance
ks attracted in respect of such payment under section 40{a)(ib]. Since
1 11 lakhs has been debited to Statement of Profit and Loss, the same
has to be added hack,

Expenditure on CSR Activities:

As per Explanation 2 to section 37(1), expenditure incurried on CSR
activities is not deductible, Assuming that such’ expenditure Is not
deductible under sections 30 o 36, the entire amount is liable for
disallowance. Since T 4.6 likhs has been debited to Statement of
II Profit and Loss, the same has to be added back. l

Contribution to University for research in social science

As per section 35(1){iii), contribution ro university for research In
social science 15 ellgible for 100% deduction. However, since Manay |
Ltd. has opted for concessional tax regime u/s 115BAA, dedurtion
under section 35{1)(iti) 1= not-allowable. Since ¥ 2.2 lakhs has been
debited to Statement of Profit and Loss, same has to be added bal.
Interim dividend distributed

Interim dividend distributed is not allowable as deduction. Since the
same has been debited to Statement of Profit and Loss, the said
amount same has to be added back to arrive at business income.,
Contribution towards employee’s pension scheme in excess of
14%, of salary disallowed

Contribution to the extont of 14% of salary (basic salary + dearness
allowance, if it forms part of pay for retirement benefits) is allowable
as deduction under section 36(1)(iva). In this case, 2%, which is in
excess of 14% Le, 1 1,60,00,000 x 2/16, would be disallowed.
Depreciation debited to the Statement of Profit and Loss
Gonation to recognised political party

Dupation to political party not allowable as deduction u/s 37.
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Less: [tems credited to Statement of Profit and Loss which are o
pe considered separately/expenditure to be allowed

1 TEG on sale of vacant land

{apital gains on transfer of capital assets are taxable under the head
“(apital Gains'. However, long term capital pain on sale of vacant land
of 1 18 Inkhs to wholly owned subsidiary is not liable to tax since it is
yot regarded as 'transfer’. Since the same is credited 1o Profit and
Loss, it has to be deducted while computing business income,

pividend received from foreign company

pividend received from forelgn company Is taxable under the head
“Income from other sources”. Since the said dividend has been
credited to the Statement of Profit and Loss, the same has to be
deducted while computing business Income,

Depreciation as per Incame-tax Act, 1961

Additional HEi;.‘lﬁ!dnﬂun as per Income-tax Act, 1961, not allowable as
deduction, since company is opting for section 1158AA

Less: Brought forward unabsorbed depreciation

Unabsorbed, depreciation out of normal depreciation s allowable as
deduction though company has opted for section 1158AA, since such
deprecation is not attributable to addidonal depreciation In respect
of which deduction is not permissible u/s 1158AA.

Income from Other Sources

Dividend received from foreign company

tiross Total Income

Less: Deductions under Chapter VI-A

Deduction under section 80M in respect of dividend distributed,

restricted to the amount of dividend received from domestic/forsign
company i allowable though company has opted for section 1158AA.

Deduction under section 80GGH for donation to political party not
available since company has opted for section 115BAA.

Total Income

Computation of tax Hability

Income-tax on 2 3,00,42,000@ 22% (u/s 115BAA)

Adel: Surcharge@10% (Irrespective of the total income)

Add: Health and Education Cess@E 4%,
Tax liability
Tax Hability {rounded off)

18.00,000

46,00,000

62,00,000

Hil

11600000
3, 14,42,000

14,00.000
3,00,42,000

36.00.000
3,36,42,000

36,00.,000

Nil
3.00.42,000 |

66,09,240 |
660,924
72,70,164
2.20.807
75,60,971
75,60,970

T . e e A e e e e e et A
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Question 46

Regal (P] Limited, incorporated on 15% December, 2024, is engaged in mapufacture and sale of
ceramic tiles. It commenced manufacturing In the month of January, 2023. The net profit of ths
company as per its statement of profit and loss for the year ended 31= March, 2025 is ¥ 220 lakh
after debiting/ crediting the following items:

(1) Ooe-time license fee of ¥ 22 lakh paid to ABC Ltd [an Indian company] for obtaining franchise
on 1o june, 2024,

(If) T3Z,000 paid to B & Co,, a goods transport operator, 1n cash on 31 January, 2025 for carrying
company’s products to the warehouse.

(il]) Rentof T 60,000 pm. received from letting out a part of its office premises. Municipal tax paid '
in respect of the said part of the building is 3 8,000. The same has been debited to statement of
profitand loss. l

fiv] % 2 lakh, being contribution to a scientific research assoclation approved u/fs 35(1}(ii). i

(v) %5 lalch paid to a contractor {or repair work at the company's factory. No tax was deducted on
such payment

(vi} Dividend Income of T 10,000 from Gamma Limited earned on 1,000 listed equity shares of €10
each purchased at T 100 per share on 10.10.201 7. These shares were sold on 1.3.2025 at 3 280
per share. Gain of £ 1,680,000 on transter of these shares also credited fo profit & loss account.

{viij Depreciation on tangible fixed assets as per books of aceount ¥ 2,20 lakh,
Additional Information: [
(i)  Depreciation on tangible fixed assets as per lncome-tax Rules 3 260 lakh. !

(] Company has acyuired on 15.11.2024, machinery for T 20 lakhs and put the same to use on the
same date. Depreciation on siuch machinery is not Included in point (1) abowe.

— —

[ili] Fair market value of shares of Gamma Limited ox on 31.1. 2018 wos 3 110 per share

[iw] Onaccount of expansion of its activities, 180 new cmployees joined during the PY.20124-25, the l
detalls of whom are as follows; :

The emoluments are paid by use of ECS through a bank account and it may be assumed that the
employees participate in recognised provident fund.

Compute the total income of the company and tax liability for the AY. 2025-26, assuming that the
company opts for concessional tax regime under section 1158AB.

Answer

Computation of total income of Regal (P) Lud. for the AY. 2025-26 u/s 115BAB
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2 Particulars
ncome from House Property

gental income [ 60,000 x 12]

[No deduction is allowable In respect of such Income, since the

company has opted for concessional regime under section 115BAE.

Hence, deduction for municipal taxes paid and deduction@30% of net

annual value is notallowable]

profits and gains of business or profession

Net profit as per Statement of profit and |oss

add: Income debited to statement of profit and loss, but
considered separately or disallowed

Licence fee for obtaining franchise

(Franchise is an intangible asset eligible for depreciation @ 25%5. Since
one-time licence fee of ¥ 22 lakh paid for obtaining franchise has been
debited to statement of profit and loss, the sami has to be added back.
Depreciation @ 25% has (o be provided in respect of the Intangible
usset since it has been used for more than 180 days during the year)
Payment in cash to a goods ransport operator

[@ 32,000 pald to B & Co., 2 goods trangport operator, in cash is
dedurtible while computing business income, as the disallowiance
under section 40A(3) would be atracted in case of payment to a
tranyport contractor only when such cash payment exceeds T 35,000,
Singe it is already debited to statement of profit and loss, no lurther
adjustrment is required]

Municipal taxes in respect of let-out part of office premises
[Municipal taxes paid In respect of office premises, debited to
Statemoent of Profit and Loss has to be acdded back to compute
biisiness Income, since same is to be considered separately under the
head “Income from house property”]

Contribution to approved scientific research association

[Not allowable as deduction since company is opting for sectlon
115BAR)

Amount paid to contractor without deduction of Lax at source [T 5
lakhs x 30%]

[Payment to contractor without deductton of tax at source would
attract disallowance at 30% of expenditure under section 40{a)(ia)]
Depreciation on tangible fixed asscts

[The amount of T 2.20 lakh, being depreciation as per books of
account, debited to statement of profit and loss has Lo be added back]

Depreciation under section 32

Tangible fixed assets 260,000

t

1

2,20,00,000

22,00,000

8000

2,00,000

1.50,000

2,20,000 |
2A7,78,000 |
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[ntangible asset [Franchise) 25% of 3 22,00,000 - 5,50,000 l
Plant & Machinery
- Normal Depreciation [T 20,00,000 x 7.5%, since put to
use for less than 180 days during PY. 2024-25) 150,000
- Additional depreciation [not allowable since company
is opling for section 115BAER] - 960,000
2.38,18,000
Less: Income credited to Statement of Profit and Loss, but taxahle
under other heads of income
Rental income from letting out of office premises 7.20,000
(Rental income from letting out a part of the office premises is taxable
under "Income from house property”. Therefore, it has to be deducted
while calculating business income, since the income has been credited
to statement of profit and loss)
Dividend from Gamma Limited 10,000
Dividend credited o statement of profit and loss account w be
deducted as it is taxable ynder the "Income from other sources”

| Capltal gain on sale of shares

TR TR TEEEEDETT T ST T S e e S
i

G:ain on transfer of shares to be taxed under the head “Capital Gains” |

| |1000 % 180 {280 - 100]] 180,000 | 2,29,08,000
Capltal Gains i |_
I Sales constderation (3 280 x 1000 shares) 280,000 :
' Less: Cost of acquisition 1.10,000 1,70,000 ?
| Higher ol
- Actual cost [ 1L,00,000 (T 100 x 10007] i
-%1,10,000, being lower of ;
FMVason 3112018 of  1.10,000 |2 110 x 1,000]
- Sale consideration of 2 2,80,000 [ 280 x 1000) l
Income fromm Other Sources
'j Dividend from Gamma Limited _ | B 10,000 I
Gross Total Income 2.38,08.000 [ |

| Less: Deduction under section BOJJAA [allowable even though
! company opts for section 115BAR]
30% of additional employee cost of ¥ 1,40,76,000 [3 23,000 x 51

employees employed on 1.4.2024 ¥ 12 months] [See Note below] 42.22.800

! Total Income = — 195,685,200
Tax lHability
Tax payable on LTCG @12.5% on T 45,000 in excess of T1,25,000 BA25

| Tax payable on dividend @22% on T 10,000 2200|
Tax payable on rental income @22% on 3 7,20.000 | . L58.400 |
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Tax @ 15% on T 1,86,85,200 [ie, businéss income of 1 2,29,08,000 - ¥
42,22.800] ' 28,042,780
29,69.005
Add: Surcharge@10% 2,896,901
| azss906
Add: Health and education cess@4% 1.30,636
Tax liability | | 3106542
Tax liability (rounded off) 33,96,540

Note - For the purpose of deduction under section B0JJAA, employees employed on 1.6.2024 and
18.2024 do not qualify as additional employees, since their monthly emoluments exceed ¥ 25,000,
Employees employed on 1.9.2024 also do not qualify as additional employees for AY.2025-26, since
they have been employed for less than 240 days in P.Y.2024-25. Therefore, only employees employed
on 1.4.2024 qualify as additional employees for the purpose of deduction u/s B0JJAA for AY.2025-26,

Question 47

ABC LTD,, a manufacturing compuny, is engaged in the manufacturing of leather products since
01.11.2023 in the State of Tamil Nadu. As per Statement of Profit and Luss for the year ended 31
Marech, 2025, company showed profit of € 1,20,00,000 afler debiting dr crediting the following items:

() The opening and closing stock for the year were 355 lakhs and T 54 Jakhs respectively.
Opening stock was overvalued by 10% and Closing stock was undervalued by 10%.

it} ABLC LTD, paid 3 10 Lakhs in foreign currency as sales commission without deducting tax at
source to Mr. John, a citlzen of LL5.A and non-resident, for procuring orders from ourside India.

(i) 245,000 paid in cash to Mr. Raj employee of the company at the time of his retirement,

(W) Profit on sale of 2000 shares of M/s. VKL L'TD, a listed company 3 3,50,000. These shares were
sold on 7.10.2024 for % 250 per share. The highest price of YKL LTD. quoted on the stock
gxchange as on 31012018 was T 175 per share, The sald shares were acquired for € 75 per
share on 10.06.2017. 5T paid both at the thme of purchase and sale of shares.

(vl STCG derived from transter of a Capiral asset on which no depreciation is allowable under the
Act T 75,000.

(vi) Profit of ¥ 7,20,000 on sale of plot of land to XYZ LTD, a domestic company, the entire shares of
which are held by the assessee company. The plot was acquired by ABC LTI un 30.09.2023,

(vil] Credits to statement of Profit and Loss Account include dividend of T 50,000 received on
september b, 2024 from a domestic company,

wvill} ¥ 20,000 paid for expenses In connectlon with the Inauguration of o new branch opened for
expanding the business.

(b} % 20,000 paid as pemalty o Government tor company's fatlure in performance of a contract
within stipulated time. There was delay of 4 months and according to the agreement, the
company had to pay a penalty of ¥ 5,000 per month to the Government.

(x]  Anamount of T 5 lakhs was paid to manager of company under Voluntary Retirement Scheme.

T e e e N e e e e e B e e e e
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(xi) Interest of T 75,000 pald by bank remittance, on deposits made by pon-resident buyers of
poods manufactured by the company. The said payments were made outside india without

Profits & Gains of Business or Profession
e ——— e e e e e e e e,

deduction of tax

Additional information:

(1)  During the year FY, 2024-25, the company has employed 56 additional employees. All these
employees contribute to a recognized provident fund. 39 out of 56 employees joined on
1.6.2024 un a salary of 15,000 per month, 14 joined on 1.7.2024 on a salary of T 45,700 per
month, and 3 joined on 1.11.2024 an a salary of T 22,000 per month. The salaries of 9
employees who joined on 1.6.2024 are being settled by bearer cheques every month, Audit
under section 44A8 has been done before the doe date. Salary paid to these employees has

(2]

Compute the total income and tax payable for the Assessment Year 2025-26 clearly stating the

been debited to statement of proflt and Joss.

The Company opted for concessional rate of tax and exemption from MAT under Section

115BAR for Assessment year 2025-26.

reasons for treatment of each item.

Answer
Computation of Total Income of ABC Ltd, for the AY, 2025-26 under section 115BAB

Particulars | ﬂmnunat (in !}

(2)

-

Profits and gains of business and pmﬁna.’imt
| Net profit as per Statement of profit and loss
|I Add: Dvervalnation of opening stock [T 55,00,000 % 10/110]

Undervaluation of closing stock | 54,00,000 x 10,/90]

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

disallowed

(1) sales comumission to Mr. John, a non-resident, for procuring

wrders from outside India

[The commission paid to Mr. John, non-resident agent, for
services rendered outside India is not chargeable to tax in India.
Hls commission 18 paid In [oreign currency directly to him and is,
thevefore, not received by him or on his behall (n India. Since
commission Income for procuring orders by non- resident who
remalns outside India is not subject o tax in India, disallowance
under section 40[a){l) i not attracted in respect of payment of
commission to such non-resident outside Indla even though tox
has not been deducted atsource.)

Payment to Mr. Raj, an employee, on his retirement

[Section 40A(3) provides for disallowanced 0% of expenditure
incurred exeeeding ¥ 10,000 otherwise than by an account payee
cheque drawn on a bank or an account payse bank draft or use of
electronic clearing system through a bank account or through
such other electronic mode as may be prescribed, However, no
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(3)

(+)

(5)

(6)

{7

1

Profits & Gains of Business or Profession

m

disallowance under section 40A(3) is to be made as the amount
pald to Mr. Rzj is on his fetirement since such sum payable does
ot excead § 50,000, This exception is provided in Rule 6DD]

Expenses in connection with inauguration of a new branch
for expanding business

[Expenses in connection with Inauguration of a new branch for
expanding business is allowable as revenue expenditure since (€is
incurred wholly or exclusively for business purpose. Since the
same Is already debited in statement of profit and loss, no further
adjustment Is required)

Penalty to Government for failure in performance of contract

[The penalty of £ 20,000 pald for non-fulfilment of a contract
within stipulated time is not for the breach of law but was paid
far breach of contractual obligations and theréfore, is an
allowable expense. Since It is already debited in statement of
profit and loss, no further adjustment is required|

Voluntary Retirement Scheme expenditure

[Only 1/5th of expenditure on voluntary retirement scheme is
allowsble over a period of flve years ufs 35DDA, Since whole
amount ol expenditure ts debited to statement of profit and loss,
4/5th has to be added back [ 5,00.000 x 4/5],

Interest paid to non-resident buyers of goods, on deposits
made by them _

[interest paid to non-resident buyer af goods, on deposits made
by them is deemed W acerue or arise in India since such interest
Is paid by the company, a resident, which used such deposit for
the purpose of business carried on by it in india. Thus, such
interest ks chargeable to tax in India and ABC Ltd. is required to
deduct tax at seurce on such Intersst, Disallowance@100% of
interest pald is attracted under section 40(aj(i), since tax has not
been deducted at source therefram.)

Salary paid to employees through bearer cheques

[Salary paid through bearer chegues (9 employeesz 3 15,000 x 10
months) will attract disullowance u/s 40A[3) and hence, the same
has Lo be added buck] [See Note at the end of the solution]

Less: ltems credited but chargeable to tax under another

head /expenses allowed but not debited
Profit on sale of shares of M /s VKL Ltd,
[Capital Galn arising on sale of shares of VICL Lid. is taxable under
the head “Capital Gains®. Since the profit on sale of shares has
been credited to the statement of profit and loss, the same has to
be deducted white computing business income]
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400,600

75,000

13,50,000 |  29.25,000

|
| 1.49.25,000
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Short term capital gain on sale of capital asset on which no
depreciation is allowable

[Short term capital gain arising on sale of capltal asset Is taxable
under the head "Capital Gains”, Since such 5TCG has been credited
to the statement of profit and loss, the same has to be deducted
while computing business Income|

Profit on sale of plot af land to 1009, subsidiary

[Taxability or otherwise to be considered under the head "Capital
Gaing”, Since such profit has been credited to the statement of
profit and less, the same has to be deducted while computing
busingess income|

Dividend recelved from domestic company

|Dividend income from domestic company is taxable under the
head "Income from other sources”. Since the said dividend has
been credited to the statement of profit and loss, the same has o
he deducted while computing business income|

| Capital Gains

!_h.'-

Long term capital gain on sale ol shares of M/s. VKL Led. |Since

shares woere held lor more than 12 months)

[ Full vailue of consideration (2,000 x T250])

Less: Cost of acquisition - Nigher of (i) and (i)

(i) Actual cost of acquisition (2,000 x 2 75) 2 1,50,000

(it) ¥ 3,50,000, being lower of FMV as on 31,1.2018 [ie, T 3,'10.{!{;1'!.
heing 2,000 x 175) and sale consideration (ie, T 5,00,000)

Short term capital gain on sale of capital asset on which no

depreciation Is allowahle

Profit on sale of plot of land to 100% suhslﬂiary

|Short-term capital galns arise on sale of plot of fand held for less

than 24 months. However, In this case, since the transfer Is o 3

100% subgldlary company and the subsidiary company i an

Indian company, the same would not constitute a transfer for levy

of capltal palns wax]

Income [rom Other Sources
Dividend income from domestic company [50,000/90 % 100]

Gross Total Income

Less: Deduction u/s BOJJAA [See Working Note below|
Total Income

Total Income {Rounded Off)

75,000

7,20,000

20,000

5,00,000
3.50.000

11,95.000

1,37,30,000

150,000

75,000

Nil

2,215,000

55,555

T 1,40,10,555

1,25,61,555 |
| 1,25,61,560

14,49,000

Computation of tax payahle by ABC Ltd. under section 115BAB
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Particulars

L

_T;x_umﬂ_ﬂﬂ"_l_am r:.ti:-iml gn_itﬁ in excess of  1.25 lakhs @12.5% u}s_ﬁ'z}ﬂ. [i"zﬁ,unu
vax on short term capital galn of 3 75,000 derived from transfer of a capital asset on
which no depreciation is allowable @22%

Tax on dividend income of 3 55 555 @22%
Tax on business income@15% of T 1,2281.000 (e, T 1,37,30,000 - 314,49,000)

add: Surcharge@ 1 0%

hdd: Health and education cess@4%
Total Tax lability

Less: TDS on dividend income

Net Tax payable

Net Tax payable (Rounded Off)

1125

16,500

12,222
18.42.150
168,73,997
187400
20,61,397
B2.456
21,443,853
D535
2138298
21,38,300

Wuorking Note - Computation of deduction u /s BOJJAA

No of eligible additional employees [56 [-) 14 = 42]

[14 employees who joined on 1.7.2024 do not qualify as “additional employees”
since their monthly emoluments exceed 1 25000, However, 3 employees who
joined an 1.11.2024 qualify as additional employees, since they have been employed
for more than 150 days during the P.Y.2024-45 ] '
Addidonal emplovee cost means the total emoluments pald or payable to additional
employecs employed during the PY.2024-25, However, the additional employee
cost in respect of 9 employees who joined on 1.6.2024, whose salary 15 pafd by
bearer cheque would be Nil.

Additlonal employee cost

[T 15000 x 30 employees [39 - 9) x 10 months] + [T 22,000 x 3 employers x 5
moanths] =3 45,00,000 + ¥ 330,000

Eligible deduction = 30 of T 48,30,000

33

3 48,30,000

1 14,49,000

Note - Since salary paid to employess has been debited to statement of profit and loss, consequently,
disatlowance would be attracted in respect of remureration paid to 9 employces by bearer cheque
every month. Accordingly, ¥ 13,50,000, being salary paid to 9 employees during the P.Y.2024-25 has

been added back while computing profits and gains of business or profession.

Company (Optimum Tax Liability/Tax Liability in Most Beneficial Manner)

Question 48

Shubh Fragrance Ll established in 2015, is engaged In the manufacturing and selling of
pharmaceutical products. The net profit of the company as per profit and loss account for the year

ended 31= March 2025 is 1 900 jakhs, after debiting or crediting the following items:
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(1)

()

(i}

(v}

(v)

(i)

(vil)

(viif) Excess/Profit on sale of unlisted shares - T 15 lakhs (Sold on 15% February 2025).
Additional Information;

(1]

(2]

The total turnover of the company for previous year 2022-23 was 2 282 crores and for the financial | |

Profits & Gains of Business or Profession

Payment of T 50 lakhs in the month of November 2024 1o a foreign company for obtaining
Imow-haw for a product Jaunched in the month of December 2024,

Electricity charpes of % 7 lalkhs for the month of March 2025 were unpald up to the due date of
liling of return of income,

Loss of T 4 lakhs due to hedging contract against future price fluctuations in respect of impon
of raw material, used in the course of manufacturing, '

Depreclation charged to the Statement of Profit and Loss was % 45 lakhs,

Loss of 2 lakh from hedging contracts entered |nto for mitgating the loss arising due to
Muctuation In forelgn currency payment towards an imported machinery purchased from
Japan for ® A5 lakhs, which was installed in the month of December 2024,

t 20 lakhs received from Z Lid, under an agreement in the form of non-compete fees for not
carrying out any business in a particular product.

Advance received amounting tv ¥ 20 lakhs on proposed sale of land, forfeited due to non-
receipt of balance amount of T 70 lakhs on time, as per terms of agreement. The land was
purchased during F.Y. 202021,

Nurmal depreciation allowable as per the Income-tax Act, 1961 T35 lakhs [depreciation, iF any
required to be computed on the amount debited or credited to Statement of profit or loss and |
an importisd machinery is not included |,

The unlisted shares were acquired on 29.3.2021 for T80 lakhs.

year 2023-24 ¥ 405 crores, The company has MAT credit of ® 20 lakhs of the assessiment year 2017,
18. The book profit {computed) for the assessment year 2025-26 15 T 1520 lakhs. |

Compute Hhe total income and tax labllity [computed in the most bencfictal manner) for the
assessment year 2025-20, . i ]

Answer |

Computation of total income and tax liability of Shubh Fragrance Ltd. for A.Y.2025-26 under

the regular provisions of the Act

Particulars  Amount [Ft}
Profits and gains of business and ];I'-l!ﬁ‘_'iﬂﬂll
| Net profit as per Statement of profit and lnss a9, 00, 00,004
Add: Items debited but to be considered separately or to be
disallowed
Payment towards know-how for a product 50,00,000

[Payment towards obtaining know-how is capital expenditure Le,
an Intanglble asset and eligible for depreciation, Since the same is
debited in statement of profit and loss, it has to be added back]

Electricity charges unpaid npto due of filing return of income

BY CAATUL AGARWAL (AIR-1)
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[Hlectricity charges are not included within the scope of section
4408, therefore no disallowance would be attracted. Since the same
is already debited in statement of profit and loss, no further
adjustment is required)

Loss due to hedging contract in respect of raw material -
[Loss due to hedging contract against future price fuctuations in
rospect of import of raw material is not deemed to be r-'.pfn:ul;ltiw]
rransaction. Hence, same is allowable as deduction while |
computing income from manufacturing. Slonce same s already |
debited in statement of profit and loss, no further adjustment is
required)

Depreciation as per books of account 45,00,000
Less from hedging contract in respect of imported machinery 2,00,000
from Japan '

[Loss from hedging contracts entered for mitigating loss un.smg!

due ta fluctuation in foreign currency payment towards import of |

I machinery has to-added to the actual cost of the machinery as per
sectlon 43A. Since the same is wrongly debited to statement of
profit and loss, same has to be added back]

97,100,000
] ; 5,97 ,00,000
Less: ltems credited but chargeable to tax under other head
Non-compete fees for not carrying out any business in a -
particular product

[Non-compete lees for nol carrying out any business in a
partoutar product would be chargeable to tax as business income
] under section 28{va), Since the sameé is already credited in
' statement of prolit and loss, no further adjustment is required|

' Advance forfeited in r-;:speul: of sale of land 20,010,000
| [With effect from AY. 2015- 16, advance forfeited in respect of sale
of land due to non-recelpt of balance amount of consideration
| taxable under the head “Income from other spurces’, Since the

same has been credited to the statement of profit and loss, the
same has to be deducted while computing business income|

Profit on sale of unlisted shares 1500000
[Profit on sale of unlisted shares is taxable under the bead "Capital

&

= .

Gains", Since profits has been credited to statement of prafit and
loss, same has to be deducted while computing business income| 45,00, 00K

9,62,00,000

: Less: Depreciation as per Income-tax Act, 1961 |other than on |
[ imported plant & machinery and lmow-how] 35,000,000

I Deprecalion on:

E'w
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Plant & Machinery imported 65,00,000 | ]
Add: Loss on hedging contract 2,00,000
67.00.000

- Normal depreciation @7.5% of T 67,00,000 Jonly 50% of the
15% is allowable since machinery is put to use for less than
180 days) 502,500

- Additional depreciation @10% of T 67,00,000 [only 50% of the
15% is allowable since machinery is put to use for less than

180 days| 6,70,000
Know-how @ 12.5% of T 50,00,000 |50% of 25% since know how
was obtained in the month of November 2024 6,245,000 52,97,500
9,09,02,500

Il | Capital Gains
L.ong term capital gain on sale of unlisted shares
[Since shares were held for more than 24 months]

Full value of consideration [T 15,00,000 + ¥ 80,00,000] 9500000
Less; Cost of acquisition BO00,000(  15,00,000 |
I |Income from ﬂﬂ1u1r Sources '
Advance forfeited on sale of land 20,00,000 .
i Total in comie/Gross Total Income 9,44,02,500 |
| Computation of tax lability under regular provisions of the Act
Tax on T 15,000,000 @12.5% under section 112 1.8B7.500
Tax on € 9,29,02,500 @25% |Since the turnover of the compiny for the|
previous year 2022-23 does not exceed T 400 crore] - 23225625 23413125
Adld: Surcharge @ 7%, since the total incorme ol the company > 1 16,38,919
erore but £ T 10 crores
: 250,552,044
Add: Health and education cess @ 4% 10,02,082
Tax liability 2,60,54,126
Tax liabllity (rounded off} 2,60,54,130
Computation of tax liability of Shubh Fragrance Lud. for the AY, 2025-26 under section 115]8
- = o Particulars 3
Minimum Alternate Tax @15% on book profit of ® 15,Eﬂ.ﬂﬂ.ﬁ.ﬂ_n z‘mumnd
Add: Surcharged ] 2%, since the book profit of the company = 3 10 crores 27,326,000
2,55,36,000
Add: Health and Education cess@4% 1021440
Tax linbility under section 115]0 2,65,57 44

Since the regular income-tax payable is less than the minimum alternate tax payable, the boole profit
af ¥ 1520 lakhs shall be deeied to be the total Income and tax s leviable @15% thereof plus
surcharge®1 2% and cess@4%. Therclore, the tax linbility is  2,65,57 440,
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~— MAT Credit Lo be carried forward | T

o liability under section 15T | 2,66,57,440
ress: Tax lability under the regular provisions of the Income-tax Act, 1961 | 26054130
amount of Credit (115]AA) 503310

\IAT eredit of T 20,00,000 of AY. 2017-18 Is allowed to be carried forward tll AY. 2032-33 and MAT|
credit of 1 5,03.310 relating to AY. 2025-26 !s_ai]uwnd to be carried forward till AY. 2040-41.

i

|

?h;h_h Fragrance Ltd. is ellgible for concessional rate u/s 115BAA @25.168% i, tan@22% plus
curcharge@10% plus HEC@4% subject to tax at rates mentioned Ln said sections in Chapter XI1. In
case Shubh Fragrance Ltd. opted for concessional rate of tax u/s 115BAA, it would not be eligible for
sdditlonal depreciation on plant & machinery. In that case, total income u/s 115BAA would be:

"

Particulars R

?-ntu_i income,/Gross Total Income under regular provisions of the Act '-LI.M.E.?_. 500

Add: Additional depreciation on plant & machinery 670,000

Gross Total Income,/Total Income 950,72.500

Tax on 3 15,00,000 @12.5% under section 112 1,687,500

Tax on ¥ 3,35,72,500 @22% under section 115844 20585950 2.07,73450

Add: Surcharge @ 10% 20,77,345
2,28,50,795

Add: Health and education cess @ 4% 9,14.032

Tax liahility 17,6448

Tax liability (Rounded Off) 2,37 64,830

Sllﬂe;linn to Shubh Fragrance Ltd -

In case Shubh Fragrance Lud opts for section 115BAA for assessment year 2025-26, (L would also
Inse MAT credit of ¥ 20 lakhs, Further, once option under section LISBAA has been exercised [or any
Y., it cannot subsequently be withdrawn for the same or any other P.Y. However, in siuch a case its
ki liability for ALY, 2025-26 would be ® 2,37,64,830 which would be lower than tax liability vnder
regular provisions of the Act Including MAT.

Duestion 49

M/s Cure Ltd, an Indian company, is engaged in the manufacturing of pharmaceutical products since
20110, Net profit as per statement of Profit and Loss for the year ended 31¢ March, 2025 was 1
95,45,000 after debiting or croditing the [ollowing items:

fa)  Paid % 6,00,000 as expenses for public issue of shares. The public issue could not materiallze on
account of non-clearance by SEBL.

(b)  Goods purchased of T 5 lakhs from M/s Sunny Traders (a micro enterprise as per MSMED Act,
2006) was delivered on 25.02.2025. Payment terms were agreed for 25 days from the date of
delivery as per the contract in writing with Sunny Traders. The payment was actually made on
29,03.2025. However, no Interest or late payment charges were agreed upon hetween the
parties in case of delay in payment,
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m

(c)
(d)
(]

(1)

Expense of ¥ 7,25,000 incurred for providing treebies ro medical practitioners.
Depreciation of 3 12,50,000 charged on the hasis of useful life of assets.

One-time license fee of ¥ 10 lakhs paid to a forelgn Company for obtalning a franchise on 174
September, 2024,

The profit from selling up a warehouse In rural area for storage of sugar (hefore claiming
deduction under section 35AD) Is T 17 lakhs. The warehouse commenced its operations on 244
November, 2024,

Power subsldy of 2 530,500 was received on 12.09.2024 with a stipulation that the siame is tg
he adjusted in the electricity bills for the financial year 2023-24. The subsidy received was not
included in the income for the year 2023-24,

The company earned 480,000 of profit from the sale of 3,000 shares of M/s ABC Ltd., a listed
company. The shares were sold un 08.10.2024 for T 260 per share. The highest price of ABC
Ltd. quoted on stock exchange as on 31,01.2018 was T 181 per share. These shares were
purchased for T 100 per share on 16.08.2015. STT paid both at the time of purchase and sale,

FNE waived 3 loan of 1 8,00,000 In 4 one-time settlement which includes £ 6,00,000 principal
amount and ¥ 2,00,000 of arrear of interest amount. The loan was taken on 12.9.2021 to meat
working capital requirement.

Thie Company furnished the following additional information relating to it

(1]

(1)

{Hii}

{iv)
(v)

)
Company has employed 50 new additional workers during the FY. 2024-25 on regular basis
woel, 0LOT 2024 at the wages of 23,000 per month per employee. The regular employees
participate fn recognized provident fund. Wages to Additional workers were paid through an
account payee cheque.
The company s invested ¥ 40 lakhs in the construction of a warehouse (including land of 1
25 lakhs] ina rural area for the storage of sngar asan additional line of business.
Depraciation as per the Income-tax Rules, 1962 without considering any adjustments given
above is 1 9,20,000,

The company's turnover for the fnancial year 2022-23 was T 395 crores.
Hoak Profit of the company {or the AY. 2025-26 18 19950 lakhs:

Compule the total Income of the company and optimum income-tax Hability for the assessment
year J025-26. Your answer mugt give reasons for treatment of cach item given above and also for the
tax liakility,

Answer

Computation of Total Income of M/s Cure Ltd. for the Assessment Year 2025-26 under normal
provisions of the Act

" Profits and pains from business or prﬁﬁ:ﬂlun

]

Parﬂnilurs E 4 i

Net profit as per statement of profit & loss 95,45,000
Add: Item debited but to be considered separately or ;
 disallowed : |
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Expenditure for public issue of shares 6,011,000
|Share issue expenses is a capital expenditure, even though it
could not go in for public ssue on account of non-clearance by
$ERL. Such expenditure was incurred only for the purpose of
expansion of capital base of company. Since the same has been
dehited to starement of profit and loss, it has to be added back]
Payment to micro enterprise for purchases .
[As per section 43B{h], no deduction shall be allowed for any sum
: payable by an assesses to a micro or small enterprise unless such
- sum {5 actually paid, where a due date of payment is agreed upon
in writing, within such due date, subject to a4 maximum of 45 days
from the day of acceptance/deemed acceptance, Deduction is
allowed in that previous year in which such sum is-actually paid.
in this case the actual date of payment Is 29.03.2025 Le. belore
31.03.2025, Hence, purchase of ¥ 5 lakhs shall he allowed as
i deduction because the payment was made before 31.03.2025]

Expenses on freebles to medical practitioners 7,25,000

T

[Expenses incurred for providing freebies 1o medical practitioners
are an expense which is prohibited by the faw. Any expenditure
lncurred for any purpose which is prohibited by law s not
deemed to have been incurred for the purpese of business or
profession and hence, has w be disallowed from business income]
Depreciation on the basis of uselul life of assets 12,540,000
3 One-time license fec - | 10.00.000 35.75,000
[Franchise is In the nature of an intangible asset eligible for
depreciation @25%. Since one-time license foes of T 10 lakhs pakd
| to & foreign company for obtaming franchise has been debited 1o
statemnent of profit ond loss, the same has to e added back]

1,31,20,000
Less: ltems credited but to be considered separately/
(i permissible expenditures and allowances

Profit from setting of warehouse in roral area for storage of | 1700000
sugar

[Since it s a specified business, its profits would be computed
separately]

| Power subsidy received from the Central Government -

[As per ICDS V1L, Government grant (subsidy) which is receivable
as compensation for expenses or losseés incurred in a previous
'I financial year shall be recognized as income of the period in which
| !1| is recelved. It u'n.:inrld be taxible in LY. 2024-25 as the subsidy Is
received in PUY, 2024-25. Since such subsidy has been credited
| statement of profit and loss, no further adjustment is required)

! | Profit from sale of shares of M/s ABC Ltd, 4 80,000
BY CAATUL AGARWAL [AIR-1)
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[Capital galn on sale of shares of ABC Ltd. is Hable ta tax under the |
head “Capital Gains”, Since the profit on sale of shares has been
credited to the statement of profit & loss, the same has to be
deducted while computing business income|

Waiver of principal on banlk loan

| [Waiver of principal amonnt of loan taken for working capital
requirement is a benefit in respect of a trading lability by way of
\remission or cessation thereof and is, hence, taxable u/s 41{1).
Since the principal amount has already been credited to statement
of profitand loss, no adjustment Is required]

Walver of interest on bank loan

[As per section 431, since the inrerast i5 allowable only on actual
payment, deduction In respect of interest due loan would not have
been allowed as deduction in any previous year, Therafore, walver
of such interest cannot be brought to tax by invoking section
41(1). Sinee such interest has been credited to statement of profit
and loss, the same has to be deducted while computing business
income,

Depreciation as per Income-tax Rules, 1962

- On Franchise Fee [ 10 lakhs x 255) 250,000
- Din other assuty 9. i
Profits & Gains from manufacture of pharmaceutical products
Profits & gains from setting of warehouse in rural area for
storage of sugar

Net profit before deduction u /s 354D

Less: Deduction u/s 35AD [100% deduction u/s 35AD in respect
of cost of warehouse (T 40 lakhs - T 25 lakhs, being cost of land,
not allowable]]

Income from Capltal Gains

Long-term capital gains on sale of shares M/s ABC Lid. [Since
shares were held fur more than 12 months]
Full Value of consideration {3000 shares x 1 260]
Less: Cost of acguisitions [higher of [1) and (ii]]
(1) Actual cost of acquisition (2000 x 3 10U T 3,00, (000

[ii] -ﬂemg lower of FMV as at 31.01.2018 (ie. § 543,000 being
F000 % T 181) and sale consideration {L.e. $7,80,000)

3

2,00,000

11,370,000 45,50,000

1500000 2,00,000

95,70,000

17,000,000

. 97,70,000

7.80.000
5,43.000 2,347,000

158

1,00,07,000
Legs: Deduction under Chapter VI-A
Under Section B0JJAA (% 23.000 x 9 x 50) x 30% 31.05,000
Total Income s EEI'.I‘.I:!.D(]D-
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computation of tax liability for the AY, 2025-26 under normal provisions of the Act

= B
-—_'_

Particulars i
H;ﬂ“ Long-term caplital gains u/s 11274 = 12.5% of (T 2,37,000 - % 1,25,000) - 14,000
Tax on remaining income of T 66,65,000 @25% (Since turnover during F.Y. 2022-23 | 16,66,250

g |ess than T 400 crores
16,680,250
Add: Health & education cess (@45, | 67210
Tax liability . | 11.4’?%&[’
Computation of tax liability of M /s Cure Ltd. for the A.Y. 2025-26 under section 115]8

T Particulars | T
Minimum Alternate Tax @ 15% on book profit of £ 99,50,000 S 1492500
Add: Health and Education cessi@4% a0l
Tax Hability under section 115]B 15_,52.2!]4]

Computation of Total Income of M/s Cure Ltd. for the AY. 2025-26 under section 115BAA

: Particulars o 1 =
Total Income under regular provisions of the Act - 69,02,000
Add: Deduction u/s 35A0 i 15,00,000
Less: Depreciation @ 10% on warehouse building 1,50,000
Total Income under section 1158AA 82,552,000
Tax lability e
Tax on Long-term capltal gains u/s 112A = 12.5% of (% 2,37,000 - 1,25,000) 14,000
| Tax on remaining income of ¥ 80,15,000 @22% 17.63,300
] 17,77,300
Add: Surcharge @1 0% ' 1.77,730
19,55,0530
Add: Health & education cess @49% 78,201
Tax liahility [ 20,33,231
Tax liability (Rounded off) | 20,33,230

Sugpestion to M /s Cure Lid.
Sinte the tax Hability under the regular provisions of the Act is ¥ 1747460, which is higher than
MAT liability vis-a-vis tax lability of T 20,33,230 computed under section 115BAA, it is not
beneficial for Cure Lud. to opt for the special provisions under section 115BAA

Duestion 50

Fun Limited, a domestic company, set up and commenced business of manufacturing of mixer
grinder on 01.4.2023 in the State of Madhya Pradesh. The net profit of the company as per Statement
af Profit and Loss for the year ended 31 March, 2025, revealed profit of € 1,47 50,000 after debiting
or erediting the following ltems: '
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(i)

(iv)

(v)

(vi]

Depreciation charged during the year amounted to ¥ 34,00,000, )
Lumpsum consiceration of 36 lakhs paid to a foreign company for obtaining designs &
models of mixer grinder on 12.12.2024.

Purchased raw material valued at ® 96 lakhs from Gold Lid. in which directars have substantial
Interest. The market value of the goods is T 82 lakhs.

Cash subsidy of T 15 lakhs received from State Government on acquisition of new plant &
machinery [mentioned at point (¢} In additdonal information] acquired on 01.07.2024 which
was credited to Statement of profit and loss.

Legal expenses Incurred for issue of bonus shares at ¥ 6 lakhs and legal expenses for Issue of
right shares at € # lakhs,

Shart term capital gains of ¥ 15 lakhs arising on transfer of a capital asset on 20.3.2025 being
equlty shares in a company on which security transaction tax Is charged.

Additional information:

{a)
(b

(c]

Depreciation eligible under section 32 on tangible assets is T 36 lakhs.

The company transferred unlisted equity shares an 1.3.2025 for a consideration of T 22,00,000
which were acquired on 1.5.:2024. The cost of these shares acquired is % 12,00,000.

New Plant & Machinery acquired on 01072024 for 1 75 lakhs and payment of € 10 lakhs made
by bearer choque and halance by way of transfer through RTGS. Depreciution on this
machinoety ks not incloded in depreciation amount given at point (a).

Buuk profits for the previnus year 202425 is © 320 lakhs.

Compute the total income and tax Bability of Fun Limited for the Assessment Year 2025-26 in a mast
beneficial manner clearly stating the reasons for treatment of each jtem.

Answer

Computation of total Income & tax liability of Fun Limited for A.Y. 2025-26 under the regular

provisions of the Act

Profits and ;-},élill.'i of business or profession

Net profit as per statement of profit and Joss 1,47,50,000
Add: Ttems debited but to be disallowed

- Depreciation as per books of account 34,00,000

- Consideration lor designs & models 36,00,000

[Consideration for designs & models of Mixer grinder is in the
nature capltal expenditure and hence, Is an intangible asset which
Is eliplble for depreciation as per section 32. Since lumpsum
consideration has been debited to statement of profit and loss, the
same has to be added back while computing business income]

- Purchased material at a price higher than fair market value 14,00,000

|As per section 40A(2), the difference betwéeen the purchase price '
(T 96 lakhs) and the fair market value [% 82 lakhs) has to he added |

Parﬁl:ulafs_ _ | t E |
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back since the purchase I8 from a related party, Le, Gold Lid, a
company in which directors of Fun Limited have substantial
Interest and at a price higher than the falr market value]

Legal expenses for issue of bonus shares

|There is no fresh inflow of funds or increase in capital employed
on account of issue of bonus shares and there is only reallocation
of the company's fund. Consequently, since there is ne increase in
the capital base of the company, legal expenses of 6 lakhs in
connection with issue of bonus shares s a revenue expenditure
and Is hence, allowahle as deduction]

. Legal expenses for issue of right shares

[Expenses incurred in relation to rights issue are of capital in
nature, Hende, not allowsd as deduction from business Income.
Since, it is already debited in statement of profit and loss, the same
has to be added hack while computing business income]

Less: Items credited but to be considered separately
- Short term capital galns on equity shares [Not taxable under this

head]

- Cash Subsidy

[Subsidy from Seate Government on acquisition of asset 1s reduced
from the actual cost of the asset. Hence, such subsidy is not the
income of Fun Limited, Since, subsidy is already credited in the
statempent of profit and loss, the same has to be reduced while
computing business income|

Less: Depreciation as per Income-tax Rules
- Depreciation on tangible assets (given]
- Depreciation on New Plant and machinery

[T 50 lakhs % 15%, since it has been put to use for more than 180
days during the year]

[Any expenditure for acquisition of any asset in respect of which
payment or aggregate of payment made to & pérson in a day,
utherwise than by an a/c payee chegue /bank draft or use of ECS or
through prescribed electronie mode, exceeds T 10,000, such
expenditure would not form part of actual cost of such asset.
Further, where any part of the cost of asset acquired has been met
directly or indirectly, inter alia, by State Government. then, so
much of the cost as relates to subsidy would not be included in the
actual cost. Henee, ¥ 10 lakhs paid by bearer cheque and 1 15 lakhs
of cash subsidy recelved by State Government for acquisition of
aswet would not be included In the actual cost of plant and
machinery.]

BY CA ATUL AGARWAL (AIR-1)
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- Additional depreciation on New Plant and machinery 10,000,000
[t 50 lakhs x 20%, since it has been pat to use for more than 180
days during the year|
- Pepreciation on Intangible asset, being designs & models of mixer 450,000 58.00,000
grinder [T 36 lakhs x 25% x 50%, since put to use for less than 180
days during P.Y. 2024-25]
Capital Gains
- Short term capital gains on transfer of listed equity shares 15,000,000
- Short term capital gains on transfer of unlisted equity shares [Since
not held for more than 24 months]
Full value of consideration 22.00,000
Less: Cost of acoulsition (12,00,000] 10.00,000
25,00,000
Total Income - 1,76,50,000/
Computation of tax lability
Taxufs 1114 on Short-term capital gains on transfer of listed equity 3,00,000
shares on which STT s paid |3 15 lakhs x 20%]) !
Tax on other income [T 1,61,50,000 x 25%)] 4.37500] |
43.37.500
Add: Surcharge @7% since total incomne exceeds T 1 crore but does z
not exceed ¥ 10 crores 104,625
1 ‘ 46,41,125
Add: HEC@E4% 185 645
Tax Eaﬁ!ﬂi}l 48,26,770

Computation of tax llability of Fun Limited for the AY. 2025-26 under section 115)1

p—— e e —

— Pt

Particnlars 1
Minimum Alternate Tax @15% on book profitef & 3,20,00,000 " 48,00,000.
Add: Surcharge@7%, since the book profit of the company > T 1 crore but = ¥ 10
crores A36,000
51,36,000
Add: Health and Education cess@4% 2,065,440
Tax lability under section 115]B 53,441,440

Since the regular income tax pavable is less than the minimum alternate tax, book profit of T
3,20,00,000 would be deemed to be the total Income of Fun Limited and it has to pay tax of §
53,41, 440, It would be olipible fm' MAE’ ;_rﬂdit af:

= S e e LS LU St B =

—_ —

MAT liability 53,441,440
Tax linbility under the regular provisions of the Income-tax Act, 1961 48.26,770
MAT credit . 214,670
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rgl-r-l_m Fun Limited setup & registered on or after 1.10.2019 and engaged in manufacturing husiness,

it Is eligible for concessional tax regime u/s 115BAB, In case Fun Limited opted for concessional tax
reatme ufs T15BAB, it would not be eligible to claim additional depreciation u/s 32 on plant and
machinery. In that case, its total income and tax liability would be:
e Particalars T T
Total Income under regular provisions of the Act 1,76,50,000
' Add: Additional depreciation [No additional depreclation is allowable 10.00.000
| under section 32(1)(ifa)]
Total Income 1.86,50,000
| computation of tax liability under section 115BAR
Tax u/s 115BAE on business income [T 1,61,50,000 x 15%] 24,722,500
| Tax u/s 111A on Short-term capital gains on transfer of listed equity
shares on which 5TT s pald [T 15 lakhs x 2004] 300,000
I Tax u/fs 115BAH on short term capltal gains on transfer of unlisted
equity shares |3 10 lakhs x 224%)] 2,20.000 29 42,500
Add: Surcharge @10% 294250
32.36.750
Add: HEC@4% 1.29.470 |
| b [Tax lability ' 33,66,220
: e B — F;lli-g_.g;.'sl.'inn-tu_ﬁm Linﬁ'lﬂi . =i
| Fun Limited should opt for section 115BAB, since the tux liability under section 115HAB is lower
| than the tax liability under the regular provisions of the Act and section 115]B.

E==
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CHAPTER -4
Income from Other Sources

Deemed Dividend

Question 1

MNO (P) Ltd. is & company in which the public are not substontially interested. K is a shareholder
of the company holding 15% of the equity shares. The accumulated profits of the company amounted
to € 10,00,000. The company lent T 1,00,000 to K by an account payee bank draft on 1,10.2024, The
Inan was not connected with the business of the company. K repaid the lean to the company by an
account payee bank draft on 30.3.2025. Examine the effect of the borrowal and repayment of the loan
by K on the computation of his total income.

Answer

As per section 2(22)(e), any payment by a company, in which the public are not substantially
Interested, by way of advance or loan to a shareholder, being a person who Is the beneficial owner
of shares holding not less than 10% of the voting power, shall be treated as dividend to the
extent to which the company possesses accumulated profits.

n the instant case, MNO (P] Ltd. is 3 company in which the public are nnt substantially interested
The company has accumulated profits of € 10,00,000. The loan given by the company to K was not in
the ¢ourse af s business, K holds more than 10% of the equity shares in the company. Therefore,
aesuiming that K hag votlne power cquivalent Lo his sharcholding, section 2{22)(e) comes into play.
Neemed Dividend of T 1,00,000 under section 2(22)(e) would be taxable in the hands of Mr. K
at normal rate of tax.

Under section 2(22)(e), the Hability arises the moment the loan 15 borrawed by the shareholder and
it 15 immaterial whether the loan is repaid before the end of the accounting year or nok
Therefore, the repayment of loan by K to the company will not affect the axability of the sum of 3
100,000 as deemed dividend,

Question 2

Parimal, Managing Director of Heavens Engg. Pyt Lud. holds 70% of its paid-up capital of T 20 Lacs.
The balance in General Reserve was ¥ 6 Lacs, The company gave an interest-free loan of T 5 lacs toits
superyisor having salary of 3 4,000 pomy, who in turn advanced the said amount of lean so taken fram
the company te Shri Parimal. The Assessing Officer had treated the amount of advance as deemed
dividend. I5 the action of Assessing Officer correct?

Answer

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

In this cise, the company has reserves of ® 6 Lacs and the amount of Joan advanced is ¥ 5 Lacs,
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w
herefore, the payment is to be treated as deemed dividend. The amount of interest-free loan of 3

¢ Lacs given by the company to the supervisor who in turn had given the same to Mr, Parimal, shall

pe construed as the amount given for the benefit of Mr. Parimal and would be treated as deemed

dividend. This has been held by the Supreme Court in the case of L Alagusundaram Chettiar v. CIT

(2001] 252 ITR B93.

(uestion 3

phaval 15 in business of manufacturing customized kitchen equipments. He is also the Managing
pirector and held nearly 65% of the paid-up share capital of Aarav (F) Ltd, A substantial part of the
pustness of Dhaval is obtained through Aarav (P) Lid, For this purpose, Aaray {P) Lud. passed on the
advanece received from its customers to Dhaval to execute the job work entrusted to him.

The Assessing Officer held that the advance money received by Dhaval is in the natare of loan glven
by Aarav () Ltd. to him and sccordingly is deemed dividend within the meaning of provisions of
section 2(22)(e) of the Income-tax Act, 1961, The Assessing Officer, therefore made the addition by
wreating advance money as deemed dividend.

Exumine whether the action of the Assessing Officer is tenable in law.

Answer

As per section 2{22) (&), in case a company, not being & cornpany in which the public are substantially
interested, makes payment of any sum by way of advance or loan to & shareholder holding not
less than 10% of voting power/share capital of the company, then, the payment so made shall be
deemed to be dividend in the hands of such shareholder to the extent to which the company
possesses accumulated profits. :

Ih present case, Dhaval is holding 65% of paid up capital of Aarav |P) Ltd, Aarav (P) Ltd. has passed
on advance received from its customers to Dhaval for execution of job work entusted to Dhaval.

Since Aarav (P) Ltd. is not 2 company in which public are substantially interested, the applicability of
the provisions of section 2{22){e] in respect of such transaction has to be examined. In CIT v
Rajlemar (2009) 318 1TR 462 [Del.), it was held that trade advance given to the shareholder which
isin the nature of money transacted to give effect to a commerdal transaction, would nol amount
to deemed dividend under section 2(22)(e). The Delhl High Court ruling In CIT v. Ambassador
Travels (") Ltd. (2005) 318 ITH 376 alse supports the above view.

In the present case, the payment is made to Dhaval by Aarav (P) Lud. for execution of work is in
the course of commercial business transaction nnd therefore, it cannot be treated as deemed
dividend under section 2(22){e). lHence, the action of the Assessing Officer 1s not tenable in law.

Question 4

Mr. Santhanam holding 25% vottng power in VKS Manufacturing Private Limited permitted his own
tand to be mortgaged to @ bank for enabling the company to obtain a loan. Mr. Santhanam requested
the company to release the property from the mortgage. The company fafled to do so; but for
retaining the benelit of bank loan it gave an advance of ¥ 10 lakhs 1o Mr. Santhanam, which was
authorized by a resolution passed by the Board of Divectors. The company’s accumulated profit on
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the date of payment of advance was % 50 lakhs. The Assessing Officer proposes to treat the amount of
R 10 lakhs as deemed dividend by invoking the provision of section 2(22){e).

Is the proposition of the Assessing Officer correct in law?

Answer

The Issue under consideration Is whether loan or advance glven to a shareholder by the company, in
return of an advantage or benefit conferred on the company by the shareholder, can be deemed as
dividend under section 2{22)(e]) of the Income-tax Act, 1961 in the hands of the shareholder.

The facts of the case are similar to the facts in Pradip Kumar Malhotra v. CIT (2011) 338 1TR 538,
wherein the above issue came up before the Calcutta High Court.

The High Court observed that phrase "by way of advance or loan” appearing in section 2(22)(e) must
pe construed to mean those advances or loans which a shareholder enjoys simply on account of heing
a person who is the beneficial owner of shares (not being shares entitled to a fixed rate of dividend
whether with ar without a right to participate In proflts) holding not less than 10% of voting power,

in case such loan or advance is given to such shareholder as a consequence of any further

consideration received from such a shareholder which is beneficial to the company, such
advance or loan cannot be a deemed dividend within the meaning of the Act.

Thhw. uratultous loan or advance given by a company to a shareholder, who is the beneficial owner of
shares holding not less than 10% of the voting power, would come within the purview of section
W22)e) to the extent of accumulated protits of the company but not the cases where the loan or
atlvance is given in return for an advantage conferred upon the company by such shareholder.

In this case, advance of ¥ 10 lakhs was given by VKS Manufacturing (P) Ltd. to Mr. Santhanam holding
5% of voting power in liey of non-release of his personal property from mortgage thereby enabling
the company to retain the benefit of loan obtained from bank, Therefore, applying the rationale of the
Calcutta High Court ruling in Pradip Kumar Malhotra's case, such advarnce cannot be brought within
the purview of section 2{22](e), since it was not In the nature of gratultous atdvance but was given to
protect the interest of the company.

The proposition of the Assessing Officer to treat the amount of T 10 lakhs as deemed dividend by
mvoking the provisions of section 2(22)(e] in this case is, therefore, not correct.

fluestion 5

Mr. Manjoo Menon, an assessee from Coimbatore has 20% shareholding in a Private Limited
vompany Aurelia bxports (P) Lud. The assessee has immovable property in Coimbatore, It was let out
1o the said company on monthly rent. The assessee permitted the company to provide the said

property as collateral security to ABC Bank in order to enable the said company to obtain lean from
the said bank.

Consequently, the property was morlgaged to the bank in 2014, That time Board of Directors passed
a resulution authorizing the assesses to obtain from the company interest-free deposit/advance upto
€ 20 lakhs as and when required for making avallable the said proporty as collateral security to the
bank for the loan facillty enjoyed by the company.

-

in June, Mr. Menon asked for advance rent and he recelved a sum of % 15 lakhs from the company as
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m
sdvance rent which was to be adjusted against the rent payable to the assessee by the said company.
Afer such adjustment, the amount of advance rent stood reduced to ¥ 8,00,000. The accumulated
Fmﬁ[g of the company amounted to ¥ 10,00,000,

The assessing officer in the assessment order sought to treal the sald sum of T 8,00,000 as deemed
dividend under section 2(22)(e) of the Income Tax Act.

¢an the advance rent given to Mr. Manjoo Menen by the company be deemed as dividend under
section 2(22)(e) as per Income Tax Act, 19617

Answer

The words by way of advance or loan” in section 2(22){e) must be construed to mean those
advances or loans which a shareholder enjoys simply on account of being & person who is the
hensflcial owner of shares holding not less than 10% of the voting power.

In case such loan or advance ls given to such shareholder as a consequence of any further
consideration recelved from such a shareholder which Is beneficial to the company, such advance or
loan cannot be a deemed dividend within the meaning of the Act.

Gratuitous loan or advance given by a company to a shareholder, who is the beneficial owner of
shares holding not less than 10% of the voting power, would come within the purview of section
2 22)(#) to the extent of accumulated profits of the company but pot the cases where the loan or

~advance is given in return for an advantage conferred upon the company by such shareholder,

In the present case, advance of 115 lakh was glven by Aurelia Exports (P) Lid. te Mr. Manjoo Menon
holding 20% shareholding as advance rent for the property let out by him to the company ard out of
which T 7 lakhs was adjusted against rent payvable. The advance was given by the company since
Mr, Menon mortgaged his personal property therchy enabling the company to obtain the loan
from bank in 2014, ° -

Thercfore, such advance of 1 B lakhs cannot be brought within the purview of section 2(22)(#),
since it was not in the nature of gratuitous advance but was given as advance rent and to protect the
interest of the company.

Note - The facts of the case are similur to the facts in Praglip Kumar Mathotra v, CIT (2011) 338 ITR

538, wherein the above issue came up before the Calcutta High Court. The above answer is based on
the rationale of the Calcutta High Court in the said case.

l est mpensation/Enhanced C ensation

Question 6

Interest on enhanced compensation received by Mr. G during the previous year 2024-25 ig 1
500,000, Out of this interest, 150,000 relates to the previous year 2020-21, T 1,65,000 relates o
previous year 2021-22 and 1 1,85000 relates to previous vear 2022-23. Discuss the tax implication,
ifany, of such Interest income for AY.2025-26.

Answer

The entire interest of ¥ 5,00,000 would be taxable in the year of recelpt, namely, P.Y 202425,

m
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Particulars T 4
Interest on enhanced compensation taxable u/s 56(2)(viii) 5,00,000 |
Less: Deduction under section 57{iv] @50% 2.50,000
Interest chargeable under the head “Income from other sources” 2,350,000

Income from Renting of Plant & Machinery, Furniture etc

Uuestion 7

An enterprise enpaped in manufacturing of steel balls discontinued its activities and decided to lease
out Its factory bullding, plant and machinery and firniture from 1.4.2024 on consalidated Jease rent
of T 50,000 per month. Compute the income for AY. 2025-26 of assessee from fullowing information:

=

. Particulars 2
(i} | Intersst Income on deposits o LOO000
(ii} | Brokerage paid on loan taken 2.000
(iii) | Intarest paid on loans which were given as deposits on interest to others 75,000 |
{iv) | Expenses Im.urrcd on repairs of building, plant and machinery i 15,000
{v] | Fire Insurance pmm]um of plant and machinery and furniture [ 12,000
_ {m] .ant'e-ri:l tian for the year . _ 1,47 500
(vil] | Legal fees paid to an advocate tor tiqrduf-:'i'np, & registering the lease agroemont 1,500
(vii1) | Factory licence fees paid for the year | a 1,000
[1x) There s unahsm‘h&d dEprE‘EI.‘JT.hJIt ol 3 i r5 000 of earlter :"me%meul Years,

[_zi] Interest pald ln {u‘} ahuu'e includes an amount of 3 25,000 remitted to a non- r:sidunt
outside India on which tax was not deducted at source. o

Answer

The income derived from leased assets shall be chargeable to tax as Tncome from other sources’
under section 56(23(iii) but computation shall be made after allowing deductions specified under
sections 30, 31 and 32 subject to section 38. This is as per provisions of section 57(il) and 57(iii).

Computation of income under the head "Income from other sources”

Particulars : i 1
[M Lease Rent for 12 manths @ 50,000 p.m: _ 600,000
Less: Expenses and deductions allowable under section 57:

Repalrs 15,000
Fire Insurance Premium 12,000
Legal expenses for dralting of lease agroement 1,500
Factory Licence fee 1,000
Depreciation for the year 147500

Unabsorbed depreciation eligible for deduction [Note 1) | 2.75,0040 4,52.000

148,000
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e

(1) Interest on Deposits 1,00,000
Less: Expenses allowable under section 57
Brokerage € 2,000
Interest on loans (Note 2) 1.50.000 52,000 48,000
Tutal Income iy ] ﬁlm

|

Notes:

1 Unabsorbed depreciation of ¥ 2,75000 pertains to earlier assessment years. The unabsorbed
depreciation shall form part of the current year depreciation and can be set off against any other
head of income. Accordingly, the amount of ¥ 2,75,000 Is adjustable/allowed to be set off against
"Income from other sources’.

»  Since deposits are made by investing amount recelved on Joans, the Interest on loans would be
eligible for deduction from the income arising on such deposits,

However, interest paid to non-resident is not eligible for deduction as the tax has not been
deducted at source.

Taxability of Gifts [Section 56(2](x)]

1 Question 8
_ Discuss the taxability or otherwise of the following in the hands of the recipient under section
! 56({2)(x) of the Income-tax Act, 1961 -
(I}  Akhil HUF peceived % 75,000.in cash from niece of Akhil (i.e, daughter of Akhil's sister]. Alchil is
the Karta of the HUF, A

(i)  Mitisha, a member of her father's HUF, transferred o house property to the HUF without
consideration, The stamp duty value of the house property is T 9,00,000.

I (i) Mr, Akshat received 100 shares of A Ltd. from his friend as a gift on oceasion of his 25%
marriage anniversary, The fair market valug on that date wag ¥ 100 per share- He also recelved
jewellery worth € 45,000 (FMV) from his nephew on the same day.

l (iv)  Kishan HUF pifted a car ta sen of Karta for achieving good marks in X1l board examination. The
fair market value of the car s ©5,25,000.

J Auswer
| Taxahle/Non- Amount lable Reason
taxable to tax ()

| [i) Taxable i i‘i.ﬂi‘m Sum of money exceeding T 50000 recelved without
consideration from a non-relative §s taxable under section

[ 56(2)[x]. Daughter of Mr. Akhil's sister is not a relative of
Akhil HUF, since she s not a member of Aldhil HUF.

| (]| Non-taxable Ml Immavable property received without consideration by a HUF
from its relative is not taxahle under section 56(2){x]. Since

i ! Hl_t_ls,l‘_rm ,j‘fi E_me_mhur of the HUF, she is a relative of the HUF.
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mww&n income from such asset would be included in the
hands of Nitisha under 64(2).

(i)

Taxable 55,0010 As per provisions of section 56(2)(x), in case aggregate fair
market value of property, other than immovable property,
received without consideration exceeds T 50,000, the wholy
of the aggregate value shall be taxable. In this case, the
agyregate fair market value of shares (T 10,000) and Jewellery
(% 45,000) exceeds T 50,000, Hence, the antire amount of @
55,000 shall be taxable.

(1¥)

Non-taxable | Nl Car is not included in the definition of property for purposs
of section 56{2)(x), therefore, the same shall not be taxable,

g

Question 9
[¥scuss the taxability or otherwlse of the following transactions:

()

{it]

[iii)

Mr. A purchased 10 acres of rural agricultural land from Mr. B at the rate of € 2 lakh per acre on
10.05:2024. The guideline value (SDV) of the land on the date of the transaction was 3 3 lakhs
per acre. However, he had entered into an agreement for purchase of the land on 10.03.2024
when the guideline value (SDV) was £ 2.50 fakhs per acre. He had paid a-tolen advance of ¥ 1
lakh by account payee chegue.

Mr. A received cash gilt of € 4.75 lakhs from B on his 612 bivthday which was eelebrated like
matTiage as per tradition, and ¥ 25,000 frum C. Both B and Care his distant relatives,

Mr, Dileep contributed % 2 lakhs to a Trust creared for the purpose of marriage of his friend's
daughter.

Answer

(i)

(i)

(1)

Rural agricultural land is not a capital asset and hence, there would be no tax implications
in the hands of the seller, Mr. B,

In the hands of the buyer, Mr. A, the provisions of section 56(2)(x) would be attracted where
any property Is received without consideration or for inadequate consideration. “Property”
means a capltal asset, namely, immovable property being land or building or both. In this ease,
since rural agricnltural land is not a capital asset, it would not fall within the definition
of property to attract the provisions of section 56(2](x). Therelore, the provisions of section
56(2)(x) would not be attracted in the hands of Mr. A

since the question mentions that B and Care Mr. A's distant relatives, it s assumed that they
do not fall within the definition of “relative” under section 56(2).

Since cash gift exceeding ¥ 50,000 in ageregate from non-relatives, B & C, was recelved, not on
the accasion of marriage but on the occasion of Mr. A's 61 birthday, the sald sum of 2 5 lakhs
[he, ® 475 lakhs from B and T 25,000 from €] is taxable under section 56(2)(x) as “Income
from Other Sources” in the hands of Mr. A,

Section 56(2)(x) excludes [rom Its scope, any sum of money received from an individual
by a trust created or established solely for the benefit of relative of the individual,
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ﬁm.

In this case, this exclusion would nol apply, since T 2 lakhs was received from Mr. Dileep by a
trust created for the benefit of his friend's daughter and not his relative. Thus, ¥ 2 lakhs

would be chargeable to tax in the hands of the trust.

Quesﬁnn 10

sirs. Harini Rao received the following gifts during the previous year 2024-25:
(i) Giftof T 1,50,000 from her close friend,

(i) G of jewellery worth ¥ 3,00,000 from her lancée.

(i) Gifts of 251,000 cach received from her two frlends on her marriage.
(iv) Giftof 51,000 from her father's sister,

(v) Giftof 2 21,000 from her husband's friend.

(vi} Gift of * 25,000 from her family friend.

(vif) Gift of 3 11,000 from her brother's mother-in-law,

(viif) Gift of T 75,000 from her sister-in-law (husband’s sister),

Compute her income chargeable under the head "Income from other sources”,

Answer A
Computation of “income from other sources” of Mrs. Harini Rao

Particulars 1
ﬁ Cash Gift from close friend Is taxable 1.5_-D,Dﬂi.'l J
(1) Gift of jewellery is taxable ["Jewellery” isincluded In the definition nfj::lmpnrt:.r as | 300000
' per Explanation to section 56{2){x) and the fair market value exceeds 3 50,000)
(i) Gifts recelved from her two friends gre exempt as they have been received on the
occasion of her marriage
[Iv] Gift from her lather's sister Is exempt as donor Is covered n definition of relative .
[v] Gitt [rom her hushand's friend is taxable 21,000
{vil Gift from her family friend is taxahble 25,000
(vii) Gitt from her brother’s mothor-in-law is taxable as the donor is not covered in the 11,000
definition of relative
(viii} Gift from her sister-m-law (husband's sister) is exempt as the doner is covered in
the definition of relative
Eliume from Other Sources 507,000

Question 11

Mr. X received the following gifts/amounts during the previous year 2024-25:
(] Gift of bullion worth 2 60,000 on his birthday from his friend,

(i) Recejved a car flom cousin on payment of T 1 lag, Blr market value of which was £ 4 lacs,
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(iil) Received cash gift of ¥ 16,000 each from three of his friends A, B & €.
{iv] Acquired an office bullding from his friend @ for o consideration of ¥ 10 lacs, stamp value of

which is T 20 lacs,

{v) In respect of land of Mr. X acquired by Rallways In the year 2022, he received the following
amount on 25.12,2024 as interest on enhanced compensation on the order of the court -

e

H_Elaﬂng to previous year 1 _"_‘|
2022-23 1,45,000 ]
2023-24 1.75,000
2024-25 1,10,000 N

!

You are required to compute income of Mr. X chargeable under head “Income from other sources®.

Answer
Computation of "Income from other sources” of Mr. X

I;nrlir:ulam i

(1) | Since bullion s included in the definition nl"pr;pe:'ty". therefore, when bullion (0,000
i5 received without consideration, the same is taxable under sectton 56(2)(x),
as the ageregate fair market value of bullion exceeds 2 50,000

(i) | Since car is not included in the definition of property, therefore the difference’ il |
of T 3 lukh borween fair market value and parchase price of caris not taxable
under section S56(21[x) o l
(i) | Cash gift received from triends Is taxable under sectfon 56{2}(x), since fts 54,000
ageregate value excesds 3 50,000 (118,000 = 3) t
(iv]) | Immovable property purchased for inadequate consideration Is taxable under | 10,00,000
section 56[21(x). Therefore, the difference of 10 lakh between stamp duty |
value and purchase price of building s taxable u/s 56(2){x].
iv] | As per seclion 1450, Interest received during the year on enhanced |

compensation shall be deemed to be the income of the year In which such
interest is received, irrespective of the method of accounting followed by the |

assessee. Hence, the Interest received by Mr. X, s taxable u/s 56[2)(vili) in the

current previous year. |
[ 145000 +3 175000+ 2 1,10,000) 1 4.30,000

Less: Deduction under section 57 6250% of € 4,30,000) 1215000 2,15,000

Income from Other Sources | 13,29,000 |

Question 12

Mr. A, a dealer In shares, received the following without consideration during the P.Y.2024-25 from
his friend Mr, B, -

(11 Cash gift of * 75,000 on his anpiversary, 15® April, 2024,
{2] Bullien, the fair market value of which was T 60,000, on his birthday, 199 June, 2024,

e ————
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A plot of land at Faridabad on 1= July, 2024, the stamp value of which Is T 5 lakh on that date.

M. 13 bad purchased the land In April, 2014.
wir, A purchased from his friend Mr. C who s also a deater in shares, 1000 shares of X Ltd, @ 3 400
wach on 194 June, 2024, the fair marker value of which was T 600 each on that date, Mr. A sold these
chares in the course of his business on 23+ June, 2024.
purther, on 1 November, 2024, Mr. A took possession of property (building) hooked by him two
years back at 3 20 lakh. The stamp duty value of the property as on 1 November, 2024 was 3 32 lakh
and on the date of booking was ¥ 23 lakh. He bad paid 2 1 lakh by account payee cheque as down
payrment on the date of bonking.
tin 1= March, 2025, he sold the plot of land at Faridabad for € 7 lakh.

compute the Income of Mr. A chargeable under the head "income from other sources” and “Capatal
Galns" for AY.2025-26,

Answer
Computation of "Income from other sources” of Mr. A
_—Eniruhw | . T |
1 | Cash gift is taxable under section 56(2](x), since it exceeds 150,000 75.000 |
2 | Since bulllon is included in the definition of property, therefore, when bullien s i), 000

tmarket value exceeds ¥ 50,000

recetved without consideration, the samb s taxable, since the aggregate fair | I

43 | Stamp value of plot of Jand at Faridabad, recelved without considerution, Is - 5,000,000
taxable under section 56(2)(x) _
4 | Difference of 2 2 lakh in value of shares of X Ltd, purchased from Mr, C, a dealer | -
i1 shares, 15 not taxable as it represents the stock-in-trade of Mr. A Since Mr. A ls
a dealer in shares and it has been mentioned that the shares were su hﬂeqﬁenrl}r
sold in course of his busingss, such shares represent the stock:in-trade of Mr. A, |
b | Difference between the stamp |:I:1iy value of ¥ 23 lakh on the date of bookiog and 3.00,000
Lhe actual consideration of T 20 lakh paid is taxable under section 56{2)(x] since
difference exceeds T 2 lakh being, higher of T 50,000 and 10% of consideration

Income from Other Sources - 9,35,000

Computation of “Capital Gains” of Mr. A

Particulars t _
Sialafurm.raﬂnn - RN -
Less: Cpst of acquisition [deemed to be the stamp value charged to tax under section
56(2](x) as per section 49(4)] 500,000 !
Short-term capital gains Z,00,000 |

Note - The resultunt capital gains will be short-term capttal gains since for caleulating the pertod of
holding, the period of holding of previous owner Is not to he considered.
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Mr. Hard, a property dealer, sold a bullding in the course of his business to his friend Mr, Rajesh, wha
5 a dealer in antomobile spare parts, for ¥ 90 Takh on 1.1.2025, when the stamp duty value was % 15
Lk, The agreement was, however, entered {nto on 1.9.2024 when the stamp duty value was T 149
lakh. Mr. Hari had received a down payment of T 15 lakth by a crossed cheque from Mr. Rajesh on the
date of agreement. Discuss the tax implications in the hands of Mr. Hari and Mr. Rajesh, assuming
that Mr. Harl has purchased the building for ¥ 75 lakh on 12 July, 2023

Would your snswer be different if Hard was a share broker instead of a property dealer?

Answer

Case 1: Tax implicatd

In the hands of Mr. Hari

| m—

In the hands of Mr. Rajesh

In the hands of Hard, the provislons of section 43CA
wotld be attracted, since the building represents his
stock-In-trade and he has transferred the same for a
consideration less than the stamp duty value and the
stamp duty value exceeds 110% of consideration.
Under section 43CA; opticn to adopt the stamp duty
value on date of agreement can be exercised only if
whale or part of consideration has been received on
or hefore date of agreement by way of account payee
cheque or draft or by use of ECS through a bank
sceount or through sych other prescribed electronic
mode on or before the date of agreement. In this case,
since the down payment of ¥ 15 lakhs Is received on
the date of agreement by crossed cheque and not
account payee chegue, option cannol be exercised.
Thém!hrn. % 75 lakh, being difference hetween the
stamp cuity value on date of transfer (i.e, ¥ 150 lakh)
and purchase price (T 75 lakh), would be chargeable
g business income in the hands of Mr. Hari, since
stamp duty value exceeds 110% of the consideration,

since Mr. Rajesh Is a dealer in nub:_rmulﬁeh
spare parts, bullding purchased would be a
vapital asset in his hands: The provisions of
section 56(2)(x%) would be artracted in the
hands of Mr. Rajesh who has received
immovable property, being & capital asset,
for inadequate consideration & difference
between the consideration and stamp duty
vitlue exceeds 3 9,00,000, belng the highe
of 2 50,000 and 109 of consideration,
Therelore, T 60 kakh, being the differcnce
between stamp duty value of the property
on the date of reglstration {Le, T 150 lakh)
and the actual eonsideration (le, T 90
lakh] wonld be taxable under section
56(2)(x) In the hands of M. Rajesh, since
the payment on the date of agreement s |
miade by crossed cheque and not account |
payer chegue/draft or ECS or through such |

| |

other prescribed electronic mode.

i 1 sLOC

=

In the hands of Mr. Hari

In the hands nfh'lr._ﬂaiesh

In case Mr. Harl Is a stack hroker and not a property
dealer, the bullding would represent his capital asset
and not stock-in-trade. In such o case, the provisions
of section S0C would be attracted in the hands of Mr,
Hari since building is transferred for a consideration
less than the stamp duty value; and the stamp duty
vatlue exceeds 110% of consideration.

There would bhe no dilference in the
taxability In the bhands of Mr. Rajesh,
whether Mr, Harl is a property dealer or a
stock hroker.

Theretore, provisions of section 56[2)(x)
would be attracted in the hands of Mr.
Rajesh who has received immovable

Thus, 75 lakh, being the difference between the

praperty, being a  capital  asset, for

g e
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';ﬂmu_l}' value on the date of registration [L_E.. 1 | inadequate consideration and difference |
150 lakh) and purchase price (i, ¥ 75 lakh) would | between the consideration and stamp duty
he chargeable as short-term capital gains. | value exceeds T 9,00,000, being the higher
it may be noted that under section 50C, the option tn | 002 50,000 and 10% of consideratlon.
adopt the stamp duty value on the date of agreement | Therefore, T 60 lakh, being the difference
pan be exercised only if whole or part of the | between the stamp doty value of the
consideration has been received on or before the | property on the date of registration (ie, 3
date of agreement by way of account payee cheque or | 150 lakh) and the actual consideration
draft or by use of ECS through a bank account or | {Le, T 90 lakh) would be taxable under
through such other prescribed electronic mode on or | section 56(2)(x]) in hands of Mr. Rajesh
hefore the date of agreement. In this case, since the | since the payment on date of agreement is
down payment of 15 lalkhs has been recefved on the | made by crossed cheque and not account
date of agreement by crossed cheque and not account | payee cheque/draft or ECS or through
payee cheque, the option cannot be exercised. such other prescribed electronic mode.

Question 14

Mr. Perver employed as Marketing Manager in a Pharma company, recelved a Maruti car as gift from
4 distributor of the company. The value of the gifted car is estimated at T 2,60,000. Is the value of car
taxable as income? If so, under what head It is taxable? i

Answer

Mr. Pervez, an employee of o Pharma company, has received a car as a gilt from a distributor of the
company. Since there is no employer-employee relationship in this case betwoeen the distributor
and Mr. Pervez, the value of gift {5 not a perquisite chargeable to tax under the head “Salaries”.

Section 56(2)(x). brings within its scope the value of any property received by any person. For this
purpose, “property” means immovable property being land or building or both, shares and securities,
jewellery, archaeological collections, drawings, paintings, sculptures, any work of art or bullion.

Therefore, for the purpase of attracting the provisions of seclion 51’}{2]{':-:} for chargeability under the
headl “Income from Other Sources™, an individual should be in receipt of property o5 defined therein.
since, car is not included in the definition of “property”, the provisions of section 56(2)(x)
would not be attracted in Lthe hands of Mr. Perves.

Duestion 15

M Sudarshan, a resident individual, recelved 1,500 bonus shares from Sugam Pyt Lrd. in which he
held 3,000 equity shores. The Assessing Officer held that since the assessee has not paid any
consideration for bonus shares, he was under an obligation in law o affer the market value as
Income from other sources under section 56(2){x] of the Act. The Assessing Officer computed the fair
value of these bonus shares and added the amount to the income of M Sudarshan as “Income from
other sources”. Whether the decision of the Assessing Officer is correct in law?

Answer
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Issue Involved: The {ssue under consideration ks whether bonus shares receivind by shurcholders
would be taxable under the head Tncome from other sources' as per the provisinns of section
56[2)(x), as they are received without consideration.

Provision Applicable: Section 56(2)(x) brings to tax any sum of money or value of property
received by any person without consideration or for inadequate consideration from any person,

Analysis: The issue of bonus shares by capitalization of reserves is merely 4 reallocation of the
company's funds. There is no Inflow of fresh funds or increase in the capital employed, which
remaing the same, Thus, there is no addltion or alteration to the profit-making apparatus and the
total funds available with the company remaln the same.

On the other hand, when a shareholder gets bonus shares, the value of the original shares held by
him goes down and the market value as well as intrinsic value of the two shares put together will be
the same ar nearly the same as the value of original share before the issue of bonus shares,

Thus, any profit derived hy the assessee shareholder on account of receipt of bonus shares Is
adjusted by deprecistion in the value of equity shares originally held by him.

Conclusion: Accordingly, the action of the Assessing Officer in including the fair value of bonus
shares as Ingome [rom other sources of M Sudarshan is incorrect.

Note - The facts given in the questien are similar to the facts In PCIT v. Dr, Ranjan Pai (2021) 431 1TR
250, wherein the issue came up betore the Karnataka High Court,

Income from Transfer of VDA [Section 1158BBH]

Question 16 .

Compute the net Income-tax payable (after TDS) by Mr. Raj, aged 32 years, who has the following
income for the AY.2025-26:

| Particulars 1
(i) | Businessloss * : 38,000 |
[ii) | Interest on fixed deposits with HDFC Bank - 18,000
[?ﬂm Consideration on transfer of VDA NEE - 6.2 D,i:lml
(Iv) | Cost of acquisition of VDA transferred 20,000

Assume that the transfer of VDA took place an 13 October, 2024 and he has not exercised the option
to shift out of section 115BAC,

Answer

As per section 71, business loss of the current year can be set off against income from other sources
of that year. Therefore, business loss of T 3,18,000 can be set off against interest of T 18,000
from fixed deposits.

hs per section 115BBH, business loss cannot be set of against income from transfer of VDA,

Therefore, halance businéss loss of 1 3,00,000 cannot be set off against Income from VDA of 1
6,000,000 (T 6,20,000 -3 20,000). The same has to be carried forward to AY.2026-27.

Tax on Income from VDA would be ¥ 1,87,200 (e, 31.2% of 1 6 lakh].
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section 1948 provides for deduction of tax on payment on transfer of virtual digital asset to a
cesident at the rate of 1% of consideration. Hence, the transferor would have deducted tax of 3

6,200, helng 1% of ¥ 6,20,000,
yet tax pavahle by Mr, Raj = T 1,87,200 - 2 6,200 = T 1,81,000.

(uestion 17

fompute the net income-tax payable (after TDS) by Mr. Siddhanth, aged 24 years, who has the

following income for the AY.2025-26

{11 |Income from Salaries [_ computed) T 0,40,000
dﬁri] Interest on qmnn gs hank account with Axis Bank £12,000]
(it} Euﬂﬁldemhun received on transfer of VDA to Mr. Harsh 250,000
(iv) | Costofacquisition of VDA transferred 15,000

Mr. Harsh is employed with ABC Ltd. on a monthly salary nf 3 50,000, In addition, he has interest on

savings bank account with Bank of [ndia

Mr. Siddhanth kas not exercised the option to shift out of section T15BAC. [gnore TDS on income

other than VDA,

Answer
Tax payable by Mr, Siddhanth

F Particulars Amount in T
Total Income (exeluding income from Lransfer of VDA) [ 8,40,000 + T 12,000] 852,000
Income fram VDA (% 50,000 - 3 5,000) 45,000
Total Income 8,97.000
Tar un Income other than Y14 '
Upta T 3,00,000 Nil
T3.00.001 to % 7,00,000 @54 320,000
200,001 ro % 8,52,000 @ 10% 115,200 35,200
Tax on Income from VDA @30% 13,500
48,700
Add: Health and education cess @ 4%, 1,948 |
- 50646
Less: TDS under section 1945 |Mr, Harsh s a specified porson since he does not have |
income under the head "Profits nd pains of business and profession” and the
consideration payable by him does not excead T 50,000, Accordingly, Mr. Harsh need
not deduct tax u/s 1945 on consideration payable to Siddhanth| NIl
Net tax payable 50,648
Net tax payahle (rounded off) 50,650
1
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Question 18
Mr. A, agt-d 34 years, is a salarfed employee with TKM Limited. He has furnished following details:

SN

.-[

Ed

e

for transfer of Bibcolns 1s 2% of the sale value.

Particulars L
| Gross Satary - 23,00,000
Business Loss from a new part time business of trading in Mobiles [4.50,000)
Short Term Capital Loss on sale of Property {computed) [4,60,000)
Mr. A purchased 1000 Bibcoins, a virtual digital currency on 01.04.2024 for ©

1,000 per coin, which he sold on 15.02.2025 for ¥ 1,300 per ¢oin. Commission |

You are required to compute the total income of Mr. A, assuming that he has exercised the aption to
shift out of the default tax regime under section 115BAC for ALY, 2025-26.

Answer

ﬂumpumﬁnn of total income of Mr. A (under regular provisions of the Income-tax Act, 1961)
- ~ Particulars T
salaries -
i Gross Salary

v

Less: Standard deduction under section 16[ia)

Proefit and gains from business or profession

i*Hu:-jfn es5s loss from part time business

Loss froam business cannot be set off sgainst salary income.

‘No set off of business k:ss is allowed agalnst income from
| transfor of virtual digital assets.

Business loss of T 450,000 has to be carried forward o AY.
2026-27,

Capital Gains

Short term capital loss on sale of property

[Short term caplial loss cannot be set off against any Income
other than Capital gains. Shert term capital loss of ¥ 3,60,000
has to be carried forward to AY. 2026-27].

It 15 not eligible for set off against income arising rom transfér
of virtual digital assel

IFOS
Income from transfer of virtual digital assets
[(T 1,300 - T 1,000) x 1,000 bib coins)

[No deduction in respect of any expenditure other than cost of
aequisition is allowed)]

Total Income

ﬂmnunt (%) | Amount ﬁ}
23,000,000
Se00n  22,50,000
(4,50,000)
(3,60,000) |
|
I
300,000
25,50,000
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ipdisclosed Income
Question 19

M/« Alpha & Co. ls 2 partnership firm with five partners sharing profits and losses equally. lts return
was selected for scrutiny u/s 143(3), The controversy was in relation to the lpan of T 50 lakhs from
one partner, Mr. Raghav, credited in the books of the firm. The firm's explanation that Mr. Raghav has
given a loan for T 50 lakhs carrying interest@®12%, as approved by the partnership deed, was not
sccepted since Mr. Raghav's explanation for the source of income In his hands was not found
satlsfactory by the Assessing Officer. Accordingly, the Assessing Officer treated the sald amount as
cash cradits in the hands of the firm, M /s, Alpha & Co, and subjected the same to tax{@®78%. Discuss
the correctness of the action of the Assessing Officer.

Answer

As per section 68, where any sum is found credited in the books of an assessee maintained for any
previous year and the assessee offers no explanation about the nature and source or the
wrplanation offered is not satisfactory in the opinion of the Assessing Dfficer, the sum so credited
may be charged as Income of the assessee of that previous year.

The first proviso to section 68 provides that where the sum so credited consists of loan or borrowing

or any such amount, by whatever name called, any explanation offered by the assessce in whose

hooks such sum is credited wouold not be deemed to he satisfactory, unless -

- the person in whose name such credit is recorded in the books of such assessee also offers an
explanation about the nature and source of such sum so credited and

- inthe opinion of the Assessing Oficer, such explanation his been found to be satisfactory,
Such cash credit Is taxable@78% [tax@H0% plus surcharpe@®25% plus cess@4%] u/s 115RBE.

Since Mr. Raghav was unable to explain the source of the sum of T 50 lakhs in bis bands to the
satisfaction of the Assessing Officer. such sum credited in the books of Alpha & Co. as loan (rom
Mr. Raghav wonld be treated as cash credit in the hands of the lrm and subject 1o L@ 78%.
Accordingly, the action of the Assessing Officer, in this case, Is correct.

Question 20

In the course of scrutiny assessment of Mr. X, the Assessing Officer, on the basis of information
available with him, sought an explanation for the source of the expenditure of * 20 lakhs Incurred on
the wedding of his daughter. The said expenditure was neither recorded in the books of account
maintained nor was the explanation offered by Mr. X satisfactory. What are the consequences?

Answer

If any expenditure is incurred by an assessee in any linancial year i respect of which he is not
ahle to offer explanation aboul source of such expenditure or the explanation offered by him s
not satisfactory in the opinion of Assessing Officer, then amount of such unexplained expenditure
may be deemed as income of the assessee for such financial year as per section 69C.

Therefore, in this case the expenditure of T 20 lakhs Incurred by Mr, X on the wedding of his daughter
may be deemed as income of Mr. X as per section 62C,
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Further, such unexplained expenditure which is deemed as the income of Mr. X shall not be alloweq
as deduction under any head ol income.

Where the total income of Mr. X includes such unexplained expenditare of T 20 lakhs, which is
deemed as his Income under section 690, such deemed Income would be taxahle@78% [t 609
phus surcharge@25% plus cess@4%)] under section 1158BE,

Further, no basic exemption or allowance or expenditure shall be allowed to Mr. X under any
provision of the Income-tax Act, 1961 in computing such deemed Iincome,

Question 21

The Assessing Dfficer found, during the course of assessment of a firm, that it had paid rent in respect
of its business premises amounting to T 60,000, which was not debited in the books of account for
the year ending 31.3.2025. The firm did oot explain the source for payment of rent. The Assessing
Officer proposes to make an addition of T 60,000 in the hands of the firm. The firm claims that even if
addition s made, the sum of T 60,000 should be allowed as deduction while computing its business
income stiee it has been expended for purposes of its business. Examine the claim of the firm.

Answer

The claim of the firm for deduction of the sum of # 60,000 In computing it buslness income s not
tenable. The action of the Assessing Officer in making the addition of 1 60,000, being the payment
of rent pot debitid in the books of account (for which the firm failed to explain the source of
payment] is correct ln law since the same i an unexplained expenditure under section 69C. The
proviso to section 69C states that such unexplained expenditure, which is deemed to be the
income of the assesses, shall not be allowed as a deduction under any head of income, Therafure,
the ¢laim of the firm is not tenable

Question 22

Mr. C borrowed on Hundi, & sum of 3 25,000 by way of bearer cheque on 11092024 and repaid the

same with interest amounting to T 30,000 by account payee cheque an 12.10,2024. The Asscssing
Officer (AQ) wants to treat amount borrowed as income during previous year. 1s action of AU valid?

Answer

Section 691 provides that where any amount is borrowed on a hundi or any amount due thereon
s repald otherwise than by way of an account-payee cheque drawn on s bank, the amount so
harrowed or repald shall be deemed to be the income of the person borrowing or repaying the
amount for the previous year in which the amount was so borrowed or repaid, as the case may be,

i this rase. Mr. C has borrowed T 25,000 on Hundi by way of bearer cheque. Therefore, it shall
be deemed to be income of Mr. €, Since the repayment of the same along with Interest was made by
way of account payee cheque, the same would not be hit by the provisions of section 650, Therefore,
the action of the Assessing Officer treating the amount horrowed as income during the previous
year is valid in law,
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CHAPTER -5

Clubbing of Income
mﬁ

h- L

ngsﬂnn 1

r. Arun holds shares carrying 55% voting power in MNO Ltd. Mrs. Anamika, wife of Mr. Arun 5
working as a computer software programmer in MNO Lrd. gecting income from salary [computed) of
7 370,000, She is, however, not qualified far the job. The other Income of Mr, Arun & Mrs. Anamika
are 1 7,30,000 & T 4,20,000, respectively. Compute gross total income of Mr. Arun and Mrs. Anamika.

will vour answer be different If Mrs. Anamika was qualified for the job?

Answer

Mir. Arun holds shares carrying 55% votlng power in MNO Ltd je & substantial interest in the
company, His wife is working in the same company without any professional qualifications for the
same, Thus, by virtue of the clubhing provisions of the Act, the salary received by Mrs. Anamika from
MO Ltd. will be clubbed in the hands of Mr. Arun.

Computation of Gross total income of Mr. Arun

: ) Particulars T
| income from Salary of Mrs, Anamika {ﬁ;}m puteil] j,Tﬁﬁ
Other Income 7.30,000
Gross total income 11,000,000

SEEE—

The gross total income of Mrs. Anamika is § 4,20,000,

If Mrs. Anamika pussu:ésas professional qualifications for the job, then the clubbing provisions
shall not be applicable,

GGruss total income of Mr. Arun = % 7,30,000 (other income)
Gross total income of Mrs. Anamika = Salary |3 3,70,000] plus _mhcrr income {1 4,20,000) = T 7,920,000

Question 2

Mr. Binu holds shares earrying 33% voting power in Yamma Ltd, Mrs. Babita, wife of Mr. Binu is
waorling as accountant in Yamma Ltd. getting income from salary [computed) of 1 3,60.000 without
any qualification in accountancy. Mr. Binu also earns T 32,000 as interest on securities, Mrs. Bablta
owns o house property which she has let out Rent received from tenants is % 6,500 pom. Compute the
gross total incume of Mr. Binu and Mrs. Bahita,

Answer

Since Mrs. Babita is not professionally qualified for the job, clubbing provisions shall be applicable.
Computation of Gross total iIncome of Mr. Binu

Particulars ] i
Income from Salary of Mrs. Babita (Computed) | 4,610,000
e —— e — e —
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| Income from other sources
- Interest on securities

i

Computation of gross total income of Mrs. Babita
| ' Particulars T T

‘ Income from Salary [clubbed in the hands of Mr. Binu) | Nil

Income from house property
Giross Annual Value {3 6,500 = 12) 78,000
- Less: Municipal taxes pald 2
- Net Annual Value (NAV) 78,000
- Less: Deductions under section 24
- 30% of NAV Le., 30% of % 78,000 23,400

- Interest on loan - 54,600
Lross total Income N 54,600

Question 3

Nareeh is o fashion designer having lucrative Business. His wife Is a model. Naresh pays her monthly
salury of ¥ 10,000, The Assessing Officer while admitting that the salary is an admissible deduction,

in computing the total income of Naresh had applled the provisions of section 64(1], and had clubbed
Ui Income [salary) of his wife In Naresh hands.

Mscuss the correctness of the action of the Assessing Officer,

Answer

This guestion Is based on the principles lald down by Madras Hléil Court in the case of CIT v. Smr R
Bhiasatl (1999) 240 ITR 697 where the interpretation of the terms "professtonal qualifications” and
"knowledge” came up for consideration as per provisn ta section 64(1),

These words do not necessarily connote a qualification conferred by a recognized university after
examining candicdate who has undergone a course of study in a rechnlcal subject or course of study
preparing him for profession of law, accountancy ete. Aceordingly, term "qualification” must be given
a widhe meaning as referring to qualities which are required to be possessed by a person performing
the: work that he does, so long ds that work | capable of being regarded as technical or professional,

The word “professional” is 4 term capable of very broad meaning and would encompass a varlety of
pecupations, A large number of oecupations are being practiced which form a source of livelihood
and are ¢apable of being regarded, as professions as long as they require certaln degree of skill. A

person having skill, experience and competence in a line of work can be regarded as professionally
yualified for the purpose of section 64(1)(ii).

Applying rationale of Madras High Court ruling, & model, having skill, competence and experience
1 her line can be considered as a professional. Hence, action of Assessing Officer is not correct,
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Question 4

Mr. Roranl transferred 2,000 debentures of T 100 each of Wild Fox Ltd. to his wife Mrs. Rekha Korani
without censideration. The company paid interest of T 30,000 which was deposited by Mrs. Korani
with Kartar Finance Co. Kartar Finance Co. paid interest of 3,000 upto March, 20XX. How wiould
hath the Interest income be charged to tax?

Answer

A per section 64(1)(iv), income arising from assets Lrans ferred without adequats consideration by
an individhual to his spouse is lable to be clubbed in the hands of the Individual. Tt may be noted that
ipcome on the asset transferred has to be clubbed but If there is accretlon to the asset, any further

income derived on such accretion should not be chubbed,

Therefore, applying the provisions of section 64(1}(iv), ¥ 30,000, being the interest on debentures
received by Mrs. Rekha Korani will be clubbed with the income of Mr. Korani, since he had
transferved the debentures of company without consideration to her.

However, the interest of T 3,000 upto March, 205X earned by Mrs, Rekha Korani on the interest
on the debentures deposited by her with Kartar Finance Company shill be taxable in her
individual capacity and will not be clubbed with the lncome of Mr. Korani.

uulestinn 5

Mr. Rose, out of lis own funds, bad taken an FDR for 3 10,00,000 bearing interest @ 10% pa. payable
nalf-yearly in the name of his wife Lilly. The interest carned during the year of ¥ 100,000 was
invested by Mrs, Lilly in the business of packed spices which resulted in a net profit of T 55,000. How
shall the interest on FDR and (ncome from business be taxed?

Answer

Section (4 1)(iv) specifies that the income derividd by the spouse of an assessee from the assets
trensferred directly or Indirectly without adequate consideration or intention to live apart shall be
clitbbed with the income of the transferor, Therefore, the interest income of ¥ 1 lac on the FDR of %
10 lacs shall be clubbed with the income of Mr. Rose.

When Mrs. Lilly invested the interest income in a business and earned profits therefrom, such
profits shall not be clubbed with the income of her husband but ghall be taxable In her individual
cupatity. This is so berause the Income from the accretion of the transferred assets is not to his
clubbed with the income of the transferor [CIT v. M. 8. S. Rajan (2001] 252 ITR 126 (Mad]].

(fuestion G

Mr. Rahul stérted a proprietary business on 01.04.2023 with a capital of T 6,00,000, He incurred a
lass of 1 3,00,000 during the year 2023-24. To overcome the financial position, his wife Mrs. Radha, a
sofrware engineer, gave a gift of T 7,00,000 on 01.04.2024, which was immediately invested in the
business by Mr. Rahul, He earned a profit of T 500,000 during the year 2024-25. Compute the
amount to be cdubbed in the hands of Mrs. Radla for the Assessment Year 2025-26.
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If Mrs. Radha gave the sald amount as Joan, what would be the amount to be clubbed?

Answer

Section 64[1)(iv) of the Income-tax Act, 1961 provides for the clubbing of Income in the hands of the
individual, if the Income earned Is from the assets [other than house property) transferred directly
or indirectly to the spouse of the individual, otherwise than for adequate consideration or in
connection with an agreemant w live apart.

In this case, Mr. Rahul received a gift of  7,00,000 on 1.4.2024 from his wife Mrs. Radha, which he
Invested in his business immediately. The income to be clubbed in the hands of Mrs, Radha for the
AY. 2025-26 Is computed as under:

Particulars Mr. Rahul's capital | Capital contribution out of| Total (%)
contribution (¥) gift from Mrs, Radha ()
Capital as on 1.4.2024 3,00,000 7,00,000 10,00,000
{(6,00.000 - 3,00,000)
Profit far P.Y.2024-25 to be 150,000 3,50,000 500,000
appartioned on the basis of | {500,000%3/10) (5,00,00007/10)
capital employed on the first
day of the previous year ie.
ason 1.4.2024 (3:7) 1

Therefore, the income to be clubbed in the hands of Mrs. Radha for the A.Y. 2025-26 Is 1 3,50,000.

In case Mrs. Radha gave the said amount of T 700,000 as a bona fide loan, then, clubbing
provisions would not be attracted.

Question 7

Mrs. E, wife of Mr. F, is a partner ina firm. Her capital conrribution to the firm as on 01.04,.2024 was
T 5 lacs, out of which T3 lacs was contributed out of her own sources and T 2 lacs was contributed
out of gift from her husband. As further capital was needed by the firm, she further invested 3 2 lacs
on 01.05.2024 out of the lunds gitted by her hushand. The firm paid interest. on capital of T 80,000
and share of profit of % 60,000 for the financial yeay 2024-25.

Advise Mr. F as to the applicability of the provisions of section 64 1}{iv) and the manner thereof in
régpect of the above referred transactions,

Answer

As per section 64(1)(1v), In computing the total income of any individual, there shall be included all
such income as arises, directly or indirectly, subject Lo the provisions of section 27(i}, to the spouse
of such individual from assets transferred directly or indirectly to the spouse by such individual
otherwise than for adequate consideration or in connection with an agresment ta live apart.

In this instant case, Mr. I has gifted money to his wife, Mrs. E, Mrs. E, in wrn, invested such gifted
money in the capital of a partnership firm, of which she is a partner. Mrs. E has also contributed a
sum of T3 lacs out of her own resources to the capital of the firm.
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‘ Clubbing of Income
As per Explanation 3 to section 64{1), for the purpose of clubbing un der section 64(1)(iv], where the
sets transferred, directly or indivectly, by an Individual to his spouse are invested hy the transleree
in the nature of contribution of capital as a partner (n a firm, proportionate interest on capital will he
Aubbed with the income of the transferor. Such proportion has to be computed by taking Into
sccount the value of the aforesaid investment as on the first day of the previous year to the total
ivestment by way of capital contribution as a partner in the firm as on that day.

1o view of the above provision, Interest received by Mrs. E from the firm shall be included in
iotal income of Mr. F to the extent of 32,000 L.e., T 80,000 x T 2,00,000/3 5,00,000,

¢hare of profit amounting to ¥ 60,000 is exempt from income-tax under the provisions of section
10(2A). The provisions of section 64 will not apply, if the Income from the transferred asset itself is
pxempt from tax.

(Juestion B

Mrs. Komal rransferred her immovable property to TES Co. Ltd. subject to a condition that out of the
reatal income, a sum of T 42,000 per annum shall be utilized for the benefit of her son's wife. Mrs,
Komal claims that the amount of 3 42,000 (utilized hy her son's wife) should not be included In her
total Income as she no longer owned the property. Examine with reasons whether the contention of

Mrs. Komal 12 valid in law.
1

Answer

The clubbing provisions under section 64(1)(viii) are attracted in case of transfer of any asset,
directly or indirectly, otherwise than for adequate consideration, to any person to the extent to
which the income from such asset1s for the immed|ate or deferred henefit of son's wife. Such income
shall be included In computing the total income of the transferor-individoal.

Therefore, income of T 42,000 meant for the benefit of daughter-in-law s chargeable to tax in the
hands of transferor Le., Mrs. Komal in this case.

The contention of Mrs. Komal is, hence, not valid in law.

Question 9

Mr. A has gifted a house property valued at 3 50 lakhs to his wife, Mrs, B, who In turn has gifted the
same to Mrs. C, their daughter-indaw, The house was let out at 3 25,000 per month throughout the
yvear, Compute the total income of Mr. A and Mrs. C.

Will your answer be diffcrent if the said property was glfted tw his son, husband of Mrs. €7

Answer

As per section 27(1), an individual who transfers otherwise than for adequate consideration any
house property to his spouse, not being a transfer In connection with an agreement to live apart,
shall be deemed to be the pwner of the house property so transferred,

Therefore, (1 this case, Mr. A would be the deemed owner of the house property transferred to his
wife Mrs. B without consideration,
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As per section 64[1){vi), income arising to the son's wife from assets transferred, directly or
indirectly, to her by an individual otherwise than for adeguate consideration would be included |y
the total income of such individual

Income from let-out property is 3 210,000 [le, T 300,000, being the actual rent calculated at 3
25,000 per month less T 90,000, being deduction under section 24 @30% of T 3,00,000]

In this case, income of T 2,10,000 from let-out property arising to Mrs. €, being Mr. A's son's wife,
would be included in the Income of Mr, A, applving the provisions of section 27(1) and sectiog
B4 11[vi). Such Income would, therefore, not be taxable in the hands of Mrs. (. |

In case the property was gifted to Mr. A's son, the clubbing provisions under section 64 would noe
apply, since the son is not a minor child, Therefore, the income of ¥ 2,10,000 from letting out of
property gifted to the son would be taxable in the hands of the son.

It may be noted that section 56(2)(x) would not be attracted hands of recipient of house property,
since the receipt of property In each case was from a “relative” of such Individual. Therefore, stamp
duty value of house property would not be chargeable to tax in the hands of recipient of immovahle
property, even though the house property was received by her or him without consideration,

Clubbing of Minor Child income
Question 10

M. Arvind has three minor children - two twit daughters and one son. Income of the twin daughters

is T 2,500 p.a. each and that of the son Is ¥ 1,200 pa. Compute the income, in respect of minor
children, to be clubbed in the hands of Mr, Arvind,

-

Answer

Taxabie income, in respect of minor childeen, in the hands of Mr, Arvind is

— particwlars © [ ] |
Twin minor daughters | 2,500 x 2] B | so00] '
Less: Exempt under section 10(32) [T 1,500 = 2| 3.000 2,000 I
Minor son m
Fess: Exempt under section 10{3Z) 1,200 Nil |
Income to be clubbed [_n Ehf h_a_::ld_s of Mr. Arvind i 2,000 |

Cross Transfer

Question 11

Mr. Madan gifted a sum of T 6.5 Iakhs to his brother's wife on 14.6.20000 On 12.7.20XX, kis hrother
gifted 2 sum of T 5.2 lakhs 1o Mr. Madan's wife, The gifted amounts were invested as fixed deposits in
banks by Mrs, Madan and wile of Mr. Madan'y brother on 1L6.20XX at 9% interest. Discuss the
consequences of the above under the provisions of the Income-tax Act, 1961 in the hands of Mr.
Madan and his brother.
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Answer
1 the given case, Mr. !'-'iadnn gifted @ sum of ¥ 6.5 lakhs to his brother's wife on 14.06.20XX and
smultaneously, his brother gifted a sum of T5.2 lakhs to Mr. Madan's wife on 12.07. 20%X. The giftad
gmounts were invested as fixed deposits In banks by Mrs. Madan and his brother's wife, These
transfers are in the nature of cross transfers. Accordingly, the income from the assets transferred
would be assessed In the hands of the deemed transferor because the transfers are se intimately
connected to form part of a single transaction and each transfer constitutes consideration for the
gther by being mutual or otherwise,

|f two transactions are inter-connected and are part of the same transaction in such a way that
it can be said that the circuitous method was adopted as a device to evade tax, the implication
of clubbing provisions would be artracted. It was so held by the Apex Court in CIT vs. Keshavi
Morarjl (1967) 66 I'TH 142,

Accordingly, the interest iIncome arising to Mrs. Madan in the form of interest on fixed deposits
would be Included in the total income of Mr. Madan and interest income arising in the hands
of his brother's wife wonld be taxable in the hands of Mr. Madan's brother as per section 64{1),
to the extent of amount of cross transfers ie., € 5.2 lukhs.

Thig is because both Mr. Madan and his hrother are the indirect transferors of the income to thﬂlr
respective spouses with an intention to reduce their burden of taxation,

However, the intereet Income sarned by his spouse on fived deposittal T 5.2 lukhs alone would be
included in the hands of Mr. Madan's brother and not the interest income on the entlre fixed deposil
ol % 6.5 lakhs, since the cross transfer is only to the extent of ¥ 5.2 lakhs.

Notice of Demand

Question 12

Mr. Ravi has gifted his only house property to his wife, Mrs. Ravi, and his married ﬂ::u;.,htt'-:r Mrs.
Divya, The Assessing Offices has served a notice of demand v Mr. Ravi for payment of tax for the
income derived from the said house property, Examine the validity of the Assessing Ufficer’s action.

Answer

As per section 27{1), an Individual who transfers otherwise than for adequate consideration any
howse property 1o his spouse, not being a transter in connection with an agreement to live apart, or
to a minor child not belng a married daughter shall be deemid to be the owner of the house property
s0 transferred.

Mr. Ravi, in this case, would be the deemed owner only in respect of the share of house
property transferred to his wife Mrs. Ravi without consideration and not for the share of the
house property transferred to his married danghter Mrs. Divya.

Since Mr. Ravi is the deemed owner of the share of house property transferred to his wife withput
consideration, the income derived from the house property, to the extent atiributable to the
share of property transferred to his wile without consideration, would be taxable in his ha nds
under the head “Income from house property”,

L |
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As per section 65, the notice of demand can, however, be served on Mrs. Ravi for payment of thy
portion of tax levied on Mr, Ravi attributable to the income derived [by virtue of section 27(1)), from
the share of house property transferred to Mrs. Ravi, and standing in ber name.

However, the Income derived from house property, attributable to the share of property transferred
to his married daughter without consideration, would be taxable in the hands of his daughter. Such
income would not be taxable in the hands of My, Ravi, Mr, Ravi will not he responsible for the
payment of tax attributable to aforesaid share of income of daughter from house property, 1

Thus, the action of the Assessing Officer in serving notice of demand on Mr. Ravi for payment of tay l
for the entire Income derived from the said house property is not valid,
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CHAPTER - 6
Set-off and Carry Forward of Losses

ﬁm

pasics of Set-off and Carry Forward of Losses

t]u-ﬂﬁﬂﬂn 1

Mr. Varun has furnished his detalls for the A.Y.2025-26 a5 under!

= Particulars 3
Tncome from salaries (computed) o 1,70,000
ncame from speculation business 60,000
L.aes from non-speculation business [40,000]
Short term capltal gain 91,000
Long term capital loss of AY 202425 [30.,000]
Winning from lotteries 20,000

e

what s the taxable income of Mr. Varun assuming he has exercised the option to shift out of the

default tax regima!

Answer
Computation of taxable income of Mr, Varon .
Particulars T 1
' Income from salaries ) 1,70,000
Income from speculation business 60,100
Less: Loss [rom non-speculation business (40,0007 20,000 |
Short-term capital gain 0,000 |
. I
Winnings from lotteries 20,000 |

Taxahle inrome

3,00,000 E

Note: Long term capital loss can be set off only against Jong term capital gain. Thersfore, long térm

capital loss of T 30,000 has to be carrled forward (o the next assessment year.

Question 2

Compute the pross total income of Mr. Fadnis for the AY.2025-26 from the information given below

assuming he has exercised the option w shift out of the default tax regime -

Particulars

S S

income from house property [computed )

Incame from textile business [betore providing for depreciation)

Short term capital gains on sale of shares

Long term capital loss rom sale of property (brought forward from AY.2024-25)
Income from growing and manufacturing of tea

Mvidends from Indlan companles carrying on agricultural operations (Gross)

1
125,000
135,000

56,000
(90,000)
1,20,000

1,240,000
\
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Current year depreciation ‘ 26,000 |

[45.ﬂﬂci|

Brought forward business loss (loss incurred six years ago)

Answer
Gross Total Income of Mr., Fadnis
Particulars T = £ |
Income from house pmpnertf N ] 125,000
Income from business
Profits before depreclation 1,35.000
Less: Current year depreciation 26,000
Less: Brought forward business loss 45,000
64,000
lncome from growing and manufacturing of téa (40% business income) 48,000 L12,000
income from the capital gains T
short term capital gajns 56,000
Income from other sources
I Dividend from Indian companies ' 1,20,000
_| Grass Total Income I | -‘Iiiii,l]ﬂ[i.
Moles:

(1} 60% of the income from tea business is treated as agricultural income and exempt rom tax;

(2} Lohg-term capital loss can be set-off only against long-terme capital gains, Therefore, long-term
) capital Joss of T 90,000 brought forward from AY.2024-25 cannot be set-off In the AY.2025-26,
| It has to be carried forward for set-off against long-term capltal maing during A.Y.2026-27.

Question 3
Examine in brief about the treatment to be given in the following case under Income-tax Act, 1961 -

A loss of T 85,000 was sustained by Simran in activity of owning and maintaining camels for races.

i Answer

sectionn 74A{3) loys down provisions for set-off and carry forward of loss from the activity of owning
and maintaining race horses. Avcording to section 74A4(3), the losses incurred by an assessee from
activity of owning and maintaining race horses cannot be set-off agamst the income from any other
source ther than activity of owning and maintaining race horses. Since the scope of this section is
confined to activity of owning and maintaining race horses only, therefore, set-oft and carry forward
of loss from activity of owning and maintaining cameds is not covered under section 744(3).

It is possible to take a view that the loss from the activity of owning and maintaining camels for races
may be governed by section 72 provided such activity amounts to business. Accordingly, the loss
fiom the activity of owning and maintaining of camels for races can be set-off against any
income (other than income from salary) of current vear and unadjusted amount shall be
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set-off and Carry Forward of Losses

carried forward for set off against any business income for a maximum perlod of 8 assessment
years immediately succeeding the nssessment year in which the loss was incurred,

amalgamation and Demerger

Question 4

ABC Limited was amalgamated with XYZ Limited on 01.04.2024. All the canditions of section 2(1R)
were satisfied. ABC Limited has the following carried forward losses as assessed till AY. 2024-25:

1 Particulars t (in lacs)
(i) | Speculative Loss _ - 1
(i) | Unabsorbed Depreciation o i T
-m-ﬂ__T_thh_sﬂrhEd Elp{m-d.{'lu.re of capital nature on sclentific research B 7|
_{Iﬂr Business Loss 120 |

XYZ Limited has computed a profit of 3 140 lacs for the financial year 2024-25 before setting off the
eligible losses of ABC Limited but after providing depreciation at 15% per annum on 150 lacs,
being the consideration at which plant and machinery were transierred to XYZ Limited. The written
down value as per Income-tax record of ABC Limited ag on 1= April, 2024 was 3 100 lacs

The ubove proflt of XYZ Limited includes speculative profit of ¥ 10 Jacs,

Compute the total income of XYZ Limited for Assessment Year 2025-26 and indicate the lossesfother
allowamces to he carried forward by it v

Answer
Computation of total income of XYZ Limited
Particulars 1 (In lacs) _
Business incomo befure setting-off brought forward losses of ABC Lud. 140.00

Add: E-"I.'l."{"ﬂial']l-‘]'l-l‘l‘:f‘ii1=|-"if.ll1 claimed in the scheme of amalgamation of ABC
Limited with XYZ Limited,

Value at which assets are tanslerred by ABC Ltd 150
WDV in the books of ABC Ltd. 100
Excess accnunted 50

Fxcess depreciation claimed in computing taxable income of XYZ Lud. |3

50 lacs = 15 %] [Explanation 2 to section 43(6]] 7.50
: 147.50

Set-off of brought forward business loss of ABC Ltd, (See Notes 2 & 4) (120.00)

Set-off of unabsorbed depreciation under section 32[2) read with section

TLA (See Notes 2 & 4) (18.00)

Set-ofl of unabsorbed capital expenditure under section 35{1)(iv) read

with section 35(4) [See Note 5) (2.00)
_ Business income 750
m . -
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Notes:
1. It s presumed that amatgamation is within the meaning of section 724 of Income-tax Act, 1961,

2. In the case of amalgamation ol companies, the unabsorbed losses and unabsorbed depreciation
of the amalgamating company shall be deemed to be the loss or unabsorbed depreciation of the
amalgamated company for the previous vear in which the amalgamation was effected and such
husiness loss and unabsorbed depreclation shall be carried forward and set-off by the
amalgamated company for a period of 8 years and indefinitely, respectively.

L3

As per section 72A{7), the accumulated loss to be carried forward specifically excludes loss
sustained in g speculative business. Therefore, speculative loss of T 4 lacs of ABC Ltd, cannot be
tarried forward by XYZ Lud.

4,  Section 72{2) provides that where any allowance or part thereol unabsorbed under section
32(2) [i.e, unabsorbed depreciation) or section 35(4) (le, unabsorbed scientific research
capital expenditure) Is to be carrled forward, effect has to be frst glven to brought forward
business losses under section 72

5. Section 35{4) provides that the provisions of section 32(2) relating to unabsorbed depredation
shall apply In relation to deduction allowable under sectiom A5(1)(iv]) in respect of capital
expenditure on scientific research related to the business carried on by the assessee, Therefore,
unabsorbed [.1];;i'fali expenditure on scientific research can be set-off and carnml forward in the
sitne manner as unabsorbed depreciation,

6. ‘The restriction contaimned insection 73 is only regarding set-olf of loss computred in respect ol
speculative business. Such a loss can be set-off only against profits of another speculation
business and not non-speculation business. However, there I8 no restriction under the Income-
tux Act, 1961 regarding set-ofl of normal business losses ggalnst speculative income. Therefyre,
normal business losses can be set-off against profits of a speculative business.

Lomsequently, th.-errz is no loss or allowance to be carricd forward by XYZ L, Lo the FY. 2025-26

Question 5

¥ Ltd, a pharmaceutical company having accumulated losses and unabsorbed depreciation to be set
off in Future for 3 130 lacs and T 250 lacs as on 31.3.2024 was demerged on 16.5.2024 and 30% of ts
total assets were transferrad to the resulting company, &Y Ltd. How shall the accumulated losses anid

unahsorbed depreciation of the demerged company be dealt with in the return for Assessment Year
2025-26 of the resolting company:

(1) When the same are not directly relatahle ro the undertakings transterved and

(1]  When the same are directly relatable to the undertakings transferred

Answer

The aceumulated business loss and unabsorbed depreclation of the demerpged company shall be
catried forward and set off by the resulting company under section 7ZA[4) in the following manner:

(1] Where such loss or unabsorbed depreciation is not directly relatable 1o the undertaking
transferred to the resulting company, such loss shall be apportioned between the demerged

company and the resulting company in the same pigpaertion in which assets of the undertaking
= —
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have been retained by the demerged company and transferred to the resulting company and
shall be allowed to be carried forward and set off in the bands of the demerged company or the
resulting company, as the case may be, In this case, therefore, 30% of ¥ 130 lacs and T 250
lacs, shall be allowed to be carried forward and set off by the resulting company and the
balance by the demerged company.

(ifj Where such loss or unahsorbed depreciation is directly relatable to the undertaking
transferred to the resulting company, the entire loss or unabsorbed depreciation shall be
allowed to be carried forward and set off in the hands of the resulting company. Accordingly, in
such a case, the entire amount of T 130 lacs and 3 250 lacs shall be allowed to be set off in
the hands of the resulting company.

carry Forward & Set-off of Losses in case of Change in Constitution of Firm or
Succession [Section 78] :

Question 6

M/s, JKLM, a firm, consists of four partners namely, |, K, L and M. They shared profits and losses
equally during the year ended 31.3.2024. The assessei business lnss of the firm lor the assessiment
year 2024-25 which it is entitled to carry forward amounts to X 3,60,000, A new deed of partnership
was executed among |, K. L and M on 1.4.2024 in terms of which they agreed to share profits and
losses in the ratio of 15:15:20;50 respectivaly.

Compute the amount of business loss relating to the assessment year 2024-25, which the lirm is
entitled to set off against its business income for the assessment year 2025-26. The business income
of the firm for assessment year 2025-26 15 € 3,230,000, Your answer should be supported by reasons,

Answer

The firm is entitled to set off its brought forward business loss amounting to 3 3,60,000 relating to
the assessment year 2024-25 to the extent of ¥ 3,30,000 against its business income of 3 3,30,000 for
the assessment year 2025-26, as per the provisions of section 72(1).

The balance unabsorbed businass loss of T 30,000 relating to the assessment year 2024-25 will be
cartiod forward to assessment yvear 2026-27,

Section 78(1) which deals with eury forward and set-off of losses [n the case of change in
constitution of firm is applicable only where there is retirement or death of a partner, It is not
applicable to a case where there is a change in the ratio of sharing profits and losses amongst
the existing partners. Therefore, section 78(1) is nol applicable to the case ol M /5. [KLM.

Question 7

X carrying on a business as sole proprictor, died on 31" March, 2025. On his death, the same business
was continned by his legal hejrs, by forming a finn. As on 31 March 2025, a determined business
Inss of R 5 lacs Is to be carried forward under the Income-tax Act, 1961,

Does the firm consisting of all legal heirs of Mr. X, get a right to have this loss adjusted against s
turrent income’
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Answer

Section 78(Z) provides that where a person carrying on any business or profession has been
succeeded in such capacity by another person, otherwise than by inheritance, then, the successor |g
not entitled to carry forward and set-off the loss of the predecessor against his income, This implies
that generally, set-off of business losses should be claimed by the same person who suffered the loss
and the only exception to this provision is when business passes on to another person by inheritance

The facts of rase given in the question are similar to the case CIT v, Madhukant M. Mehta (2001} 247
I'TR 805, where the Supreme Court has held that if the business is succeeded by inheritance, the legal
heirs are entitled to the benefit of carry forward of the loss of the predecessor, Even if the legal
heirs constitute themselves as a partnership firm, the benefit of carry forward and set off of
the loss of the predecessor would be available to the firm.

In this case, the business of X was continued by his legal heirs after his death by constituting a firm.
Hence, exception contained in section 78(2) along with decision of Apex Court, would apply in thig
case. Therefore; the firm is entitled to carry ferward the business loss of ¥ 5 lacs of X

Special Provision ard & of Losses in case of Closely Hel
Companies |Section 79|

i
Question 8

A private limited company bas share capital in the form of cquity share capital The shares were held
up till 314 March, 2023 by four members A, B, L and [} equally. The company made lnsses/ profits for
the past three assessment years as follows:

Unabsorbed Depreclation

Assessment Year Business Loss Total
? 1 3
202122 Nil 15,00,000 15,00,000
202223 il 12,00,000 12,00,000
2023-24 9,000,000 9,000,000 18,000,000
C Total 9,00,000 36,00,000 45,00,000

The above figures have been accepted by the tax dep:inm ent

Buring the previous year ended 31.3.2024, A sold his shares to Y and during the previous year ended
31.3.2025, B sold his shares to Z

The profits for the past two pravieus years are as follows:
3132024 % 18,00,000 (before charging depreciation of £ 9,00,000)
4132025 T 45,00,000 (before charging depreciation of ¥ 7,50,000)

Compute taxable income for AY.2025-26, Workings must form part of your answer.

Answer

A, B, Cand D are the four shareholdars of a private limited company. The shareholding pattern of the
company in the last three financial years are given below
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# B T T S — e e S —_—
Ason 31 day of March | A B ¢ D Y |
- % | % % % % % |
2023 T 25 25 25 : :

2024 ' : 25 25 25 25 S
2025 I - | =z | 2 | 25 | 25 |

soction 79 provides that, in case of a closely held company, no loss Incurred in the previous year shall
he carried forward and set off against the Income of the subsequent previous year unless the shares
carrying at least 51% of the voting power of the company are beneficially held on the lust day of the
previous year in which the loss is sought to be ser off, by the same shareholders, who beneficiaily
held the shares carrying at least 51% of the voting power on the last day of the previous year in
which the loss was Incurred.

Since shareholders holding at Jeast 51% of the voling power are the same in the first and second

year, the restriction imposed by section 79 is not applicable for the second year. Thus, the taxable
income for the assessment year 2024-25 would be:

Particulars 1
Rusiness profit 18,00,000
Less: Current year's depreciation 9,00,000
' 900,000
| Less: Brought forward business Joss [as per section 72(2]] 900,000
Taxable income Nil

Unabsorbed depreciation relating to the earlier assessment years can be carried forward to the nest
assessment year fe., AY. 2025-26, There Is no brought forward business loss and section 79 is not
applicable in case of carry forward of unabsorbed depreciation, Section 32 governs the carry forward
and set off of-depreciation for which the shareholding pattern s not relevant at all. Consequently,
the inceme for AY.2025-26 will be determined as under -

—

Particulars 1 1
Business income 45,000,000
Less: Current year's depreciation 7.50,000
A7 50,0100

Less: Unabsorbed depreciation:

Assessment year 2021-22 15,00.000

Assessment year 2022-23 1.2.00,000

Assessmont year 2023-24 0,00.000 36.00,000
 Taxable Income for A.Y.2025-26 1,50,000

Undisclosed Income found in Search and Survey [Section 79A]

Question 9
Consequent to search under section 132 in the premises of Mr. Ajoy Verma, the Assessing Officer has

1
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in his possession, cash of ¥ 160 lakhs, which has not been recorded in the books of account and othey
documents maintained In the normal course of business, Mr. Afay Verma is engaged in Jewellery
husiness and his hrought forward business loss relating to AY. 2022-23 was T 90 lakhs and
unabsorbed depreciation relating to that year was 1 30 lakhs, He wants to set-off the brought
forward business loss and unabsorbed depreciation against income of ¥ 160 lakhs, represented in
the form af undisclosed money discovered during search. Can he do so? Examine.

Answer

No, he cannot do so. As per section 79A, no loss (whether brought forward or otherwise) or
unabsorbed depreciation under section 32(2) can be set-ofl against undisclosed income
included in the total income of any previous year of an assessee consequent Lo, inter alia, a search
under section 132, while computing his total income for such previous year.

Accordingly, In this case, Mr. Ajay Verma cannot set-off the brought forward business loss of € 90
lakhs and unabsorbed depreciation of T 30 lakhs against the undisclosed income of T 160 lakhs
Included in his total income consequent to search u/fs 1324
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CHAPTER -7
Deductions under Chapter VI-A and Section 10AA

m
Eﬂmgnt,ﬂlnwstment hased Deductions

Question 1
My, Srinivasan, aged 61 yvears, furnishes the following particulars for the year ending 31.03.2025:

(a) Life Insurance Premium paid = 2 15,000, actual capital sum of the policy assured for ¥ 1,40,000,
The insurance policy was taken on 31.03.2012;

(b) Contribudon to Public Provident Fund - T 40,000 in the name of father;

{c) Taition fee payment - T 8,000 each for 2 sons pursuing full time graduation course in Calcutta;
Tuition fee for daughter pursuing PHD in Kellogg University, USA -3 250 Lacs;

(d) Housing loan principal repayment — 3 32,000 to Axis Bank. This property is under construction
at Calcutta as on 31.03.2025;

(e) Principal repayment of housing loan taken from a relative — T 70,000, The property Is sell-
occupied situated at Muneg;

(] Deposit under Senior Citizens Savings Scheme - 3 15,000;

(g] Five-year deposits in an account under £ost Office Time Deposit Scheme - 3 50,000
(b} Investmient in National Savings Certificate — 3 70,000;

ompute the deduction eligible under appropriste provisions of section 84C,

Answer
Computation of ellgible deduction under-section 80C
Particulars 1
Life Insurance Premium (See Note 1) ' 15,000
Contribution to Public Provident fund (See Note Z) Nil
Tuttion fee of 2 sons for graduation course [See Note 3) T 16,000
Housing loan principal repayment (See Notes 4 & 5) il
Senior Citizen Savings Scheme doposit (See Note 6) 15,000
Post Office Time Deposit Scheme (See Note 6) 50,000
Investment in National Savings Certificate 70,000
Total Investment 1,66,000
Eligible deduction under section BOC restricted to 1,50,000
Notes:

L, Any amount of llfe insurance premium paid in excess of the epecified percentage of actual capltal
sum assured shall be ignored for the purpose of deduction under section 80C. In the given case,
since the insurance policy has been issued before 1042012, therefore, premium paid upto 200
of actual capital sum assured i, ¥ 28,000 shall be allowed as deduction. Hence, the premium of
T 15,000 paid during the vear is allowable as deduction under section BOC,

Z.  In the case of an individual, contribution to PPF can be made in his name or In the name of his
L
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spouse or children to qualify for deduction under section 80C. As the contribution was made
in the name of his father, deduction is not allowable.

3. Tuition fee paid is eligible for deduction under section 80C for a maximum of two children,
Therefore, T 16,000 shall be allowed as deduction. Tuition fee paid to an educationa)
institution situated outside India is not eligible for deduction,

4, In order to daim the principal repayment on loan borrowed for house property as deduction,
the construction of such property should have been completed. In the given case, since the
property Is under construction, principal repayment does not qualify for deduction,

5. Repayment of principal on housing loan is not allowed as deduction In case the loan is borrowed
from friends, relatives etc. In order to gualify for deduction, the loan should have been obtained
from Central Government / State Government / bank / specified employer / Institution.

6. The following investments are also eligible for deduction under section B0
(1) five year time deposit in an account under Past Office Time Deposit Hules, 1981; and
(2] depositinan account under the Senior Citizens Savings Scheme Rules, 2004.

Question 2

The hasic sslary of Mr. Arjun is T 100,000 pm. He is entitled to dearness allowance, which is 40% of
Lusic salavy. 50% of dearness allowance forms part of pay for retirement benefits. Both Mr. Arjun
and his employer contribute 15% of hasic salary to the pension scheme referred (o in section BOCCD,
Examine tay treatment In respect of such contribution in hands of Mr. Arjun assuming that he opted
out of the default tax regime under section 1158AC,

Answer

Tax treatment in the hands of Mr. Arjun in respect of employer's and own contribution to
pension scheme referred Lo In section BOCCD

(] Employer's contribution to Such pensien scheme would be treated as salary since it Is
specifically included in the definition of "salary” under sectlon 17(1)(vili). Thercfore, T 1,80,000,
being 15% of basic salary of ¥ 12,00,000, will be inclhuded In My, Arjun’s salary.

[h) Mr. Arjun’s contribution to pension scheme is allowable as deduction u/s BOCCD(1). However,
deduction Ls restricted o 10% of salary. Salory, for this purpose, means basic pay plus dearness
allowanee, if it forms part of pay, Therefore, deduction u/s BOCCD for Mr. Arjun would he -

Particulars 1 I
Basic salary = ¥ 1,00,000 = 12 = 12,00,000 |
Dearness allowance = 40% of ¥ 12,00,000 = T 4,650,000
50% of Dearness Allowance forms part of pay = 50% of T 4,80,000 240,000
Salary for the purpose of deduction under section 80CCD 14:-% 0,000
Deduction u/s B0CCD[1) is restricted to 10% of T 14,400,000 (as against actual
contribution of 3 1,580,000, heing 15% of basic salary of 2 12,00,000) 144,000
As per section BOCCD(1B), a further deduction of upto 50,000 is allowable. .
Therefore, deduction u/s BOCCD{1B) is T 36,000 (T 1,80,000 - ¥ 1,44,000), 36,000
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1 1.44,000 is allowable as deduction u/s B0CCD(1), This would be taken into conslderation and
he subject to the overall limit of £ 1,50,000 u/s BOCCE. ¥ 36,000 allowable as deduction u/s
BOCCD1E) is outside the overall limit of T 1,50,000 ufs BOCCE,

In the alternative, T 50,000 can be claimed as deduction u/s BOCCD{18). The balance T 1.30,000
(% 1,80,000 - T 50,000) can be glaimed as deduction u/s BOCCD{ 1),

Employer's contribution to pension scheme would be allowable as deduction u/s BOCCD(2),
subject to a maximum of 10% of salary. Therefore, deduction u/s 80CCD(2), would also be
restricted to  1,44,000, even though entire employer’s contribution of ¥ 1,80,000 is Included
in salary w/fs 17(1)(viii). However, this deduction of employer's contributlon of ¥ 1,44,000 to
pension scheme would be outside the overall limit of t 1,50,000 u/s 80CCE |.e, this deduction
would be over and above the other deductions which are subject to the limit of % 1,50,000.

Question 3

Mr. Ravi, aged 45 years, paid medical insurance premium of 3 22,000 during the year to Insure his
health as well as the health of his spouse. He also paid medical insurance premium of ¥ 47,000 during
the year to (nsure the health of his father, aged 65 years, who is not dependant on him. He
contributed ¥ 4,600 to Central Government Health Scheme during the year. Tie has incurred T 3,000
in cash on preventive health check-up of himself and his spouse and 1 4,500 by cheque on preventive
health check-up of his father. Compute the déduction allowable under sectlon S01.

Answer
Deduction allowable under section 80D
- - Actual Maximuin
Particulars Payment T | deduction
allowable 1
A | Premium paid and nmd;;:dl I expenditure in curred for self —
and spouse
| fi] | Medical insurance premium paid for sell and spouse 22,000 22,000
{i1) | Contribution to CGHS 4,600 3.000
(iii) | Exp. on preventive health check-up of sell & spouse E.Dﬂ[l. il
29,600 | 25,000
B. | Premium paid and medical expenditure incurred for father, _
who is a senlor citizen
(i) | Mediclaim premium paid for father, who is over 60 years of age 47,000 47,000
(1] | Expenditure on preventive health check-up of father 500 3.000
51,500 50,000
i Total deduction under section BOD (T 25,000 + 50,000) | 75,000
Notes:

(1) The total deduction under AfH), (1) and (1il) above should nut exceed T 25,000, Therefore, the

contribution to CGSH would be restricted o T 3,000 (3 25,000 - € 22,000) and expenditure on

i
—
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preventive health check-up for sell and spouse would be Nil (T 25,000 -T 22,000 - ¥ 3,000).

(2} The total deduction under B. (i) and () above should not exceed T 50,000, Therefore, the

expenditure on preventive health check-up for father would be restricted to 1 3,000, being (3
50,000 - 3 47,000).

(3] Inthis case, total deduction allowed on aceount of expenditure on preventive health check-up of
sell, spouse and father is 3,000, which is less than the maximum permissible limit of ¥ 5,000,

Question 4

The following are the particulars relating to Mr. Arun, Mr. Barun, Mr. Chetan and Mr. Dinesh, salaried
individuals, lor AY2025-26 -

Particulars Mr. Arun Mr. Barun Mr. Chetan Mr. Dinesh
Amount of loan taken Eia-ﬁkhs H_hﬁff;-lékhs 220 lakhs 212 lakls |
| Loan taken from HFC Deposit taking | Deposit taking | Public sector
NBEC NBFC hank
Date of sanction of loan 142021 142020 142020 30.3.2019
. Date of disbursement ofloan | 152021 | 152020 | 152020 | 152019
; Purpase of loan _Acqur.tlu an of H:ﬁuﬂiuun of | Purchase of Purchase of

residential house | residential house! electric vehicle | electric vehicle
property tor selt- | property tor S{']fv!f{ﬂ' personal useltor personasl use

| peeupation occupation
Stamp duty value of house | 45 lakhs % 48 lakhs 1
| property
Cost of electric vehicle - s 1 22 lakhs 1 IH lakhs il
Rate of [nterest B 2% p.a. -‘J% pa. N 10% p.a lﬂ% p.;_

Compute the amount of deduction, U any, allowable under the provisions of the Income-tax Acl, 1961
for AY 2025-26 in the hands of Mr, Arun, Mr. Barun, Mr. Chetan and Mr. Dinesh. Assume that there
s been no principal repayment in respect of any of the above loans upto 31.3.2025.

Answer

Pal'tic;]ars E §

e —— o

Mr. Arun
Interest deduction

(i} Deduction allowable while computing income under the head "Income
from house property”

Deduction u/s 24(h] T 387,000 [T 43,00,000 = 9%]
Restricted to 200,000
(ii) Deduction under Chapter VI-A from Gross Total Income
Deduction u/s B0EEA T 187,000 (% 387,000~ % 2,00,000)
Restricted to ©L50,000
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T

Fﬁtr. Barun
mterest deduction
(i) Deduction allowable while computing income under the head "Income
from house property”
Deduction u/s 24{b) T 4,05,000[% 45,00,000 = 9%
Restricted to 2,00,000
(i) Deduction under Chapter VI-A
Deduction u/s BOEEA ks not permissible sinee:
(1} loanis taken from NBFC
(ii] stamp duty value exceeds T 45 lakh, |

Deduction under secton BOEEA would not be permissible due to either Nil
vintation listed above.

Mr. Chetan

pDeduction under Chapter VI-A

peduction u/s SBOERR for interest payable on loan taken for purchase of electric 1,50,000

vehicle [2 20 lakhs x 10% = T 2,00.000, restricted to ¥ 1,50,000, baing the maximum
permissible deduction]

Mr. Dinesh

peduction under Chapter VI-A
Deduction u/s BOEEB is not permissible since loan was sanctioned before 1.4.2019. Nil

(Question 5

Mr, Arjun aged 45 years, has gross total income of T BRE5,000 comprising of income from salary and
house property, He has maide the following payments and investments:

(i} Premium pald to Insure the lfe of her major davghter [pnliq, taken an 1.4.2019) [;‘kaﬂnrﬂd
value T 1,80,000) - X 28,000

(ii] Medical Insurance premium for self - T 14,000; Spouse - % 15,000

(i) Donation toa public charitable institution registered under B0G 3 50,000 by way of cheque
[iv] LIC Pension Fund - % 60,000

[v] Donation to National Children's Fund -3 25,000 by way of cheque

[vi} Donationto 'M CARES Fund - % 10,000 by way of cheque

| (vii} Donation to Prime Minister’s Drought Relief Fund - T 25,000 by way of cheque

l. (viif) Donatlon to approved Institution for promotion of family planning - T 40,000 by way of cheque
(ix) Depositin PPF - 1,20,000

Compute the total Income of Mr. Arjun i he exercises the option ol shifting out of the default tax
ICEIme.

Answer
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-mm
Computation of Total Income of Mr. Arjun

E

w7

Particulars T T
Gross Total Income = B*BE.E}-H'IF
Less: Deduction under section BOC
Deposit in PPF 1,20,000
Life insurance premium paid for insurance of major daughter
(Maximum 10% of the assured value 1,80,000, as the policy
Is taken after 31.3.2012) 18.000
1,38,000
Detuction u/s BOCCC in respect of LIC pension fund 0,000
| 1,98,000
As per section BOCCE, deduction uyfs BOT & BOCCC |5 restricted to L0000
Deduction under section 80D
Medleal Insurance premlum in respect of self and spouse 259,000
Restricted to 25,000
Deduction under section 806G (See Working Note below) 103,000
Total income B 6,07,000
Working Note: Computation of deduction under section 806
Particulars of donation Amount % of deduction . Il';miimn :
donated (¥) | u/s 806G ()
[i-]. National Ehlldr_e;;E'Tu nid 1i 25,000 ' T Eﬁﬂ‘ﬂﬂ_
{1l M Cares Fund 10,000 1005 10,0010
() | Prime Minister's Drought Relief Fund 25,000 ' 50% 12,500
(iv] | Approved institution for promotion of 40,000 100%, subject to 40,000
family planning cpualifying limit
v Fuhlic Charitable Trust 50,000 50% subject to
gualifying limit |
(See Note below) | 15,500
I - 1,03,000

Note - Adjusted total income = Gross Total Income - Amount of deductions under section 80C to 50U

except section BOG Le., 1 7,10,000, in this case.

T 71,000, being 10% of adjusted total income is the qualifying limit, in this case,

Firstly, donation of ¥ 40,000 to approved instiution for family planning qualifying for 100%
deduction subject to qualifying limit, has to be adjusted against this amount. Therealter, donation Lo
public charitable trust qualifying for 50% deduction, subject te qualifylng llmit is adjusted. Hence, the
contribution of T 50,000 to public charitable trust s restricted to T 31,000 (being 1 71,000 - %
40,000), 50% of which would be deduction under section 80G. Therefore, deduction under section
BOG in respect of donation to public charitable trust would be 315,500, which Is 504 of 31,000,
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P
ﬂueﬂﬂﬂﬂ b

from the following details, compute the total income of Mr. A, Mr. B and Mr. C for AY.2025-26 11 they
syareise the option of shifting out of the default tax regime:

= Particulars Mr. A Mr. B Mr. C
E 3 3

ol Salary (computed) 9,25,000 1045000 | 11,15000

ﬁ]_— Interest income [on fixed deposits) 75,000 45,000 65,000

The particulars of their other investments/payments made during year are given hereunder;

il Particulars t
f ﬁ]_ Depaosit in Public Provident Fund (PPF) by Mr. A o - 150,000
| (#) | Life insurance premiom paid by Mr. C, the detalls of which are as follows -
" Date of policy | Person insured |Actual capital sum|  premium paid

| assured (¥)  |during 202425 (%)

31/3/2012 Self 148,000 15,000

‘ 11/6/2017 Spouse 125,000 15,000

| 3177208 Handicapped son 2,00,000 32,000

| (80U disability)

.:‘3} Fa]rment of medical msnram:r.premmm by the following persons to

' insure their health:
Payer Amount in 3 Made of payment
Mr. A (aged 55 years) 30,000 Account payee cheque
Mr. B [aged 52 years) 15,000 Cash
Mr. C {aged 48 years) 20,000 Crossed chegue

(4} | Mr. B paid interest on loan taken for the purchase of house in which he

currently resides. He 1 claiming benefit of self-occupation under section 23(2) 2.20,000 |

in vespect of this house. He does not own any other house. [Assume Section

BOEEA conditions are not fulfilled)

Repayment of principal amount of loan taken for purchase of the said house 170,000
(3) | Comtribution by Mr. A by cheque to National Children's Fund during the year. 30,000
L6) | Mr. B makes the following donations during the year:

Donation to BIP by vrossied chegue s0.000

Donation to Electoral trust by cash 30,000 |
Answer

Computation of total income
B Particulars Mr. A Mr. B Mr. C
S T t

| | Salary ' - 625000 | 1045000  11,15,000

m
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Income from house property [See Note 4] [ 2,00,000)
Ineome from other sources (Interest) 75,000 5,000 95,000
(A) | Gross total income 10,00,000 9,30,000 | 12,10,000
Less: Deductions nnder Chapter VI-A
Under section 80C
Deposit in PPF [See Note 3] 1,50,000
LIC premium pald [See Note 1] R7.500
Principal repayment of housing loan 1,50,000
(restricted to T 1,50,000) [Sce Note 4]
Under sectivn 80D
Medical insurance premium [See Note 2] 25,000 il 20,000
Under section 806G
Contribution to National Children's Fund 30,000
|See Note 5]
Under section BOGGC [See Note 6]
Donation to B]P by crossed chegue 50,000
. Cash donation to Blectoral Trust Wil
(B) | Total deduction under Chapter VI-A ~ 205000 200000] 77,500
[_l.'."] _ Total Income (A) - [B) .. T.‘Jﬁ.lil][l'l__. r .':'Ih {H]ll'l | m:..'i?ﬂ_
Notes:
(1) | Deduction u/s BOC in respect of life insurance premium paid by Mr. C -

3

Deductions under Chapter VI-A and Section 1044

(2)

Date of issue | Person insured Actual Premium | Restricted | Deduction
of policy capital sum | Pald during | to % of sum /s B0OC
] assured the year assured
31 /572012 Sell 148,000 15,000 20 15,000 |
11/6/2017 Spouse | 125,000 15,000 0% | 12,500
/772018 | Handicapped Son 2,000,000 32.000 15% 30,000
Total - | s7so0
Medical Insurance Premium

(1 Medical insurance premium of £ 30,000 paid by account payee cheque by Mr. 4 s
allowed as 3 deduction under section 80D, subject to a maximum of T 25,000.

{if) Medical insurance premivm pald by cash Is not allowable as deduction. Hence, Mr. B s |
nat eligible for deduction under section BOD in respect of medical insurance premium ol |
% 15,000 paid in cash.

(i) Mr. C ls eligible for deductlon of T 20,000 under section BOD In respect of medical
insurance premium paid by crmwd LhEL],LIL

(3)

The maximum amount eligible for deduction under section 80C shall not exceed 1, all, H{HI

Mr. A would be eligible for deduction of T 1,50,000 in respect of PPF under section BOC

et e S ————
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(4) | Deduction in respect of interest and principal repayment of housing loan

Mr. B is eligible fora maximum deduction of ¥ 2,00,000 under section 24 in respect of interest
on housing loan taken in respect of a self-occupled property, for which he is claiming benefit
of "Nil* annual value, Therefore, ¥ 2,00,000 would represent his loss from house property.
Further, the maximum amount eligible for deduction under section 80C should not exceed T
1,50,000. Since, Mr. B has no other investment under section 80C, he would be eligible for
deduction of 2 1,50,000 In respect of principal repayment of housing ng | loan,

[5] Contribution to National Children’s Fund qualifies for 100% deduction under section 8O0,
Therefore, Mr. A Is entitled to 100% deduction of the sum of ¥ 30,000 contributed by him by
way of :heque to National Children’s Fund.

o gy — e

l_’ﬁ] Mr.Bis Ellnthlc for deduction under section BOGGC in respect of donation to a palitical party
made otherwise than by way of cash. However, cash donations to electoral trust do not
yualify for deduction under section BOGGC.

Income based Deductions

Question 7

¥ Ltd, has two units, unit ‘N and unit "Y' Unit 'N' engaged in the business of power generation
installed a windmill in March, 2016 and had a profit of ¥ 100 lakhs in AY. 2025-26. X Lid, claimed
depreciation of £ 120 lakhs on windmill against the profit of T 100 lakhs from power generation
husiness which was eligible for deduction under sechion BO-14, Unit 'Y, engaged m manylacturing of
wires, non-ellgible business, had a profit of T 70 lakhs for ALY, 2025-26,

The loss of T 20 lakhs, 1.4, balance depresiation not set off pertaining to unit 'N° was set-oll against
the profits of unit "Y' carrving on non-eligible business, by assesses, X Ltd, The Assessing Officer was
of the view that depreciation relating to a business eligible for deduction under section 80 -IA cannot
be set-off against non-eligible business income. Hence, unabsorbed depreciation should be carried
forward to subsequent year to be set off against eligible business income of the assessee of that year.

Examine the correctiess of the actlon ol the Assessing Officer,

Answer

In CIT v. Swarnagirl Wire Insulations Pvr. Lid, [2012) 349 ITR 245, the Karnataks High Court
nbeerved that it is a generally accepted prinelple that the deeming provision of a particular section
cannot be breathed into another section, Therefore, the deeming provision contalned in section Hi-
tA[5) cannot override the provisions of section 70{1].

in this case, X Ltd, had incurred Joss in eligible business (power generation) on account of claiming
depreciation of € 120 lakhs. Hence, section 80-14 becomes insignificant, sinee there 15 no profit from
which this deduction can be claimed.

It 15, thereafter, that section 70[1) comes into play, whereby an assessee 15 entitled to set off lnsses
from one source against income from another source under same head ol income. Accordingly. X Lid.
is entitled to henefit of set off of loss of ¥ 20 lakhs (representing balance depreciation not set-olf]
pertaining to Unit N engaged in eligible business of power generation against profit of 3 70 lakhs
ﬂfl.'.l'nil;YEa ing on noi- -eligible business. Therefore, net profis of T 50 lakhs would he axahle.
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However, once set-off is allowed under section 70(1) against income from another source under the
same head, 3 deduction to such extent is not possible in any subsequent assessment year iq,
the loss [arising on account of balance depreciation of eligible business) so set-ofl umider sactigg
J0[1) has to be first deducted while computing profits eligible for deduction under section BO-1A |y
the subsequent year. Accordingly, in the AY.2025-26, the net profits of Unit N has to be reduced by ¢
20 lacs for computing the profits eligible for deduction under section 80-1A in that year,

The action ol the Assessing Officer in not permitting set-off of loss of eligible business agains
profits of non-eligible business in this case Is, therefore, not correct.

Question H

Alpha Ltd. is enpaged in commercial production of mineral oil. It claimed deduction under section Bo-
IB in respect of profits and gains derfved by it from such business, Including rransport subsidy,
Interest subsidy and power subsidy recelved from Government. The Assessing Officer disallowed the
deduction in respect of these three subsidies contending that such subsidies were not “derived” from
business of commercial production of mineral ol but belonged to category of andllary profits and
hence do not qualify for deduction u/s 80-1B. Discuss the correctness of action of Assessing Officer,

Answer s

The 1wgue under consideration in this case is whether transport subsidy, interest subsidy and power
zuhsidy recéived from the Government can be weared as profits derived from business or
undertaking to quakify for deduction under section B0-1H.

This fssue came up belore the Supreme Court in CIT v. Meghalaya Steels Lud, (2016) 383 I'TH 217,
wherein It was ohserved that an important tést to determine whether the profits and gains are
derived from business or an undertaking is thu there should be a direct nexus between such profits
and gains and the undertaking or business. Such nexus should not be only incdental. The profits and
gains referred 1o in section 80-1B has reference to net profit, which can be calculated by deducting
from the sale price of an article, all elements of cost which go Into manufecturing or selling It Thus,
the profits arrived at alter deducting manufacturing costs and :-.‘EHL.‘;‘IE costs reimbursed to the
dssessee by the Government, |s the profits and galns derived from the husiness of the assessec.

The Supreme Court observed that section 28(ilih) specifically states that income from cash
issistance, by whatever name called, received or receivable by any person against exports under any
seheme of the Government of India, will be income chargeable to income-tax under the head "Profits
and pains of business or profession”. The Apex Court further observed that il cash assistance
received or receivable ngainst exports schemes are being included as income under the head “Profits
aml gains of business or profession”, subsidies which go to reimbursement of cost in the production
of goods of a particular business would also have to be Included under the head “Profits and gains of
business or profession”, and not under the head "lncome from other sources”.

Accordingly, Supreme Court held that transport subsidy, interest subsidy and power subsidy from
Government were revenug receipts which were reimbursed to assessee for elements of cost relating
to manufacture or sale of their products: Therefore, there is a direéct nexus between profits and gains
of business, and reimbursement of such subsidies, The subsidies were only in order to reimburse,
whally or partially, costs actually incurred by assessee in manufacturing and selling of its products.

e e —————————————
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ﬁ
Aoplying the rationale of the Supreme Court ruling in the above case, the action of the Assessing
pfficer in not allowing deduction under section B0-1B in respect of transport subsidy, interest
subsidy and power subsidy received by Alpha Ltd. from the Government, Is not correct.

uueslinn 9

voteh Ltd, engaged in development of housing projects, filed its return of income for AY.2025-26
datming deduction of ¥ 40 lakhs under section 80-IBA. The return was selected for serutiny. In the
secpssment, a sum of 1 18 lakhs, being 30% of ¥ 60 lakhs, towards sub-contract payment was
disallowed for non-deduction of tax at source by invoking section 40(a){ia). The Assessing Officer,
however, limited the deduction under section B0-1BA to the orlginal amount claimed by Hutch Lid.
Hutch Ltd contended that it was eligible for a higher deduction of 1 58 lakhs under section 80-[BA
consequent to disallowance under section 40{a)(ia). Examine correctness of contention of Hutch Lud

Answer

The issue under consideration in this case Is whether the increase in gross total income on account of
disallowance of expenditure under section 40(a)(1a) can be considered for the purpese of deduction
under section B0-1HA,

The Bombay High Court, in CIT v, Sunil Vishwambharnath Tiwarl (2016) 388 1TR 630, observed that
if on gecount of non-deduction of tax at source by a company, expenses have been disallowed under
sectiun 40({a)(ia) which goes Lo increase the income chargeable under the head Profits and paing of
hisingss or profession’, such enhanced Income becomes eligible for deduction as profit-linked
deduction under Chapter VI-A 15 with reference to an ussessee’s gross total income.

The High Court held that the company i entitled to claim profit-linked deduction under Chapter VI-A
in respect of the enhanced gross total income as a consequence of disallowance of expenditure under
section 40(a)(ia),

Further, the CBDT has, In its Clreular o, 3772016 dated 2112016, menticnzd that the courts have
generally held that if the expenditure disallowed is related to the business 2ctivity against which the
Chapter VI-A deduction has been claimed, the deduction needs to be allowed on the enhunced profits.
Thus, the settled position is that the disallowances made under, inter alia, section 40(z] (ia], relating
to the business activity against which the Chapter VI-A deduction has been claimed, result in
enhancement of the profits of the cligible business, and that deduction under Chapter VI-A s
atdmissible an the profits so enhanced by the disallowance,

Accordingly, applying the rationale of the Bombay High Court ruling and CBDT Circular in this regard
to the facts of this case, Huteh Ltd, would be entitled to claim deduction under section B0-1BA in
respect of the enhanced profits of T 58 lakhs, consequent to disallowance under section 40{a)(1a).

Question 10

ABC 1td, a developer, is engaged in the business of developing of Special Economic Zones, notified on
or after 12 April 2005 under the SEZ Act, 2005, It was established in the previous year 2016-17. It
had exercised its option for claiming deduction under section 80-[AB from the Assessiment Year

2021-22 Tt recolved the following incomes during the previous year 2024-25:
i
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< ==
Income from the malntenance of SEZ 15040000
Income from lease rent from letting out of buildings and other amenities in SEZ T 14,25,000

Interest received from bank deposits (from the refundable security deposits | % 9,50,000
received from lessees)

(1)  Caleulate the amount of deduction availahle to ABC Lid. for the A Y. 2025-26.

(2)  On 19 April, 2025, it transferred the operation and maintenance of the SEZ to another
company, DEF Ltd. Now, DEF Ltd. wants to claim deduction under section B0-1AB In respect of

the income derived from such maintenance of SEZ as was available for ABC Ltd, Comment
whether the contention of DEF Ltd.- is valid in baw,

Answer

Since ABC Lid, a developer, Is engaped In the business of developing an SEZ, notified on or after
LA4ZD05, it is eligible for a deduction of 1009 of profits and gains derived by it from anv business of
developing a SEZ for 10 consecutive assessment years out of 15 assessment years beginning from the
yeir in which the 5EZ has boen notified by the Central Government,

ABC Lrd. has exercised its option for claiming deduction ufs B0-IAB from AY. 2021-22. Therefore, it
% eligible to claim 100% deduction in the AY, 2025-25, being the 5% consecutive assessment year,

i} Amountof deductiop available to ARC Led.

~ Particulars X
50,40,000
Income trom lease rent from letting out of buildings and other amenities in SEZ | 14,25,000

[As per CBDT Circutar No. 16/2017 dated 25.04.2017, income [rom letting out
of premises/developed space along with other facilities in an SEZ is raxable
under 'PGEPY. Hence, considered for deduction u/s S0-1AB)

Interest recelved from bank deposits il
[not taxable under PGBP". Hence, not considered for deduction u/s H0-1AB)

Income trom the malntenance of SEZ

H4.65,000
Deduction u/s B0-IAB [100% ol profits derived from business] 64,65,000

2}y As per section 80-1AR, If an undertaking, being a Developoer Le, ABC Ltd,, in the present case,
who develops a SEZ on or after 1.4.2005, transfers the operation and maintenance of such SEZ
e another Developer Le, DEF Ltd., the deduction shall be allowed to DEF Ltd. for the remaining
period as if the operation and maintenance were not so transferred to the DEF Ltd.

Hence, DEF Ltd. can claim deduction u/s 80-1AB for the remaining peviod.

Question 11

A [P) Led. was incorporated on 1.4.2021 and it holds a certificate of eligible business from the
notified IMBC. It is engaged in innovation of new products,

Its total turnover and profits and gains from such business for the P.Y.2021-22 to P.Y.2030-31 are as
foallovws: '
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P
Carticulars| PY. | PY. p.'.r.'| PY. | PY. | PY. | PY. | PY. [ PY.| PY.
2021- | 2022- | 2023- | 2024- | 2025- | 2026- | 2027- | 2028- |2029-| 2030-

22 23 24 | 25 26 27 28 29 | 30 31

e

(¥ in croves)

Toml | 65.42 | 6836 | 7021 | 7272 | 7495 | 73.52 | 74.68 7251 | 68.42 | 6652
|

furnover

e

orofits/ | (5.52) | (#37) | (252) | 1813 | 19.87 | 17.59 1942 | 1856 | 1652 | 15.53
losses

P

15 A () Ltd. eligible for any tax benefit under the provisions of the Income-tax Act, 1961 for AY.
2(25-267 If yes, what is the benefit available?

Answer

A(P) Lid, is an eligible start-up, since -
{1} itis a company angaged in eligible business of innovation of new products,
[2) Itisincorporated during the period 14207610 31.3.2025.

(3} Its total turnover does not exceed 1 100 crores In the relevant previous years for which
deduction can be daimed,

(4) It holds a certificate of eligible husiness from the notified IMBC

Therefore, A [P) Lud, belng an eligible start-up, is eligible for deduction under section BO-JAC of
100% of the profits and gains derived by it from an eligible business for any three conseculive
assessment years out of ten years beginning from the year in which the eligible start up is
incorporated e, PY.2021-22,

In the first, second year and third year e, PY.2021-22, PY.2022-23 and PY. 2023-24. A (P) Led. has
ineurred a loss, In the current previous year Le., [WY.2024-25, A (P] Lud. has earned profits from
eligible business and can hence, claim 1008 of its profits as deduction for any three consecotive
assessTENt years under section BU-IAL from the P.Y.2024-25 to PY.2030-31, However, for P.Y.Z024-
25, the profits ellgible for deduction would be the profits after set-off of brought forward losses ol
PY2021.22 PY. 2022-23 and P.Y. 2023-24. On account of set-off of brought forward losses (rom
current year profit, the profits dligible for deduction under section B0-1AC would be Tower Lhan the
profits eligible for deduction in {he said section in the succeeding assessment years. Thos, it would be
benieficial for A (P) Ltd. to opt for deduction under section 8(-IAC for three consecutive assessment
vears beginning from AY.2026-27 1o AY.2028-19.

Question 12

Mr. Vilas has commenced the business of manufacture of computers on 1.4.2024, He employed 420
new employees during the P.Y.2024-25, the details of whom are as follows -

. No. of Dateof | _l.l-l_}gulﬂrj{:uﬁunl Total mnntll_l}r emoluments
employees employment per employee (%)
(1] - 75 | 14,2024 1 Regular 24,000

M
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Deductions under Chapter VI-A and Section 10A 4

(ii) _ 125 1.5.2024 Regular 26,000
fiif) 120 1.7.2024 Casual 24,500
_[lv} 100 1.9.2024 Repular 24,000

The regular employees participate In recognized provident fund while the casual employees do not,
Compute the deduction, if any, available to Mr. Vikas for AY.2025-26, if the profits and gains derived
from manufacture of computers that year s ¥ 90 lakhs and his total turnover is ¥ 10.16 crores.

What would be your answer if Mr. Vikas has commenced the business of manufacture of footwear on
1.4.20247

Answer

Mr. Vikas is eligible for deduction under section 80]JAA since he is subject to tax audit under section
#4AB, and he has employed "addltional employees” during the vear,

I 1f Mr. Vikas is engaged in the business of manufacture of computers

Additlanal employee cost = 1 24000 = 12 « 75 [See Worling Note below] = © 2,16,00,000
Deduction under sectlon BOJJAA = 30% of T 2,16,00,000 = T 64,680,000,

Waorking Note;
Number of additional employees
r "~ Particulars v [ wo.of workmen
Total number of n.mfblr.:};r-:-_rm nmpluy;d_ﬂuriug the yvear o -iél‘.-] 1
Less: tasual employees employed on 172024 who do not participate | 120
in recognized provident fund
Regular employees employed on 1.5.2024, since their total | 125
monthly emoluments exceed € 25,000
Regular employees employed on 192024 since they have been |
employed for less than 240 days in the P.Y 2024-25. * 100 27K,
Number of "additional employees” ' 75

Notes -

(1] Since casual employees do not participate in recognized provident fund, they do not qualify
is additionul employess. Further, 125 regular employees emploved on 152024 also do not
ualily as additional employees since their monthly emoluments exceed ¥ 25,000, Also, 100
regular employees employed on 1.9.2024 do not qualify as additlonal employees for the year,
since they are employed for less than 240 days [n that year.

Therefore, only 75 vmployees employed on 1.4.2024 qualify as additional employees, and the
total emoluments pald or payable to them during the year is deemed to be the additional
employee cost.

[li} As regards 100 regular employees employed on 1.9.2024, they would be treated as additional
employees for previous year 2025-26, it they continue to be employees in that vear for a
minimum period of 240 days. Accordingly, 30% ol additional employee cost [n respict of such

employees would be allowable as deduction under section BOJJAA in the hands of Mr, Vikas
for the AY. 2026-27.
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| Peductions under Chapter VI-A and Section 10AA

i 1Mr. Vikas is engaged in the busingss of manufacture of footwear

If Mr, Vikas is engaged In the business of manufacture of footwear, then, he would be entitled to
deduction under section BOJJAA in respect of employee cost of regular emplovees smployed on
1.9.2024, since they have been employed for more than 150 days in the previous year 2024-25.
Additional employee cost = 3 2,16,00,000 + T 24,000 = 7 = 100 = T 3,84,00,000 Deduction under
section BUJ[AA = 30% of ¥ 3,84,00,000 =T 1,15,20,000

Section 10AA - SEZ

Question 13
ABC Ltd, furnishes you the I’nlluwlcng information for the vear ended 31.3.2025;
~ Particulars - 1 (inlacs) |

[ Potal turnover of Unit A Inmied in Special Economic Zone | - - 120

Profit nf tlm husiness of Unit A 45 I
Export turnaver of Unit A B

Tatal turnuver of Unit 3 Eur:ali.d in Dnme:—‘-nl: Taridt .ﬁirea (DTA) 225

Profit of the Imsmi:ss of UnitB 15 Tl

Compute deductlon under section 10AA for the AY, 2025-26, assuming that ABC Ltd. commenced
operations in SEZ and DTA in the year 2019-20,

Answer

50% of the profit derived from export of articles or things or services is efigible for deduction under
section 10AA, since F.Y.2024-25 is the sixth year commencing (rom the year of manuficture or
production of articles or things or pravision of services by the Unit in SEZ. As per section 10AA[7),
the profit derived [rom export of articles or things or services shall be the amount which bears to the
profits of the business ol the undertaking, being the Unit, the same proportion as the export turnever
in respect of articles or things or services bears to the total turnover of the business carried on by the
undertaking,

Deduction under seetion 1044

Export Turnover of Unit A
Total Turnover of Unit A

= Profit of the business of Unit A x- X 505,

2 60 Lacs
=345 Lacs X5 % 5l =¥ 11.25 Lacs

R 120 Lacs
Note - No deduction under section 10AA s allowable in respect of profits of business of Unit B
located in DTA.

Question 14
Rudra Lud. has one unit at Special Economic Zone (SEE) and other unit at Domestic Tariff Area (DTA)

]
B e
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The company provides the following details for the previous year 2024-25.

Particulars ' Rudra Ltd. (%) UnitinDTA (T) |
“Total Sales 6,50,00,000 2,50,00,000
Export Sales 5,60,00,000 1,60,00,000 |
Net Profit 70,00,000 20,00,000 |

Calculate the eligible deducton under section 10AA of the Income-tax Act, 1961, for the Assessment
Year 2025-26, in the following situations:

(i)  Ifboth the units were set up and start manufactoring rom 22-05-2017,

[ii) If both the units were set up and start manufacturing from 14-05-2020 (received approval
upto 31-03-2020),

Answer

Computation of deduction under section 10AA of the Income-tax Act, 1961

As per section 10AA, in computing the total income of Rudra Lid. from its unit located in a Special
Economic Zone [SEZ). which begins to manufacture or preduce articles or things or provide any
services during the previous year relevant to assessment year commencing on o after (0.04.2006
but before 14,2021, there shall be allowed a deduction of 100% of the profit and gains derived from
export of such articles or things or from services for a period of five consecittive assessment years
beginning with asscssment year relevant to previnus year in which the Unit begins to manufacture
prodduce such articles or things or provide services, as the case may be, and 50 of such profits for
further five assessment vears subject to fulfillment of other conditions specified In section 1044,

Computation of eligible deduction under section 10AA [See Working Note below]:

(i) IfUnitin SEZ was set up and began manufaciuring from 22-05-2017;

Since ALY, 2025-26 is the 8™ assessment year from ALY, 2018-19, relevant to the previous year
2017-1H, in which the SEZ unit began manufacturing of articles or things, it shall be eligible for
deduction of 50% of the profits derived from export of such articles or things, assuming ail the
other comditions specified In section 10AA are fulfilled.

Export turnover of Unit in SEZ

= Profits of Unit In SEZ % Total turnover of Uit l'n_ SEZ % 0%
¥ 400 lakhs
= I4h hes ¥ comee—% 5 =¥ 25 lakh
0 lakhs q?dﬂﬂlakhﬁx % =X g
[ii] ¥ ; inapalactuting o 1805

Since AY.2025-26 Is the 5t assessment year from AY. 2021-22, relevant to the previous
year 2020-21, in which the SEZ unit began manufacturing of articles or things, it shall be
eligible for deduction of 100% of the profits derived from export of such articles or things,
assuming all the other conditions specified in section 10AA are fulfilled,

Export turnover of Unit im SEZ
Total turnover of Unitin SEZ

= Frofits of Unit In SEZ x x 100%:

1400 liakhs
= akhs § ———— =t501
150 lakhs x 2300 lakhs * 100% =% alhs
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The unit set up in Domestic Tariff Area is not eligible for the benefit of deduction under section 10AA
in respuct of its export profits, in both the situations.

Deductions under Chapter VI-A and Section 10AA

worlking Note:

Computation of total sales, export sales and net profit of unit in SEZ
particulars RudraLtd (¥) | Unitin DTA (3) UnitinSEZ(3)
Total Sales 6,50,00,000 2.50,00,000 4,00,00,000
Export Sales 5,60,00,000 | 1,60,00,000 4,00,00,000
NetProfit 70,00,000 20,00,000 50,00,000
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CHAPTER -8
Assessment/Taxation of Various Entities

Taxation of Co-operative Society
(Juestion 1

PR Co-operative Bank, a co-operative society, having its area of operation confined to Gubbi Taluk
and the principal object of which Is to provide for long-term credit for agricultural and rural
development activities, has received the following amounts during the year ending 31.3.2025:

[i) Interest amounting to % 1,00,000 from its members on loans advanced to them.
[if) Interest amounting to ¥ 1,50,000 on deposits with other co-operative societies.
(i) Rent amounting to ¥ 2,00,000 from letting out its godowns for storage of commodities.

PUR Co-operative Bank sccks your advice in the matter of taxability of the above amounts and the
eligibility for deduction, if any, in respect therecf for the assessment year 2025-26. Assume that it
does not opt for the special provisions under section 1158A0

Answer

Sub-clause (viia) w section 2(24) includes within the scope of definition of income, the profits and
valns of any business of banking [including providing credit facilities) carried on by a co-operative
soclety with its members. Hence, the interest of ¥ 100,000 received by POQR Co-operative Bank on
lians advanced to 155 members consttutes its lcome,

I'urther, interest recelved amounting to T 1,50,000 on deposits with other co-operative socigtics and
rent amounting to T 2,00,000 received from letting out Its godowns for storage of commodities also
ronstitute the income of the co-dperative bank,

section BOP(4) provides that section BOP shall not apply to any co-operative bank other than a
primary agricultural credil society or a primary co-operative agricultural and rural development
bank.

Explanation to sectlon 80P(4) defines a primary co-operative agricultural and rural development
bank 1o mean a society having its area of operation confined to a taluk and the principal object of
which ks to provide for long-term credit for agricultural and rural development activities.

'R Co-opérative Bank is a primary co-operative agricultural and rural development bank as defined
in the said Explanation since it Is a co-operative sociely having its ares of operation confined to
Gubbl Taluk and its principal object s to provide long-term credit for agricultural and rural
development actvities. Therefore, it is eligible for deduction under section 80P,

interest of T 1,00,000 received by the bank on loans advanced to its members is efigible for
deduction in full under section 80P{2}{a]{i}.

Interest of ¥ 1,50,000 received by the bank from deposits with other co-operative societies
gualifies for deduction in full under section 80P{2){d).

Hent of T 2,00,000 received by the bank Irom letting oul s godowns [or storage of
commodities is eligible tor deduction in full under section BOP[Z])(e).
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puestion 2

viysore Co-operative Society derives income during financial year 2024-25 from following sources:

"_'{_t_'.}_ Income from prnmssing with the aid of power o 1 4B.HTJID
|;u] [ Income from colluctive disposal of labour of its members 120,000
{1if) | Interest Frnm anather co-operative society | ﬁ[ﬁl—

] (iv] |Income frum huuse property [Computed) T 75,000
1) | tncome from other business 172,000
[ 1.-1] lnmme by way of dh.rldﬂnd from another co-o pEI'a'T.l'.I'E soclety 115,000

petermine the total Income of Mysore Co-operative Society. Assume tjmt it I:h:rES not opt for the
akcial provisions under section 1158AD,

Answer
Computation of total income of Mysore Co-operative Society
_ Particulars - 1 ) t
| 1 Income from house property o 75,000
i1 Profits and Gains of Business or Profession
From processing with the ald of power 40,000
From collective disposal of labour 20,000
Frim other business L2000 £,32,000
1 Income from Other Sources,
Interest received from another co-opurative society 12,000
Dividend received {rom another co-uperative society 15,000 27,000
Gross Total Income 2.34.000
Less: Deducton under section 80P
Interest and dividend from apother co-operative seciety [3 27.000
L2000 + 2 15,000] - fully deductible under section 80P(2)(d)
Income from collective disposal of labour - fully deductible under 20,000
section BOP{2)(a){vi), assuming that the stipulated conditions are
fulfilled,
Income from other business, deduction restricted to ¥ 50,000 20,000 97.00¢
under section BOP{Z)[c) (1)
| Total Income 127000

Note: Since the gross total income exceeds T 20,000, in case of a co-operative society engaged in
manufacturing sperations with the ald of power, income from house property is not eligible for
deduction under section BOP{2)(T)

Question 3
Mugriakshi Urban, is a cooperative society engaged in providing credit facilities to its members lor
the previous year 2024-25, it provides vou the following information:
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Particulars t

Interest recelved from deposit with other cooperative societies 54 ?,L‘rﬁf
Interest received from members (including ¥ 263,000 for personal purposes of a 11,85,000
member]

Interest received from deposit of idle funds of members 2,04,000
Rent Received (per month) 36,000
Income from Agency business 287,500
Expenses incurred on agency husiness 124,000
Brought forward loss from earller years 98,000

Compute the total income of the co-operative society after allowing eligible deduction under section
80-P, if any, and also the tax pavable thereon, Assume that it does not opt for the special provisions

under section 115BAD.

Answer

Computation of total Income and tax payable by Meenakshi Urban, a Cooperative Society

Particulars 1 I
Income from house property l
Rental income (1 36,000 12) 432000 |
Less: Deduction under section 24{a) @304 129600
Profits and gains from business or profession
Credit facility business
luterest received [rom deposits with other cooperative society 547,000
! Interest received from members 11,85,000
| Interest recelved from deposit of idle funds of members [Since
Meenakshi cooperative society is engaged in the business of providing
credit facility to its members, the Interest, on un-utilised fund would
pe taxable under the head “Profits and gainz from business or
profession”] 204,000
Agency business
Income from agency business 287,500
l.ess: Expenses incurred L4000
163,500
| ess: Brought lorward loss 48,000
Gernss Total Income
Less: Deduction under Chapter VI-A: Section BOP
= Deduction in respect of profits snd gains from credit facility | 19,36,000
business
- Deduction in respect of agency business allowable to the
extent of 50,000

Tutal Income

-
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Assessment/Taxation of Various Entities
W

'] computation of tax liability
Tax@30% on T.2,97,900 plus T 3,000 on income upto 3 20,000 . 92 370
Add: Health and education cess@ 4% 4695
Fux llability 96,065
Tax liability (rounded ofl) B 96,070
Question 4

ADC Co-operative society is engaged in marketing of agricultural produce grown by its members. The
profits and gains attributable to such business for AY.2025-26 15 T 60 lakhs (computed). It has
employed ten new employees with salary of < 20,000 p.m. on 1.5.2024, Salary Is pald by account
payee cheque, It gets its books of accounts andited under section 44AB. It also earns interest of T 32

lakhs on fixed deposits with banks,

(ompute its total income and tax libility for AY.2025-26 and advise whether it should opt for the
special provisions under section 115BAD.

What would be your answer if Alit, Co-operative society 1s a Co-gperative bank engaged in the
business of banlking, all other facts remaining the same? Assume that it s not a primary agricultural
cradit spciety ora primary co-operative agricultural and rural development hank.

Answer

Computation of total income & tax lability of ABC Co-operative Society for AY.2025-26 (under
the regular provisions of the Act) L

Particulars i i
Profits and gains of business or profession - 60,00,000
Income trom other sturces - Interest on hank fixed deposits J2.00,000
Gross Total Income 92,000,000

Less: Deductions under Chapter VI-A
Deduction u/s B0]JAA [30% of T 20,000 & 10 employees x 11 months] 6.60,000
Deduction u/s BOP GO.00000 | 66,60.000

|ABC Co-operative soclety is entitled for deduction under section Bop
on whole of the amount of profits and gains of business attributable to
activity of markoeting of agricultural produce grown by its members]

Total Income 25.40,000
Tax liability:

Upto 10,000 - 10% 1.000

10,000 =X 20,000 - 20% 2,000

20,000 - F 2540,000 - 30% 7.56,000 | 759,000
Adid; Health and education cess@4% ! 30,360
Tax lHability 7.89,360
Alternate Minimum Tax
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Total Income

Add: Deduction under section BOJJAA
Adjusted Total Income

Alternate Minimum Tax@15% of ¥ 32,00,000
Add: Health and education cess@4%
alternatll{ IHinImum Tax

liability of the co-operative society would be 3 7,689,360,

540,000
6.60.000
32.00.000
4,80,000
13,200
499,200

Since AMT is lower than the Lax payahl;_undm- the regular provisions of thr_Il:t.Ez tax|

Computation of total income & tax liability of ABC Co-operative Society under section 115BAD

for A.Y.2025-26

Particolars

Profits and gains of business or profession

Income from other sources - Interest on bank fixed deposits
iross Total Income

Less: Deductions under Chapter VI-A

Deducltunr nfs BOJJAA [30% of T 20,000 x 10 employess % 11
months]

Deduction u/s 80F [Not allowahle where the to- operative society
opts for section 115BAD])

Tolal Income

Tax linbility

22% of T 05,40,000

Add: Surchargef10%

Add: Health and education cess@4%
Tax liabhility
| Tax Hability (rounded off)

—

1

i1

660,000

60,000,000

32,00.000
92,00,000

0,00

14,78,800
87880
20,66,680
82667

2149347

2149,350 |

since the tax liability under section 115BAD ls higher-than the tax fiability under the regular
provisions of the Act, ABC Co-operative Society should not opt for section 115BAD,

If ABC Co-operative Society is engaged In the business of banking

Computation of total income & tax liability of ABC Co -operative Bank for ALY, 2025-26 (under

the regular provisions of the Act)

Profits and gains of business or profession

—_— e

Particulars

T

Income from uther sources - Interest on hank fixed deposits
Gross Total Income

Less: Beductions under Chapter VI-A
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Deduction u/s 80JJAA [30% of T 20,000 x 10 employess x 11
months)

peduction ujs BOP [Not allowable in case of co-operative banks]
Total Income
Tax linbility:
Upto T 10,000 - 10%
310,000 -3 20,000 - 20%
20,000 - 3 85,40,000 - 30%

Add: Health and education cess@4%,

Tax liability

Alternate Minimum Tax

Total Income

add: Deduction under section B0JJAA
Adjusted Total Income

Alternate Minimum Tax@ 1 5% of ¥ 92,00,000
Add: Health and education cess@ 4%
Alternate Minimum Tax

liability of the co-operative hank would be T 26,61,360,

— = b e B
Since AMT is lower than the tax payable under the regular provisions of the Act, the tay

|

6,60,000
il

1000
2,000

£,.60,000
B5,40,000

102,360
2661,360

05,440,000
60,000
92,00.000
13,80,000

25,200
i]1]

Computation of total income & tax liability of ABC Co-operative Bank under section 115BAD

for AY.2025-26

3

Tax liability (rounded off)

Particulars 1
Profits and gains of business or profession 60.00,000
income from other sources - Interest on bank fixed deposits 42.00.000
Gross Totl Income 92,000,000
Less: Deductions under Chapter VI-A

Daduction u/s BOJJAA [30% of T 20,000 x 10 employees x 11 ,60,000

months)

Deduction u/s 80P [Not allowahle| 6,60,000
Total Income 285.40,000
Tax liability
22% of T8540,000 18,78,800
Addl: Surcharge@ 100 LA7.880

20,66,680
Add: Health and education cosstdd4% BZ.667
Tax Hability 2140347

21,49,350
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Assessment/Taxatlon of Various Entities
m :
Since the tax liability under section 115BAD is lower than the tax liability under the regular
provisions of the Act, ABC Co-operative Bank should opt for section 115BAD. However, ance i
has exercised this option for PY.2024-25 relevant to AY.2025-26, it would apply for subsequent
assessment years as well and cannot be withdrawn for the zame or any other previous year.

Question 5

Transfer fees are received by a cooperative housing soclety from its incoming and outgoing
members, Are such transfer fees liable to tax in the hands of the cooperative society?
Or

The assessee, Pandey Co-operative Housing Soclety, |s a reglstered co-operative housing society,
formed with the objective of maintaining the property owned by it, to effect repairs and maintenance
of the common property of the members, and to confer to the members, the usual rights and
privileges. The assessee has received T 3 lics as transfer fees from the transferor members and like
amount from the transferees, who at the time of transfer, were not mémhers of the soclety. Discuss
the exipgibility to tax the aloresaid receipts in the hands of the assessee.

Answer

The issue wnder consideration s whether the transfer fees received by a co-operative housing
socicly frodu its inco ming and outgoing members is taxable or exempt on the principle of mutuality,

On this issue, the High Cowrt, in Sind Co-operative Housing Society v, [TO (2009) 317 TR 47,
observed that under the bye-laws of the sodiety, charging of transfer fees had no efement of trading
or commerciality, Both the Incoming and outgoing members have to contribute to the common fund
of the assessea, The amount pald was o be exclusively used for the benefit of the members as a class,

The High Court, therefore, held that transfer fees received hy a co-operative housing soclety, whether
from outgolng or from incoming members, is not liable to tax on account of the principle of
muftuality, since the predominant activity of such co-operative society is maintenance of property of
the society and there is no taint of commerciality, trade or business.

Further, section 28(iii); which provides that income derived by a trade, professional or similar
assuciation from specific services performed for its members shall be treated as business income, can
liave no application since the co-operative housing seclely is nol a trade or professional association,

Applying the rationale of above ruling, transfer fees received by a co-operative housing society from
1ts Incoming and outgoing members would not be liable to tax in hands of co-operative soclety.

fAD

Question 6

IK Associates is an Association of Persons (ADPs] consisting of two members, |, aped 40 years and K
aged 37 years, Shares ol the members are; 60%(]) and 40%( K], Income of the AOPs for the previous
year 2024-251s 3 7 lacs.

Compute tax Habillty of the AOP and the members o the following situations, assuming that they do
not opt to pay tax as per Section 115BAC:
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(i) Jand K have their Income, other than income from AOPs, amounting to T 1 lac and % 5.7 lncs,

respectively,

(i) | and K's income, other than income from AOP's, amount to ¥ 1.50 lac and % 2.30 lacs,
respectively.

Answer

Computation of tax of AQPs Is poverned by sectlon 1678 of the Income-tax Act, 1961, Tax on total
incomeof AOP is computed as follows;

[i) If individual share of a member s known, and the total income of any member, excluding his
share from such AQOPs, exceeds the basic exemption limit, then the AOPs will pay tax at the
maximum marginal rate.

(ii) I individual share of 2 member is known and no member has total income (excluding bis share
from ADPs) excerding the basic exemption limit, then the AOP will pay tax at the rates
applicable to an individual.

Section B6 provides for assessment of share in the hands of members of AOPs as follows:
A member's share in the total income of ADPs will be treated as follows:

(i} [1fan AOPs has pald tax at the maximum marginal rate or a higher rate, the member's share in
"« the total income of AOPs will not be included in his total income and will be exempe.

[{i} If the ADPs has paid tax at regular rates appheable to an individual, the member’s share in the
income of AOPs will be included in his total Income and he will be allowed rebate ot the
average rate of tax in respect of such share.

Tax Liability of | K Associates, AOPs

(il AsK'sincome, other than that from the AOPs, exceeds the basic exemption limit, the AOPs shall
. pay tax at maximum marginal rate of 42.744 % (Le 30% plus 37% surcharge plus health
and education cess @ 4% ]. Thus, the tax payable by AOP =3 7,00,000 x 42.744% = 1 2,99,208,

(i} Since none of the members have income, other than income from the ADPs, exceeding the basic
exemption limit, the ADOPs would be taxed at the rates applicable to an individual, Therefore,
the AOF's tax Hability = T 52,500 4+ T 2,100 = ¥ 54,600,

Tax Liability of | and K
[ - -_Par;m:ulm's | K
t 1

(7 Share af profit from AOP o . Excmpt Exempt
Income from other sources 1,600,000 JI 570,000
Tatal Income 1,00,000 5, 70,000
Tax liability NIL 26,500
| Add: Health and education cess @& 4% - 1,060
Total tax payable - NIL| 27,560
(1) | Share af profit from ADP 420,000 280,000
Income from other sources 1,50,000 2,40,000

o A
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1

()| 570000 510000 |
Tas lisbility 26,500 14,500
Add: Health and Educatlon cess @ 4% 1,060 " sgg] |
Total tax payable (H) 1 27,560 | 15,080
Average rate of tax [B/A x 100] +.835% 2.957%, |
Total tax Eability 27,560 15,080
Less: Rebate u/fs 86 read with section 110in respect of shire g
of profit from AQP (share in AOP x Average rate of tax) 20,307 8,280
Tax liability of members 7.253 6,800
Tax Payable [ Rounded off] 7,250 E-:EED_ I

Question 7

T and ) are individuals, who constitute an Association of Persons, sharing profit and |osses in ratio of
£:1, For accounting year ended 31= March, 2025, Profit and Loss account of business was as undern:

Figures are inf.
Cost of ponds sold 42,50,000 | Sales T 4s,00,000]
| Remuneration ' Dividend [rom Indian companies 25,000
| L0000 | Capital pain-Long term [computed) 140,000
Q2 L70.000 |
Emplayess 256,000 |
Interest to: 5 I
¥ 48,300 : |
0 35,700 _
Other expenscs 111,700 I
Sales-tax penalty duo 39,000
Net profi 5,24,300 [
55,656,000 55,65,000

Additional information furnished:

(I} Other expenses icluded; |
(@) wrist watches costing T 2500 each ware given to 12 dealers, who had exceeded the sales |
quota prescribed imder a sales promotion scheme;
(b)  employer's contribution of ¥ 6,000 to the Provident Fund was paid on 14 January, 2025, I
(e} T 30,000 was paid In cash to an advertising apency for publicity.
(1) Outstanding sales tax penalty was paid on 15% October, 2025, The penalty was imposed by the I

Sales-ax Officer for non-filing of returns and statements by the due dates.
T and () had, for this year, income from other sources of T 3,60,000 and ¥ 2,32,000 respectively.
Reguired to:
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(i)
(i)

{, npute the total income of the AOPs for the assessment year 2025-26; and

eiea the tax implication for that year in the hands of the individual members,

.l'|. [ ol

0

(i)

omoutation of tatal income of the AQP

| Particulars ' [ A
| Profit & gains of business (See Working Note below) 3,12,300
¢ tem capltal gain 6,410,000
(coime from other sources (Dividend Income) 25,000
| Tl ncome 4.77,300

Narling Note - Computation of profits and gains of business
M

Particulars E: -t
Lo profit as per profit & Joss account - 5,24,300
il Inadmissible payments
| Interest to members T & Q (% 48,300 + ¥ 35,700) g84,000

Mlvertising [Disallowance ander section 40A[3) [100% of 30,000
L 0,000 being & cash payiment]]
Y mmuneration to members T & Q (3 1,320,000 +% 1,70,000) 3,00,000

Sales tax penaliy (See Note 3 below) 39,000 453,000
= 9,717,300
| Less: Income not taxable under this head
| Mridend fraom Indian companies 25,000
Lamg term capital gain - 1, 40,000 f,65,000
0 fits and gadns of business 3,12,300
HnEps:

Ance the employer's contribution to PF has been paid during the previous year itsell, it is
Alowable as deduction,
Pemalty imposed for delay in filing sales tax return is not deductible since fvis on acoount

of infraction of the law requiring filing of the return within the specified period. - CIT v.
Katanchand Bholanath (S5) (1286) 160 ITR 500 (M.P.)

an implication in the hands of members T & Q

mibers of the AOPs have to pay tax on thelr total income laking Into account savings/
Inwistments ete

Sinee one of the members has individual Income more than the basic exemption limit, the
ADPs will be assessed at the maximum marginal rate,

o thie ADPs is taxed at moximum marginal rate, the share income of members is not
vaxalie in their hands individually as per Section 86,
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Alternate Minimum Tax (AMT) I
Question 8 |

Mr, Rajesh has income of ¥ 45 lakhs under the head "Profits and gains of business or profession”. (ne
of his businesses I3 eligible for deduction @ 100% of profits under section 8018 lor AY, 2025-25.
The prafit from such business included In the business income is T 20 lakhs, Compute the tax payable
by Mr. Rajesh, assuming that he has no other income during the P.Y. 2024-25, Assume that he does

m— —

not opt to pay tax as perSection 115BAC, 5
Answer
Computation of regular income-tax payable under the provisions of the Act |
 Particnlars | T | I
Profits anr;l.;g.,ams of business or profession | 45,00,000
Less: Deduction under section 80-10 20,00,000 l
Total Income 2500000 |
Tax pavable
W o 250,000 Mil , I
5% on next T 2,50,004) . 12,500
20% on next $5,00,000 1,000,000 r
0% on halance T 15,00,000 4.!111.11'{“1'
' 562500 |
Add: Health and education cessis 4% | :!i-‘:,ﬁil.'_!ﬂ I
Tax labllity 5,085,000
Computation of Alternate Minimum Tax (AMT)
e o Particulars 1 ]
Total Income as per the Income-tax Ad. 1561 g 25,00,000
Add: Deduction under section 80-1B 20,00,000
Adjusted Total Income  45,00,000
AMT = 15.5% x 45,00,000  B32,500
| Adc: Health and Fducation Cess @ 4% 13,300 |
AMT liability _ B,65,800

Since the regular income-tax payable as per the provisions of the Act is less than the AMT, the |
adjusted total income of ® 45 lakhs would be deemed to be the total income of Mr. Rajesh and he I
would be liable to pay tax @ 18.5% thereol. The tax payable by Mr. Rajesh for the AY.2025-26

would, therefore, be € 8,65,800,

My, Rajesh would be eligible for credit to the extent of ¥ 280,800 [T 865800 - ¥ 585000 to be
set-off In the year in which tax on total income computed under the regular provisions of the Act ]
cxceods the AMT. Such credit can be carvied forward for succeeding 15 assessment years,

e e e
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Question 9

pOR LLP, a limited Hability parmership sei up a unit in Special Economic Zone [SEZ) In the financial
year 2018-19 for production of washing machines. The unit fulfills all the conditions of section 10AA
of the Income=tax Act, 1961, During the financial year 2023-24, it has also set up @ warshousing
faeility in a district of Tamil Nadu for storage of agricultural produce, 1t fulfills all the conditions of
section 35AD. Capital expenditure in respect of warehouse amounted to 2 75 Jakhs (Including cost of
landd 3 10 lakhs). The warchouse became operational with effect from 1= April, 2024 and the
expenditure of T 75 lakhs was capitalized In the books on that date,

pelevant detalls for the financial year 2024-25 arc as lollows:

i

Partlculars 3 '_!
ﬁa:ﬁt of unit located in SEZ 40,00,000 |
_Erp?:-rt sales of above unit _Eﬂ.ﬂﬂ.ﬂﬂﬂ !

—

_ Dume_ﬁtiﬂ sales of above unit 20,00,000
Profit from operation of warchousing facility (before comsidering deduction under | 1,05,00,000
Section 35AD).

Compute income tax {including AMT under Section 115)C) payable by PQR LLF for Assessment Year
2025-26,
Answer :

Computation of total income and tax liability of PQR LLP (nnder the regular provisions of the
Income-tax Act, 1961}

Particnlars 1 X
Profits and gains ol business or pf;ﬁ_ﬁ-iinh !
Unit in SEZ d 40,00,000
Less: Deductinn under section 10AA [See Note [1) below] 16.00.000
Business income of SEZ unit chargeable to tax = 24,00,000
Profit from operation of warchousing facility 1,05,00,000
Less: Deduction under section 35A0 |See Note (2] below] 63,00,000
Business income of warehonsing facility chargeable to tax —-_] A0,00,000
Total Income l 64,00,000
Computation of tax liability (under the normal provisions)
Tax @ 30% on T 64,00,000 19,20,000
Add: Health and Education cess @@ 4% 76,800
Total tax Hability 19,96,800

Computation of adjusted total income of POR LLP for levy of Alternate Minimum Tax

Particulars 3 1
Total Income (as computed abowve) _ 64,000,000
g e T St e ——— e e e i
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Add: Deduction under section 10AA ) 16,00,000
BOL00.000
Add: Deduction under section 35AD 65,00,000
Less: Depreclation under section 32 on building @ 10% of T 45 lakhs 650,000 5R.50,000
Adjusted Total Income 1,38,50,000
Alternate Minimum Tax @ 18.5% 25,62.250
Add: Surchorge @ 12% (since adjusted total income >3 1 crore) 307470
26,69,720
Add: Health and Education cess @ 4% 1.14,789
| 29,84,509
Tax liability under section 115]C (rounded off) | 2984510
Since the regular iIncome-tax payable is less than the alternate minimum tax payable, the adjusted

total income shall be deemed to be the total income and tax is leviable @ 18.5% thereof plos
surcharge @ 12% and cess @ 4%, Therefore, the tax linbility is ¥ 29,84,510.

—

| Tax Hﬁilit}'— under section 115j0 29,84,510

|
|.BEs:
|

AMT Credit to be carried forward under section 115]EE

1

Tax Habdlity under the regular provisions of the Income-tax Act, 1961 19,96, 804
9,87,710

o

Noles:

(1)

Deduction u/s 10AA in respect of Unit in SEZ = 40 lacs x 80 lacs/1 cr. x 50% = 16 lacs
(since [ 1s the T year of operation, it shall be eligible for deduction of 509%)

Deduction @ 100% of the capital expenditure 15 available under section 35AD in respect ef
specifled business of setting up and operating a warehousing facility for storage of agricultural
produce which commences operation on or after 01.04.2014.

Further, the expenditure incurred, wholly and exclusively, for the purposes of such specified
business, shall be allowed as deduction during the previons year In which he commences
sperations of his specified business if the expenditure is Incurred prior to the commencement
af its operations and the amount is capitalized in the hooks of account of the assessee on the
date of commencemant of its operations, Deduction under section 35AD would, however, not
b available an expenditure incurred on acquisition of land,

In this case, since the capital expenditure of 2 65 lakhs (Le, T 75 lakhs - T 10 lakhs, being
expenditure op acquisition of land) has been Incurred in the F.Y.2023-24 and capitalized In the
books of account on 1.4.2024, being the date when the warghouse became operational, 1
[5,00,000, belng 100% of T 65 lakhs would quallfy for deduction under section 35A1.

(Juestion 10

M/s. Beta & Co, a partnership firm in India, is engaged in development of software and providing IT
cnabled services through two unlts, one of which is located in a notified Special Economic Zone (SEZ)
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in Noida (commenced operations from 01.04.2013) and the other located in a domestic tariff area
{DTA). The particulars relating to previous vear 2024-25 furnished by the assessee are as follows:

Tutal Turnover: SEZ unit § 210 lakhs: DTA unit 90 lakhs
Export Twrnover: SEZ unit T 150 lakhs; DTA unit 3 50 lakhs
profit: SEZ unit T 50 lalchs; DTA unit T 440 lalths,

Amount debited to Statement of Profit and Loss and credited to Special Economic Zone Re-
Invéstment Resarve Account T 20 lakhs.

Considering that the firm has no other income during the year, compute the tax payable by the fhm
for the AY.2025-26 by integrating, analysing and applying the relevant provisions of income-tax law.
Answer

Computation of total income and tax Hahility of M/s. Beta & Co,, a partnership firm, as per the
pormal provisions of the Act

= — —_—

Particulars . | T [in lakhs)
Business mmn':;-['l;e_[urn deduction under section 10AA)
SEZ Unit 50.00
Add: Amount debited to SEZ Re-investiment Reserve - 200
. | 70.00
DTA Unit . 40.00
110,00
Less: Deduction u/s 10AA l
=T 70 lakhs = T 150 lakhs/% 210 lakhs = 50 = 50% (being the 12 year) 25.00
Amount credited to SEZ Re-investment Reserve Account 20.00
- whichever |s less 1§ deductible Zﬂ.ﬂ_ﬂ
Total Income 20.00
Tax on total incomet@30% 27.00
Add: Health and Education Ceoss{@ 486 108
Tax liability {as per normal provisions) 28.08

Computation of Adjusted total income and Alternate Minimum tax of M/s. Beta & Co, a

partnership lirm, as per the provisions of section 115)C

Particulars T {in lakh)
Total income as per the normal provigions S0.00
Add: Peduction under section 1044 20.00
Adjusted total income 11000
Tax@14,5% of Adjusted Total Income 20.350
Add: Surcharge @12% as the adjusted total income is > T 1 crore i =
22.792 |
Add: Health and Education cess @49 0g12
Alternate Minimum Tax as per section 115)C 23,704

i |

e —
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Since the tax payable as per the normal provisions of the Act is more than the alternate minlm}lm tax
pavable, the total income s per normal provisions shall be liable to tax and the tax payable for AY,
2025-26 shall be T 28.08 lakhs,

(Juestion 11

M/s Fit & Fair, a partmership firm, commenced operations of the business of a new three-star hotel in
Pune, Maharashtra on 1.4.2024. The firm consisting of two working partners, with equal shares,
reports a net profit of ¥ 26,00,000 after deduction of the following items:

(i) Depreciation as per books of accounts T 15,80,000.

(i) Interest on capital @ 15% per annum (as per the deed of partnership). The amount of interest
is % 50,00,000,

(iif) Intevest on loan includes an amount of ¥ 6,00,000 paid to Mr, Rajveer, a resident, on which tax
was not deducted.

The firm purchased a new motor car for the above buginess for T 7 lakh on 102 March, 2004 and
capltalized the same in its books of account as on 1% April, 2024, Further, in April, 2024, it incurred
capital expenditure of 1 2 crores (out of which ¥ 1.50 crores was for acquisition of land and ¥ 50
lakhs on building) exclusively for the above business, The firm also installed and put to use new
centralised air conditioners on 15.5.2024 costing ¥ 3,.20,004.

The capital expenditure incurred by the firm were paitl by account payee cheque or use of ECS
thruugh bank account.

The firm also has another existing business of running a four-star hotel in Mumbal, which
commenced operations fifteen years back, the profits from which are 3 41,38,000 computed as per
Income-tax Act for the AY.2025-26

Compute total income and tax payable by the firm for the AY.2025-26, assuming that the firm has
fulfilled all the conditions specified for claim of deduction under section 35AD and opted for claiming
deduction under section: 35AD; and has not claimed any deduction under Chapter VI-A under the
heading "C - Deductions in respect of certain (ncomes™

Answer
Computation of total income and tax -pai'ynhla of M /s Fit & Fair
Particulars - [ 1
Profits from the specified business of new hote! in Pune 26,00,000
Add: Items debited but to be considered separately or to be disallowed
Depredation 15,100,004

Interest on capital Lo parthers@ 15% pa. (Interest allowable to the extent  10,00,000
of 12% pa., since the same is authorized by the partnership deed. Thus,

Interest of 3 10,00,000, being in excess of 12% pa Le, T 50,00,000 x

3%/ 15% would be disallowed)

0% disallowance of interest on lnan on which tox s not deducted [30%

of T 6,00,000] 1.BO.00O0 7.60.0
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G3,.60,000
|ess: Permisaible expenditures and allowances
100% of capitl expenditure allowable as deducton under sectlon 35AD
in respect of -
- Bullding {expenditure on land not eligible for deduction) 50,00,000
New Motor Car (capital expenditure for purchase of car prior to  7,00,000
1.4.2024 (Lo, prior to commencement of business) and capitalized in
the books of account as pn 1.4.2024
- New Air conditioner 320000 | 6020000
L.oss from the specified business of new hotel in Pune [6.60,000)
Profit from the existing business of running a hotel in Mumbai 41,38,000
Less: Loss from the specified business of new hotel in Pune 660,000
Net profit from business after set-off of loss of specified business against profits of
another specified business under section 73A 34.78.000
Total Income 34,78.000
1
Income-tax @30% on total income of T 24,78,000 10,435,400
Add: Health & educatlon cess @494 41736
Tax lability 10854136
Tax liability (rounded off) . 10,85,140
Computation of Alternate Minimum Tax liabtlity of M/s Fit & Fair
Particulars 1
Total Income {computed above) 34,78,000
Add: Deduction under section 35AD 60,.20.000
S SO0
Less: Depreclation in respect of - A
Building @10% of T 50,00,000 500,000
New Motor Car (capltal expenditure for purchase of car prior o 1,05,000
142024 [ie, prior to commencement of business] and
capitalized In the books of account as on 142024 @159 of §
704,000
- Mew Alr conditioner @ 15% of T 3.20,000 A8.000 | 653,000
Adjusted total income BE 45,000
Alternate Mintmum Tax@18.5% 16,36,325
Add: Health & education coss@4%, 62453
Tax liahility under section 115]C 1701778
Tax lability under section 115JC [Rounded off) 17,01,780
Since the regular income-tax payable is less than the alternate minimum tax payable,
adjusted total income <hall be deemed to be total income and tax is leviable @18.5%
thereof plus health and education cess@4%, Therefove, tax lability is € 17.01,780
L]
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AMT Credit to be carried forward inder section 115)D t
Tax liability under section 115)C 17,001,780
Less: ['ax lizbility under the regular provisions of the lncome-tax Act, 1961 10,685,140
AMT Credit to be carried forward 616,640
Juestion 12

Victory Polyfibres, a partnership firm, has earned a gross total Income of T 300 lacs for the year
eniled 41.9.2025. The firm has not undertaken any international transaction or specified domestic
fransaction during the said year.

Tlir: above includes a profit of ¥ 220 lacs from an undertaking having a turnover of € 80 crores. The
deduction under sectlon B0-14 of the Income-tax Act, 1961 is available to the extent of 200 acs to
the Arm,

There are sume grey areas in the taxation workings and hence, the assessee js contemplating to fle
the veturn of income on 7.12.2025, after seeking clarifications from tax experts.

Advise the assessee-firm by working ont the total income and tax payahle, where the return is filed
on 31.10.2025 or when the same Is filed on 7.12,2045,

What 1s the practical selition as regards obtaining clarifications, which might or might not have an
imypact on the tatal income? You may ignore intersst under section 234A, 2348, 234C and 234F while
uniking the computation insupport of your advice,

Answer

As per section 80AC, while computing the total income of an assessee of a previous year (P.Y 2024-
25, In this case) relevant to any assessment year (AY.2025-26, in this case), any deduction %
admissible, inter alia, under section B0-1A, such deduction shall pot be allowed unless it furnishes a
return of income for such assessment vear on or before the 'due date’ specified in secton 139(1),

Since the turnover of the partnership firm has exceeded 3 200 lacs in the previous vear 2024-25, It
would be subject to audit under section 44AB, in which case the ‘due date’ of fing its return of
income for AY.2025-26 would be 319 October, 2025 as per section 139(1),

Camputation of total income and tax Lability of M/s. Victory Polyfibres
I, Wherethe firm files its return of income on 31 October 2025:

o N Particulars | Tinlacs
l.’i_r::nszi. Total Income S 300.00
Less: Deduction under section B0-1A 200,00
Total Income 100,00
Tax lability & 30% 30.00
Add: Health and Education cess 6@ 4% 1.20
Regul_ur Ir!tumevm payable _ B 31.20

Computation of Alternate Minimum Tax payable [Section 115]C]
BY CA ATUL AGARWAL (AIR-1)
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Total Income

Particulars Rin lacs

o 100,00

A iy Deduction under section BO-1A 200.00
Adjusied Total Income —EHD.E
Alrornate Mintmum Tax (AMT) @ 18.5% on T 300 lacs N 55.50 |

| Add: Surcharge @ 12% (Since adjusted total income >1 1 crore) 6.66

62.16

“alil: Health and Bducation cess @ 4% 449

61,65

| Total tax payable (AMT)

iner the regular Income-tax payable by the firm is Jess than the alternate minimum. tax
syable, the adjusted rotal income shall be deemed to bét the total income of the firm for
P.Y.2024-2% and it shall be liable to pay Income-tax on such total income @ 18.5% [Section
1 15]C(1)). Therefore, the tax payable for the AY.2025-26 would be ¥ £1.65 lacs.

S credit for Alternate Minimum Tax [Section 115]D]

T in lacs I

Total tax payable for AY.2025-26 (Alternate Minimum Tax) _
Less: Regular income-Lax payable

To be carried forward for set-off apainst regular income-tax payable (upto o
maximum of fifteen assessment years).

64.65 |

Where the firm files its return of income vn 7% December 2025:

Where the firm (ilcs its return on 7.12.2025, it would be a belated return under section 139{4),
onsequently, as per section #0AC, deduction under section 80-1A would not be avallable, In
such circumstances, the pross total income of $ 300 lacs would be the total income of the firm.

Irmﬁr-mx @ 30% of T 300 lacs

Income-tax [plus surcharge]

| Particulars Tin lacs
L0000
Add: Surcharge @ 12% (since total income excecds 4 100 lics) 10.800
100,800
Add: Health and Education cess @ 4% 4.032
104.832

Total tax liability

Practical solution regarding obtaining clarifications

The practical solution regarding obtaining clarifications would be to fle the return of income under
section 139(1) on or before the ‘due date’, i.e,, 31.10.2025, and clalm deduction under section 80-1A.
In such a case, the firm can claim deduction of 2 200 lacs under section 80-14. Thereafter, consequent
to the clarifications obtained, §f any change is required, it can file a revised return under section
179(5) within 31.12.2025 which would replace the original return filed under section 139(1). A
evised return fited under section 139(5) would replace original return filed under section 139{1),

If the [irm files the return of income under section 139{1) on or before 31.10.2025, its tax Habllity

would stand reduced to 2 64.65 lacs, as apainst T 104,632 lacs to be pald if return s furnished after
*
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ce date, Further, it would also be eligible for tax credit for alternate minimum tax under section
115]D to the extent of T 33.45 lacs. Therefore, the firm is advised to file its return of income up
or before 31.10.2025.

Question 13

Heta LLP, a limited llability partnership in India is engaged in export of computers through two units,
namely, Unit | and Unit 11 Unit 1is setup in Special Economic Zone (SEZ) and Unit I is set up in 3
Domiestic Tariff Area (DTA). The LLP furnishes the following Information relating to its 7% vear of
operation ended on 31.3.2025:

Items (Amount in T lakhs)

‘ Unitl | umitn |

Export Turnover 1800 1150 |
Domestic Turnover 300 50

| Duty Braw Back 52 48 [

Profit on sale of Import Entitlement 33 il E
Salaries paid ) 70 a6e
. !Uther expenses 773 60
| Nist Profit of the year 710 340

Additional Inlormation:
(1]  Unith:

Expenses of 1 41 lakhs are disallowable under section 438 and export sales proceeds
received in India amounted to T 1600 lakhs.

Expart sales of 1 1800 lakhs include Freight and insurance of ¥ 300 lakhs attributable to
delivery outside India; and realization of ¥ 1600 lakhs incudes amoeunt of insurance and
[reight charges of T 180 lakhs attributable to delivery outside India,

(11} Thoit Ik

Export sales received in India was T 970 lakhs.

Kxpenses charged which are to be disallowed as per section 40A[3) are of T 55 lalhs.
Determineg the total income and tax lHability of Deta LLP for the AY.2025-26.

Answer
Computation of total income and tax Hability of Beta LLP
_ Particulas ¢ (in lakh)
Frofit from Unit | [T 710 lakhs + % 41 lakhs, being disallowance u/s 430) 751.00
Profit from Unit 11 {3 8B40 fakhs + % 55 lakhs, being disallowance u/s 40A(3)] 5.00
164600
Less: Deduction under section 10AA [See Working Note below) 262.70
Total Income 1383.30

BY CAATUL AGARWAL (AIR-1)
AIR1CA Career Institute [ACI)

Page 8.19

232



Assessment/Taxation of Various Entities

Particulars

T|';:.:':m. tatal Income@@30%
Add: Surcharpe@@ 1 2%, since total Income > 11 crore

Add: Health and Education cess@4%
T:u: Ilahilil;:,r {as per normal pruvlsluns]

i [h! lakh)

11499
49.80
464.79
1859
483,38

computation of Adjusted total income and Alternate Minimum tax of Beta LLP as per the

provisions of section 115]C

e —

Particulars

1 (in lalch)

lotal income as per the normal provisions

l_.n'-,dd!; Deduction under section T0AA

Adjusted Total Income

Tax@18.5% of Adjusted Total Income _
Add: Surcharge ®12% as the adjusted total incomeis > 11 crore

Add: Health and Education cess@ 4%
Alternate Minimum Tax as per section 115)C

1383.30
26270
646,00
304.51
36.54
341,05
13.64

354.69

for AY. 2025-26 =hall he T 483.38 lakhs.

bince rjw: tax Hability as per the normal provisions of the Act Is more than the alternate minimum
tax payahle, the total income as per normal provisions shall be liable to tax and the tax lability

w’urliing Mote:

‘fnt:ti turnover of Unit |

1 Export Turnover of Unit |

ﬂx‘pﬂﬂ urnover

Profit "derived from” Unit 1
Net profit for the year

Eumpul.trjun of deduction under section 1044 in respect of Unit | lnc;lted inaSEZ
Particulars T (in lakh)
1800.00

(4 1800 Lakhs + T 300 lakhs) - 2 300 lakhs, helng freight and insurance attributable to

delivery outside India included therein. Since such freight and insurance has been

excluded from export turnover, the same has to be excluded from total turnover also,

Export sale proceeds received in India L6000

Less: Insurance and freight attributable to delivery outside India not includible in
LE0.00

1420.00 |

710.00

Add: Disallowance under section 438 41.00
751.00

Less: Items of business income which are in the nature of ancillary profits and

hence, do not constitute profit 'derived from’ business for the purpose ol

deduction under section 10A7A .

1
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Duty drawback 52

Profit on sale of import entitlement 33| 8500
666,00

Peduction under section 10AA

= 50% of 666 x I&E{ﬂfl_ﬁillﬂ [since it is the 7% year of operation) | 26270

Question 14

M/s FRICLLP, a limited lability partnership, set up a unit in Special Economic Zone [SEZ)} on 1= April,
2018 to develap and export computer software. The unit complied with all the conditions of section
10AA. The net profit of the unit as per Statement of Frofit & Loss for the year ended 31= March, 2025
way T 65 lakhs after debiting/crediting the following items:

(1)  Proflit on sale of import entitlement T 9 lakhs.

(1] Remuneration to its working partners ¥ 58 lakhs,

(1) Interest of ¥ 20 fakhs at the rate of 16% per annum on partners’ capital.
[iv) Donation to a political party by cheque T 3 lakhs.

[v] Depreciation T 17 lakhs.

Additlonal Information; 1

(i} Payment of remiuneration to working parmers and interest on capital are authovized by the
partnership deed,

() Brought forward business |oss from assessment year 2022-23 was T4 lakhs,
(iii)  Unahsorbed depreciation brought forward from assessment year 2021-22 was § 35 lakhs,

(tv) Total and export turnover was 2 45 crores-and sale proceeds in convertible foreign exchange
received in India by 300 September, 2025 was 38 crores. Total export turnover of T 45 crores
include telecommunication charges of ¥ 5 crores attributable to delivery of software. Sale
proceeds realization of T 38 crores also inclade such telecommunication charges of T 2 crores.

(v] Depreciation allowable as per Income-tax Rules is ® 26 lakhs,

You are required to compute:

(i} Income-tax (including AMT under section 115]C) payable by Mis PRK LLP for the AY, 2025-26.
(i) Amount of tax credit allowed to be carrled forward,

Necessary working notes should form part of your answer.

Answer

Computation of total income and tax liability of M/s PRK LLP for AY.2025-26 {under the
regular provisions of the Income-tax Act, 1961)

Particulars Amount (1) Amount [ﬁl

Net profit as per Statement of Profit & Loss 65,00,000

Add: Items debited but to be considered separately or to be |
disallowed |
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- Remuneration to its werking partners

. Interest@16% pa. on partners’ capltal (Interest on capital
aceount would be fully allowed to the extent of 12%, since the
same |5 authorized by the partnership deed. Thus, interest in
excess of 125 i.2., T 20 lakhs, 16% x 4% would be disallowed)

- Punation to a polltical party [not allowed as deduction as per
section 37{1) while computing business income, since it is not
incurred whally and exclusively for the business]

- Depraclation

Less: Permissible expenditure and allowances
- Depreciation allowable as per Income-tax Rules, 1962
- Unabsorbed depreciation under section 32(2) Tallowable as
deduction while computing book profit as per Explanation 3 o
section 40{b]| .
Profit on sale of import entitlement [taxable as profits and gains from |
huginess as per section 28, since the same has already credited in |
Statement of profit and loss, no further adjustment is required]

Rool Profit i

On first T 6 lakh of bool profit {3 6,00,000 = 90%]
On balaneea T 81 lakh of book profit [2 81,00,000 = 60%)

Aemuneration actually pald of ¥ 58,00,000 is allowabls to the extent of

Business Income

Less: Brought forward business loss

Gross Total Income

Less: Deduction under section 10AA
Profit from SEZ unit ¥ Export Turnover,/Total Turnover % 100% [*
24,00,000 % 36 crores/ 40 crores x 50% [since it i the 7% year of
operation)]

Profit derived from SEZ unit

Less: Profits from sale of import entitlement [business income which are
in the nature of ancillary profits, do not constitute profit "derived

from’ husiness for the purpose of exemption under section LOAA]

Export Turnover [T 38 crores - T 2 crores, being telecommunication
charges included therein, Telecommunication charges not includible in
export turnover]

Total Turnover [T 45 crores = 3 5 crores, being Lelecommunication
charpes included therein. Since telecommunication charges has been
excluded from export turnover, the same has w be excluded from total

turnaver also}

BY CA ATUL AGARWAL (AIR-1)
AIR1CA Career Institute (ACH)

£33

SH,00,000
5.00,000
2,00,000
17.00.000 i
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Less: Deduction under section 80GGC

[Donation to political parry |allowable as deduction under section
BOGGE, as the donation was made otherwise than by way ol cash]

Total Income

Tax liability

Tax@30%

Add: Health and education cess@ 4%

Tax Liahility

Tax Liability {rounded off)

15.20.000

10000

456,000

J.!lii&l: -
474240
.74.240

Computation of adjusted total income of M/s PRK LLP and Alternate Minimum Tax

Particalars

Amuuutﬁ]_

Tatal intnme [as computed above]

Add: Deduction under section 10AA

Adjusted Total Income

Alternate Minlmum Tax@@18,5%

Adid: Health and Pducation cess@4%,

Tax liabiHty under section 115JC \

Since the regular income-tax payable is less than the alternate minkmum tax payable,

-}mijmmd wial Income shall be deemed to be total income and tax is leviable @18.5%
thereof plis cess@4%. Therefore, the tax Hability is ¥ 5,00,240 (rounded off).

26,00,000

15,20,000
10,680,000

481,000
5.00.240

CAMT Credit to be carried forward under section 115]FE

Tax liability under section 115)C (rounded ottf)

| Less: Tax Hability under the regular provisiong of the Income-tax Act, 1961
;‘,m“num of Credit

0,00, 240
474240
46,000

Note - [n the above solution, while computing dedugtion under section 1044, the brought froward
business loss of T 4,00.000 |s not deducted from profits decived from SEZ, considering the view that
such profits have to be computed as per Chapler 1V-D and hence, effect of carry forward and set-off of

losses is not glven.
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ﬁ#m
pinimum Alternate Tax (MAT)

uuﬂﬂﬂl.'lﬂi 15

The proflt as per the statement of profit and loss ol XYZ L, a resident company, for the year ended
31,3,2025 15 1 190 Jacs arrived at after making the following adjustments;

particulars t(inlacs)
1 . — : =
(i) neprm:_affkun On ASSCTs ) 109 )
(1) | Reserve for currency exchange fluctuation 50 a
_ﬁIi] Provision for income tax 40
P[iur] Proposed dividend . 120

Following further information are also provided by company:

(a) Profit includes ® 10 lacs, being dividend received from an Indian subsidiary company,
(b) Frovision for income tax includes 2 lacs of interest payable on Income-tax.

[c) Depreciation includes T 40 lacs towards revaluation of assets.

(d)  Amountof T 50 lacs credited to statement of P & 1, was drawn from revaluation reserve.

(] Halance of statement of profit and loss shown in balance sheet at the asset side as at 31.3.2084
was T 30 facs which includes unabsorbed depretiation of 10 lakhs.

i
compute the book profit for the year ended 31.3.2025.

Answer
{ Computation of book profit of XYZ Lrd,

| | ~ Particulars - i L

F_’rnﬁt as ]:.m_r Sramiement of FJ'IZI-I'EI. & Loss | 1 1.9 n,!m.nuu—
Add: Net profit to be increased hy the following amounts as

per Explanation 1 betow section 115]B(2]

Hﬂ]:ll"l‘.‘f!intlt;n on assets debited to Statement of P&L 1,00,00,000

Resorve for currency exchange fuctuation, since amount carried

to any reserve, by whatever name called, is to be added back 50,00,000

Provision for tax (See Note below) 40,00,000

Propused dividend 1,20,00,000 3,10,00,000

| 5,00,00,000

Less: Net profit to be decreased by the following amounts as |
per Explanation 1 below section 11 SIB(2Z)

Depreciation other than depreciation on revaluation ol assets (1 B0,00,000
100 lacs - T 40 lacs)
Withdrawal from revaluation reserve restricted to the extent of 40,00,000

depreciation on account of revaluation of assets (1 50 lacs or T 40
lacs, whichever is less)

M
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\Inabsorbed depreciation or brought forward business loss, 10,00,000
whichever is less, as per the books of account, Unabsorbed
depreciation T 10 lakhs and brought forward business loss @ 20
lakhs - whicheveris less 1,.10,00,000

_— _— — T TR ki

Book profit 3,90,00,000

Note - For the purpose of section 115)B, book profit means the profit as per the statement of profiy
and loss prepared in accordance with Schedule 111 to the Companies Act, 2013, as adjusted by certain
additions /deductions as specified. One of the adjustments is to add back income-tax pald or payable,
and the provisions therefor, Explanation 2 after sub-section (2} of section 115]B clarifies that
income-tay includes Interest on income tax. Therefore, the entire provision of T 40 lacs for Income.
L% ks added back for computing book profit for levy.

Duestion 16

Mahadev & Sons Lid. is a Public Company whose accounts have been prepared in accordance with
provisions of Schedule 11T of Company's Act. Its PEL for the year ended 31* March, 2025 shows a Net
I'rofit of ¥ 27 Lakhs, The Company informs the following deblt/credits have been made inthe P& L
A/ before arriving at the above stated Net Profit

S e S = e ==

| Credits to the P&L A/ Debits to the PRLA /e '
1 | Met Agricultural income in Imdia - 11| 1 | Expenses relating  f0  section  10AA |
[' Lakhs _ undertaking - 16 Lakhs

Bl

£ | Profits of industrnal undertaking covercd
& qualified for deduction u/s 10AA - 30
|,akhs
Amount withdrawn from reserve creared | 3 | Interest to bank not 1de upqr?ﬂlmg of ROT -5
in PY. 2023-24 [This reserve was not Lakhs

made through Profit and Loss A/cin P.Y,
2023-24) - 4 Lakhs

4 | LTCG on sale of equity shares on which | 4 | Provision for unascertained Hability - 3 lakhs
STT paid - 3.50 Inkhs
v | Amount withdrawn from Revaluation | 5 | Income-tax - 6 lakhs
Heserve = 10 lakhs

Current year Depreciation - 12 lakhs

s — S — — = - e L

Lad
I

e

6 | Penulty for infraction of Law 2 lakhs

Further Information:
Depreciation for current year includes % 5 Lakhs towards revaluation of assets.
= Depreciation relating to P.Y. 2023-24 b/f as per books ¥ 13 Lakhs
- Business Loss relating to P.Y, 202353-24 b/f as per books ¥ 10 lakhs
Compute the book profits of the Company for the year ended 31.03.2025 liable to tax under MAT.

Answer
Computation of “Book Profit” for levy of MAT under section 115]8

BY CA ATUL AGARWAL (AIR-1)
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—

Net

Profit as per Statement of Profit and Loss | E?,ﬂﬂ.ﬂﬁﬁ-
Add: Net profit to be increased by the following amounts as per

Less: Net profit to be decreased by the following amounts as per

e — = =

Particulars t 1

Explanation 1 to section 115]B:

o Current year depreciation as per books of account 12,00,000

» Provision for unascertained Hability 3,00,000

« Income-tax 640,000
£1.00,000
48,00,000

Explanation 1 to section 115]B:
» Net agricultural income [since the same Is exempt u/s 10{1}] 11,00,000
e Depreciation other than depreciation pn revaluation of assets | 7,00,000 !

(T12,00,000- 1% 5,00,000) .
¢ Unabsorbed depreclation or brought forward business loss, | 10,00,000 |
whichever Is less, as per the books of account,

[Lower of unahsorbed depreciation 3 13,00,000 and brought
forward business loss 3 10,0000 as per books of accounts
has to be reduced while computing the h-mht'pmﬁti

« Amount withdrawn from revaluation reserve [to the extent of | 500000 | 33.00,000
depreciation on revaluation]

Book Profit for levy of MAT ; 15,060,000
Notes:
1. The profits from unit cstablished in special economic zane cannot be extluded while

computing the book prolit as per proviso to section L15IB{6), and -hence, such Income would
bee linble for MAT. Hence, no adjustment is required in respect of credits or dehits to P & L in
raspect of income and expenditure relating to SEZ

Long-term capltal gains exceeding ¥ 1 lakh on sale of equity shares on which STT is paid Is
taxable ufs 1120, The same is not deductible while computing book profit for levy of MAT.

Amaunt withdrawn from reserve crested in PY.2023-24 cannot be reduced to compute book
profit, since the bool profit was not increased by the amount transferred to the reserve in the
year 2023-24 as reserve was not made through Profit and Loss Afc.

It is only the specific items mentioned under Explanation 1 to section 115]8, which can be
adjusted from the net profit as per the Statement of Profit and Loss prepared as per the
Companles Act for computing book profit for levy of MAT. Since the following items are not
specified thereunder, the same cannat he adjusted for computing book profit:

» Interest Lo bank (unpaid before filing of return) and
»  Penalty for Infraction of law
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e i

Question 17

Sona Ltd,, a resident company, earned a profit of ¥ 15 lakhs after debit/credit of the following items
to its Statement of Profit and Loss for the year ended on 31.03.2025.

(i} Items debited to Statement of Profitand Loss:

No. Particulars T
T F'_mﬁsh-:rﬁnr the loss of subsidiary ?l}.[lllil_
2. | Provision for doubtful debts 75,000
3. | Provision [or income-tax L.05,000
4, - | Provision for gratuity based on actuarial valuation 2,00,000
5. | Depreciation 4,60,000
6. | Interest to financial institution {unpaid before filing of return) 1,00,000
7. | Penalty for infracrion of law 50,000
(ii] Items credited to Statement of Profit and Loss:
| No. | - Particulars 1
i‘ LT | Profit from unit established in special economic zone 5,00,000
2 | Share in income of an AOP as a member 100,000 |
3. | Income from units of UTI 75,000 |
| + | Long term capital gains on sale of building $.00.000 |

Other Information:
(i)  Depreciation includes T 1.50,000 on account of revaluation of fixed assets.

(i) Depreciation as per Income-tax Rules is 1 2,80,000,

(iii]  Brought forward loss of T 10 lakhs which Includes unabsorbed depreciation of T 4 lakhs.
(iv] The AOPs, of which the company Is a member, has paid Lax at maximum marginal rate,
(v] Pravistan for income-tax includes 2 45,000 of interest pavahle on fncome-tax.

Compute minimum alternate tax under section 115]B of the Income-tax Act, 1961, for AY, 2025-26,
assuming that Sona 12d. {s not reguired to comply with the Indian Accounting Standarids

Answer
Computation of "Book Profit" for levy of MAT under section 115]8
Particulars i1 i ]
Net Profit as per Statement of Profit and Loss ] 15,00,000

Add; Net profit to be increased by the following amounts ag per
Explanation 1 to section 115]B:

Provision for the loss of subsidiary 70,000

« Prowision for doubtful debts, being the amount set aside as 75,000
provision for diminution in the vaiue of any asset

. Provision for income-tax 1.05,000
[As per Explanation 2 w section 115]B, income-tax shall include,
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m
inter alia, any Interest charged under the Art. Therefore, whole of
the amnount of provision for Income-tag including ¥ 45,000 towards
interest payable has to be added)

- Depreciation 3.60.000 5,10, 00

21,10,000

Less: Net profit to be decrensed by the following amounts as per
Explanation 1 to section 115]B:

. Share in income of an AOP as a member 100,000
[in a case, where AOP has paid tax on its ttal income at maximum
marginal rate, no Income-tax is payable by the company, being a
member of AOP, in accordance with the provisions of section 86,
Therefore, share in income of an AOP on which no income-tax is
payable in accordance with the provisions of section 86, would be
reduced while computing book profit, since the same has been
credited to statement of profit and loss] :

- Deprecintion other than deprecialion on revaluation of assets it 2,10,000
3,60,000 - 3 1,50,000)

. Unabsorbed depreciation or brought forward business  loss, 400,000 710,000
whichever |5 less, as per the booles of account,
[Lower of unabsorbed depreciation 4,600,000 and brought forwsurd 0
business loss T 6,00,000 as per books of accounts has to be reduced
while compliting the book profit]

Book Profit N _ | 14,00,000

Computation of MAT lability under section 115]B

Particulars 1
159 of book profit 2,10,000
Add: Health and education cess @ 4%, /8,400
Minimum Alternate Tax lability ‘ | 2,18,400

Notes:

(1] It is only the specific items mentioned under Explanation | to section 115[E, which can be
adjusted from the net profit as per the Statement of Profit and Loss prepared as per the
Companies Act for computing book profit for levy of MAT. Since the fallowing items are nol
specified thereunder, the same cannot be adjusted for computing book profir

s [nterest to financial institution (unpald before Aling of return) and

o Penalty for infraction of law

(2]  Provision for gratulty based on acluarial valuation is an ascertained liability, Henee, the same
should not be added back to compute book profi.

(3] As per proviso to section 115/B(6), prefits from unit in special economic zone cannot be
excluded while computing the book profit, and hence, such income would be liahle for MAT.

M
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Question 18

Agro Food Corporation Ltd, a domestic company engaged in manufacturing of FMCG products, Tt hag
business of manufacturing marketing and selling of a wide range of foad products and edible ofls i,
india. The company has prepared Statement of Profit & Loss in accordance with the Schedule 1] 1
the Companies Act, 2013 and such Statement of Profit & Loss for the previous vear ended 31.03.2025
shows a net profit of ¥ 89 lakhs,

The above net profit was arrived at in respect of its business activities aftey deblting/crediting the
following amounts under different heads:

Debits to the Statement of Profit and loss: | % (lakh)|
[i] Expcn:ilturc relating to Industrial undertaking qualifying for deduction u/s 1044, B 15.00
(i) |Depreciation for current year under Companies Act, 2013, 34.00
(tii] | Interest to Financial Institution (an NEFC) not paid up to the date of filing return, 8.50
[iv) |Penalty for infraction of law 1.50
(v} |Proposed dividend 350
(vi) | Provision for Income-tax 2.75

[vil} | Transfer to General Reserve 5.00

[vili) | Expenditure relating to 80-1A undertaling 6.00

Credits to the Statement of Profit and Loss:

(i} [Amount withdrawn from Reserve created during 2021-22 (Bock Profit was not 4.00

lneveased by the amount transferred to such reservein the year 2021-22, e This
reserve was nol made through Profit and Less A/cin PUY. 2021-22)

(i} |Profits from an Industrial Undertaking covered and qualified for deduction under 41.70
section 10AA of Income-tax Act
(i1} |Profits from an Industrial Undertaking covered and gualified under section 80-1A 7.00
nf income-tax Act, 1961

[iv] |Deferred tax Credit _ 3.57
Additional Information:

(i) |Brought forward Business Loss as per books B.75

(H] | Depreciation allowable imder Income tax rules 42.00
(1) | Brought forward Business Loss a8 per Income-tax Law 9.50
[iv) | Unabsorbed depreciation as per Income-tax Law 10.53

(v] |Unabsorbed depreciation as per Books NIl

You are requested Lo compute the Book prollt of the company as per section 11518 of the Income-tax
Act, 1961 for AY. 2025-26.

Also compute the Minimum Alternate tay applicable on Books profits calculated as per section 115)R
as applicable to Book Profits, Jgnore Tax liability as per normal provisions of law
Answer
Computation of Book Profit and MAT liability under section 115]8
Particulars . i 1 1_|
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F{H_l;i'rnﬁt as per Statement of Prafit and Loss Eg,ﬂ‘ii',ﬂl]'ﬂ
Add: Net profit to be increased by the following amounts: '
- Depreciation 34,00,000
. Proposed dividend 3,50,000
- Provision for income-tax 2,75,000
Transfer to General Reserves, [Amount cartied to any reserves, by
whatever name called has to be added back] 500000 4525000
1,34,25,000
Less: Net profit to be decreased by the following amounts:
- Depreciation 34,00,000
- Amount withdrawn from reserve created during 2021-22 Nil
[Since the book profit of 2021-22 was not increased by the amount
transferred to such reserve|
- Deferred tax credit 357,000
- Unahsorbed deprecation or brought forward business loss, Nil
whichever is less, as per the books of zccount.
Lower of unabsorbed depreciation ie, Nil and brought forward
business loss T 8,75,000 as per books of account has to be reduced 37.57.000
Book Profit 3 96,68,000
Computation ol MAT lﬁnhil_ity
15% of book profit (% 96,68,000 x 15%) A 14,50,200
Add: Health and Education cess @3% SEL00H
Minimum Alternate Tax liablility 1508208
MAT liability (rounded off) ) 15,2{!12 10
Noles:

(1}

()

Only the specified items mentioned under Explanation 1 1o section 115]8 can be added back to
ot reduced from the net profit as per the Statement of Profit and Loss prepared as per the
Companies Act for computing book profit for levy of MAT, Since the following items are not
specified thereumder, the same cannot be added back /reduced for eomputing book profit;

o Interest to financial institution not paid betore due date of Hiing of return of income
o Penalty for Infraction of Jaw
o Profite and Expenditure relating to undercaking eligible for deduction u/s 80-1A

As per the proviso to section 115]B(6), the profits from unit established in special economic
zane cannot be excluded while computing the book profit, and hence, such Income would be
liable {or MAT. Accordingly, expenditure and profits frem an Industrial undertaking eligible for
deduction u/s 10AA cannot be added back/reduced for computing boolk profit.

Depreciation and brought forward business loss as per Income-tax Act, 1961 is not relevant for
computing book profit for levy of MAT.
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i .

Hyper Ltd, engaged in diversified activities, carned a profit of T 14,25,000 after debit/cradit of the
fallowing ftems to its statement of profit and loss for the year ended on 31.3.2025

—

The eompany provides the following additional information:

(I}  Depreciation includes  1,50,000 on account of revaluation of fixed assets.

(i) Depreciation allowahle as per Income-tax Roles is % 280,000,

(i) Mrought furward Business Loss/Unabsorbed Depreciation:

(a) ltems dehited to Statement of Profit and Loss. L
| Provision for Toss of subsidiary o =0 85,000 |
Provision for income-tax demand 1,005,000
Depreciation 360,000
interest on deposit credited o resident buyers on 31.3.2025 for advance 1,00,000
received from them, on which TDS was deducted In April 2025 and deposited
on 31.7.2025
(b) | Items credited to Statement of Profitand Loss
| Long term capital gain on sale of equity shares an 3112025 on which |  3,60,000
| securities transaction tax was paid at the time of acquisition and sale
Income from units of UT] 75,000

—

FY. Amount a;per hooks Amount us pe; Incomao-tax
- Loss Depreciation Lass anrm::]at;:m_
3 T H 3
2020-2021 250,000 2,00,000 T 200,000 250,000
2021-2022 Nil 70000 | 100,000 180,000
| 20222023 350000 | 315000 | 1,20000 210000

You are required to;

(i) compute the total income of the company for the assessment year 2025-26 giving the reasons

for treatment of items and

(i) examine the applicability of section 1158 of the Income-tux Act, 1961, and compute book
profit and the tax credit to be carried forward.

Assume the tax rate applicable to Hyper Ltd s 30%. lgnore the provisions ef section 115BAA,

Answer

Computation of total income of M/s Hyper Ltd,

e

Particulars e | ot
Profit as per Statement of Profit & Loss 14,25,001)
Add: ltems disallowed /considered separately
Provision for Toss of subsidiary [since it Is not wholly and 85,000
exclusively for the purpose of business of the assesses]
e —————— L,
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mﬁ"
Provision for income-tax [disallowed under section 40(a}(ii}] 1,05,000
Interest on deposit credited on 31.3.2025 and tax deducted in
April 2025 which was deposited on 31.7 2025 [30% disallowed
under section 40(a)(1n) since, tax is deducted only In next year|, 30,000
Dopreciation deblted to statement of profit and loss [only
depreciation caleulated as per the Income-tax Rules, 1962 is
allowable as deduction] 3,60,000 | 5.80,000
20,056,000
Less: Items credited but not includible under business income or
are exempt under the provisions of the Act
Long-term capltal galn on sale of eguity shares on which
securities transaction tax paid, since it is not a business income. 3,60,000
Income from units of UTI, since it s not a husiness income, 75,000 4,35,000
. 15,70.000
Less: Depreciation {allowable as per the Income-tax Rules, 1962) 2,580,000
12,90,000
Less: Set-off of brought forward business loss and unabsorbed
depreciation
Brought forward business loss under section 72 4,200,000
Brought forward depreciation under section 32 &.40,000 10,60,000
Income from business ' 2,30,000 |
Capital Gains !
Long term capital gain on sule of equity shares on which sccurities 360,000
transaction tax was paict at the tme of acquisition and sale
Income from Other Sources
Income from units of UTI _ 75,000
Total Income T _ﬁ,ﬁﬁ.mm
Tax on LTCG exceeding 3 1,25 lakhs [@ 12.5% x 2,35000] 29375
Tax on other income of T 3,05,000 @ 30% 91,500
120875
Add: Health and Education cess @ 4% 4,835
Tax Payable as per the Income-tax Act, 1961 1,25:?.‘] 0
Computation of Book Profit under section 115]B
Pﬂﬂ.il.’l.l-]i‘lrs - ' i 1 i -
‘Profit as per Statement of Profit & Loss 1 | 14,25,000
Add; Net Profit to be increased by the following amounts as per
Explanation 1 below section 115]B(2)
Provision for loss of subsidiary HE, 000
Provision for Income-tax | L0000
i
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Depreciation debited to statement of profit and loss ' 3,60,000 5,50,000
19,765,000 |

Less: Net Profit to be reduced by the following amounts as per
Explanation 1 below section 115]B(Z)
Depreciation debited to statement of profit and loss [excluding
depreclition on account of revaluation of fixed assets) (le, T

260,000 -1 1,50,000] 2,10,000

Brought forward business loss or unabsorbed deprecation as per

books of account, whichever is less, taken on cumulative basis f,00,000 8,10,000
Book Prolit 11,65,000
5% of hook profit 1,74,750
Add: Health and Education cess @ 4% 6,990

1,681,740 |

Section 115]AA provides that where tax is paid In any assessment year in relation to the deemed
income under section 115]B(1), the excess of tax so pald, over and above the tax payable under the
other provisions of the Income-tax Act, 1961, will be allowed as tax credit in the subsequent years,

The tax credit is, thersfore, the difference between the tax paid under section 115§B(1) and the tax
salable on the tolal income eamputed in accordance with the other provisions of the Act, This tox
credit is allowed to be carvied forward for 15 assessmont years succeeding, the assessment year in
whitch the credit became allowable.

such credit is allowed to be set ofl against the tax payable on the total income in an assessment year

in which the tax is computed in accordance with the provisions of the Act, other than section 115]1,
La the extent of excess of such tax payable over the tax payable on book profits in that year.

o o Particulars t
-"'I’axThJukFr:n—m under section 11 '_EJ_E‘: - - 181,740

j.ess: Tax on total income computed as per the other provisions of the Act _ 125,710
Tax credit to be carried forward onder section 115]AA Sﬁ.DEE

{Juestion 20

A domestic company, ABC Ltd, furnishes the fullowing particulars in respect of Assessment Year
2025.26 and seeks your opinion on the application of section 115]B. You are alse required Lo
compute the total income and tax payabie,

(1) Profits as }mr_simmn_enﬁﬁmrﬁi: and loss 25 per the Companies Act, 2013 215 Lacs
(2)  Statement of Profit and Loss includes:
(a) Credits:  Dividend income from Indian companies T 20 Lacs
Excess realized on sale of land held as investment 1 30 Lacs
(b) Debits;  Depreciation on straight ine method basis T 100 Lacs
Provision for loss of subsidiary company 1 60 Lacs |
e e — = T
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[4] i L;-Irpremttun allowable as per the Ineome-tax Rules, 1962 %150 Lacs

(4] Short term Capital gains on sale of land mentioned above as computed under % 40 Lacs
Income-tax Act, 1961

11 Losses hrought forward as per boolis of account and as per Income-tax Act, 1961
Rusiness loss 1 50 Lacs
linabsorbed depreciation T ol Larcs

s will have to deal with this issue assuming that ABC Ltd, is not required to comply with the Indian
o nunting Standards, lgnore the provisions of section 1158AA.

vlote - The turmover of ABC Ltd. for the P.Y.2022-23 was T 390 crore.

nEWeET

In the case of a company, it has been provided that where tax @15% on of book profit exceeds tax on
watal income computed as per normal provisions, the book profit shall be deemed to be the total
I for tax purposes,

It i therefore necessary to compute total income as per Income-tax Act, 1961 as well as book profits,

I Uomputation of Total income as per the Income-tax Act, 1961

Particulars T (in Lacs) 1
Mel profit as per statement of profit and loss 215
Add: Depreciation debited to statement of profit and loss 100
Provision for losses of subsidiary company &l 160
375
Lesss Dividend Income (considered separately) - 20
Excess realized on sale of land [considered separately) 30
Pepreciation allowable as per Income-tax Rules, 1962 15] 200
Business lncome 175
less: Set-off of brought forward bustness loss ' 50
i 125
| Capitai gains (Short term capital gains on ale of land) 40
| Ither Source - Dividend Income 20
| 185
Less: Set-off of unabsorbed depreciation (il
aross Total Income 125
Total Income as per Income-tax Act, 1961 125
. Computation of boeok profit under section 11518
Particulars | @mLas)
Mot profit as per statement nfprnfil: and loss N 215 |
Add: Provision for loss of subsidiary il
Depreciation 100
BY CAATUL AGARWAL [AIR-1)
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375

Less: Depreciation 100
Bus<iness loss which is less than unabsorbed depreciation 50 150
| “Book Profit” o s

I, Computation of Tax liability under the normal provisions of the Income-tax Act, 1961
Total income as per the Income-tax Act, 1961 s T 125 lakhs,

‘Particulars i
Tax payable 1 125 lakhs @25% since the turnover of the company for the 31,25,000
previous year 2022-23 does not exceed T 400 crore.

Add; Surcharge @ 7% : 218750
33,43,750
Add: Health and education cess @i 133,750
Total Tax payable 34,77,500
IV, Computation of Minimum Alternate Tax
Particulars N 1 -1
Tax @ 15% of hook profit of € 225 lakhs E | 3375000
Add: Surcharge @ 7% ' 2,36.250
36,11.250 |
Add: Health and education cess@4% 1,44,450
Minimum Alternate Tax payable 37,55,700

Since 16% of boaok profit xceeds the Lax payable as per normal provisions of the Income-tax Act,
1961, the book profit of ? 225 lakhs would be deemed to he the total income and the tax payable
ansuch total income shall be 15% thereof L.e. ¥ 33, 75,000 plus surcharge @7% baing ¥ 2,365,250
plus health and education cess @1% (ol tax and surcharge] being 1 1,44,450. Total tax Habllity

would be T 37,55,700.

Question 21

Anustup Chandra Flour Mills Ltd, a domestic company engaged in manufacture of wheat flour,

furnishes the following information pertaining to the year ended 31.3.2025:

() Wet profit as per the Statement of Profitand Lossis3 77 lukhs after considering the items listed
in (i) to (vi) helow.

(I} The company is a member of Vishnu Foods & Co., an AQOP in which the members® shares are
determinate and their shares in profit/loss are clearly known The AQP has paid tax al
maxtmum marginal rate. During the year, the company has derived share income of T9 lakhs
from the AQP, The company has spent a sum of ¥ 90,000 rowards earning such Income.

(iiy The company has made provision for income-tix (including interest under sections 2348 and
234 of & H2.000) for T 3 lakhs and T 5 lakhs towands share in loss of foreign suhsidiary.

(iv) Amount debited to the Statement of Profit and Loss towards Interest to a public financial

W
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twitl)

institution is € 12 lakhs. OF this, only ¥ 4 lakhs was paid on 15,03.2025. Balance % 8 lakhs is not
puid tll due date of fling of return of income.

The company committed breach of bullding norms while extending the factory building. The

City Corporation Initiated proceedings against the company and the company settled the issue
by paying compounding fee of T 1 lakh. This amount forms part of general expenses, which has
veen debited to the Statement Profit and Loss.

it the administrative expenses, the company has dehited a sum of * 70,000 towards tee for
delayed filing of statement of TDS under section 234E of the Income-tax Act, 1961,

The company has credited revaluation surplus of ® 10 lakhs on fair valustion of assets under
[nd AS 16 and Ind AS 38 to cther equity.

The company has credited € 5 lakhs to other comprehensive Income on falr valuatlon of equity
instruments in which the company has Investment.

Iuring the current year, the depreciation charged as per books of account of the company Is the
g a8 allowable under the Income-tax Act, 1961,

You are required to compute the total Income and tax payable by the company for the AY, 2025-26
by examining the applicability of section 115]B. The company is an Ind AS compliant company.

Note: The Turnover of company fer the P.Y 2022-23 was 3 350 crore.

-

Answer

Computation of Total Income of Anustup Chandra Flour Mills Ltd. as per the normal
provisions ol the Act

—

Parﬂ:ﬁ]ﬁrs T 1 !

Net Profit as per statement of profit and loss 77,00,000
Add: Items debited but to be considered separately or to be

disallowed /amount taxable but not credited
Expenditure on earning share income in AOP 90,000
[Share Income in AOP, which pays tax at maxbmum marginal rate ’
Is exernpt in the hands of member. Consequently, expenditure
incurred on earning exempt income is not allowable as
deduction. Since the same has been debited In the statement of
profit and loss, it bas to be added back)

Provision of income-tax (including interést u/s 2348 and 3,00,000
2340)

|Provision of income-tax is not allowable as deduction. Also, any
interest payable for default committed by the assessee for
discharging his statutory obligations under Income-tax Act, 1961
which is ealeulated with reference to the tax on income is not
allowable as deduction

Since the provision and interest have been debited to statement
of profit and loss, they have to be added back]

Provision for loss of foreign subsidiary 5,000,000

BY CA ATUL AGARWAL (AlR-1)
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[Since the loss of foreign subsidiary is not a loss incurred for the
purpose of business of the assessee, It Is not allowed while
camputing business mcome. Since the same has been debited in
the statement to profit and lass, it has to be added back]

Interest to a public financial institution

[Peduction of any sum, being interest payable on any lean or
barrowing from a public financial institution shall be allowed, if
such interest has been actually paid. Since T 4 lakhs has been
pald on 15.03.2025, balance ¥ 8 lakhs debited to statemuent of
profit and loss has to be added back, since such sum s not pald
on or before due date of filing of return of iIncome]
Compounding fee paid for violation of building norms

[The amount paid for compounding an offence is inevitahly a
penalty and the mere fact that it has been described as
compounding fee cannot, in any way, altér the character of the
payment which is in the nature of penalty. Hence, the same is not
allowable as revenue expenditure. Since the same has been
debited to statement of profit and lass, it has to be added back]
Fee for delayed filing of statement of THS

[Under seetion 27, any expenditure incurred whaolly 'md
exchusively for the purpose of business or profession is allowed
as deduction. The fee for delayed submission of statement of TDS
15 not in the nature of interest for delayed remittance of TDS or in
the nature of penalty, which are not allowable as deduction while
computing business income, Hence, it is allowable as deduction.
Since the same has been debited to statement of profit and loss,
no further adjusoment is required]

Revaluation surplus on fair valuation of assets upder Ind AS

16 and 38 credited to other equity

[No treatment is required under the regular provisions of the
Income-tax Act, 1961, Since the same has not been credited to
statement of profit and loss, no adjustiment is requirei]

Fair valuoation of equity instruments

[No treatment is required under the regular provisions of the
Income-tax Act, 1961, Since the same has not been credited
statement of profit and loss, no adjustment is required|

Less: Items credited to statement of profit and loss, but not

includible in business income/permissible expenditure
and allowances

Share income in AQDP

|Where a company i a member inan AOP, the AOP would have
to pay tax at the maximum marginal rate owing to which,

BY CA ATUL AGARWAL (AIR-1)
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company's share in the total income of AOP will not be included '
in its total income and will be exempt. Since the same has been
credited to the statement of profit and loss, same has to be
reduced while computing business income]

Total income 85,90,000

i

Computation of book profit under section 115]B

Particulars 1 1
‘ﬁ;t_pruﬂr. as per Lthe statement of profit and loss 77.00,000
Add: Net profit to be increased by the following amounts as per
Explanation 1 to section 115]B{Z}):
Expenditure on earning share income in ADP 90,000
[Expenditure refated to share income in AOP has to be added
back while computing the book profift, since no income-tax. is
payable by the company on share income in AGF]
Provision of income-tax (Including interest under section 300,000
2348 and 234C)
[Income-tax shall include, inter alia, any interest charged under
the Act, therefore, whole of the amount of provision for income-
tax including 62,000 towards interest pavable has 1o be added]
Provision for loss of foreign subsidiary 300,000 8.20,000
[Provision for loss of subsidiary companies has to be added back]
{ B5, 90,000
Less: Net profit to be decreased by the following amounts as per '
Explanation 1 to section 115)B(2}): 1
Share income in ADP l

[Share income of company in AOP has to be reduced while
computing the book profit, since no income-tax is payable by
the company on share income in AOF] |
Beok profit computed in accordance with Explanation 1 to 76,90,000 |
section 115)B{2})
Add: tems credited to OC1 that will not be reclassitied to profit or
loss:

_—

9,00,000

Revaluation surplus on fair valuation of assets 1 10 lakhs [Book
profit not to be increased by revaluation surplus for assets|

Income on fair valuation of equity instruments of ¥ 5 lalkhs
[Bock profit not to be increased by income in fair values of equity
Instrumsnts|

Book Profit for levy of MAT 76,290,000

Computation of tax liability

Particulars 1
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Minimum Alternate Tax on hook profit under section 1158 = 15% of ¥ 76,90,000 I],EE,EEE
Income-tax computed as per the normal provisions of the Act [T B590000 x| 2147500
259 since, turnover of the company for PY, 2022-23 does not exceed T 400 croves)
Since the income-tax liability of 3 21,47,500 is higher than the MAT lability of
11,53,500, the income-tax lisbility would be computed as per the normal provisions
of the [ncome-tax Act,1961;

Income-tax computed as per the normal provisions of the Act 21,47.500

Add: Education cess 4% B5,900

Tax Payable 22,33,400

Tax Payuble [rounded off) 22,33,400
Question 22

Alpha and Beta Tyres Limited, an Indian Company engaged in the manufacture of Tyres, has adopted
Ind AS from 142022, The following particulars are provided for the year ended 31.3.2025:

Net profit as por statement of profit and loss is T 20 crores after debit and credit ol following items:
Items Debited:

(i) Beprecistion T 18 crores, Included in depreciation is 3 crores, being amount provided ap
revalued assots

(i) Interest charged for delay in remittance of tax deducted at source 3 20 lakhs.

items Credited:

(I} ~ Share Income from Association of Persons in which the company is & member €50 lakhs, (The
AOP 15 charged to tax at Maximuwm Marginal Rate)

(i) Amount of ¥ 6 crores withdrawn from revaluation reserves on account of revaluation of assets.,

Other Information:

1. The application of a fnancial creditor for corporate insolvency resolution process has been
admitted by the Hyderabad Bench of the National Company Law Tribunal under section 7 of
the Inselvency and Bankrupicy Code, 2016,

2 Brought forward business loss and depreciation,

 Assessment Year BusinessLoss l Eleprn:iu_tinn _|
2021-22 23 crores 1 erare 1
| 2022-23 ~ T5crores T 2 crores ,

4. llems credited to other comprehensive income which will not be reclassified to profit or loss:
(1) Re-measurement of defined employee retirement benefits plan T 50 lakhs.
(i)  Rewaluation surplus of property, plant and equipment ® 1 crore,

4. The transition amount as on convergence date 1.4.2022 stood at T 5 crores including capital
reserve of T 50 laklis (credit balance).

5. Tax payable under the regular provisions of the Income-tax Act, 1961 Is T0.73 crores.
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Required:
(i) Compute Minimum Alternate Tax payable by the company for the Assessment Year 2025-26.

(i) Compute the amount of MAT credit eligible for carried forward.

Answer
Computation of MAT payable by Alpha and Beta Tyres Limited under section 115]8
- | Particulars 1 1
Et profit as per statement of profit and loss 20,00,00,000

Add: Net profit to be increased by the following amounts as
per Explanation 1 to section 115]B(2):
Depreciation TEL OO0, 000
Interest charged for delay [n remittance of TDS E{],ﬂ'l}ﬂﬂﬂ

|As per Explanation 2 to section 115]B, income-tax shall
include, any Interest charged under the Act Therefore;
interest on delay in rémittance of TDS has o be added buck] 18,20,00,000

J8,20,00,000

Less: Net profit to be decreased by the following amounis as
per Explanation 1 to section 115]B{2):
Depreciation other than depreciation on revalustion of | 1500,00,000
assets [T 18 crore - % 3 crore]
Share income from Association of Pergons 50,00,000
[Share income of company in AOP has to be reduced while
computing the book profit, since no income-tax is payable by
the company on share income in ADP, as the AOP is
chargeable to tox at Maximum Marginal Rate]

Amount withdrawn from revaluation reserve [ 6 crore] to | 3,00.00,000
the extent it does not does not exceed depreciation on
revaluation of assers |33 crore)

Brought forward business loss ol T 8 aore [{ 3 crore = T 5 | 11,00,00,000
crore] and unabsorbed depreciation of T 3 crove [T 1 crore +
1 2 crore|

[Since Alpha and Beta Tyres Limited is a company against
which sn application for corporate insolvency resolution
process has been admitted by NCLT under section 7 ol the
Insolvency and Hankruptey Code, 2016, the amount of 1otal
loss brought forward [including unabsorbed depreciation) is
allowed to be reduced fram the book profit for the purposes '|

of levy of MAT under section 115]8]. 29,50,00,000 |

Book profit computed in - accordance with  Explanation 1 to | N H,?D:t]t}.ﬂllﬂ :

section 115]B(2) |

Add: Ttems credited to OC) that will not be reclassified to profit | ‘
or loss: .
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Re-measurement of defined employee benefit plan 50,00,000

Revaluation surplus of property, plant and equiptoent 3 1
crore [Book profit not to be increased by revaluation surplus

for assets] Nil 50,000,000
9,20,00,000 |
Add: One-fifth of Transition amount [Credit Balance)
Transition amount 5,00,00,000
Less: Amounts to be excluded from transition amount
Capital Reserve 50,00,000
©4,50,00,000
One-fifth of  4,50,00,000 1 9000000
Book Profit for levy of MAT _lﬂ, ﬁ!,aii:[ﬁn_
- © Com putation of MAT 1
MA'T on book profit under section 115]8 = 15% of T 10,10,00,000 1,51,50,000
Add; Surcharge®1 2% (since boolt profit exceeds 110 crore) 18,18.000
| 1,69,68,000
Add: Health and education cessi@ 4% . { ﬁﬁﬁ
MAT lability ' | 17646720
Computation of MAT credit to be carvied lorward
q : Particulars 1 1
MAT lability | 17646720
Income-tax computed as per the normal provisions of the Act J3.00,000
Since the income-tax lability computed as per the regular provislons of the
| Income-tax Act, 1961 is less than MAT payahle, the hook profit of ¥ 10,10,00,000
would be :iequ to be the total income and tax is leviabla@15%: The total tax
liability is T 1,76,46,720.
Computation of tax eredit to be carvied forwand:
I Tax payable on deemed total income 1.76,46,720
' Less: Income-tax payable as per the normal provisions of the Act 73,00,000
l Tax credit in respect of tax paid on deemed Income B 1.}}_3..:‘.:.'}-2?

Juestion 23

Godavar Ltd. an Indlan Company engaged in manufacture and sale of electrical appliances in India
and abroad, started adoption of Ind AS with effect from 10 April, 2023. The following particulars are
furnished for the year ended 319 March, 2025

(4] The book profit after adjustment of all items specified in section 115]B(2) amounted to T 87.34
lakhs {except the adjustment for brought forward losses/unabsorbed depreciation), for the
year ended 31,3.2025.

(b)  Brought forward losses as per bouks are as under: (¥ In lakhs)
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| Financial Year Business loss Depreciation
‘ 2042-23 H.20 7.60
. 2023-24 730 9.50
(] The particulars of "Other Comprehensive Income" for the year ended 31.03.2025: (T In lakhs)
| other Comprehensive Income (OCI) that will not be re-| Debit Credit
classified to profit and loss:
v | Deferred costs of hedging 3.80
(ii] | Changes in fair values of equity Instruments 8.00
(i} | Revaluation surplus for assets 820
iiv) | Deferred gains on cash flow hedges 6.70
(v] | Re-measurement of post-employment benefit obligations 5.20
(vi) | Share of other comprehensive income of other associates 2.80
Other Comprehensive Income (OCI) that may be re-classified to | Dehit Credit
profit and loss:
(i) | Deferred gains on cash flow hedges ' 820
(it} | Comprehensive income from dizscontinued operationy 530
(iii) | Exchange Differences of foreign exchange operations L&D
(iv) | Deforred costs of hedging 080 |

() The transition amount as on convergence date {01.04.2023) stoed at T 48 lakhs [credit
balance) including capital reserve of 1 6 lakhs and adjustment of ¥ 5 lakhs relating to
translation difference in a foreign operation.

[¢] ‘The Natiopal Company Law Tribunal (NCLT), Mumbai Hench has sdmitted an application
under section 7 of Insolvency and Bankruptey Code, 2016 (IBC) made by financial creditor
against company for initlation of Corporate Insolvency Resolution Process on 30% March, 2025,

You are required to compute the MAT liability for the assessment year 2025-26, applying the
provisivns relating to Ind AS compliant companies. Assuming that the income tax under normal
provisions of Income-tax Act, 1961 for the assessment year 2025-26 works out 1o % 10.20 lakhs,
compute the tax credit, if any, to be carried forward by the company inchuding the period up to which
it will be available to be carried forward.

Answer

Computation of MAT liability of Godavari Lud. under section 115]B

Particulars t i
[ Book profit alter adjustment of Items under section 115]B(2] 37,344,000
[except brought forward business loss & unabsorbed depreciation]
Less: Brought forward business loss [T #,20,000 + 1 7,30,000] 1550000
Unabsorbed depreciation [ 7,60,000 + T 950,000 17,110,000 34.60.000
[Since Godavari Lid. is a company against which an

application for corporate inselvency resolution process has
heen admitted by NCLT under section 7 of the Insolvency and '
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Bankruptcy Code, 2016, the amount of total loss brought
forward (including unabsorbed depreciation] is allowed to be
reduced from the book profit for the purposes of levy of MAT
under section 115]8].
Boolk profit computed in accordance with Explanation 1 to 54, 74,000
section 115]B(2)
Add: Items credited to OC1 that will not be reclassified to profit
o1 loss:
Deferred gains on cash fow hedges 6,70,000
Share of Other Comprehensive [ncome of Other Associates 4,80,000
Re-measurement of post-employment benefit obligations 5,20,000
Revaluation surplus for assets T 8,20,000 [Book profit not to
be increased by revaluation surplus for assets as per proviso
to section 115]B{2A)] Nil 14,70,000
T 944,000
Less: Items debited to OC1 that will not be reclassified to profit
or loss:
Delerred costs of hedging 3,80,000
Changes (n falr values of equity Instraments 3 B,00,000 [Book
profit not to be decreased by changes I falr values of equity
instruments as per provise o section 115]B(2A])] Ml 3.80,000
y | 6564,000
Add: One-filth of Transition amount [Credit Balance]
Transition amount 48,00,000
Less: Amounts to be excluded from above
Capital Reserve 6,00,000
Translation difference in foreign operations: 500,000
47.00,000
Due-fifth of T 37,00,000 740,000
Bouk Profit for levy of MAT 73,004,000
MAT on book profit under section 115]8 = 15% of T 73,04,000 10,95,600
Add: Health and education cess@4% 43,824
MA'l lability - 11,39,424
MAT liability (rounded off) ©11,39,420
Computation of tax credit to be carried forward
Particulars 1
MA'T liability (rounded off) 11,39,420
Income-tax computed us per the normal provisions of the Act 10,20,000
since the income-tax liability computed as per the regular provisions of the Income-
tax Act, 1961 is less than the MAT payahle, the book profit would be deemed to he
N BY CA ATUL AGARWAL [AIR-1)
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the total Income and tax is leviable @15%: The total tax Hability (rounded off) is
¥11,39420. :
computation of tax credit to be carried forward

Tax pavable on deemed total income 11,39,420
ess: Income-tax payable s per the normal provisions of the Act 10,200,000
Tax credit in respect of tax paid on deemed income 1,119,420

[Can be carried forward for 15 Assessment Years e, upto AY.2040-41]

fp——

Question 24

Maltr Jeans [P) Ltd. is In the business of manufacturing jeans. For the assessment year 2025-26, it
paid tax @ 15% on Its book profit computed under section 115]B. The Assessing Officer though
satisfied that it is liable to pay book profit tax U/s. 115]B, wants to charge interest under sections
2348 and 234C as no advance tax was paid during the financial year 2024-25. The company seeks
your apinion on the proposed levy of interest. Advice.

Answer

The issue under consideration is whether interest under sections 2348 and 234C can be levied
wherea company is assessed on the basis of its book profitunder section 1158,

The Supreme Court, in Joinl CIT v. Rolta India Lud. (2011) 330 ITR 470, observed that there is a
specific provision In section 115]B(5) providing that all other provisions of the lncome-tax Act, 1961
shill apply 1o every assesses, boing a company, mentioned in that section. Section 115]B is a self-
contalned code pertaining to MAT, and by virtue of sub-section [5) thereof, the liability for payment
of advance tax would be attracted.

According to section 207, tax shall be payable in advance during any Anancial year, in accordance
with the provisions of sections 208 to 219 (hoth inclusive), in respect of the total income of the
assessee which would be chargeable to tax for the assessment year immediately following that
fimancial year,

Under section 115]B{1), where the tax payable on total Income is less than 15% of "book profit® of a
company, the “book profit” would be desmed te be the total Income and tax would be payable at the
rate of 15%.

Since in such cases, the book profit is deemed to be the total Income, therefore, as per the provisions
of section 207, tax shall be payable in advance in respect of such book profit (which is deemed to be
the total income) also,

Therefore, if a company defaults in payment of advance tax in respect of tax payable under section
115]B, it would be lable to pay interest under sections 2348 and 234C

Therefore, even though Maitri Jeans (F) Lul. is assessed on the basis of its book profit under section
1158 for AY.2025-26, it Is liable to pay advance tax. Since Maitri Jeans (P) Lud. has not paid any
ncdvance tax during financinl year 2024-25, levy of interest under section 2348 and 234C is valid.

1
— e |
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Question 25

Calculate tonnage income with respect to each of the following qualifying ships:
Qualifying Ships Q1 Q2 03 Q4+ |
Net Tonnage 1,020 B563 22,368 | 37,525
Days for which ship operated during the P.Y.2024-25 120 70 250 160

Answer
Qualifying Ships Q1 02 (03 (4
Net Tonnage (rounded off) 1,000 B.600 22400 | 37,500
Dally Tonnage [T) J00 4748 674 15,3595
Days for which ship operated during the P.Y.2024-25 120 70 25l 100
Tonnage Income (T} B4.000 | 330,960 |26,69.500] 15.3‘_5{,5{:[!

Question 26

Tarun Shipping Co. Ltd, having its registered office in Mumbai, plies two ocean-gomg vessels which it
s, The repistered tonnage of the two vessels are 47,516 tonnes and 200 kgs and 25,759 tonnes
and 400 kgs respectively, In the accounting year 2024-25, the first vessel was aperated for 360 dayy
and the sccond for 200 days.

The accounts of the company reveal the following results:
(i}  Profit from core shipping activity 1 90.50 Lacs
(i) Profit from incidental activity 115,000

Compute the tax payable by company for ALY, 2025-26, taking note of provisions relating Lo taxation
of incame of shipping companies. Assume the tax rate applicable to Tarun Shipping Co. Ltd is 30%,

Answer
Computation of tax payable by Tarun Shipping Company Lid.
Pasticulars T
.¥UI:II1LI:E,:1-I.HEI'I‘.I[' (See Wnrk:iﬁ;{ Mote below) - H'H_f_iﬂﬁﬂl]
Tax & 30% 26,95,980
Add: Education cess @ 4% 107 'H:ﬁ
Total Lax payable B 28,03,819
Working Note
Computation of Tonnage Income [Section 115VG]
= == —— Pﬂlﬁﬂul‘kﬁ Ship | [ﬁ i Ship 2 [f]_.
“First 1,000 tons (1000 x 70,/100) 700 700 |
BY CA ATUL AGARWAL (AIR-1)
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Mext 9,000 tons (9,000 x 53/100) 4770 4,770
Next 15,000 tons (15,000 x42/100) 6,300 6,300
galance [(22,500/800) x 29/100] 6,525 232
8, A2
Lo 18,295 12,00
"'_[F'c-n;mag: income 1
Ship 1 (18,295 x 360) 65,86,200
Ship 2 (12,002 x 200) 24,00,400
89,86,600

Note: Tonnage Is to be rounded off to the nearest multiple of 100 tons. Hence, the first vessel will pay
for 47,500 tons and the second for 25,800 tons,

As per sectlon 115VF, the tonnage income computed under section 115VG would be deemed to be
profits chargeable under the head "Profits and gains of business or profession”. Then, the relevant
shipping income referred to in section 115-VI{1), which Includes profit from core shipping activity
(i.e. £ 90.50 Lacs) and the profit from incideatal activity (3.15,000), shall not e chargeahle to tax.

Question 27

Prolphy Ltd, 2 tonnage tax company provides following imformation for the .Y, 2024-25:

(i) Relevant Shipping Income - T 350 Takhs

(i) Tonnage Income - 180 lakhs

(i} Rook profits derived from core and {ncidental activities - % 400 lakhs

Frovide answers to follewing questions, considering each of questions ghven helow Independently:
{a) Calculate the minimum reserve requirement of the company as par section 115V

(b] Calculate the taxable amount under the other provisions of the Act, if Dolphy Ltd. transferred
anly 66 lakhs to tunnage tax reserve account during the PY. 2024-25.

fc} Calemlate the taxable amount under other provisions of Act, i Delphy Ltd. mis-utilised amount
of T 12 lakhs out of 1 92 lakhs transferred to tonnage tax reserve account during PY. 2024-25

Answer

[4] The minimum reserve requirement of the company as per section 115VT = 20% of the book
profits derived from core and incidental activitles = 2 400 lakhs = 20% = ¥ #0 lakhs

(b) Taxable amount under the ather provisions of the Act = Relevant shipping income = Shortfall In
the credit to the reserves/Minimum reserve requirement = T 350 lakhs = [(3 80 lakhs - 66
lakhs)/% 80 lakhs)) = T 350 lakhs = ¥ 14 lakhs/3 80 lakhs = T 61.25 lakhs

[c] 'Taxable amount under the other provisions of the Act = Relevant shipping income = Extent of
reserves misutilised /Total reserve created during the year = ¥ 350 lakhs = T 12 Jakhs/t 92
lakhs = T45.65 lakhs

M
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Taxation of Business Trust, Investment Fund and their Unitholders

Question 28

A business trust, registered under SEBI (Real Estate Investment Trusts) Regulations, 2014, glves
particulars of its income for the P.Y.2024-25:

(1] Interest income from Beta Ltd. - T 4 crore;
(2) Dividend income from Beta Ltd. —3 2 crore;

(3} Short-term capital gains on sale of listed shares of Bera Ltd. - § 1.5 crore;

(4) Short-term capital gains on sale of developmental properties - T 1 crore

(5] Interest received from investments in unlisted debentures of real estate companies - T 10 lakh;
(6) HRental income from directly owned real estate agsers - 3 250 crore

Beta Ltd. is an Indian company in which the business trust holds 70% of the sharcholding,

Discuss the tax consequences of the above income carned by the business trust in the hands of the
business trust and the unit holders, assuming that the business trust has distributed ¥ 10 crove to the
unit holders in P.Y, 2024-25, (Assume that Beta Lud. does not opt te pay tax under section 115BAA)

Answer

Tax consequences In the hands of the business trust and its unit holders

(1) Interestincome of T4 crore from Beta Ltd: There would be no tax Hability in the hands of
business trust due to pass-through status enfoyed hy it under section 10(23FC){a) in respect
ol interest income from Beta Lud, being the special purpose vehicle. Therefore, Beta Ltd. is not
required to deduocl tax al source on Interest payment to the business st

The distributed income or any part thereof, received by a unit holder from the REIT, which is
in the nature of interest income received or recelvable from a SPV is deemed income of the
it holder as per section 1151A{3).

The business trust has to deduct tax al source under section 194LBA -
- @ 10%, on interest component of income distributed w resident unit holders; and

- & 5%, on interest component of income distributed to non-corporate non-resident and
forelpn companies unit holders, :

The interest component of income veceived from the business trust in the hanids of each unit-
holder would be determined in the proportion of 4/11.1, by virtue of section 115UA(1),

[Z) Dividend income of ¥ 2 crore from Beta Ltd.: The dividend distributed by the SPV to the
business trust is exempt by virtue of section 10(23FC). Any distributed income referred to in
section 115UA, which is in the nature of dividend income received or recefvable from SPV, in a
case where SPV has exervised oplion u/s 115BAA, s taxable [n hands of unitholders by virtue
of section 10{Z3FD). However, since Heta Lid, being a SPV does not opt for section 115BAA,
dividend compenent is exempt in the bands of unitholders, Consequently, business trust is
not required to deduct tax at source on dividend component distributed to unithelders,

[¥) Short-term capital gains of T L.50 crore on sale of listed shares of Beta Ltd.: As per section
LISUA[Z), the business trust is liable to pay tax @ 20% under section 111A in respect of

BY CA ATUL AGARWAL (AIR-1)
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short-term capital galns on sale of listed shares of special purpose vehicle, There would,
however, be no tax liability on the capital gain component of income distributed to unit
holders, by virtue of the exemption contalned in section 10(23FD),

Short-term capital gains of ¥ 1 crore on sale of developmental properties; It is taxable at
maximum marginal rate of 42.744% In hands of business trust as per section 115UA[Z).
There would be no tax liability in the hands of unit holders on the caplial gain component of
income distributed to them, by virtue of the exemption contained in section 10(23 FI).

interest of ¥ 10 lakh received in respect of investment in unlisted debentures of real
estate companics: Such interest is taxable @ 42.744%, being the maximum marginal rate,
in the hands of the business trust, as per section 1150A(2). However, there would be no tax
Hability in the hands of the unit holders on the interest component of income distributed to
them, by virtue of section 10(23FD). '

Rental income of T 2.50 crore from directly owned real estate assets: Any income of a
business trust, being a REIT, by way of renting or leasing or letting out any real estate asset
awned directly by such business trust is exempt in hands of trust as per section 10{23FCA]J.

Where income by way of rent is credited or paid to a business trust, being a REIT, in respect of
any real estate asset held directly by such REIT, o tax is deductible at source u/s 194-L

The distributed income or any part thereof, received by a unit holder from the REIT, which I In
the nature of income by way of renting or feasing or letting out any real estate asset owned
directly by such REIT |s deemed income of unit holder is per section 1150A(3). The business
erust lias to deduct tax at source @ 10% under section 194LBA in case of distribution tna
recldent unit holder and at rates in force in case of distribution to a non-resident unit holder.

Nhe rental income component recelved from the business trust in the hands of each unit-
holder would be determined in the proportion of 25/11.1, by virtue of section 1 15UA[1).

Question 29

Buildwell L1d., a Real Estate Investment Trust, registered-under SEBI Regulutions, halds 51% shares
I HATS Ltd. Buildwell Ltd. provides the following information ahout Its Income for the EY, 2024-25.

(i)
(i
(1)
(iv)
(v)

Interest meome from HATS Ltd. - %1 crore

Dividend income from HATS Lud. - 330 lakhs

Short-term capital gains on sale of developmental properties - 11 crore

Interest earned from investments in unlisted debentures of companies - T 10 lakhs

Rental income from directly pwned real estate assets - $ 25 lakhs

Mr, Vijay, a resident Indian, holds 70% of the units of the REIT. He doeés not have any other maome
during the year.

Compute the total income and tax payable in the hands of M/s Buildwell Ltd. and Mr. Vijay.

Note: HATS Ltd, has opted to pay tax under section 115BAA and Mr. Vijay has opted for section
11SBAC, lgnora TDS implications.

Answer
Mg
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Computation of total income of M/s Bulldwell Ltd. (REIT) and Mr. Vijay (unit-holder)

' Particﬁlarls

Bulldwell
(REIT)

Mr. Vijay |
(Unit-holder)

i

(i)

|
i (11}
|

(iv)

(v

'[‘-ﬂln'l'tucnme

Interest income of ¥ 1 crore from HATS Lid. [51'V)

Interest income from SPV would be exempt in the hands of
REIT by virtue of section 10(23FC)(a).

The component of such interest income distributed to unit
holders would be deemed as income of the unit holders as per
section 115UA(3). Accordingly, T 70 lakhs heing 70% of 3 1
crore Is taxable in the hands of the unitholder Mr. Vijay.

Dividend income of ¥ 30 lakhs from HATS Ltd. [SPV)

The dividend distributed by the SPV to the REIT Is exempt In
the hands of REIT by virtue of section 10(£3FC)(b). |
The component of such dividend income distributed to )
unitholders s taxable in the hands of unitholders, since HATS |
Ltd. [SPV) has exercised the option u/s 115BAA. Accordingly, 2
21 lakhs; being 70% of T 30 lakhs, would be taxable in the
hands of the unitholder Mr. Vijay, )

Short-term capital gains of T 1 crore on sale of
developmental properties

STCG on sale of development properties is taxable at maximum
marginal rate of 42,744% in the hands of REIT as per section
115UA[2). There would be no tax lability in the hands of unit
holders on the capital gain component of income distributed to
them by virtue of exemption contained in section 10{23FD).
Interest of T 10 lakhs earned in respect of investment in
unlisted debentures of companies

Such interest is  taxabled@42.744%, being the maximum
margimal rate, 1n the hands of REIT as per section 115UA[2).
There would be no tax liability in the hands of the unit holders |
on the interest component of income distributed to' them by |
virtue of scction 10(23FD). .
Rental income of T 25 Iakhs from divectly owned real estate |
assels

Income by way of renting or leasing or letting out any real
estate asset owned directly by REIT is exempt in the hands of
the REIT as per secilon10{23FCA).

However, the component of such rental income distributed 1o
unitholders is deemed as income of the unit holders as per
section 115UA(3). Accordingly, ® 17,50,000, being 70% of ¥ 25
lakhs would be taxable in the hands of Mr. Vijay.

il

il

1,00,00,000

1(,00,000

Ml

70,00,000

21,00,000

il

Nil

17,550,000
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Computation of tax payable
== Particulars T 1 '
I the bands of REIT (M/s Buildwell) o |
I':u: on total income of T 1,10,00,000 @ 42.744% [Maximum 47,01,840
marginal rate - 30% + surcharge@37% + cess@4%]
1n the hands of the unitholder, Mr. Vijay who has opted for
section 115BAC
Upto % 3,00,000 Nil
£3,00,001 -2 7,00,000 @5% 20,000
£ 700,001 =% 10,00,000 @10% 30,000
1 10,00,001 - 1 12,00,000 @15% 30,000
3 12,00,001 - ¥15,00,000 &20% 60,000
$15.00,001 - 11,08,50,000@30% 2R.05,000
b 29,45,000
Add: Surcharge@15% since total Income exceeds T 1 crore 441,750
13,86,750
Add: Health and education cess@4% 135470
Tax pgyable ' 3522220
Notes;

(i}  Ithasbeen assumed that 100% of income received by the REIT is distributed to its unitholders.

(i}  Since question specifically contains a note at the end to ignore TDS Implications, tax payanle i3
computed without deducting the amount of tix deducted at source.

(Question 30

Beta, A Real Estate lnvestment Trust (REIT), registered under relevant SEBI Regulations, halds 65%
shares {0 H Ltd, Beta REIT provides the following information about its income for the FY. 2024-25,

()  Interestincome from H Ltd. - T 12 crores

(i)  Dividend income from H Lid. - T2 croges

[iii) Short<term capital gains on sale of developmental properties - ¥ 1.2 crore

[iv) Interest received from investments in unilisted debentures of companies - 3 12 lakhs
(v] Rental income from directly owned real estate assels -1 2 crores

Mr. Arpan, a resident Indian, holds 70% of the units of the REIT, He acquived units in the REIT at an
jusue price of € 1.5 crores. He does not have any other income during the year. Durlng P.Y, 2024-25,

WEIT distributed $ 20 croves to Its unit holders,
Cusmpute the total incame in the hands of Beta Lid. and Mr. Arpan.
Note: H Ltd has opted to pay tax under section 115BAA. Ignore TDS implications.

Answer

M
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Computation of total income in the hands of Beta, REIT and Mr, Arpan (unit-holder)

Particulars

Interest income of T 12 crores from H Lud. (SPY)

Interest income from SPV would be exempt in the hands of REIT by
virtue of section 10[23FC){a).

The component af such interest income distributed to unit holders
would be deemed as income of the unit holders as per section
115UA(3). Accardingly, 1 B4 crores belng 70% of ¥ 12 crores Is
taxable in the hands of the unitholder Mr, Arpan.

Dividend income of T 2 crores from H Lud. (5PV)

The dividend distributed hy the SPV to the REIT Is exempt In the
hands of REIT by virtue of section 10{23FC)(b). The component of
such dividend income distribured to unitholders is taxable in the
hands of unithalders by virtue of the exception contaimed in section
LO{23FD), since H Lud. (SPV) has exercised the option u/s 115BAA.
Accordingly, T 1.40 crore, being 70% of ® 2 crores, wo uld be taxahle
in the hands of the unltholder Mr. Arpan,

Short-term capital gains of T 1.2 crore on sale of developmental
properties

SPCG on sale of development propertles s taxable ot maximum
marginal rate in the hands of the REIT as per section 115UA(Z).
There would be no tax lability in the hands of the unit holders on
the capital gain component of income distributed to them by virtue
of exemption contained in section 1O{23FD].

Interest of ¥ 12 lakh received in respect ol investment in
unlisted debentures of companies

| Beta [REIT)

Mr. r.rp:m_“

' (Unit-holder)

Nil

Nil

R20,00.000

14,00,000

Such Interest is taxable at maximum marginal rate in the hands nfr

the REIT as per section 115UA(2).

There would be no tax lability in the hands of the unit holders on
the interest component of income distributed to them by virtue of
section 10{23FT)).

ftental income of T 2 crores from directly owned real estate
assels

Incame by way of renting or leasing or letting owl any real estate
asset owned directly by REIT s exempt in the hands of the REIT as
per section LO{23FCA).

However, the component of such rental imcome distributed to
unitholders is deemed as Income of the unit holders as per section
L15UAf3). Accordingly, ® 1.4 crores, being 70% of 3 2 crores would
he taxable in the hands of Mr. Arpan.

Other income distributed to unitholders

Nil
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|A+ per section 115UA(3A), any sum other than intersst and
Jividend received from SPV, rental income and income which are
| chargeable to tax in the hands of REIT, in the present case it Is STCG
o gale of developmental properties and interest on unlisted |
| debentures, would be chargeable to tax under section 56[2){xdi) In
the hands of unitholders as income from other sources. In the
| resent case, T 37,60,000 [ 1.876, being 70% of T 2.68 [T 20
evores - 2 17.32 (¥ 12 croves + ¥ 2 croves + ¥ 1.2 crores + 1 12
lakhs + 2 crores)] Less T 1.5 crores, being the issue price of
ynits held by Mr. Arpan} would be taxable as Income from
other sources,
Total income 1,32,00,000 | 11,57,60,000

Juestion 31

A Tnvestment Fund incorporated in India In the form of 2 company has 20 resident unit-holders,
each holding 5 units, Out of these, 16 unit holders are holding units for more than 12 months and 4
qit-holders are holding units for less than 12 monthe.

i particulars of meome of the Investment fund for the previousyear 2024-25 are as follows:

' Business income -3 20 l.nkfm.

W
i) Long-term capital losses - T 30 lakhs.

(iii} Income from other sources - 1 40 lukhs.

MMscuss the tax treatment with réspect to the above income in the hands of Investment fund as well
au in the hands of unit-holders for the ALY, 2025-26.

What would be the implication in the hands of unit-holders, if the Investment fund distributes only
80% of its income to the unit-holders during the year?

Answer

/is per section 115UB(1), any income accraing or arising Lo, or received hy, a person, being a unit
holder of an Investment fund, out of investments made in the investment fund shall be chargeable to
neome-tax in the same manner as if it were the income accruing or amsing to, or received by, such
nerson had the investments made by the investment fund, been made directly by him.

Section 10(23FBA) exempts any income, other than income chargeable under the head “Profits and
nains of business or profession”, in the hands of investment fund. Consequently, income of the same
viture as income chargeable under the head “Profits and gains of business or profession” at
hvestment fund leével, shall be exempt in the hands of unit holders as per section 10{23FEB). This
implies that all income from investiment fund is taxable in the hands of unit holders except income
under the head “Prafits and pains of business ar profession”,

11 Businessincome - T 20 lakhs

Business income would be taxable in the hands of Investment Fund. Consequently, such
Income would not be includible in the hands ol unit holders.
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([ii] Long-term capital loss - T 30 lakhs
Loss other than loss under the head "Profits and palns from business or profession” would not
be allowed to be passed through to the investors if such loss has arisen in respect of a unit
which has not been held by the unit holder for a period of at least 12 months. However,
such Ioss can be passed through to the investors if such Inss has arisen in respect of a uniy
which has been held by the unit holder for a period of at least 12 months
Accordingly, long-term capital loss of ¥ 1.5 lakhs (T 30 lakhs /20 unitholders) each can be
carried forward and set-off by 16 unitholders, holding 5 units each for more than 12
months, against Income from long-term capital gains arising in the subsequent years, since
there s no long-term capital gain in the current year. It can be civried forward for a maximum
of B assessment years.
However, such loss of ¥ 1.50 lakhs each cannot be carried forward by the 4 unitholders,
holding 5 units each for less than 12 months,
(i) Income from Other Sources - T 40 lakhs
"Income from Other Sources” would be exempt in the hands of Investment fund.
1 2 Jakhs (T 40 lakhs /20 unitholders) would be Laxable as income from other sources in
the hands of each unitholder.
If the income is not pald or credited to the unitholders during & previous year, it shall be
devmiod to have been credited to the account of the unitholder on the last day of the prevh!ru::
year in e same proportion In which such person would have been entitied to receive the
income had it been paid in the previons year.
Thus, even if investment fund distributed only 80% of its income to the unit holders
during the year, the remaining 20% of income would be deemed to be credited to the
account of each unitholder on the last day of the previous year 1.2, 31032025,
However, Income which bas been included In the total income of the unitholders in the
previous year on accrual basis shall not onece again be Inchuded In the previous year In which
such income 15 actually paid to him by the Investment fund.
Question 32
The tollowing are the particulars of income of four investment funds for P.Y.2024-25:
Particulars A | B (N D
T in lakh
Business Income 2 (2) 5
Capital Galns 16 14 (6) 20
Income rom other sources 4 4 H | [2)

Compute the total Income of the investment funds and unit-holders for AY.2025-26, assuming thar

(1)

[£]

each investment fund has 20 unit holders each having one unit held by them for a period
exceeding 12 months; and

income from investment in the investment fund is the only income of the unit-holder.
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1f Investment Fund C has the following income components for AY, 2026-27, what would be the total
income of the fungd and the unit holder for that year?

gusiness Income 1 2 akh
Capital Gains T 9 lakh

ncome [rom Other Sources 3 8 lakh

Answer
Computation of total income of the investment fund
i Particulars | A B C D
2
‘Business Income Nil | 200000 | Nil 3,00,000
Total Income Nil 2,00,000 Nil [ 3,000,000
Computation of total income of a unit holder of the following Investment funds
Particulars _ A | B | ¢ D
i t
Capital Galns BO,000 | 70,000 . 1,00,000
Income from other solirces 20,000 20,000 30,000 E
Total Income 1,00,000 | 90,000 30,000 | 1,00,000

Notes:

(1) The lm;;fimzumu of Investment Fund B would be chargeable to tax @30% if the fund is a firm
and @ 30%,/259%, as the case may, {f the fund is a company and at the mazimum marginal rate,
in gmy other case,

(ii] In case of lnvestment Fund B, the loss from other sources T 2 lakh Is set-0ff against business
income of T 5 lakh 5

{1l In case of Investment Fund C, the business loss of T2 laleh is set-off against income from other
sources of T8 lakh. Loss of 6 lakh under the head "Capital gains” cannot be set-off against
income under any other head, The same can be carried forward by the Unit-helder for set-off in
the subsequent years since, the units are held for a period of 12 months or more.

(v} For AY.2026-27, the brought forward capital loss of T 30,000 [ & lakch/20] can be set-off
against capital gains of 245,000 [ 9 lakh/20] hy the unit-holder since, the period of holding of
units I8 12 months or more. Business income of 2 2 lakh would be tuxable In the hands of the
Investment Fune, Income from other sources of ¥ 40,000 (¥ B lakh/20) would be taxable in the
hands of the unit-holders,

(Juestion 33

Mr, Rajesh is a restdent unitholder of PQR Ltd. and Shipra Ltd. PQR Ltd. s incorporated as an
Investment Fund and Shipra Ltd. is o Real Estate Investment Trust. [REIT], which holds 100%
shareholding in GPL Ltd, an Indian company. Mr. Rajesh holds 10% units in both Shipra Ltd. and PQR
Ltd. since the vear 2022,
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The particulars of income of Shipra Ltd, and PQR Ltd. for the previous year 2024-45 are given helow:

Interest Income

Particulars Shipra Ltd, | PORLtd, |
Dividend Income from GPL L. t 2 crores oo
Interest Income [rom GPL Ltd. 13 crores
Short-term capital galng on sale of developmental properties t1crore
Business income 1 35 1akhs.
Long-term capital losses 1 27 lakhs

% 52 lakhs

iP1 Ltdl, does not exercise optlon u/s 115BAA. Shipra Lid. and POR Ltd. disteibute 90% of its income
ta unit-holders during the year after deducting applicable TDS, Compute total Income and net tay
payable (after TDS) by Mr. Rojesh for AY. 2025-26, assuming that he has opted for section 115BAC

Answer

Computation of total income and tax payable in the hands of Mr. Rajesh

Particulars

Dividend income from GPL Ltl, [5PV)
As per soction 10(23FD), the component of dividend Income distributed to
unitholders s not taxabie in the hands of unitholders, since GPL Led. (SFY) has not
exercised the option ufs 1158AA, Accordingly, 1 18 lakhs [10% of T 1.80 crore,
Lietng 90% of T 2 crore), being the dividend component of income received by, Mr.
Rajesh from Shipra Lud. is not taxable in his hands.

Intercest income from GPL Ltd. (5FV)

As per section 115UA(3), interest Income distributed to unit holders would be
deemed as income of the unit holders. Accordingly, T 27 lakhs [ie, 10% of T 2.7
crores {90% of 1 3 crores)), belng the intorest component of income distributed o
Mr. Rajesh, is taxable in the hands of the Mr. Rajesh.

short-term capltal gain on sale of development properties by Shipra Ltd,

As per section 115U4(2), $TCG on sale of development properties |s taxable at
maximum marginal rate of 42.744% In the hands of the REIT. No tax linbility arises
i hands of Mr, Rajesh on T 9 lakh [10%: of ¥ 90 lakh, béing 90% of £ 1 crore), being
capital gain component of itcome distributed to him, by virtue of section 10{23FD).

Rusiness Income of POR Lid.

Busiiess income of an Investment fund |s taxable in hands of investment fund.
Consequently, as per section 10({23FBR], business {ncome accruing or arising to or
received by a unitholder of investment fund is not taxable in his hunds,

Long-term capital loss of PQR Ld.

Long-term capital loss of ® 2,70,000 (10% of T 27 lakhs] can be carried forward and
set-oll by Mr. Rajesh, since he holds such units for more than 12 months, agalnst
income from long-term capltal gains arising in the subsequent years, since there is
no long-term capital gain in the current year. It can be carried forward for a
maximum ol 8 assessment years.
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interest income of PQR Ltd. 5,20,000
as per section 10(23FBA), Interest Income would be exempt in the hands of
mvestment fund, As per section 115U8, 5,20,000 lakhs [10% of T 52 lakhs) would
be taxable as income from other sources in the hands of Mr. Rajesh.

Even if investment fund distributed only 90% of its income to the unit holders
during the year, remaining 10% of Income would be deemed to be credited to
qceount of each unitholder on the last day of previous year ie., 31.03.2025.

‘Total income 32,20,000
Computation of tax payable hy Mr. Rajesh
H Particulars 1 E
[ Upto € 3,00,000 Nil
23,00,001 - % 7,00,000 @5% 20,000
2 7,00,001 =  10,00,000 &@10% 10,000
T10,00,000 -2 12,00,000 @15% . 30,000
112,00,001 -2 15,00,000 @20% 60,000
115,00,001 -3 32,20,000@30% L6000 6,56,000
Add: Health and education cess @4% 26,240
Tax liability u 682,240
Less: Tax deducted at source
under section 194LHEA @ 10% by Shipra Ltd, in respect of | 270,000
interest income from SPV
under section 194LEB @10% by POR Ltd. S2.000 3,22.000
Net Tax payable 1 3.60.240
Miscellaneous
Question 34

eakialil Put. Ltd was converted into limited liability partnership (LLP) as Sakshl LLP on ] N72024. You
are provided with the following particulars of Sakshi Pvt Ltd, as on 31.03.2024

(i) Unabsorbed depreciation 325 Lakhs

(il Business loss 3 23 Lakhs (refating 1o P.Y.2019-20)

(iif] Unadjusted MAT credit u/s 115]AA 1 6 lalkhs

(iv] Writtén down value of the assets as per section 43(6) of the Income-tax Act:

Plant and Machinery (15%) T 12 Lakhs (Market Value % 18 Lakhs), Plant and Machinery ¥ 60
Lakhs {cost) = deduction claimed ufs 35AD, Building (10%) 3 30 Lakhs [Market Value ¥ 120
Lalkhs)

(vl Cost ol land (acquired in year 2005) % 60 lakhs {Market value ¥ 105 Lakhs)

[vi] Expenditure on voluntary retirement incurred by company during P.Y. 2022-21 is 1 25 Lakhs.

ﬂm
BY CA ATUL AGARWAL [AIR-1)

AIRICA Career Institute [AC])
Page 8.56

2649



Assessment/Taxation of Various Entitieg
m—m

The company has been allowed deduction of T 5 Lakhs for each year for the PY. 2022-23 anq
PY. 2023-24 u/s 35DDA.

Fyplain the tax treatment of each Item stated above in the hands of LLP, assuming that the
vonverslon satisfies all the conditions lald down In section 47{xiiib),

Answer
Tax treatment in the hands of Sakshi LLP on conversion of 5a kshi Pvt. Ltd. into Sakshi LLP

(11 | Unabsorbed depreciation of 3 25 lakhs

As per section 72A(6A), Sakshi LLP would be able to carry forward and set-off the
unabsorbed depreciation of ¥ 25 lakhs of Sakshi Pvt, Ltd. as on 31.3.2025.

However, if subsequent to the conversion, Sakshi LLP fails to fulfill any of the conditions
1 mentioned in section 47(xitib), the set-off of depreciation so made in any previous year
would he deemed to be the income chargeable to tax in the year in which such conditions are
not complied with. -

[i_i_'l Business loss of T 23 lakhs (relating to P.Y, 20 1_‘3—111}
As per section 72A[6A), the business loss of ¥ 23 lakhs of Sakshi Pvt. Ltd. would be desmed to
be the loss of Sakshi LLP for PY. 2024-25 and it would be able to set off and carry forward
such lnss.

The carry forward is for 8 assessment years subsequent to the assessment year 2025-26. FI

— —— =

However, if subsequent to the conversion, Sakshi LIP falls to hulfill any of the conditions
mentloned in section 47(xiiib], the set-off of business loss so made in any previous yeur I
wotld be deemed to be the income chargeable to tax in the vear In which such conditions are ;
not complied with, . .{

(11} | Umadjusted MAT credit u/s 115]J4A of 6 lakhs
As per section 115JAA(7), in case of conversion of Sakshi Pyt Ltd, into Sakshi LLP, the credit !
for MAT pald by Sakshl Pvt. Lud. cannot be availed by the successor LLF Le,, Sakshi LLP.
(v Depmrlaﬁnn and written-down value of assets _

I In tase of conversion of Sakshi Pvt. Lid. Into Sakshi LLP, deprecistion on assets shall be |
apportioned between the company and LLP in the ratio of the number of davs for which the

assets were used by them. ; | ]
' Total Depreciation

Plant and machinery (15%) =1 12 lakhs x 15% = T 1,080,000 |
, Ruilding (10%) = %30 lakhs x 10% = 3 3,00,000 ,
| | in the hands of Sakshi LLP (for 274 days) [

Plant and machinery (15%) =% 1,80,000x 274/365 = 1 1,35,123
Building (10%) = £ 3,00,000 x 274/365 = 1 2,25,205

WDV in the hands of Sakshi LLP l
As per section 43(6), the actual cost of the block of assets In the hands of Sakshi LLP shall be
the WDV of the hlock of assets as in the case of Sakshi Pvt, Ltd, on the date of conversion, i

WDV of P & M [15%) = 112 fakhs - £ 44,877 (180,000 x 91/365) = ¥ 11,55,123 |
WDV of Building (109%) = % 30 lakhs - € 74,795 (3,00,000 x 91/365) = % 29,25,205 l

g |
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| Actual cost of Plant and machinery on which deduction has been allowed or is allowable to
the assessee under section 35AD would be "NIL' in the hands of Sakshi Pvt. Ltd. and Sakshi
LLP. |

(v Cost of land acquired in 2005 at T 60 lakhs (Market value T 105 lakhs)

The cost of acquisition of land in the hands of Sakshi LLP would be the cost for which Sakshi
Put. Led, acquired it, e, S 60 lakh.
'r'l.r'ij Expenditure on voluntary retivement benefit of ¢ 25 lakhs

As per section 35DDA, In case of conversion of Sakshi Pvt. Lid. into Sakshi LLP, deduction
would be available to Sakshl LLF for the remaining periods from the previous year in which
conversion took place. Since deduction of 2 5 lakh each has been claimed hy Sakshi Pyt Ltd. in
pY. 2022-23 and Y. 2023-24, Sakshi LLP would be eligible lor deductlon of ¥ 5 lakh cach for
the remaining three previous years, namely P.Y.2024-25, P.Y.2025-26 and P.Y.2026-27 under
section 35DDA,

= |
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Question 1

An Institution having its main object as "advancement of general public utility” received % 30 lakhs {n
aggregate during the year from an activity in the nature of trade. The total receipts of the institution,
incloding donations, was 2 140 lakhs. It applied B5% of its total receipts from such activity during the
sdime year for its main object Le. advancement of general public utility.

(i)
L]

(111}

What would be the tax consequence of such receipt and application thereof by the institution?
Would vour answer be different if the institution’s total receipts had been T 150 lakhs [instead
of T 140 lakhs) in aggregate?

What would be your answer il the main object of the institution is "reliel of the poor” and the
institution receives ¥ 30 lakhs from a trading activity, when its total receipts are 140 lakths
and applies 85% of the said receipts for its main ubject?

Answer

i

(i}

[ 1ii)

As the main object of the instimntion is "advancement of object of general public utllity®, the
institution will lose its “charitable” status, since it has received T 30 lakhs from an activity
in the nature of trade, which éxceeds ¥ 28 lakhs, being 20% of the totsl receipts of the
institution undertaking that achivity for the previous year, The application of 85% of such
receipt for iks main object during the year would not help in retaining its "charitable” status for
that year, The institution will lose its charitable status wnd consequently, the benefit of
exemption of income, irrespective of the fact that its approval is not withdrawn or its
registration is not cancelled.

If the total receipts of the institutlon is T 150 lakhs, and the institution receives T 30 lakhs in
agpregate from an activity in the nature of trade, then it will not lose its “charitable” status
since receipt of upto 20% of total receipts of the institution in a year from such activity is
permissible. The institution can claim exemption subject to [ulfilment of other conditions
under sections 11 to 13. Further, such activity should also be undertaken in course of actual
carrying out of such advancement of any other object of general public utility,

The vestriclion regarding carrying on ol 4 trading activity lor a vess, [eg or other consideration
will not apply If the main object of the institution is "relief of the poor”. Therolore, recelpt
of T30 Jukhs from a trading activity by such an institution will not affect its "charitabla” gtutus,
even if It exceeds 20% of the total recelpts of the Institution. The institution can claim
exemption subject to fulfilment of other condltions under sections 11 1o 13,

Question 2

"Save Wild Life" an institution having Its main object as ‘preservation of wildlife’, used the entire
income derived from an activity in the nature of trade for its main object. Would such utilization of its
income be treated as utilisation for "charitable purpose™? Examine, Would your answer be different,
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if the main object of the institution is “advancement of object of general public utllity™

Answer

cpetion 2(15) defines “charitable purpose” 1o include relief of the poer, education, yoga, medical
vellef, preservation of environment (including watersheds, forests and wildlife) and preservation of
monuments or places or objgcts of artistic or historic interest and the advancement of any other
ohject of general public utility, However, the “advancement of any other object of general public
utility” shall not be a charitable purpose, If the Institution is carrying on any activity in the nature of
wade, commerce or business, or any activity of rendering any service in refation to any trade,
commerce or business, for a cess or fee or any other consideration, lrrespective of the nature of use
or application, or retention, of the income derived from such-activity.

Therefore, preservation of wildlife is included in the definition of “charitable purpose” under
section 2[15). Further, an institution having the preservation of wildlife as its main pbject would not
be subject to the restrictions which are applicable to the “advancement of any other object of
general public utility”. Such instituticn weuld continue to retain its “charitable” status, even If ir
derives income from an activity in the pature of trade.

However, if an institution having its main object as "advancement of any other object of
general public utility”, derives income from an activity in the nature of trade during a financial year,
it would lose its "charitable” status for that vear, even if it applies such income for its main objects,

It may be noted that if the receipts from such activity does not exceed 20% of the tolal receipts
In that year, then, the Institution would not lose its "charitable” status, even if its main object is
“avancement of any other object of general public utility”, if such activity s undertaken in the
conrse of actual carrying out of such advancement of any other object of peneral public utilicy,

{Juestion 3

A charitable trust derives ‘its income from the business of providing mineral water Lo various
companies situated In Software Techyology Park in Hyderabad, A sum of 2 30 lacs has been derved
15 net income from such business activity, which has been applied lor the object of general public
utility. The total receipts of the trust were ¥ 140 lakhs. Examine the taxability of application ol the
income. Would your answer be different, If the trust runs aschool in a baclkward district and applies
the profits from the business for such school’s activily?

Answer

Iy the first case, niet income from the business of supplying mineral water to various companies
i.e, T 30 lakhs is not eligible for exemption under section 11, since the receipt from such
activity exceeds 20% of total receipts (ie, 20% of T 140 lakhs) during the year. This is because
“advancement of any object of general public utility” would not be a charitabla purpose iFit involves
cartying on of any activity in the nature of trade, commerce or business, for example, supply of
mineral water for a consideration, as in this case. It is immaterial that the net income from such
husiness s applied for the object of general public utility,

On the other hand, where the trust runs a school in a backward district, this restriction is not
applicable. The reason Is that the restriction contained in section 2{] 5] 15 applicable anly to the last
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limh of definition of “charitable purpose” i.e, advancement of object of general public utility. It does
not affect the other limbs of definition viz. “relief of the poor”, “education”, “and medical relief” ete,

Section 11(4) clarifies that *property held under trust” fncludes a business undertaking so held. As
per section 11(44), exemption can be availed in respect of profits and gains ol business, If such
business Is incidental to the attainment of the objectives of the trust and separate books of account
are maintained In respeet of such business, Therefore, in the second case, the profit from the
husiness shall be eligible for exempuon under section 11, assuming that the sald business is
incidental to the attainment of the objects of the trust (Le, education) and hooks of account for such
husiness activity is maintained separately,

Question 4

An educational institution having annual recelpts of ¥ 3.80 crore, has availed exemption un der
section 10{23C){illad). The Assessing Officer has denled exemption on the grounds that educational
imstitution has not made any application to prescribed authority for approval under the said section
10(236) (iiad). Examine the action of the Assessing Officer in denying the exemption,

Answer

As pet section 10{236)(fiad), Income of any university or other educational Institution existing
solely for educational purposes and not for purposes of profit would be exempt if the agprepate
anmimal receipts of such university or educational Institution do not exceed I 5 crore,
Therefore, the exemption available wnder this section can be availed without making any
application to the prescribed antherity.

Therefore, action of Assessing Officer in denying exemption to educational institution is not correct.

Question 5

Leeladhar Memorial Trust runs an educational Institution, which is engaged solely in education,
received annual receipts amounting to T 2.40 crores. The trust also runs a hospital for treatment of
persons suffering from mental defectiveness solely for philanthropic purposes. The total receipts for
the hosplital amounted to 2,50 crores. '

Lecladhar Memorial Trust is not registered under the Income-tax Act, 1961 for tax exemption u/s,
11, 12 or any other such clanse, The consultant of the trust tuld them they are not required t pay
any Lax even not given Registration under the Act, Examine the consultants’ view discussing the
relevant provisions of Income-tax Act, 1961,

Answer

The condition of approval or registration is not required in the following cases -

An educational institution exlsting solely for educational purposes whose aggregate annual
receipts do not exceed % 5 crore Iy eligible lor exemption under section 10(23C) (ifad};

- A hospltal for treatment of persons suffering from mental defectiveness existing solely for

philanthropic purposes whose aggregate annual receipts do not exceed 3 5 crore is ellgible for
exemption under section 1O(23C) (itiac);
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A trust running an educational institution and a hospital or both would be eligible for exemption
under section 10{23C), without the condition of approval or registration, if the combined aggregate
annual receipts from the educational institution and hospital does not exceed 15 crore,

ln this case, Leeladhar Memorial Trust’s combined receipts of T 4.90 crores from educational
institution [T 2.40 crores) and hospital (¥ 2.50 crores), does not exceed T 5 croves.

Therefore, the consultant’s view that the trust is not reguired to pay tax even if it is not reglstered
yonder section 11 or 12 or any other clause is correct.

Question &

Thie Head of Accounts of Fit Me Foundation, a trust, established for the purpose of promotion of Yoga
has approached you to guide him about the tax implications of the following:

()  During the financial year, it received a voluntary contribution of 8 125 lakhs with a specific
direction that it should [orm part of the corpus of the trust. The trust invested such amount in
the shares of M/s. Bend and Blend Private Lul, a private sector company

(i) Apart from above-mentioned 125 lakhs, it received 2 95 lakhs from other voluntary
contributions and T 60 lakhs of fees towards providing Yoga classes.

Answer

() Vohmtary contribution of 3 125 lakhs received with a specific diraction that it will form part of
corpus of the trust would be exempt from tax only if it is invested in any of the modes
specified under section 11(5) spedifically maintained for such corpus. If the same |5 not so
invested, then, it would nat be exempl under section 11017(d)

Investment in shares of private company is not a specified mode under section 11(5].
Hence, T 125 lakhs received by Fit Me Foundation would not be exempt under section 11
Also, the sume will be taxable @ 30% under section 11588l

(il Yogais included In the definition of "charitable purpose” undey section 2(15).

Actordingly, voluntary contributions of $ 95 lakhs and fees towards providing Yoga classes of T
60 lakhs would be income from property held for charitable purposes and eligible for
unconditional exemption of 15% under section 11. Exemption will be available under
section 11 subject to the fulfilment of necessary conditions.

Question 7

MSO Foundation, a registered charitable institution is engaged in providing education in hotel
management. The organisation acquires a building for using the same for holding classes and office
activities. It has approached you for your opinfon on its eligibility te claim cost of building and also
depreciation terson in current year and subsequent year. Advise the institution Indicating reasons.

Would your advise change, if building has been acquired out of loan taken from bank, to be repaid in
instaliments?

Answer
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[1]  15% of income from property held for charitable purposes is exempt from tax under section
11. The remaining 85% of such "Income” would be exempt if it Is "applied” for charitable
purposes in India.

Application of the amount can be for revenue or capital purposes. As long as the expenditure Js
incurred out of income earned by the trust and for the purposes of carrying on the objects of
the trust, it would be treated ag application of income even if such expenditure Is for capital
purposes. Therefore, since the building is acquired by the organization for holding classes and
office activities, which is for the purposes of carrying an the objécts of the charitable institution
e, for providing education in hotel management, the cost of the building would be treated
as application of income.

However, section 11(6) provides that where the cost of building is claimed as application,
no other deduction for depreciation or otherwise would be allowed as an application of
income in respect of such asset for the same o any otheér previous year.

(i) If building has been acquired out of loan taken from bank, then, cost of bullding cannot be
clatmed as application. Repayment of loan would be treated as application in the year of
repayment to the extent of ampunt repald. x

Question B '
How do you deal with the [ollowing situation? Give reasons for your answer.

Ramii Charitable Trust has filed return of income within the stipulated time under section 129(1)
and applied only 50% of its income for specified purposes. it intends to accumulate the balance 35%
of income to be spent in future years, While completing the assessment, the Assessing Officer
disallowed the accumulated income of 35% and taxed the same on the ground that the trust has not
made any application under section 11(2) along with return of income. Discuss the validity of the
action of the Assessing Officer in this case,

Answer

Sectlon 11(2) provides that a charitable trust hass to apply 85% of its mcome to charitable purposes
and where 85% of Its income is not applicd for such purposes, the trust may accumulate or set apart
either the whole or part of its income for future application for such purpoeses In India The
requirement of the Act i that the trust has to make an application /intimation in the preseribed
form, for accumulation of income, specifying purpose and the period (not exceeding 5 years).
The application should be filed or furnished before the assessing authority at least 2 months prior to
the due date specified under section 139(1). Further, the muney S0 $et apart or aceamulated should
be invested /depasited in any one or more of these modes or lorms specified under section 11(5).

Thus, this requirement of filing application is mandatory and without those particulars, the assessing
authority cannot entertain claim of the assessee under section 11, In case statement in Form 10 is
not submitted at least 2 months prior to the dae date of filing return of income under section
139(1), then, benefit of accumulation would not be available and such income would be taxable at
the applicable rate. Therefore, the action of the Assessing Officer in this case is valid.
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Question 9

A charitable institution registered under section 1248 of the Income-tax Act, 1961, filled in Form
No.10 for seeking permission to sccumulate unapplied income for a period of five years under
section 11(2) of the Act for the objects of the institution and submitted It to the Assessing Offfcer
along with the resolution for accumulation. The charitable institution could not utilise the
sccumulated income within the period of five years, Examine the consequences of the same for the
charitable institution with regards to the accumulated income,

Answer

gection 11(3) provides for consequences when an assessee registered under section 12ARB fails to
satisfy the conditions of 11(2) accumulation. In this regard, the charitable institution has mot utilised
the accumulated income within a period of five years as specified in Form 10, Hence, by virtue of
section 11(3), the said income will be deemed to be the income of the charitable institution of
the previous year, being the last previous year of the period for which the Incbhme accumulated 1s not
utilised, Hence, the charitable fnstitution will be taxable in the 5% year as it Is the last previous
year of the period of sccumulation

(Juestion 10

NSN. a chadvitable educational trust approved under section 10{23C)(vi), is running 3 school. It
operates a stationery shop outside the school campus. A sum of 1 75 lakhs has been derived as net
income [rom such husiness activity, which has been applied towards the objectives of the trust in
providing educatlon. The trust maintains separate hooks of accounts for business activity. Examine
the taxability of application of the fncome, :

Answer

The trust objective of providing educution Is a charitable purpose as per section 2(15). The trust in
the given case runs a stationery shop business, whase income is applied towards the objectives of the
trst. tn this case, the business income from the stationery shop will be eligible to avall exemption’
in respect of profits and gains of business, if such business is incidental to the attainment of the
objectives of the trust and separate books of account are maintained in respect of such business.

Therefore, in the given case, the profit from the business <hall be eligible for exemption utider section
11, assuming that the said business Is incidental to the attainment of the objects of the trusi (e,
education] and books of sccount for such business activity Is maintalned separately.

Question 11
The I'ﬂllﬂWlnF. trigsts claim that SNONYITOUS donations recelved I‘J}' them are not lable ta thx under
section 115BBC:

(i} A charitable trust referred to fn sectinn 11 which applied the entire amount of anonymous
donations for purposes of the trust during the relevant financlal year.

() A trust established wholly for religious purposes which applied 85% of amount of anonymaous
donations for the purposes of the objects of the trust during the relevant financial year.
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Exatnine the validity of the clalm made by the trusts.

Answer

(1)

[ 1]

Section 115BBC provides for levy of tax @ 20% on anonymous donation received by, inter
alia, charitable trusts or institutions referred to in section 11 in the following manner:

(a) the amount of income-tax caleulated @30% on the aggregate of anonymous donations
recelved in excess of 5% of the total donations received by the assessee or one lakh
rupees, whichever is higher; and

(b} the amount of Income-tax with which the assessee would have been chargeable had his
total income been reduced by the aggregate of the anonymous doenations recelved In
excess of 5% of the total donations received by assessee or € 1 lakly, as the case may be.

Further, section 13(7) provides that the exemption pravisions contained In sections 11 and 12
shall not be applicable in respect of any anonymous donation liable to tax u/s 1158BC. As such,
application of anonymous donations received by the charitable trust for charitable purposes
does not confer any exemption from ta Therefore, elaim for non-taxability onder section
115BBC of anonymous donations received by the charitable trust is not valid in law,

Huwever, a view may be taken that anonymous donation upto higher of 5% of total donations
ar 1 1 Ialch, which Is taxable at normal rates would be ellgible for application of income and
thereby, the benefit of exemption under section 11 would apply. b

Soction 115HBC2) provides that the provisions contained in sectlon 115BBC(1) relating to
the taxability of anonymons denations are not applicable to any trust or institution
ereated or established wholly for religious purpases. As such, the trust established wholly
for religious purposes is not Hable to he taxed in respect of the anonymous donations received
by it. Therefore, the claim made by the trust is valid in law. The application or non-
application of such anonymous donation for the purposes of trust during the relevant financial
yesar is not germane to the (ssue of taxability under section 1158BC.

Duestion 12

xamine the following based on the relevant provislons of the [ncome-tax Act, 1961

)

Satvlkk public charitable trust sold one of its building which was held by it for charitable
purposes, for ¥ 4.2 lakhs. The asset were acquired for 4 2.20 lalkhs. It invested 7 3 lakhs in fixed
depasits for the tenure of £ years.

(1) HelpAge, a trust established for the purpose of religious and charitable purposes, It runs a
termple and a school. During the year, it received anonymous donation amounting to 3 crores
for temple and ¥ 8 crores for school.

Answer

() As per section 11(1A), where a capital asset held under trust (building, in this case) is

transferred and only a part of the nel consideration is utilized for acquiring another capital
asset, the amount of capital gains deemed to have been utilised for charitable or religious
purposes shall be the excess of the proeeeds utilised over the cost of asset transferred.
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Iy the present case, capital gain of ¥ 2,00,000 [T 420,000 fess 2 2,20,000] would arise on
rransfer of building held under wust. Purther, the trust has invested part of the net
consideration Le, T 3,00,000 out of T 4,20,0040, in fixed deposits for the tenure of 2 years,

Where the net consideration on sale of a capltal asset is invested in fixed deposits, IUis
reparded as utilised for acquiring another capital asset. Accordingly, capital gains ntilised for
livesting in fixed deposits is deemed to be applied for charitable purpose.

Jice only @ part of the net consideration of ¥ 3,00,000 out of  4,20,000 1s utilized for investing
I fived deposits, the amount of capital gains to the extent of T 80,000 (being the excess of
roceeds utilized ie, ¥ 3,00,000 over cost of ransferred asset ie. T 2,20,000) would be
Jcemed to be utilised for charltable purpose.

(e balance of T 1,20,000 is taxable in the hands of the trust, Applying such income to the
abiects of the trust would make the transaction, tax neutral.

[ As per section 115BBC, anonymous donations recelved inter alia by trust or institution
reforred wfs 11 would be taxable @ 30% in excess of higher of:

5 of the total donations recelved by the assessee; or
- % 1lakh

However, provisions of section 115BEC would not apply Lo anonymous donation recelved by
el Hnstitutione ereated or established wholly for religious aid charitable purposes (e,
pactiy charitable and partly religious institutions/trusts) other than anonymous donation
made with a specific directlon that such donatlon is for any university or other educational
{nslitution or any hospital or other medical institution Tun by such trust or Insti utien,

In the present case, HelpAge trust s established for religious and charitable purposes and runs
+ temple and a school, During the year, it received anonymous donation of € 3 crores for
Tomple and % 8 erores for School. Since it received anonymous denation separately for temple
il school, the provisions of section 115BEC would not be attracted in respect of
danations of T 3 crores received for Temple,

Hiwever, the provisions of sectlon 115BBC would be atiracted in respect of anonymous
donation received for school,

Duestion 13

A pulilic Lrast has commenced its activities of providing “relief to poor” in the year 2023-24. The
truet Titends to claim benefits of sections 11 and 12 from AY. 2025-26. It approaches you in October,
074 fulvies the trust as to the time limit for making an application for final registration, time limit
fur pranting approval by the Principal Commissioner or Commissioner and the period fur which the
approval fs valid.

A nsiwar

ardie 1o avall the exemption under section 11, the trust has to abtain registration under section
TAD read with section 12A[{1]{ac). The trist which has already commenced its activities can
direetly apply for final registration. In the present case, the trust has to apply for registratioh after
srmcicing its activities but on or before 31.3.2025 Lo avall the exemption for AY. 2025-26.
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Accordingly, the time limit for making application, time limit for granting registration and period of
valldity would be as follows: '

—

SN, Particulars Time Limit o

1 E&g:‘.ﬁmﬂun pr-l-i-l:;.l-i:inn to | Application for final ﬂ%iﬁl'.ﬁlliﬂn to be made In Form 10AB at
be filed online as preseribed | any time after the commencement of such activities.

under Rule 17A

2 |Grant of registration by | Grant registration within 6 months from the end of the quarter
Principal Commissioner or | in which application was received after satisfying himself
Commissioner about the genuineness of activities and compliance of other
laws, as are material for the purpose of achieving its objects. For
this purpose, the PC or € shall call for such documents or

information and make inquiries as he thinks necessary.

If not satisfied, pass an order ln writing rejecting such
application after glving opportunity of being heard
3 —\fﬁliﬂlly ‘periﬂt’t- of the | Registration is valid for five years effective from the AY.
immediately following the Y. In which application is made.

S

approval

(Question 14

Help All a trust created on 14 April 2024 lor providing reftef 1o the poor, applied for provisional
rigistration under section 12AB on 28 February 2025. The Commissioner denied registration on the
pround that the trust had not commenced any charitable activity, due to which he could not satisfy
himsell about the genuineness of the trust Is the ground for denial of registration by the
Commissioner justified in this case? Discuss.

Answer

Soctinn 12AR read with section 12ZA[1)(sc)(vi) provides that in case of a trust seekdng reglstration for
first time, provisional registration will be provided for a period of three years without detailed
enquiiry by the prescribed income-tax authority even in cases where activities of the entity are
yet to begin. This is one of the key feature of the niew registration process that bencfits the taxpayer,
wlierein provisional registration is accorded.

Hence, in the new registration regime, the Commissioner cannot deny registration on the grm:l"ﬂl
that activities are not commenced. The Commissioner can make detailed enyuires and call for
nformation when the trust applies to convert its provisional registration into a final
registration as stipulated under section 12A(1)(ac](lii) read with section 12AH.

Question 15

Mookti Foundation, a Charitahle Institution registered under section 12AR 15 engaged in preservation
af forests. The accountant of the institution provides the following details of the Institution to you as
4 Chartered Accountant. Please discuss the treatment of Application of Income/Expense in the hands
of the Charitable Institution for the previous vear 2024-25 i the following independent situations as
per provisions of Income-tax Act, 1961, Your answer should be followed with reasons:
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—

(L]

(i

The institution follows mercantile system of accounting and has incurred Electricity expenses
spounting to T 100,000 for period pertaining to the year 2024-25. The Electricity expenses
was actually patd on 10% April 2025 through an account payee cheque. In which year the
iplication of income will be treated by the Foundation?

Ihe Foundation was cultivating 20 acres of agriculture land. It Is doing agriculture operations
anil earned an agriculture income of 3 12,00,000 during the year from this activity, Whether
scemnption under section 10{1) will be available to Mookt Foundation on such income?

Mookti Foundation has earned Rental income for PY.2024-25 amounting to T 3,00,000, It
recelved ¥ 2,00,000 upto 31% December, 2024 of such income, However, balance of 1 100,000
was received on 31 July, 2025, Upto what period the institution can apply the same amount
towards objects of the institution? The institution has exercised relevant option in this regard.

Mookt Foundation borrowed T 45 lakhs from a nationalised bank i April, 2024 for purchase
af building in a forest area for the objects of the institution, It spent the whole amount of loan
for the same purpose and claimed the same as application of income in March 2025, It repaid
the first instalment of T 6 lakhs to the Bank on 317 March 2025

Answer

(i

[

Any sum payable by any trust or institution shall-be treated as application af Income only in
the previous year when such sum is actually paid by it. This {5 irrespective of the previous
vear in which the Hability to pay such sum was incurred or method of accounting regularly
employed by It. Thus, expenditure is allowed as application only when the payment ls dctually
made and not when the liability is mcurred.

In the present case, though Mookti Foundation trust lollows mercantile system of accounting,
electricity expenses of 100,000 incurred during the Y. 2024-25 would be allowahble as
application of income only In .Y, 2025-26 as actual payment is made on 10 April, 2025,

Where a trust or an institution has been granted registration for purpese of availing exemption
under section 1248 then, such trust or institution cannot claim any exemption under any
provision of section 10 [other than cxemption of agricultural Income under section 10(1)].

Accerdingly, agricultnral income of ® 12,00,000 would be exempt under section 10{1) in
the hands of Mookl Foundation registered under séction 1248,

In case a trust Is unable to opply the minimum of B5% of its income during the previous year as
whole or any part of Income has not been recefved during that year, the period of application is
extended to cover the previous year in which the income is aclually received or the
previous year immediately following the previous year in which the (ncome was received.

Accordingly, in the present case, income of 3 1,00,000 which was received on 310 July, 2025
can be applied during the [VY. 2025-26, being the year in which such amount is received
ar [n the P.Y. 2026-27, being the P.Y, immediately following the P.Y. 2025-26.

Application for charitable or religious purposes, from any lean or borrowing, shall not be
treated as application of income for charitable or religious purposes.

Ilowever, the amount not so treated as application or part thereof, shall be treated as
application in the previous year in which the loan or borrowing or par thereof is repaid
from the income of that year o the extent of such repayment.

e .
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Accordingly, amount of ¥ 45 lakhs spent for purchase of building Is not allowable as
application of income for the P.Y. 9024-25 but the repayment of first instalment of T6°
lakhs on 31¢ March 2025 would be allowed as application.

Question 16

Examine the correctness of contention faction Jtreatment of the institution/ charitable trust in each of
thie following separate cases:

(a) An institution runs a university solely for educational purposes and a hospital selely for
philanthropic purposes. Both the university and the hospital are not for profit. The annual
pross receipts from the university and hospital are T 3 crores each. The institution contended
that the income from untversity is eligible for exemption u/s 10{23C])(iliad) and Income from
hospital is eligible for exemption ufs 10(23C)(liiac), since the aggregate annial receipts in
cach case does not exceed the prescribed threshold; and there would be po requlrement to get
the approval of Principal Commissioner oF Commissioner for availing the benefit of exemption
under section 10(23C).

(b) A registerad charitable trust, with the main object of reliel of poor, wants to set off is cxcess
application of T 27 lakhs in the P Y. 202324 while computing its income required ta be applied |
turing the PY.2024-25.

(€] A charitable trust registered u/s 1248 borrowed 3 40 lakhs frem SB in April 2024 for |
purchase of building for opening & sehool in @ vura) ares for primary education of children in \
backward areas. It spent the entire amobunt for the said purpose and claimed the same as
appliration of income. In March, 2025, it repait! the first instalment of 15 lakhs to SBL

| |

Answer

(a) The contention of the institution is not correct. Since the institution has receipts from a
university specified under section 10(23C) (iliad) and a hospital specified under section
101( 23C)(iilae), and the combined receipls of T 6 crore exceed the threshold receipt of T5
crore, the institution would not be eligible for exemption under sections 10(23C)(fiind)
and 10(23C)(ijiae) [Explanation below section 10{23C) (iiine]]. The Institution has to make an
application to the Principal Commlssionar or Commissioner within the prescribed time limit
for grant of approval/ registration for claiming exemplion under section LO(23C) (i) and {via).

(h) The proposed action of the trust is not correct. As per Explanation 5 to section 11(1 |, noset |
off or deduction or allowance of any excess application of any of the year preceding the
previous year shall be made in computation of income required to be applied or accumulated f
during previous year. Accordingly, excess application of ¥ 27 lakhs in PY.2023-24 cannot be
set-off while computing income required 1o be applied or accum ulated during the PY.2024-25. |

(c) The proposed claim of trustls not correct, s per clause (i) of Explanation 4 to section T1(1),
application for charitable purposes from a loan or borrowing shall not be treated as application 'i
of income for charitable purposes. However, amount not so treated as application, or part
thereof, would bie treated as application for charitable purposes in the previous year in |
which the loan Is repaid from the income of that year and to the extent of such repayment. 1

Accordingly, the trust cannot claim 1 40 lakhs as application of income of AYX.2025-26,
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since the amount ks spent out of loan taken from SBIL However, it can treat the amount of T 5
lnkhs repaid to SBI during the P.Y.2024-25 as applicatipn of income in that year.

Question 17
gxamine cach of the following independent cases of charitable trust/institutions:

(1) Raj Charitable trust registered under section 12AB, received corpus donation of T 5 lakhs
during the previous year 2024-25. The trust (ntends 1o utilize it during the previous year
7025-26 and elaimed that since the donor gave the donation with a specific direction that It s
.owards the corpus of the trust, it is exempt from tax under section 11(1)(d). Further, during
the year, the trust ook a loan of ® 20 lakhs from a nationalized bank and out of it, applied ¥ 18
iakhs on the construction of its building. The trust claimed ¥ 18 lakhs as application for
charitable purposes durlng the year,

(i) Smile Foundations Is a ‘not for profit’ trust that runs a secondary school. The total receipts
cansisting of voluntary contributions and the government grants of the trust ampunted to 3 30
Jalhs (T 14 lakhs and 16 lakhs respectively). Is the trust required to get an approval o clalm
exemption under section 10(23C)7

(ilfj Litthe Angels is a charitable instfution registered under section 12AA. To continue claiming the
henefits of the exemption provisions contained in sections 11 & 12, it applied for re-
registration under sectlon 12AB, The trust wants to confirm whether the registration granter
umdes section 12AB has the same perpetual validity as granted under section 1244

Answer

Y (i) Corpus donations of T5 lakhs would be exempt from tax only if they are recetved with 2
specific direction that they shall form part of the corpus and ore invested 1o any of the modes
specified under section 11(5). If the same is not 5o imvested, then, it would not be exempl
under section 11{1){d).

Application for charitable purposes from =a loan or burrowing shall not be treated as
application of income for charitable purposes. Accordingly, T 18 lakhs applied by trust
out of loan of T 20 lakhs taken from nationalised bank cannot be claimed as application
far charitable purposes. However, the same can be claimed as application at the time of
repayment of loan to the extent of repayment in the relevant previous year

Therefore, both the claims of Raj Charitable trust are not correct,

(1) Smile foundations Is an education institation existing solely for educational purposes and not
for the purposes of profit. 1t is substantially financed by Government, since government
grants of ¥ 16 lskhs constitute 53.33% ol its total receipts of ¥ 30 lakhs (214 lakhs
voluntary contributions + % 16 lakhs government grants), which (s more than 50% of its total
receipts The income of the institution is exempt u/s 10{23C)(iilab).

Henee, il is not required to get the approval of preseribed authority for claiming exemption
under zection 10(23C).

(iii} Mo, the registration granted under section 12AH would be valid only for 5 years and not
perpetually, as In the case of reglstration granted under section LZAA.

M
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Question 18

Mr. Shyam is the founder of UVX Trust, a public charitable trust registered u/s 12A of the Income -tax
Act, 1967 The trust runs a hospital for the treatment of various diseases. Mr, Umesh, son of Mr.
Shyam, was admitted in the hospital for treatment. He was charged a total fee of ¥ 2.20 lakhs s
agalnst the amount of T 3.50 lakhs charged by the hospital for similar treatment to the general public,

The Board of trustees were served with a notice by the income tax authoritles for cancellation of
registration u/s 12AB.

Discuss whether registration can he denied to the trust. What are the further tax implications?

Answer

As per section 13(6), UVX Trust shall not be denied the benefit of exemption under section 11 in
respect of it entire income merely due to the reason that the benefit of medical facilities have been
provided to Mr, Umesh, san of Mr. Shyam, being the specified person. Accordingly, the registration
of VX Trust cannot be cancelled hy the Income-tax authorities on this basis.

As per section 12(2), the value of medical facilities provided to Mr. Umesh, being the specified
person, at a concessional rate would be deemed to be the income of the trast anid such income would
not be eligible for exemprion under section 11, Hence, € 1,30,000, being the concessional value of
medical services would be deemed to be the income of UVX Trust.

The remaining income would be eligible for benellr of section 11,

Question 19

A public company has created a charitable trust exclusively for the benefit of the public. The trust has
eranted interest free foans, inter alla, to seme of the company's employees in order to enable thelr
children to pursue higher studies, as per the objects of the trust, The Assessing Officer considers this
benefit as being covered under section 13(3) and proposes to withdrow the éxemption from tax
granted to the trust, Comment upon the correctness or otherwise of the view of the Assessing Officer.

Answer

(1] The benefir of section 11 would not be available to a public charitable trust, it any part of fts
income enures directly orindirectly for the benefit of any person to In section 13(3).

(2]  The persons referred o in section 13(3) inchde an -
(i) authoror trustee of the trust,

[1i]  person who has made contribution exceeding T 50,000 to the trust upto the end of the
relevant previous year,

(ili) where the author or trustee or person mentioned above is a HUF, a member of the HUF
(iv] relative of such author, trustee or member
(v]  person or a concern in which any person mentioned above has substantial interest

(4] 'The list of prohibited persons in section 13(3), however, does not include employees of the
company.
(4]  Therefore, the proposed action of the Assessing Officer 1o withdraw the exemptlon from tax
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granted to the trust on account of interest-free loans granted to company's employees o
pursue higher sducation as per the objects of the trust, is incorrect

Queskion Z0

g Trust is a registered charitable trust under section 12AB. During the PY.2024-25, the trust hiad
applied T 5 lakh for the henefit of the trustee and T 3 Jakh for the benefit of Mr. Satlsh, who has
donated T 3 lakh to the trust upto 31.3.2025. Also, an amount of T 2 lalth set apart in the PY.2022-23
by the trust fur charitable purposes u 5 11[2) has bedn utilized in the PY.2024-25 for making
donation to another registered charitable trust with stmilar ohject as SR Trust. What is the amount of
"epecified Inco mie” liahle to tax@30% under section 1158817

Answer

saction 115BB1 provides for levy of tax @ 30% on ceriatn “specified income” of a trust, Section
115081 defines “specified income” to include incomao which has been applied for the benefit of
pmhihitmi persons u/s 13(3], which includes, inter alia, tristee of the trust and a person who has
matle substantial contribution to the trust {i-e, whose tuta) contribution is MOTC than 3 50,000].
Gpecified income aleo incudes deemed incoTRE on account of violation of certaln conditions
stipulaved in section 11{3) for accumulation of income. Donation to another ¢charitable trust out of
aceumiilated income Is one such violation. Arcardingly, “specified income” of SR Trust liable to
L@ 30% under section 115BB1 would be T 10 Jakh [% 5 lakh [amount applied for the henefiv of
the trustee) + T 3 lakh [amount appiied lor the henefit af M. gatish) + T 2 lakh (donation made Lo
another trust out of accumulated income af an carlicr previous yedr].

Question 21

Plegse answer the following independent questions with regard to provisions applicable 1o

(haritable Trust as por the Ineame-tax Act; 1961,

(1) Devayani Hrust is a regictered charitable trust under soction 12ZAB, During the previous year
2024-25, the trust had applied 1 4,50,000 for the benefit of the trostee and ¥ 2,850,000 for the
wenefit of Mr. Sujan Dave, who Liss donated T 375,000 to the Lrust up to 31.3.2025, Also, an
smount of 3 2,50,000 set apart in the 1Y, 2022-23 by the trust for charitable purposes uncer
coction 11(2] has been itilized in the 1Y, 2024-25 for malang donation 10 anpther registered
charitable trust with <imilar object as Devayand Trust.

What is the amount of 'specified incame’ liable o tax @30% under section 115881 for
assessment year 202 5.267 Explain with reasons.

(i} Parlvartan, 2 public charitable trust has been incorporated on {11.06,2023 and immediately
commenced its activities of providing “rehel of Poor”, During the previous year 2023-24, 1
fafled to file applicaticn for Provisional registraticn under section 12A[1)(ac), However, on
1.1.2025, it applied for the final registration as per sectinn 12AB read with section 12A[1)(ac)
in prescribed Farm o avail exemption under section 1 1 for AY. 2025-26.

i the action of the Trust justified? Can a rrust apply for Final registration hefore applying for
Provisional registration? If s, what [s the tme period upto which the Principal Commissioner
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or GCommissioner will have to pass the order granting or rejecting the reglstration? The
registration, if granted will he dpplicable from which assesement year? Explain your answer
based on the latest Income tax provisions.

Answer

() “Specified incomes under section 115881 includes the fellowing:
income which has been dpplied for the benefit of prohibited persons u/s 13(3)

deemed income under section 1 1(3) on account of violition of certain conditions stipulated
for aceumulation of income,

Specified income of Devyani Trust liable to tax@30% under section 1158H]

—_——_— e

i Particulars - Am nuntﬁT
?'Imnur_:t applied for the benefit of the trustee [Trustee of the trust j une of 4,511.[1'&!_
the persons specified /s 13(3)]
Amount applied for the benefit of Mr. Sujan Dave [Slnce Mr. Sujan Dave's { 2,50,000
total contribution to the trust is more than 2 SO,000, he Iz g persun specl fed
/s 13(3)]

Donation made to another trust out of accumulated income [Donation to 2.50,000
another churitable trust out of accumulated Ineome is violation of condition
sprecitied for acoomulation of income - section 11(3))

Specified income Hable to tay #30% under section 11585 . Isﬁ,alﬁ

lit] Since Parivartan trust has already commenced jts activities and has not availag exemption
under section 11 for any Y. ending on or before 1.1.2025, (being the date of application) it
need not first apply for provisional registration,

It ¢an at any time after the commencement of such activities directly apply for linal
registration under sectlon 12AB,

Thus, the action of beust fur appliying for the final registration as per section 12AB before
applying for provisional reglstration for exemption under section 11 Is valid,

The Principal Commissioner ar Commissioner has to pass the order granting or rejecting the
registration before expiry of 6 months from the end of the quarter in which application s
recenved

Exemption u/s 11 and 12 would be applicable from assessment year immediately following
financial vear in which such application is made Le, fram Ay 2025-26 (PY 2024-25),
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Total Income of Charitable/Religious Trust

(uestion 22

An Institution operating {or promotion of cducation claiming exemption under section 11 since 1995
furnishes the lollowing data:

SN, Particulars - 1in crores
(i) | Fees collected from students 14

| [ii) | Construction of a new computer srlenml-gl;}urutury N (.50
(i11) | Land acquired to be used as a cricket field for the students 2

_{-J;]_ Amount earmarked and set apart for construction of an arts block within the 4

_ next 4 years.

Compute the total income of the institution for the AY.2025-26,

Answer
Computition of tota) income of the institution
I_ B Particulars _ - 1 (im croves) |
‘ Fees received 14.00 |
Less: 15% [exempt even i not spent fur the objects of the institution) . " 210
11.90
Actual amount spent on construction of computer science lab (See Note 1) 0.50
Actual amount spent on purchase of land for cricket field (See Note 1) 200
9,40
Less: Accurnulated for specified purpose {See Note 2} 400
Total Income 5.40
Notes: : '

(1) The Institution must utilise 85% of its income within the previous year for the objects of the
institution, The institution can apply its income either for revenne expenditure or for capital
expenditure provided the expenditure is incurred for promoling the objects of the institution.
Land acquired and meant for use as cricket field for students is a capital expenditure incurred
for promoting the objects of the Institution and hence, eligible for deduction. Likewise, the
amount spent on construction of computar science laboratory is also eligible for deduction.

[2) Seetion 11(2) provides that a trust/institution can accumulate or set apart its income lor a
specified purpose by fumishing statement in preseribed format to concerned Assessing Officer.
However, the period for which the funds can be acrumulated cannot exceed 5 years. The amount
so accumulated should be invested in the specified farms and modes. In this case, Institution has
to furnish statement in Form 10 at least 2 months prior to the due date of filing return of Income
to Assessing Officer, stating the purpose for which the income s being accumulated or set apart
and the period for which the Income is belny sccumulated or set apart, which shall. in no case,
exceed five years. Further, Institution has to invest T4 crore In the specified forms and modes.
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Question 23

A public charitable trust registered under section 12AB, lor the previeus year ending 31.3.2025,
derived gross income of ¥ 21 lakhs, which consists of the [ollowing:

(% inLacs) |

{a) |im come from pmpertirﬁ; held by trust 10 i
[B} In::umﬂ [net) from business (incidental to main objects) 4

‘ () [ Volu nlary mntrlhutiuns from public - | 7 —j

The trust applied a sum of T 11,60 lacs towards charitable purposes during the year which includes
repayment of loan taken for construction of orphanage ¥ 3.60 Jacs,

Determine the taxable income of the trust for the assessment year 2025-26.

Answer
Computation of taxable income of public charitable trust

Particulars 1
10,00,000

(1) | lncome from pru.pr.-rry held umﬂr trust (net)

(il) Income [net) from business [incidental to main objects) 400,000
{1ii] - Voluntary comtributions Hom public | 700,000

21,00,000

Less: 15% of the meome eligible for secumulation witheut any conditions 315,000

17,85.000

Less: Amount applied for the objects of the trust

(1) Amount spent for charituble purposes (¥ 11,60,000 -3 3,60,000) H,040 (00
~ [4] Repayment of foan for construction of opphan home 3.1‘&0,&1]!]_.
Taxable Income A 6,25,000

Question 24

ABC Public Charitable trust registered under section 12AB-for the previous year ending 31.3.2025

derived gross income of T 50 lakhs, which consists of the fnilnw'!ng

= — -

Particulars (T in Lakhs)
lncome from prnpfr‘lh:s held h].-' trust | - 10
Vulunt_aE:_nntrJI:-u tions from puhl:r 30
Voluntary contributions from public with a specific direction that it shall ferm pary 10 _ |
of the corpus - .

The trust applied a sum of ¥ 30 lakhs towards charitable purposes during the year, The corpus
donation of € 10 lakhs is not invested in any of the modes specified under sectlon 11(5). Determine

the taxable income of the trust for the assessment year 2025-26,

Answer
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Computation of taxable Income of public charitable trust

Particulars L

(1 Income from pm_pert'_l,-r held under trust 10,00,000
(ij  Voluntary contributions from public 30,00,000 |
40,00,000 |

s 154 of Income eligible for retention/accumulation without any conditions 5,000,000

J4.00,000

Less: Amount applied for the objects of the trust 30,00,000
400,000 |

Al Corpus donation of ¢ 10 lakhs not Invested in 11(5] modes txable @30% 10,00,000

uidlor section 115881 (See Note below)
Taxable Income 14,00,000

MoLe: As pet section 11{1){d), voluntary contributions made with a specific direction that they shall
form part of the corpus of the trust is an exempted income. However, in order to avall the exemption,
suth corpus donations should be invested or deposited by the trust in one or more of the forms or
mades specified in section 11(5). Since the trust has not invested the corpus donation in the specified
made, the same will be taxable @30% under section 115881,

{Juestion 25

Medicare Trust running hospltals Is registered wmder section 12AH, From the following particulars
relevant for the previous year endéd 31 March, 2025, you are required to compute taxable Income
and tax liability of the trust for A.Y 2025-26 assuming trust has not opted for Section 1 15BAL,

(i)  Grossreceipts from hospital T 508 lakhs,
{iF) Donation recetved {Ini‘luding anonymous donation 1 2 lakhs] T 8 lakhs,
(ill)  Amount applied for the purposes of hospital 3 433 lakhs.

(v] The trust had accumulated T 20 lakhs under section 11(2) in the financial year 2019-20 for a
periot of five years for exténsion of one of it hospitals, The trust has spent t 15 lakhs for tho
said purpose till 31 March, 2025,

Answer
Computation of taxable income of Medicare Trust
| _ Particulars %
| Income from running of hospitals _GM_EDEDEE =

Donation other than anonymous donation of ¥ 2,00,000 taxable
l @30% [¥ 3,00,000, being reduced by 5% of T8,00,000 or T 1,00,000,

| whichever is hipher) [ 8,00,000 - T 2,00,000] 6,00000 | 5,14,00,000
Less: 15% of the income eligible for accumulation without any
conditions | 77.10,000
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. 4,36,90,000
Less: Amount applied for the purposes of hospital 4.33.00,000
390000
Add: Amount accumulated for extension of a hospital but not spent 5,00,000
deemed to be income under section 11(3) (¥ 20 lakhs - T 15 lakhs)
taxahle @308 under section 115881 (See Note 1)
Add; Anonymous donation taxable @30% under section 1158BC
(See Note 2) 2,00,000
Total Income 10,90,000
“Tax on total income
Tax on deemed (ncome u/s 11(3) of 15 Iacs at 30% (See Note 1) 1,50,000
Tax on anonymous donation of T 2 lacs at 30% (See Note 2) 60,000
Tax on-other income of  3,90,000 at normal rates
lipto 1 2,50,000 Nil
Over® 2,50,000 up to T 3,590,000 @ 5% pA 1] 1,000
217,000
Kducation coss @4% _E.ﬁrﬂﬂ
Tax payable 1  2,25.680
| Tax payable (rounded olf) | 2,25,680
Notes: ki
(1) Section 11{4) provides that if the income accomulated for certain purpose 1S not utilized Tor

(2)

the said purpase within the period (not exceeding 5 years) for which it was accumulated, then
the unutitised amount |s deemed to be the incume of the charitable institution for the previous
year of expiry of the perfod of accumulation. In the Instant case, Medicare Trust accumulated 3
20,00,000 in the previous year 2019-20 for extension of one of its hospltals for a period of 5
years. Period of accumulation thus expired on 31.3.2025 Assessee has spent T 15,00,000 out af
accumulated sum of ¥ 20000,000 up to 3132025, Therefore, the unutilised amount of 2
500,000 is destned to be income of the previous year 2024-25, Such deemed income would be
subjedt to tax@30% under section 115801

As per section 115HBC(1)(1), the anonymous donations in excess of the higher of the following
wotld be subject Lo tax@30%; - T 1,00,000, being 5% of the total donations received e, 5% of
2 8 lakh; or T 1 lakh

Therefore, anonymous donations of ¥ 2 lakh (% 3 lakh - 3 Llakh) would be subject to tax@30%
under section 11588 11(1). Such anonymous donations which are subject to tux@30% are not
eligible for the benefit of exclusion from total income under sections 11 and 12,

Question 26

Mani foundations, a charitable trust registersd under section 12AB of the Income-tax Act, 1961, run
schools for primary and secondary education. The following particulars pertalning to the previous
year 2024-25 are furnished to you by the trust:

BY CA ATUL AGARWAL (AIR-1)
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% (in lakhs)
- {iy |Gross receipts from students towards tuition fees, development fees, 600
laboratory fees etc.
(ii) | Voluntary contributions received from public (including anonymous 25
donation T 5 lakhs)
(i} | Government grants a4
(tv) | Donation given towards corpus (o a trust registered under section 10{23C) 2
(v) | Amount applied for the purpose of schools 445
[vi) | The trust accumulated % 55 lakhs for acquiring a bullding to expand its
schools
[vil) | Excess of expenditure over income in the previous year 2023-24 25
Compute the total inceme of the trust for the assessment year 2025-26,
Answer )
Computation of total income of Mani Foundations
[ - Particulars ? 1
(iross receipts from students towards tuition, development fees ete, 5, (10,00, 000
Government Grants [Goamble, since only gront for the purpese of
corpus of a trost cstablished by the Central or State Government is
excluded from the definition of income) 200,000
Voluntary contributions (other than anvnymous donations) [T 25 lakh
- % 5 lakh] - 20,00,000
6, 28,00,000
Add: Anonymous donations [to the extent not chargeable to ta@ 30%
under section 115BBC{1)(1}] {See Note below] 1,25,000
' £,29,25,000
Less: 15% of income elipible for belng set apart without any condition 094,38,750
5,34,86,250
Less: Amount applied for charitable purposes
- Amount applied for the purpoese of schools 4,45,00,000
- Amount accumulated for acquiring a building to expand its schools | 55,00,000
- Corpus donatlons to a trust registored under section 10{23C) =
[Deduction s not permissible in respect of corpus donatlons to 4
trust registerad v/s 10[230]]
Excess of expenditure over income In the P.Y.2023-24 - | 5,00,00,000
[No set off or deduction of any excess application of any earlier
yaars shall bie allowed)
34.86,250
Anonympus donation taxable @30% u/s 115BEC [See Note below] 3,75,000
Total Income (including anonymous donation taxable@30%) 38,61,250
BY CA ATUL AGARWAL (AlR-1)
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Note - As per section 113BBC(1)(1), the anonymous donations In excess of the higher of the following
would be subject to tax@30%; - T 1.25 lakh, being 5% of the total donationg received Le, 5% of 125

lakh: ar ¥ 1 lakh

Therclore, anonymous donations of T 3.75 lakh (T 5 lakh - T 1.25 lakh) would be subject to tax@30%
under section 115BBC(1)(1). Such anomymous donations which are subject to tax@30% are not

ellgible for the benefit of exclusion from total income under sections 11 and 12

(Question 27

GNK Trust, a charitable trust following accrual system of accounting registered under Section 12AH
of the Income-tax Act, provides services in the field of yoga. It furnishes the following particulars to

you with respect to previous year 2024-25:

Pnrucuyhi

Gross Receipts -flrum YiZa services
Valuntary Contribution (inchuding anonymous donation T 185,000]
Dividend from Indion Comipanies

Income from mutual funds reglstered under section 10{23D)

| Agricultural income

The tullowing amounts are spent for the purposes of the trust:

24,471,000

1

5.20,000
540,000
285,000

4,749,000
&.

- Particulars _ |

T

Amount set asidt;iu:ing 1Lm-}' ear to be applied in next 4 years for purpoeses of trust.
Payment (o Mr. Lohly, one of the trustees, as rent for the building where the trust
carry oh its activitles, The rent for similar property is 3 2,50,000,

Duiring the year, the trust invited foreign teachers for services rendered and utlised
in India bt made the payment in the next Financlal Yoar

| Other expenses for the purposes of the rust

2.54,000
147,000

196,000

16,79,000

Compute the total income of the trust and also the tax lability asswming trust has not opted for

Section 115BAC.

Answer

Computation of total income of GNK Trust

— = m—

Giross receipts from yoga Services

1,145,000

Add: Dividend from Indian Companies

Particulars i t

24, 41.000

Add: Voluntary contributions other than anonymous donation of 1 3.35.000

27,776,000

5,40 0080

Income from mutual funds registered u/s 10(230) 285,000

Agricultural income [Exemption u/s 10(1) would be availahle,

even though the trust is registered u/s 12AB| Nil
BY CAATUL AGARWAL (AIR-1}
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Add: Anemymous donations [to the extent not chargeable to tax@30%,
under section 115BBC(1)(1)] [¥ 26,000, being 5% of total
donations of T 520,000 or T 1,00,000, whichever is higher]

Less: 15% of income eligible for being set apart without any condition

Less: Amount applied for charitable purposes
- Payment of rent for the building to Mr. Lohia

- Amount payable to foreign teachers for services rendered and
utilised in India [since payment made to the teachers next vear,
the same is not deductible during the current previous year,
since expenses are allowed only on paid basis]

- Other expenses

Less: Amount set aside during the vear to be applied In next & years

Total income [other than ancoymons donation taxable@30% u/s
115BBC{1)(1)]

Add: Anonymous donration taxable @309 u/s 115RBC[1){i)

Total Income of trust (including anonymous dunation taxable@@30%)

147,000

16,79.000

36,01,000

1,00,000
37,01,000
555,150
31,45,850

18.26,000
| 13,19,850
o 2,54,000
[ 1065850

85,000

e —

11,50,850

SR

Computation of tax liahility of the trust

Particulars

Tax on anonymous donations taxable@303% [T 85,000 x 3(%)

Add: Health and education coss@4% '
Total tax Lability

| Total tax liability (rounded off)

Tax on total lncome of T 1065850 le, total income (exchding nnuﬂ:,rmnu's'
donations chargeable to tax@30% u/s 1158BC) [T 65,850 x 30% plus T1,12,500] -

T
1,32.255

22500
157,755
6,310
1.64,065
1,64,070

Question 28

Tutsi Foundations, a public charitable and religious trust registered under section 12AB, runs a
haspital and also owns a temple. It furpishes you the following information for the year ended 314

March, 2025:
(i) Gross receipts from hospital T 600 Lakhs.

(i)

Voluntary contributions (not included in gross veceipts) received from public amounted 1o 3

35 lakhs. 1t includes corpus donation of 3 5 lakhs and anonymous donation 3 10 lakhs. Out of
the anonymaus donations of T 10 lakhs, T 8 lakhs are made to the donation box of temple, The

corpus donation is invested in modes specified under section 11[5).

BY CA ATUL AGARWAL (AIR-1)
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LAl
amounted to ¥ 15 lakhs,
liv]
amount is lncluded In the operational expenses af the hospital.

Operational expenses incurred for the hospital amounted to T 434 lakhs and for the temple

T 6 lakhs was pald to a contractor in cash for the overall maintenance of the hospital. This

(v} The trust purchased and Installed new computer software for T 25 lakhs for the hospital: The

rite of depreciation is 40% as per the Income-tax Act, 1941,
[vi]

reglstered under section 12AB, but not simllar to the objects of the donor trust,

Compute the total iIncome and (ncome tax Hability of the trust for the AY. 2025-26 assuming trust hag

nob gpted for Section 115BAC.

Answer

Computation of total income of Tulsi Foundations

The trust gave donation of ¥ 12 lakhs to Balaji trust (having objects of charitable nature),

Particulars

]

1

Gross receipts from hospitals

Add: Voluntary contributions other than corpus donation  and
ananymous donation

{.nrpus donation |does not form part of total income|

| Ancnymous donations for temple faot subject to tax u /s 115BBC)

AMd: Anonymous donations other than for temple [to the extent not
chargeable to tax@30% u/e 115BBC1)(i}] [3 175,000, being 5%
of total donations of T 3500000 or 100,000, whichever is
higher]

Luss: 15% of income eligible for being set apart without any condition

|ess: Ameunt applied for charitable purposcs

- Dperational expenses incurred for hospital and temple [T 434
Inkhs + T 15 lakhs - T 6 lakhs not treated as application as
payment to contractor made In cash]

- Purchase of computer (it is beneficial for the trust (o claim cost
of computer itsell as application of income in the year asset is
acquired. If the cost of asset is claimed as application, then,
depreciation will not be allowed as deduction)

- Donation to charitable trust registered ufs 1248 allowable as
application to the extent of B53%, since it Is not given with a
specific direction that ltshall form part of corpus of the trust

(12,00,000 % B5%)

Tetal income [other than anonymous donation taxable@30% under
section 1158BC{1)(i))
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103, 20,000

5.35,28,750
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Add: Anonymous donation taxable @30% u/s 115BBC[1)(1) | 25,000
Tota! Income of the trust 3 . 57,33,750

Computation of tax liability of the trust

el

| Particulars 1 \

——— . A1 ———

“ax on total income of ¥ 5?.(13,?;56 Le, total income [excluding anonymous 15,25.115“
Joijations of T 25,000 chargeable to tax @30% u/s 115BBC(1)(i)] [¥ 47,08,750 x
30% plus ¥ 1,12,500]

Tox on anonymous donations taxable@30% [ 25,000 x 30%)] 2000
15,32,625

Add: Surcharge@10%, since total income exceeds 3 50 lakhs but does not exceed 3
| crore. L53.263
16,685,808
| Adlid: Health and Education cess @4% ' 67436
Tl o liability 17.53.324
| Total tax liahility {rounded off) 17,53,320

Nuestion 29 .

Mathi Charitable Trust registered under section 12A8, [ullowing cash system of accounting, furniches

you the following mformation:

(] Gross receipts from hospital by name "Full Cure” T 400 lakhs,

(1]  Gross receipts from college by name "India Arts College ¥ 180 lakhs.

(i) Corpus donations by way of cheque & 30 lakhs and by way of cash ® 5 lakhs. The corpus
donatlon is invested in modes specifled under section 11{5).

(iv] Anonymous denations by cash T 10 lakhs.

(v] Administrative expenses for hospital T 220 Inkhs and for college ¥ 100 Jakhs,

fri}  Fees not realized from patients & 20,60,000 and from students of the coflege ¥ 6,50,000 as on
31= March, 2025.

(vii] Depreciation on assets of the trust ¥ 18,00,000, The entire cost of assets ¥ 300 lakhs daimed as
application in the earlier years.

(viii} Acquired a building for 2 120 lakhs for expansion of hospital (¢ost of land included therein ¥
101} fakhs). Stamp duty value of the land and building on the date of registration of sale deed T
144} lakhs.

lix]  The trust gave donation of T 25 lakhs to Gandhiji Trust having objects of charitable nature
registered under section 1248 but not similar to the objects of the doror trust.

You are required to compute the total income of the trust and its income-tax hiability in such a
manner that it can avail the optimal benefit within the four corners of the Income-Tax Act, 1961
assuming trust has not opted for Sectlon 115BAC.

Nate: The trust does not want 1o seck accumulation of inconie by virtue of section 11(2) of the Act,
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Answer

Computation of total income of Mathi Charitable Trust

Particulars t E
Gross ferelpts from Full Cure Hospital 4,00,00,000
Gross receipts from India Arts College 1.80.00.000
5,80,00,000
Add: Anonymous donations [to the extent not chargeable Lo Lax@@30%
under section 115BBC(1)(1)] [¥ 225,000, being 5% of total
denations of  45.00,000 or T 1,00,000, whichever |5 higher] 225,000
582.25,000
Less: 15% of income eligible for being set apart without any condition f7,33,750
| 4,9491,250
Less: Amount applied for charitable purposes
- Do revenue account - Administrative expenses:
For Hospital 2,20,00,000
For College 1,10,00,000
- On capital account - Land & Building 1,20,00,000
[Section 56(2)(%) |5 not atlracted in respect of value of property
received by a trust or institution reglstered w/s 12AB)
- Donation to Gandhiji Trust registered u/s 1248 - allowable as
application to the extent of 85%, even though the objects of trust
are different. Only corpus donations are not permissible to other
trusts registered u/s 12AB (25,00,000 x 85%) 21.25000| 46125000
Total Income [other than anonymous denation taxable@30%; - 33,66,250
under section 115BBC(1)(1)]

Add: Anenymous donation taxable @30%./s 11SRRC[1)(T) 7.75,000
Total Income [including anonymous donation taxable@30%) $1,41,250
Computation of tax lability of the trust

Particulars | x| =
Tax on total lncome of ¥ 33,66,250 IE;l:h:dmg Hﬂﬂ]‘l}"'.l;tﬂl.l.'i .
donations)
Upto T 2,50,000 il
1 2,50,000 - 2 500,000 [£2,50,000 x 5% 12,500
£ 5,00,000 =% 10,000,000 |F5,00,000 x 20%] 1,00,000
> 110,00,000 [¥23,66,250 x 30%] 709875
B.22375
Tax on anonymons donations taxable@30% |T7,75.000 x 30%) 232,500 100,54 A75
Add: Education cess @4%, 42,195
Total tax liability 10,97,070
Total tax liability (rounded oft) - 10,957,070
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Noter Since the trust follows cash system of accounting, fees not realized from patients and from
stndonts would not form part of gross receipts, Therefore, there is no need of applying the provisions
of kxplanation 1 to section 11{1) to exclude such iIncome.

Question 30

Aumi Fanl Public Charitable Trust runs s hospital cum Rehabllitation Centre 10 treat patients
sufforing from leprosy, The trust is registered u/s 12A8 and following cash system of accounting,
furnisiics the following information:

- Grogs Receipts from Hospital T 560 Lakhs
Gross Recelpts from Hehabilitation ¥ 220 lakhs
- Fees not realized from patients as at 31, 3.2025 1 36 Lakhs
-~ Administration Expenses paid for hospital - 335 Lakhs
Admunistration Expenses paid for Rehab, Centre 7 138 Lakhs

Acquived a building for 150 lakhs for expansion of Rehabilitation centre (Cost of land included
therein % 85 lakhs). Stamp duty value of Land & Building on the date of registration was T 185
falths,

Grant received from State Gove. 3 7.50 lakhs

— Administration expense includes payments of ¥ 12 lakhs to resident doctors & contractors on
wiiich 1108 is required to be deducted ufs 192 & 194C butsuch TDS has not been deducted,

Voluntary contributions (including Corpus Donations for ¥ 10 lakhs] is 1 20 Lakhs, These
tontributions are included in Giross Receipts of hospital, The corpus donation is invested in modes
specified under section 11(5).

— Anonymous donations received 1 8 Lakhs,

- Amount donated to Jan Kalyon Trust repistered u/s 12AB running similar hospital in Hihar
[Includes Corpus donation of T 5 Lakhs frem hospital receipts) - 3 11 Lakhs,

Repayment of loan taken earlicr for construction of Rehabilitation Centre - 2 6,65 Lakhs,

- 'The trust set apart T 15 Lukhs lor acquiring another table & equipment for OT. Form 10 was liled
and A0, was duly Informed as requived ufs 11{2).

Compirke the Total Income of the trust and it LT, Liability for the A.Y. 2025-2Z6 assuming trust has
notopted for Section 1158AL,

Answer
Computation of total income of Asma Rani Public Charitable Trust
Particulars T 1

Gross receipts from Hospital [other than voluntary contribution of % 5,40, 0L 00

A0 lakhs)

Liross receipts from Rehabilitation Contre 2,20,00,000

Girnt received from State Gove 7.50,000
e S — ——— - —ar=aT — ﬁ
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Fees nnt reallzed from patients as at 3132025 (not includible, since
trust follows cash system of accounting)
7,67.50.0010)
Add: Voluntary contributions other than corpus donations of © 10 lacs 10,00,000
| 7,77,50000
Add: Anonymeus donations [to the extent not chargeable to tax@30% 140,000
u/s 115BBC(1)(i)] [T 1,40,000, belng 5% of total donations of 2 !
28,00,000 or T 1,00,000, whichever is higher]
7,78,90,000
Less: 15% of Income eligible for being set apart without any condition 1,16,83,500
 §,62,06,500
Less: Amount applied for charitable purposes
- On revenue account - Administrative expenses:
For Hospital (Out of 2 335 lalhs, ® 3.6 lakhs, helng 309 of 12 | 3,31,40,000
lakhs, would be disallowed, since tox is not deducted u/s 192 &
194C on such amount paid to resident doctors & contractors)
For. Rehabilitation Centre 1,38,00,000
. On capital account - Land & Building 150,400,000
|Section 56(2)(x) is not attracted in respect of value of property
recelved by a trust or institution registered u/s 12AH]
- Donation to Jan Kalyan Trust reglstered u/fs 12AB 5, 10,000
(% 6 lakhis x B5%) _ I
[Allowahle to the extent of 85%, even though the objects of the
trust are different. Only corpus dopations are not permissihle to
ather trusts registered ufs 12A8. Thus, out of ¥ 11 lakhs, T 5
lakhs towards corpus are not allowable as deduction.]
- Repayment of loan taken for construction of Rehab, Centre 665000 | 6,31,15,000
0,91,500
Liess: Amount set apart for acquiring another table & equipment for 15,00,000
OT % 15 lakhs would be wented as application for the previous
year 2024-25 L
| Total income lather than anonymous donation taxable@30% under 15,91,500
Adid: Anonymous donation taxable @30% u/s 1L1I5BBC(1)(i)
18,00,000 - 1,40.000] 1. 60,000
Total Income of u'usl.'_[indudh: ¢ anonymaous donation laxame@:ml}ﬂ B _me_
Computation of tax liability of the trost
Particulars 1 |
Tax on total income [F.xciuding anomymous donations| glaqlqgﬁ!
[% 591,500 x 30% + ¥ 1,12,500]
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Tax on anonymous donations taxable@30% [T 6,60,000 5 30%] 1,968,000

4,687,950

Add: Health and education cess @4% 19,518

Total tax liability 5,07,468

Tatal tax liability (rounded off) 507,470
WJuestion 31

M /5 Mahan Charltable Trust is running an orphan and hostel for the poor children. It is registered
under section 12AB. The details of income and expenditure of the Trust are as given below:

[a)

(b]
(c)

(d])

=)

(7]

(2]

Voluntary contributions recelved during the year ¥ 150 lakhs,

I'nls Includes:

(i) Corpus donation 1 20 lakhs, The corpus donation ls invested in modes specified under
section 11(5).

(if] Donation of T 20 lakhs from Mr. Michael, a [oreign donor, which was recsived on
31.3.2025,

Salary pald to administrative staflf T40 lakhs.
Other general expenses ¥ 10 lakhs include payment o grocery stores of $ 30,000 by crossed
cheque.

A land belonging to the Trust in a nearby village which was purchased in the year 20.21-22 for
2 5 lakhs was sold for 3 10.50 lakbs and another land adjacent to the Trust presmises was
purchased for T 12 lakhs to b used as playground for the children.

Five laptops costing § 50,000 each were purchused during the year for teaching purposes.

Two additional reoms measuring 1500 g, it each was constructed in the existing hostel for the
children. Cost of construction is T 1200 per sq. It

It made acorpus donation of ¢ 20 lakhs to a charitable trust registered u/s TZAB having similar
objects.

Comptite taxable income of Mahan Charitable Trust for the assessment year 2025-26 assuming trust
has not opted for Seetion 115BAC. Support your answer with necessary working notes,

Answer
Computation of total income of M/s, Mahan Charitable Trust
|  Particulars - - T 'l
Voluntary comtributions received during the year ' 1,50,00,000
Less: Corpus Donation 28,00,000
1,20,00,000
Income from property held under trust [Capital Gains from sale of
land (3 10,50 lakhs - 5 lakhs]] 5.50.000
1,45,50,000
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Less: 15% of income cligible for being set apart without any condition 20,32,500

1,15,17,500
Liess: Amount applied for charitable purposes
Salary paid to administrative staff 40,00,000
General expenses [3 10,00,000 - % 30,000, payment by crossed cheque 9,70,000
disallowed due to application of section 40A(3)]
Sale Consideration re-invested in purchase of land deemed to be 7.00,000
applied for charitable purposes [ 12 lakhs - © 5 lakhs]

Cost of laptops purchased for teaching purposes | 50,000 x 5] 250,000

Cost of canstruction af hostel rooms [2 x T 1200 % 1500 sq. ft] 36,00,000

Corpus donations of 3 20 lakhs to a trust registered u/s 1ZAB not

permissible as deduction Nil 95,20,000
Total income [See Note below] : IG*QT.EEIE

Note - If trust exercises the option to apply the donations received (to the extent of T 17,47,500,
h{*:‘ng taxable portion of income of trust Le, ¥ 19,597,500 — 3 250,000, basic exemption limit) from
Mr. Michael on 31.3.2025 at least 2 months prior to the due date of filing of return u/fs 139(1) In
the prescribed form, income would be deemed to have been applied for charitable purposes in the
AN, 2025-26, However, T 17,47,500 should, be applied before the end of the prm:rtfus year 2025-26.

—

Exit Tax

Question 32

"Serving the poor”, a charitable trust, is reglstered under section 1248 of the Act. On 1.4.2024, It ot
merged with M/s AP Lud, which is a company engaged in manufacturing of steel utensils, All the
assets and Habilities of the erstwhile trust became the assets and liabilitdes of M/s. AP Ltd who s not
entitled for registration under Section 12AB of the Act

I'he trust appointed a registered valuer for the valuatinn of its assets and llabilities. From the
tollowing particulars {including the valuation report), caleulate the tax hability in the hands of the
trust arising as a result of such merger:

(i) Stamp duty value of land held T 15 lakhs. However; ifthis land |s sold in the open market, it
waoltld ordinarily feteh T 17 lalths. The book value of the land Is 3 20 lalchs.

(i1} 75,000 equity shares in Ink Ltd. traded in Dethi Stock Exchange. The lowest price per share was
t 75 and the highest price on that day was T 85, The book value was ¥ 67 lakhs.

(1) 55000 preference shares held in N Ltd. The shares will fetch ¥ 44 lakhs, if they are sold in the
open market. Book value was © 25 Lakhs.

(iv) Corpus fund ¥ 15 Lakhs.

(v} Outside liabilitles ¥ 90 lakhs

{(vi) Provision for taxation 3 5 lakhs,

(vil} Lizbilities in respect of payment of various utllity bills of 1 6 lakhs.

Nobte: Give reasons for treatment of each item
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Answer

As per section 115TD, the accreted income of "Serving the poar”, a charitable trust, registered under
cection 12AA which is merged with M/s AP Ltd,, an entity not entitled for registration under section
12AB, would be chargeable to tax at maximum marginal rate @ 34.944% [30% plus surcharge @1.2%
plus cess @4%).

Computation of accreted income and tax lability in the hands of the trust arising as a result of
merger with AP Lud,

Question 33

Particulars Amount ()
ﬁggr;:-g;'l:e FMV of total assete as on 1.4.24, being the sp'uci-ﬁ&-nj -L-latﬂf[t];ilt' of merger)
[See Working Note 1] 1,21,00,000
Less: Total liability computed in accordance with the prescribed method of
valuation [See Working Note 2] 96,00,000
Accreted Income 25,000,000
Tax Liability @ 34.944% of ® 25,00,000 8,73,600
Working Notes: )
Aggregate falr market value of total assets on the date of merger (WN 1)
Land, being an immovable property 17,00,000
[The Fair market value of land would be higher of 2 17 lakhs Le, price that the Land
would ordinarily fetch if sold in the open macket and 3 15 lakhs, belng stamp duty
value as on the specified date|
Quoted equity shares in Ink Ltd. [75,000 x T 80 per share] f0, 00,000
[ 80 por shave, being the average of the lowest (3 75) and highest price (T 85) of
such shares on the date of merger]
55,000 preference shares of N Ltd. 44, 00,000
[The [air market value which it would fetch If sold in open market on date of merger|
Total lability (WK 2)
Cutside liabilities S0,00,000
Corpus Fund of ¥ 15 lakhs [not includitile] -
Provision for tuxation ® 5 lakhs [not includibic]
Lishilities in respect of payment of various utllity bUls [since this Uability is an
ascertained Hability] G,00,000

96,00,000

The registration granted under section 12AA of the Income-tax Act, 1961 on 1.4.2075 to M/s 5
Charitable Trust, was tancelled on 31.1.2025 ¢n a findlng that the Trust was merged, with another
entity neither having stmilar objects nor registered under section 12AB. An appeal was preferred
against the order of cancellation, which was dismissed by the Appellate authorities. The arder
conflrming the cancellation was received on 31.3.2025.
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%

The Balance Sheet of M/s 8 Charitable Trust as on 31.1.2025, and its other information i givey

hersunder:
Particulars tin Lakhs
. s S
Capital fund 800.00
Sundry creditors 3:35.00
Total 1135.00
Assets
Land (existing since 1.4.2016) 100000
land and buildings purchased in the year 2021 800,00
| 2000 equity shares of T 1000 each in M/s X Ltd, shares are listed in Bombay Stock 20,00
Exchange [at face value)
Balance In current account of a nationallzed bank 10000
Balanced in fixed deposits with scheduled banks 200,00
Lash in hand .50
Tax Deducted at Source L50
Total . 1135.00
Additional Information: !

(1)

Stamp duty value of land (existing einee 2016] as on 31.1.2025 was 3 120,00 lalche but i sold 1

open market, the property would fetch 250 lakhs as per a registerod valuer's certificate.

(2} Land and bullding (purchased in 2021}, if sold in the open market will feteh © 1000 lakhs as
per a registered vaduer's certificate. Stamp duty value as on 31.1.2025 was T 1050 lakhs,

(4] The highest and lowest value per share of M/s X Lid. traded on 31.1.2025 was T 1098 and
10571 respectively, ]

(4] Included in Sundry Creditars i 3 30 lakhs provided on estimated basis Lo contractors [or which

nio bills are recelved,

Bised on the above Information, calculate the exit tax payable by the Charitable Trust and state the
latest day on which the said tax has to be pald. Give working notes whorever necessary,

Answer

Ag per sectlon L15TD, the accreted income of "M/s § Charitable Trust”, registered u/s 12AA would be
chargeable to tax at maxtmum marginal rate @ 34.944%, [30% plus surcharge @12% plus cess@450)

on 31.1.2025 for the reason of cancellation of registration granted on 31,01.2025,

B Computation of exit tix payable by M/s § Charitable Trust
Particulars ]

ﬁ:muunt'[{]

Agaregate FMV of total assets as on 31,1,2025, bring the specified date (date of
order of cancellation of the registration) [See Working Note 1)

Less: Total liability computed in accordance with the prescribed method of
virluation [See Working Note 2]

Accreted Income
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Tax Liability @ 34.944% of ¥ 12,29,59,000
Tax Liability (rounded off)

4,29,80,771
4,29.80,770

Working Note 1:
Aggregate fair market value of total assets on the date of cancellation of the
cegisteation

' Valuation of Land, belng an immovable property, existing since 2016

[The fair market value of land would be higher of T 250 lakhs Le, price that the
and would ordinarily feteh IF sald in the open market as per registered valuer's
| certificate and ¥ 120 lakhs, bein g stamp duty value as on the specified date]

Valuation of Land and building, belng an immovable property, purchased in
2021

[The fair market value of land and bullding would be higher of T 1,000 lakhs ie,
| price that the land and buflding would ordinarily fetch If sold In the open market
| as per registered valuer's certificate and 3 1,050 lakhs, betng stamp duty value as
| on the dpecified date)

2,50,00,000

10,50,00,000

| Valuation of Quoted equity shares in M/s X Lud. [2,000 x T 1,074.50 per share]|

| [The fair market value of quoted shares would be 3 1,074.50 per share, being the
average of the lowest (£ 1,051) and highest price (3 1,098) of such shares on the

U apecifled dare)

' Balance In current account of a nationalized bank
galance In fixed deposits with scheduled banks
| Cash in hand

21,4000

10,00,000
2,00,00,000
4.50,000

15,34,99,000

! Working Note 2 - Total Hability

| Book value of liabilities in the balance sheet on specified date
- Less: Capital fmd
- Less: Contingent liability on estimated basis to contracter for which no bills are
recetved

Total llability of M /5 5 Charitable Trust

the date on which the order confirming the cancellation 14 received.

(Juestion 34
GVE Charftable Trust enpaped In the activities of running a charitable hospital and

11,35,00,000
H,00,00,000
30,00,000

3,05,00,000

The latest day on which such tax hag to be paid is 1450 April, iﬂﬂﬁ, being 14 I.ﬂI_'fS-.F!TI-m 31.3.2025,

medical college

since B yeirs, has been merged with a Corporate hospital on 21 March, 2025, The sald Corporate
Huspital 15 nat eligible for registration under section 12A8 of the Act. The poesition of assets and

lizbilities of the Charitable trust as on the date of merger are furnished as under:

Properties and Assels:

{a) Assets held by Trust nr;qulr:-fd out of agricultural income exempt u/s 10(1) ol
the Act:

' 25 lakths
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(b] Book value of Quoted shares and securities: 35 lakhs
Market value [Average of lowest and highest price of such shares as on date of | 40 Jakhs

|| merger quoted on recognised stock exchange)
"(c) Bookvalue of Land and Bulldings held by Trust: 6l) lakhs

Value of lmmovable Properties [Land & Buildings) as per valuation report | 4 lakhs
from Registered Valuer:
Stamp Duty value: 38 lakhs

(d) The Trust was created on 1 January, 201 and obtained reEistrntinn under section 12A4 on
31# March, 2019.

(¢) The Trust holds 40% of equity shares in an unlisted company and the financial
position of said unlisted company as on date of merger |5 as under:
Book value of assets (other than immovable property) 25 Jalths
Fair Market value of Immovable Property 45 lakhs
Reserves and Surplus 15 lakhs |
Provistan for taxation 5 lakhs
Total amount uf Paid-up Equity Share Capital 25 fakhs
Llahilitles- )
(f) Liabiity in respect of shares and secu ites (unlisted) | Hliokhs
. (] 7] Bank! dability in respeat L uf q;]_ﬂt;a shares and securities | | 1stakhs |
(h} Provision lor Tax - _ . ; __ 12 lﬂ_ll.l.'l:'s |

Compute the tax liability, if any, of Charitable Trust, arlsing out of above merger, giving explanation
for treatment of each (temn in the context of relevant provisions contained in the Act. Assume that the
trust has no tax Hability In respect of other activities undertalen during the year.

Answer

Computation of exit tax payable by GVB Charitable Trust

ey

Particulars | Amount [!] |
Aggregate FMV of total assets as on 313.2025, beling the specified date (date of | 1,08,00,000
merger] |See Working Note 1]
Less: Total labllity computed in accordance with the prescribed method of

valuation [See Working Note 2| 23.00,000
Accreted Income i 85,00,000
|

Tax Liability@34,944% of T 85,00,000 29,70,240

Assers heI{! by the trust, whlil.h are acquired out of agrlt'ultuml income exempt u/fs Nil

100[1) shall be fgnored by virtue of proviso to section 115TD{2).
Quoted shares and securities H0,00,000

| The fair market value of guoted shares would be sverage of the lowest and highest
price of such shares quoted on the recognized stock exchange on the specified date]
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Land and building, being immovahle property 40,000,000

[ b fabre market value of land and bullding would be higher of T 40,00,000 j.¢, price
that 1t would ordinarily fetch if sold in the open market as per registered valuer's
certificate and  36,00,000, being stamp duty value as on the specified date|

Pruity shares in an unlisted company:

finok value of assets (other than Immovable property) 25,00,000
Fair market value of immovahle property 45,00.000
T0,00,000

Litss: Bool value of liabilities in balance sheet; [Provision for taxation
not to be included In the liabilities; total amount of paid up share capital

and reserves and surplus would also not be included in liabilities) Nil
7,000,000
Value of unlisted shares held by GVB Charitable trust | 70,00,000 x 40%] - 28,00.000
1,08,00,000
Working Note 2
particulars | Amount (%)
Total lability '
| Liability In respect of unlisted Shares and securities 8,00,000
| Bank lability in respect of quoted shares and securities 15.00,000
| Total liability of Charitable Trust ) 23.00.000
Question 35

Helpage Is o charitable trust el up on 142012 with the nhier’cﬁuf providing reliel of the poor. Later
om, in April, 2014, it changed [ts object to medical relief, It applied for reglstration on the basks of its
new object, .., medical relief, on 1.9.2014 and was granted registration on L2201 5,

(i 1.4:2024, Helpage got merped with M/s. Medicare (P) Ltd, a pharmaceutical company not entitled
fur repistration under section 12AR, All the assets and liabilities of the erstwhile must became the
assits and labilities of Mys. Madicare [] Lul The trust appointed a registered valuer for the
valuation of its assets and llabilities, From the following particulars (Including the valuation report),
caltulate the tax lability in the hands of the trust arfsing as a result of such merger;

(1} Land

| Location | Dateof Stamp dTl;y value | Value which the land would | Book Value
purchase on L.42024 feteh, if sold in the open | on 1.4.2024
market on 1.4.2024 |
D ! L
Noida 19.2012 |  SSlakhs |  SHlakhs 50 lakhs
Gurgaon 192015 104} lakhs 120 lakhs N _1111 L"-Ek}i _

[l Shares
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E T_}I’I'.IE of shares | Dateof | Face Purchase | Price at which each Open
purchase | value of | price of each | share is quotedon | marlet
| each share HSI: ason 1.4.2024 | value as on
I share H]Eh.egt Lowest | 142024
price price
a t T R T 1
5000 Quoted | 152016 | 100 110 320 300
equity shares of o
A Lud.
2000 Preference| 1.9.2017 100 1040 - - 180
sh ares of B Ltd.

# on l.hc basis of rt-]'rm“t nf Merchant Banker

(iif) Liabilities
Book value of Habilities on 1.4.2024 = 3 120 lakhs.
This includes -
(a) Corpus fund % 12 Lakhs.
(b)  Provision for taxation ¥ 8 lakhs; and
()  Reserves and Surplus T 18 lakhs

Answer

As per section 115TD, the acereted Income of “Helpage”, a charituble trost, registered umder section
L2AA which is merged with M/s Medicare (P) Ltd, an entity not ontitled for registration under
section 12AH, would be chargeable to tax at the rate of 34.944% [30% plus surcharge @12% plus
cessiiay).

Computation of accreted income and tax Hability in the hands of the Helpage trust arising as a
result of merger with M/s, Medicare () Ltd.

Particulars N N - _Emllunt (%)
Agprepate FMV of total assets as on 142024, being the L-.peufwd date [date of
merger) [See Working Note 1 1.39,10,000
Less: Totzl lighility computed in accordance with the prescribed method of
valuation [See Working Note 2) 22.00.000
" Accreted Income 27,10.,000
Tax Liabllity @ 34.944% of T 57,10,000 (rounded off) 19,495,100

Working Notes:
(1) Aggregate fair market value of total assets on the date of merger
- Land at Noida, being immaovable property, purchased on 1.9.2012

Since the trust was registered only on 1.2.2015 and benefit of section 11 and
12 was available to the trust only from P.Y.2014-15, the valoe of land
purchased in P.Y.2012-13, in respect of which benefit under sections 11 and |
12 was not availed, has to be igonored for computing accreted income.
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- Land at Gurgaon, being an immovable property, purchased on 1.9.2015 1,20,00,000
[The fair market value of land would be higher of t 120 lakhs Le, price that
the land would ordinarily fetch if sold in the open market and T 100 lakhs,
being stamp duty value as on the specified date]
- Quoted equity shares of A Ltd. [5,000 x $ 310 per share] 15,50,000
[% 310 per share, being the average of the lowest (2 300) and highest price (2
320) of such shares on the specified date]
- Preference shares of B Ltd. [2,000 x ¥ 180 per share] 360,000
[The fair market value which it would fetch if sold in the opén market on the
specified date]
1L.39.10.000
(2} Total liability
- Reserves and Surplus 18 lakhs [not includible)
- Corpus Fund of ¥ 12 lakhs [not includible] -
- Provision for tixation ¥ B lakhs [not Includible] -
- Other Liabilities [T 120 lakhs - % 18 lakhs - T 12 lakhs - 8 lalchs) 00,000

Question 16

Ramnarayan Foundation Trust was formed on 01,04.2009. It applied for registration u/s, 1244 of the
Act and got the registration approved from prescribed authority with affect from 01.04.2013, The
trust got the exemption from payment of taxes satisfying the conditions lald down in Sections 11 to
13 from 01.04.2013. The trust got dissolved on 29,1 2.2024.

I'tie Balance Sheet of the Trost on the date of dissohition was as under:

Liabilities Amount () | Assets Amount (%] |
Corpis of the trust 6,00,000 | kand and Building 12,00,000
Reserves  [created  out of 3.00.000 | Investment In Equity Shares - 4,000,000
arcumulated amount of 15% each (fnoted
! year)
| Loan taken for purchase of Land 9,00,000 | Investment in Equity Shares - 1,50,000
- and Building Unguoted (in Z Ltd.)
' Loan taken for the purchase af | 1,00,000 | Cash 1,00,000
‘unguoted shares (taken In year | Hank Balance 50,000
5 2010-11]
ol | 19,00,000| Total 19,00,000
Additional information:
(I}  FMVof Land and Building |s T 50,00,000.
(ii)  Land and Building of T 3,00,000 |s acquired out of agricultural income.
(i) Market Value of quoted shares on the date of dissolution 1s T 18,00,000.
1
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{iv] 50% of the Unquoted shares were acquired during the year 2010-11.

(v}  With respect to 2 Ltd, in which the trust invested in unquoted shares, the following additional

information was available as on 29.12.2024:

(a} 1,00,000 Equity Shares with face value of T 10 each

(b) Total Book Value of the assets [other than buillon, iuwellar}-]‘ls 3 60,00,000,
(¢) Market Value of bullion and jewellery is 2 30,00,000.

(d] Liabilities amounting to % 35,00,000.

[vi) The trust distributed the assets on dissolution, valuing % 800,000 to another trust registerad

ufs 12AB of the Act before 31.12.2025,
Compute the tax payable by Ramnarayan Foundation Trust u /5 115TD,

Answer

As per section 1157D, the accreted Income of Ramnarayan Foundation trust, a charitable trust,
registered under section 12AA would be chargeable to tax at the rote of 34544% [30% plus
surcharge @124 plus cess@4%] on non-distribution of assets on dissolution to another trust
registered /s 1248 within 12 menths from the end ol month in which the dissolutian tukes place.

Computation of accreted income and tax Hability in the hands of Rammarayan Foundation

trust on dissolution

| B _ Particulars _ -
| Aggregate FMV of tutal assets as an 29,12.2024, being the specified date (date of
| dissolution) [See Working Note 1] h

| Less: ‘Total lability compured In actordance with the prescribed method of
valuation [See Working Note 2§

Accreted Income

Less: Value of assets distributed within a period of 12 months from the emd of the
month of dissolution

| Tax Liablity@34,944% of T 44,12,500
Tax Liability [rounded off)
" Working Notes:
(1) Aggregate FMV of total assets on the date of dissolution
- Land and building, FMV as on specified date has to be considered and one-

fourth of the value of land and bullding to be ignored, since acquired out of
agricultural income exempt u/s 10{1] [¥ 50 lakhs x 3 /4]
Equity shares - quoted [market value on the date of dissolution]
Equity shares - unquoted in Z Lid. [Since the trust was registered only on
1.4.2013 and benefit of section 11 and 12 was avallable to the trust unly from
AY.2014-15, relevant to PY.2013-14, the value of 50% of the unguoted
shares purchased in P.Y,2010-11, in respect of which benefit under sections
11 and 12 was not allowed, has to be ignored for computing accreted Income]

M
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H.00,000

44,112,500 'I

15,41,5904
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Value of unguoted shares = T 412,500 [50% of T 825,000 (Book value of |
assets (other than bulllon, Jewellery) of 7 Ltd. Le, T60,00,000 + Market value
of bullion and jewellery of Z Ltd. e, T 30,00,000 - Liabilities of 2 35,00,000 x
pald up value of shares ie, T 1,50,000/total amount of paid up equity share
capital as shown in the Balance Sheet of 1 10,00,000)]

- Cash 1,00,000
- Bank Balance 50,000
61,12,500

(2) Total liability
- Corpus Fund of  6,00,000 [nat includible] il
- Reserves and Surplus £ 3,00.000 [not includible] Ml
- Loan taken for purchase of land and butlding 3,00,000

- Loan taken for purchase of unguoted shares [Since the entire loan is in
relation to unquoted shares acquired during the year 2010-11, when the
trust wis not eligible for exemption under section 11 and 12, the same is not

deductible] Nil
L 9.00,000
1
i £s 3 dectoral T
Question 37

Explain in the context of provisions of the Act, whether the Income derived during the year In
following cose shall be subject to tax in the AY, 2025-26;

A political party, duly registered under section 294 of the Representation of the Peaple Act, 1951,
recelved rent of ¥ 1,25,000 per month of ane of its building ler out to a bank from 01.06.2024.

Answer

Rent received by the political party from the bank is an income chargeable under the head "Income
From house property”. However, according to the provisions of section 134, income from, Incer alks,
house property shall not he included in total income ol a political party registered under section
204 of the Representation of the People Act, 1951, provided the political party Ralfils the
conditions as specified therein including furnishing a return of income for the previous year in
aecordance with the provisions of section 139(4E) on or before the due date under section 139,
Therefore, if stipulated conditions are fulfilled by the political party, rent of T 1,25,000 per month
received by the registered political party from letting out of les bullding to a bank would not be
included in its total income.,

Question 38

The bucks of account maintained hy a Natlonal Political Party registered with Election Commission

for the year ended on 31 3.2025 discloses the following recelpts:
i

M
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1 x|
| () Rent of property let out to a departmental store at Chennai 6,00,000
{_h] Iriterest on deposits other than banls ‘g.ﬂﬂ.ﬂ EIE
F]- Contribution from 100 perseas (who have sgcreted their names) of T 21,000 21,00,000

each
I.EI | Gontribution from 10 persons by way of electoral bonds of E'i 00 each | _ErEﬂ EU-_D
-li Cash contribution @ % 2,100 each from 1,000 members { recorded In books of | 21,00,000
account) )
[ ﬂ l Net anl'it of caﬁatt-na run In the premises at Delhi : :iﬂ_[}_l_'ml]

Cympute the total income of the political party for the assessment vear 2025-26, with reusons for
Inclusion or otherwise.

Answer

Uhe total income of & political party registered with the Election Commission Is to be computed as
per section 134 under which the income derived from house property, income from other sources
and income hy way of voluntary contributions received [rom any person, on fulfilling of the
conditions as mentioned thereunder, are exempt from tax, However, in this case, since cash
comtribution in excess of T 2000 is received from 1000 persons, the political party has violated the
conditivn of receipt of donation through account payee cheque,/dralt or prescribed electronic modes,
Further, the political party has also violated the condition of maintenance of records in case of
dodations exceeding T 20,000 receivid otherwise than by way of electoral bonds. Hence, (ts total
Income has to be computed as under without providing for sxemption available under section 13A:

Computation of total income of National Political Party ‘

i o - Fatﬂmlyg‘s - 1
) The rent of the prapetty of T 6 lacs located at Cheonal [assuming the same to 4,240,000
be the Gross Annual Value] less 309 of Bs.6 lacs, being deduction vfs 24
[h] | Interest received on deposiis 500,000
[¢] | Contributon from 100 persons (who have secreted their names) of T 21,000 21,000,000 |
each '
(1 | Comribution from 10 persens by way of electoral bonds of 3 25,000 each 2,50,000
(&) | Cash contribution @ % 2,100 each from 1,000 members (vecorded in books of 200,000
drcount)
[1} HLL nruﬁl ufcaiel.erla at DnEhh - - ! 3 oo nm:}
T-ntul Income 56 'm 000 1

Note - Alternatively, the political party can contend that only 3 45 lakh is taxable on sccount of non-
maintenance of records and receipt of cash donations, in which the case the total Income would be
computed as underr

Computation of total income of National Political Party

g ———

Particulars L 4

(4} | Rent of the property of T 6 kacs located at Chenna Exempt
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l (b} | Interest received on deposits Exempt
| | Contribution from 100 persons (who have secreted their names) of € 21000 21,00,000
each
d} | Contribution from 10 persons by way of electoral bonds of 25,000 each Exempt :
(e | Cash contribution @ ¥ 2,100 ¢ach from 1,000 members {recorded in books of 21,000,000 |
dccount)
L} | Met profit of cafeteria at Delhi 3,00,000
lutal income 45,00,000
e [t 1s presumed that the conditions regarding maintenance of books of account, sudit,

submission of report under section 29C of the Representation of the People Act, 1951 and filing of
ceture of iIncome under section 139(4B) are fulfilled by the political party, and hence it is eligible for
cormption of iIncome under section 13A.

uestion 39

an electoral wrust approved by the CBOT is not liable to income-tax in respect of voluntary
routribution recoived and other incoime - Examine the correctness ol the statement,

Alrswer

Sectien 138 provides exemption in respect of voluntary contribution received hy an electoral
truat approved by the CBDT in accordance with the scheme to be made by the Central Government.

Voluntary contribution received by an electoral trust would be treated as its Income under section
2( 24}, but shall be exempt under section 138 if the trust distributes o a registered political party
(it the yesr, 95% of the aggregate donations ruceived by it during the year along with surplus
nroupht forward from any earlier vears. Another condition for svailing benefit under this section is
it the wlectoral trost should function in accordance with rules ramed by the Central Government.

It oy be noted that the exemption under section 138 will he available only in respect of voluntary
Conllbution received by an electoral trust. The exemption cannot be claimed in respect of any
cihier income of the electoral trust,

Therofore the gi\rml statement is nol correct.

Onestion 40

M /s XYZ an electoral trust incorporated in the vear 2023, provides the lollowing information o you
{ P ) P E Yo
i regpect of {1s transaciions for the year 2024-25

Total voluntary contributions received T 420 lakhs
Curplus brought forward firom earlier P.Y 5 L 18 lakhs
Expenses incurred for the purpose of managing its affairs 18 lakhs,

What is the amount of surplus that can be distributed by the electoral trust assuming all other
eanditions as provided under the Income-tax Act, 1961 are satisfied?

- — e —
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Answer

Any voluntary contribution received hy an electoral trust would be exempt, If such electoral trust:

() distributes to a repistered political party during the previous year, 95% of the agpgregate
donations received by it during the year along with the surplus if any, brought forward from
any earller previous vear and

[ii) functions in accordance with the rules made by the Central Government.

The electoral trust may, for the purposes of managing lts affairs, spend up to 5% of the total
contributions received in a year subject to an aggregate limit of T 5 lakh in the first year of
incorporation and T 3 lakh in subsequent years,

The total contributions recetved In any financial year alongwith the surplus from any earlier financlal
year, If any, as reduced by the amount spent on smanaging its affairs, shall be the distributable
contributions for the Anancial year.

In the present case, M/s XYZ, an electoral trust Incorporated In the year 2023, received voluntary
contributions of 3 420 lakhs and has brought forward surplus from earlier previous years is 1 18
lakhs. It spent T 0 lakhs for the purpose of managing its affairs. However, il is eligible to spend T 3
lakhs being lower of:

- %21 lakhs, being 5% of total contributions i.e, ¥ 420 lakhs or
¢ 8 Jakhs, since P.Y. 2024-25, being the subsequent year for the purpose of managing lts affairs.

Aceordingly, M/s XYZ, an electoral trust can distribute its distributable contribution of 1 435
lakhs [i.e., T 420 lakhs plus 2 18 lakbs less T 3 lakhs) as the same exceeds T 416,10 Inkhs (Le.,
95% of T 434 lakhs).
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