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Answer to Q. No. 2(a) (10 M SQ)
Net Profit 1120000
Add
2500+19500+55000+ 10000+ 15000+ 12000=114000 o@b
Less ¢
50000+22000+ 17500+ 15000+8000+5000Q=1
Other Income N 32500
Total CﬁQ", 1104000
Less ’ 15000
Income AQ 1089000
NJ

. No. 2(b) (6 Marks)
would be able to carry forward and set-off the
unabsorbed d ion and business loss of A Pvt. Ltd. as on 31.03.2018.
However, if in %gubsequen’r year, say previous year 2019-20, the LLP fails
to fulfill thve conditions mentioned in section 47, the set-off of loss or
depre ioONsO made in the previous year 2018-19 would be deemed to
be %me chargeable to tax of P.Y.2019-20.
As @e tion 115JAA, the credit for MAT paid by A Pvt. Ltd. cannot be
valed by the successor LLP.
aggregate depreciation for the P.Y.2018-19 would be —

As per section 72A,

.%rticular Amount
Plant & Machinery (15% of Rs. 60 lakh) Rs. 9 lakh
Building (10% of Rs. 90 lakh) Rs. 9 lakh
Furniture (10% of Rs. 10 lakh) Rs. 1 lakh

>

In this case, since the conversion took place on 1.4.2018, the entire
depreciation is allowable in the hands of the LLP. Had the conversion
taken place on any other date, say 1.7.2018, the depreciation shall be
apportioned between the company and the LLP in proportion to the
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number of days the assets were used by them. In such a case, the
depreciation allowable in the hands of A Pvt. Ltd. and the LLP would be
calculated as given below -

Particular In the In the hands

hands of A of the LLP
D

Lid. (for 91 (274 days)

days)
Plant and machinery 2,24,384
Transferor 91/365 x 9,00,000
Transferee 274/365 x 9,00,000 N\
Building 2,24,38 4 AN, 75,616
Transferor 91/365 x 9,00,000 ‘\&\
Transferee 274/365 x 9,00,000 N
Furniture 4 75,068

Transferor 91/365 x 1,00,000 &
Transferee 274/365 x 1,00,000 %
(4) The cost of acquisition of land in the hands %

for which A Pvt. Ltd. acquired it, i.e., Rs. 50 I%

LLP would be the cost
(5) The LLP would be eligible for ded l@ Rs. 10 lakh each for the
P.Y.2018-19 P.Y.2019-20 and P.Y. 2&%& under section 35DDA.
Answer to Q Q§ c) (4 Marks)
Commission paid outside India i;%jh r accrue nor arise in India hence not

t fo deduct TDS.

taxable in India. Hence, no requi
A@. No. 3(a) (5 Marks)

Mr. Ganesh '\\' LTCG
In this case, the ¢ acquisition of equity share of A Ltd. would | 500000/-
be Rs. 2,000, igher of actual cost i.e., Rs. 1,000 and Rs. 2,000

(being the MV of Rs. 2,000 as on 31.1.2018 and actual sale

consider Rs. 2,500). Thus, the long-term capital gain would
be (Rs. 2, s. 2,000) x 1,000 shares.
esb Nil

In ’rh| e, the cost of acquisition of equity shares of B Ltd. would be Rs.
mg higher of actual cost i.e., Rs. 3,000 and Rs. 5,000 (being the
of FMV of Rs. 6,500 as on 31.1.2018 and actual sale consideration of
,000).

%W\ o’rher words, actual cost of acquisition (i.e., Rs. 3,000) is less than the
FMV of Rs. 6,500 as on 31.1.2018. However, the sale value of Rs. 5,000 is
also less than the FMV of Rs. 6,500 as on 31.1.2018. Accordingly, the sale
value of Rs. 5,000 will be taken as the cost of acquisition. The long-term

capital gains would be Nil (Rs. 5,000 — Rs. 5,000) x 2,000 shares.
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Mr. Sridhar LTCG

In this case, the cost of acquisition of equity shares of C Ltd. would be Rs. | 3000000/-
2,000, being higher of actual cost i.e., Rs. 2,000 and Rs. 1,500 (being the
lower of FMV of Rs. 1,500 as on 31.1.2018 and actual sale consideration of
Rs. 3,000).

In other words, the FMV of equity shares of C Ltd. on 31.1.2018 (i.e., Rs.
1,500) is less than Rs. 2,000, being the actual cost of acquisition of equity “{
shares, and therefore, the actual cost of Rs. 2,000 would be taken as cost %
of acquisition. ®
Accordingly, the long-term capital gains would be (Rs. 3,000 — Rs. 2,000) x
3,000 o C§

LA

(q']}\

Mr. Vaibhav M\ LTCL
In this case, the cost of acquisition of equity shares of D Ltd. w u% . | 6000000/-
4,000, being higher of actual cost i.e., Rs. 4,000 and Rs. 2,50Q (be the
lower of FMV of Rs. 6,000 as on 31.1.2018 and actual sale ;Qui ion of

Rs. 2,500).

In other words, the actual cost of acquisition of equi’ry%s D Ltd. (i.e.,
Rs. 4,000) is less than the FMV of Rs. 6,000 as on 31. 87However, the
sale value of Rs. 2,500 is also less than the FMV qf ason 31.1.2018
and also the cost of acquisition. Accordingly, al cost of Rs. 4,000

will be taken as the cost of acquisition. T m capital loss would
be Rs. 6,00,000 (Rs. 2,500 — Rs. 4,000) x 4,00Q.3

v

Answer to %gfo. 3(b) (5 Marks)

Section 206C(1F) provides for ﬁé@ idn of tax at source@1% by the seller from
the buyer, at the time of r c¢§§f consideration for sale of motor vehicle, the
value of which exceed ) akhs. CBDT Circular No.22/2016 dated 8.6.2016

clarifies that this sec’rion,%‘ een inserted to cover all fransactions of retail sales
apply to sale of motor vehicles by manufacturers to

and accordingly, it wid n
dealers. Hence, ufacturers are not liable to collect tax at source under
section 206C ﬂ%
In respect o(% premium model cars (of value ranging above Rs. 10 lakhs
and upt 5 Yokhs) by dealers to retail customers, tax has to be collected at
SouUrge@1% der section 206C(1F), even if no part of the consideration is

f\ cash.
s small cars of value ranging from Rs. 5 lakhs upto Rs. 10 lakhs, there is

irement to collect tax at source.

VG Professional Studies (P) Limited www.cavijaygaurav.com Page |3



Prepared by CA Vijay Gaurav, Faculty CA-Final DT & IDT and CA-Inter Taxation 9873827301

Answer to Q. No. 4(a) (5 Marks)

(i)  As per the third proviso to section 147, the Assessing Officer may assess or
reassess such income, other than the income involving matters which are
the subject matters of any appeal, reference or revision, which s
chargeable to tax and has escaped assessment. Therefore, even whe&
an appeal is pending before Commissioner (Appeals), the Assess
Officer can initiate reassessment proceedings in respect of (iNc

chargeable to tax which has escaped assessment, provided such | e
is not the subject matter of the appeal before the C jssioner
(Appeals) i.e., such income which has escaped assessme form
part of the additions of Rs.22 lakhs to the returned incé& \ch is the

subject matter of appeal.

(i)  As per section 154(1A), the Assessing Officer gc?s an order under
154(1) to rectify a mistake apparent from cord, provided the
rectification is in relation to a matter, other, ’rh the matter which has
been considered and decided in the .@ol before Commissioner
(Appeals). Since the issue under c h lon in this case relates to
rectification of a mistake in resp c’r after which is not the subject
matter of appeal, the Assessing 3‘\ Ccan pass an order under section
154 for rectification of the sam | ed the same is a mistake apparent
from the record.

(i) As per section 264(4), t %lpol Commissioner or Commissioner shall
not revise any order ec’non 264, where such order has been made
the subject of an odhe Commissioner (Appeals). Therefore, under
section 264, the P I Comm|55|oner or Commissioner cannot revise an

order which is |ng before the Commissioner (Appeals), even if the
revision p& a matter, other than the matter(s) covered in the

oppe&
(iv) As tion 263, the Commissioner has the power to revise an order
reJ ial to the interests of revenue, even if the order is the subject
er of appeal before Commissioner (Appeals). However, the power of
, Commissioner under section 263 shall extend to only such matters as
od not been considered and decided in such appeal. In a case where
the appeal is pending but not yet decided, the Commissioner cannot
w exercise his revisionary jurisdiction in respect of those issues which are the
subject matter of appeal [CWT v. Sampathmal Chordia (2002) 256 ITR 440

(Mad.)].
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Answer to Q. No. 4(b) (3 Marks)

(i) Incorrect
As per section 249(3) of the Income-tax Act, 1961, the Commissioner
(Appeals) may admit an appeal after the expiry of the period of 30 days
specified in section 249(2), if he is satisfied that the appellant hoc&
sufficient cause for not presenting the appeal within the prescribed tim

(i) Incorrect ®

Section 254(2A) provides that the Appellate Tribunal, WherQ |T(§o{sjible,
may hear and decide an appeal within a period of fo the
end of the financial year in which such appeal is flle ppello’re
Tribunal may, on merit, pass an order of stay in any ee ings relating
to an appeal. However, such period of stay cann ’r XC 180 days from
the date of such order. The Appellate Tribu o dispose of the
appeal within this period of stay. Where peol has not been
disposed of within this period and the delay | osing the appeal is not
attributable to the assessee, the Appellaten al can further extend the
period of stay originally allowed. H » the aggregate of period
originally allowed and the period s & ded should not exceed 365
days even if the delay in disposinw appeal is not attributable to the
assessee. The Appellate TribuRal quired to dispose off the appeal
within this extended period. If the)appeal is not disposed of within such
period or periods, the orde tay shall stand vacated after the expiry of

such period or periods. \3
pQ' No. 4(c) (2 Marks)

“Significant Economi X " means-
a) transaction in t of any goods, services or property carried out by a
non-resid % ia including provision of download of data or software
aggregate of payments arising from such transaction or
ns during the previous year exceeds the prescribed amount; or
and continuous soliciting of business activities or engaging in
nTe;o on with such prescribed number of users in India through digital

ans.

%&E e above transactions or activities shall constitute significant economic

ce in India, whether or not,—
e agreement for such transactions or activities is entered in Indiq;
) the non-resident has a residence or place of business in India; or
|||) the non-resident renders services in India:
However, where a business connection is established by reason of significant
economic presence in India, only so much of income as is aftributable to the
transactions or activities referred to in (a) or (b) above shall be deemed to
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accrue or arise in India. This provision has been inserted in the Income-tax Act, 1961 in
line with “BEPS Action Plan 1 Addressing the challenges of the digital economy” to take care of
new business models such as digitized businesses, which do not require physical presence of
itself or any agent in India. Such businesses can now be covered within the scope of section

9(1)(i)

Answer to Q. No. 5(a) (5 Marks) $

Where Xylo Inc., a US company, has a PE in India and rendering t

services is effectively connected with the PE in India.
Since Xylo Inc. carries on business through a PE in India, in PUrsy % of an
agreement with Alpha Ltd. or other Indian companies ent after

31.3.2003, and the income by way of fees for technical servi fec’nvely
connected with the PE in India as per section 44DA, (M:ome shall be
computed under the head “Profits and gains of b 9% profession” in
accordance with the provisions of the Income-tax Ac’r‘%

Accordingly, expenses of Rs. 23 lakhs (Rs. 8 lakhs 5 lakhs) incurred for

earning fees for technical services of Rs. é crore crore + Rs. 4 crore) is
allowable as deduction therefrom. However, ex ure of Rs. 6 lakhs which is
not incurred wholly and exclusively for the bJsi f the PE and the amount of
Rs. 12 lakhs paid by the PE to the Head Qffi t allowable as deduction.

Xylo Inc. is required to maintain books g unt under section 44AA and get
the same audited under section 44A rish report along with the return of

income under section 139.

Answ :D\Q%lo 5(b) (5 Marks)
As per provisions of section % royalty will be deemed to accrue or arise in

India when it is payable
) The Central G ve)% nt or any State Government; or
) A person who j ent in India. However, the same shall not be deemed
to occru& In Indian when royalty is payable in respect of nay right,

proper, mation used or services utilized for the purpose of :
ess’or profession carried on by such person outside India; or
ifg any income from any source outside India.
In theyabgverexample, the amount paid by X Ltd., a resident to Y Inc., a non-
O\}for right to use the ONE UP technology falls under the definition of
per the Indian income Tax Act. However, the same is not taxable in
s it is utilized for a business carried on by X Ltd., a resident outside India.

w Answer to Q. No. 6(a) (4 Marks
< NG} ) -

here are two different tax consequences that will have to be examined in this
case. First, in the hands of Company A and second in the hands of Company B.
In the hands of Company A, the interest payments received will be taxable
under the provisions of the Act as well as under the India Singapore DTAA. Under

VG Professional Studies (P) Limited www.cavijaygaurav.com Page |6

3



Prepared by CA Vijay Gaurav, Faculty CA-Final DT & IDT and CA-Inter Taxation 9873827301

the Act, Section 9(1)(v) provides that income by way of interest payable by a
person who is a resident, except where the interest is payable in respect of any
debt incurred, or moneys borrowed and used, for the purposes of business or
profession carried on by such person outside India or earning income from any
source outside India; shall be deemed to accrue or arise in India. Since
Company A has revenues only from business activities carried on in India, th %‘
interest income will be taxable under the provisions of the Act. The applic K
rates that will apply for such withholding will be restricted to 5 per cen

the application of section 194LC. Under the provisions of the India §j re
DTAA, Article 11 para 2 also provides a right to the source state, pr d that
the tax so charged shall not exceed 10 per cent of the gross a interest
payable if the interest is paid on a loan granted by a bank meNfinancial

institution and 15 per cent in other cases.

In the hands of Company B, apart from withholding tax.implications, the thin
capitalization provisions will also be relevant. Sectio B been inserted to
provide for thin capitalization rules in India. As p rovisions, where an
Indian company pays more than one crore whichhis\gdgductible in computing
income under the head ‘profits and gains of busi@nr profession’ in respect of
debt issued by a non-resident, being an assg % enterprise of such borrower,
the interest shall not be deductible in co % on of income under the said
head to the extent it arises from excess in

. Excess interest has been defined
under Section 94B to mean an a total interest paid or payable in
excess of 30% of EBIDTA of the borrowepin the previous year or interest paid or
payable to the associate ent e, whichever is less. Company A and
Company B will qualify as assocxtgd enterprises. Therefore, any interest in
excess of 90 crores (300*3 all be treated as excess interest and shall not
be available deductiorfw nds of the Company B. Company B can
however carry forwardhs, excess interest for a period of up to 8 years and
offset the same in futXfe y®ars.

(& Answer to Q. No. 6(b) (3 Marks)
Income of %o. out of Income from ABC Co. could be only that income
which it i it to receive from ABC Co. ABC Co. has declared 5 million as
interip divij d. XYZ Co. holds 75% shares of ABC Co. & hence is entitled to 75%
of saigN #erim dividend declared by ABC Co. which is 75% of Rs. 5 million &
\[e XYZ Co. attributable is Rs.3.75 million.

‘%\ Answer to Q. No. é(c) (3 Marks

Q?&ecﬁon 94A has been infroduced in Finance Act 2011, empowering the

government to notify any country which does not help Indian in Tax Information
Exchange as a Notified Jurisdictional Area (‘NJA’) under the above section.

Section 94A is an antfi-avoidance measure to curb the generation and
circulation of black money. The government has entered into several Tax
Information Exchange Agreements with various countries for sharing information
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with respect the money held by Indian residents outside India. However, certain
countries have not been cooperative with respect to sharing of such information

and India still does not have an effective tax information exchange system with

such countries. To discourage transactions with such countries which don't have

an effective tax information exchange system with India, section 94A has been «
intfroduced. India blacklisted Cyprus as a NJA in 2013 for not sharing t %‘
information vide issuing a Notification. Per the Notification, any payments m O&

to Cyprus attracted a withholding tfax at a rate of 30 per cent and India %
receiving money from there were required to disclose the source ds
Subsequently, India and Cyprus signed revised bilateral treaty Ju which

capital gains will be levied on sale of shares on investments ma
2017. The new DTAA also provided for exchange of bankin

approval of competent authorities of the country. Acco

April 0T,
Mmadition and

ndia removed

allows the use of such information for purposes other ’rh@‘mh n with prior
ingly.
|

Cyprus from the list of NJA vide publication in offi ette
December 15, 2016.

of India on

Answer to Q. No. 7(a) (3 Marks) Qb
ABC Ltd, the Indian company and XYZ Inc. % nch company are deemed
Al

to be associated enterprises as per secfi

2)(a), since XYZ Inc. holds

shares carrying not less than 26% of f ing power in ABC Ltd. As per
Explanation to section 92B, the Tron% entered intfo between these two
in

companies for sale of product, lend
relating to market research are | Jded within the meaning of

r guarantee and provision of services
‘international

transaction”. Accordingly, transfe cing provisions would be attracted and

the income arising fro
having regard to the

uncontrolled price m¥thod to be the most appropriate method.

rnational fransactions have to be computed
h price. In this case, from the information

m s
given, the arm'’s len Th,‘%& has to be determined taking the comparable
N\’

Particular P 0\3 Rs. in Lacs
Amount by whgh~otal income of ABC Lid. is enhanced on
account justment in the value of international transactions:
(i) Diff &in price of tie @ $ 1 each for 50,000 pieces sold 32.00
to XYZ INCNJ 1 x 50,000 x 64)
(ii) Nggéence for excess payment of guarantee fee to XYZ Inc. 1.28
for IBRMoorrowed from foreign lender ($ 2,000 x 64)
<-¢ i %rlte)nce for excess payment for services to XYZ Inc. ($ 2.56
) X
35.84

BC Ltd. cannot claim deduction under section 10AA in respect of Rs. 35.84
lakhs, being the amount of income by which the total income is enhanced by

virtue of the first proviso to section 92C(4).
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Answer to Q. No. 7(b) (3 Marks)
Since Mr. X does not own more than 10 vehicles at any time during the previous

year 2018-19, he is eligible to opt for presumptive taxation scheme under section
44AE. Rs. 1,000 per ton of gross vehicle weight or unladen weight per month or «

part of the month for each heavy goods vehicle and Rs. 7,500 per month or part
of month for each goods carriage other than heavy goods vehicle, owned&
him would be deemed as his profits and gains from such goods carriage
goods vehicle means any goods carriage, the gross vehicle weight %lch
exceeds 12,000 kg. The presumptive income of Mr. X under seqti AE for

A.Y.2019-20 would be - Rs. 6,82,500 i.e., 55 x Rs. 7,500, bei \i than
heavy goods vehicle + 18 x Rs. 1,000 x 15 ton being for h \U/% dd vehicle.
The answer would remain the same even if the two venhi es%ghased in April,
2018 were put to use only in July, 2018, since the presy ;ie)' come has to be

calculated per month or part of the month for whic e%ghicle is owned by Mr.

X.
Working Notes ‘»&Q;
(1) (2) (3) AN 14)
Number | Date of No. of months fe , f months x
of purchase which vehicl ?\» o. of vehicles
Vehicles owned %Q [(1) x (3)]
~l
Heavy good cle
2 29.08.18 J 16
1 23.02.19 2
otal 18
Goods vehicl rthan heavy goods vehicle
2 10.04.201 12 24
1 15.@&%\ 1 1
3 1K£07.2518 9 27
1 . 019 3 3
. Total 55
2 v
Ans Q. No. 7(c) (2 Marks)

nce (No.2) Act, 2014 infroduced the rollback provisions under the
nce Pricing Agreement (APA) program. The roll back provisions were

ve been nofified on 14 March 2015 by CBDT vide Notification No. S.0.758 (E)

Q?@ de applicable to the APAs signed or applied post 1 October 2014. The rules
ha

of 2015,setting out the applicability and the requirement for applying rollback.
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Some of the salient features of the rollback rules are as highlighted below:

¢ The international fransaction proposed to be covered under the rollback
is to be the same as covered under the main APA;
e The rollback provisions shall be applied for all the rollback years in which «
the relevant international fransaction has been undertaken; %.
e The manner in which Arm’s length price has been determined in relah &
to an international fransaction shall be consistent for all the years €0
under the APA including the rollback years
e To be eligible for the applicability of the rollback provisions, ,thﬁmicon’r

should have filed Return of Income and Form No. 3CER® tants
Report) on or before the statutory due date; &

e The rollback provision will not be applicable for a iculal year where
the Income Tax Appellate Tribunal has passed an % sposing off the
appeal prior to the date of signing of the APA;

e In case the application of the rollback provisi Id result in reduction

of the income offered to tax or increasingath ss as declared in the
Return of Income for a particular year, ’rh% ack provision will not be

applicable for that year; ;\‘\Q
Answer to Q. No. 7(d) (2 Marks) \Q,

(i) The statement is incorrect.
Prior to 1.6.2016, under section 2A), the Principal Commissioner or
Commissioner may, if he o ted to any direction issued by the Dispute
Resolution Panel (DRP) yuadexsgction 144C(5) in pursuance of which the
Assessing Officer ssed an order completing the assessment or
reassessment, dir Assessing Officer to appeal to the Appellate
Tribunal against s&cg rder.vFurther, section 253(3A) provided that every
appeal under &ctidn 253(2A) shall be filed within 60 days of the date on
which the r@gh’r to be appealed against is passed by the Assessing
Officer r& nce of the directions of the DRP under section 144C(5).
How , in’order to minimise litigation, sub-sections (2A) and (3A) of
S have been omitted by the Finance Act, 2016 with effect from

e
‘;1 ST,J e, 2016. Thus, the provision for filing of appeal by the Assessing

icer against the order of the DRP has now been done away with.
s(l\% statement is incorrect.
\ With effect from 15t June, 2016 to provide that the Appellate Tribunal

: Q& may rectify any mistake apparent from the record in its order at any

time within six months from end of the month in which order is passed
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Answer to Q. No. 8(a) (4 Marks)

Leena to Poorna
Leena - STCG 15 Lac, Poorna- Section 56 shall not apply

Sale by Poorna &@
STCG 12 Lac Q‘

Answer to Q. No. 8(b) (3 Marks) ®

Computation of total income of Mysore Co-operative Society for,A X\ 19-20

Particulars Rs. A (ﬁ\
[ Income from house property ’\\\'\5,000
Il Profits and Gains of Business or Profession x
From processing with the aid of power A4
From collective disposal of labour 000
From other business %75,000 1,32,000
i Income from Other Sources ’é’

Interest received from another co-g@ve 12,000
society \\\
Dividend received from Q(@?é‘r co- 15,000

operative society 27,000

Gross Total Income L O\ QD 2,34,000
Less: Deduction under sectiop“80 )

Interest and divi r%, m another co- 27,000
operative socie W12,000 + Rs. 15,000] -

fully deductibleNnder section 80P(2)(d)

Income fro%Mgcﬂve disposal of labour — 20,000

under section 80P(2)(a)(vi),
the stipulated conditions are

fu )b
InC Yfrom other business Rs. 72,000,
A\ dedUttion restricted to Rs. 50,000 under 50,000
‘:‘{\, ction 80P (2)(c)(ii) 97,000

< ncome 1,37,000
te: Since the gross total income exceeds Rs. 20,000, in case of a co-
w g

erative society engaged in manufacturing operations with the aid of
power, income from house property is not eligible for deduction under section
80P (2)(f)
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Answer to Q. No. 8(c) (3 Marks)
The issue under consideration in this case is, whether omission to issue notice
under section 143(2) is a defect not curable in spite of section 292BB. This issue
came up before the Apex Court in Asstt. CIT v. Hotel Blue Moon (2010) 321 ITR
362, wherein it was held that without the statutory notice under section 143(2),
the Assessing Officer could not assume jurisdiction. In that case, the Assessin
Officer recorded his inability fo generate a notice due to certain reasons. S
defect cannot be cured subsequently, since it is not procedural but

goes to the root of the jurisdiction. Even though the assessee had porii Woted

in the proceedings, in the absence of mandatory notice, sg 292BB
cannot help the Revenue officers who have no jurisdiction, 4 iry with.
Section 292BB helps Revenue in countering claims of osse‘%i o have
participated in proceedings once a due notice has been.i d. Applying the
rationale of the Supreme Court ruling to the case on hong, ’r: ailure to issue
notice under section 143(2) would vitiate the e nt proceedings

notwithstanding the assessee’s participation in roceedings. Section
292BB would not come to the rescue of the ReveaudAuthority if they omit to

issue notice under section 143(2). Q
N Q
NN
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