I H ax Laws and
International Taxation

Paper

The Institute of Cost Accountants of India

Statutory Body under an Act of Parliament







WORK BOOK

Direct Tax Laws & International Taxation

FINAL

Paper 15

SYLLABUS 2022

The Institute of Cost Accountants of India
CMA Bhawan, 12, Sudder Street, Kolkata - 700 016

www.icmai.in



First Edition : March 2025

Published by :

Directorate of Studies

The Institute of Cost Accountants of India

CMA Bhawan, 12, Sudder Street, Kolkata - 700 016
studies@icmai.in

Copyright of these Study Notes is reserved by the Institute of Cost Accountants of
India and prior permission from the Institute is necessary for reproduction of the
whole or any part thereof.

Copyright © 2025 by The Institute of Cost Accountants of India



Preface

he landscape of professional education is undergoing a profound transformation, driven
by the evolving demands of a globally integrated economy. In this dynamic environment,
it is imperative to equip students not only with technical knowledge but also with the
analytical skills and professional acumen essential for success.

Effective learning extends beyond theoretical understanding—it necessitates the development of
strong conceptual foundations, critical thinking abilities, and disciplined study habits. These attributes
are cultivated through continuous practice and engagement with thought-provoking academic
material. To facilitate this process, the curriculum, instructional methods, and assessments must be
designed to provide comprehensive, structured, and intellectually stimulating learning experiences.

Building on the success of the previous editions, we are pleased to present the new edition of our
‘Workbook’ in an e-distributed format. This edition has been meticulously developed to enhance
students’ comprehension and application of key concepts. Each chapter is structured to offer a
seamless learning experience and integrating practical illustrations in a phased manner to align
with the evolving regulatory framework.

We are confident that this new edition will continue to serve as a valuable academic resource,
empowering students to achieve their professional aspirations with confidence and competence.

The Directorate of Studies,

The Institute of Cost Accountants of India
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Assessment of Income and Computation
of Tax Liability of Various Entities
[Study Material - Module 1]

Illustration 1 (Company Assessment)

RVD Ltd. is a domestic company engaged in the business of electronics manufacturing since
01.07.2015. The Profit and Loss account for the year ended 31.03.2025 shows a net profit of X 50
lakhs after debiting/crediting the following:

1. Depreciation charged in books as per the Companies Act: Y30 lakhs

2. Compensation of ¥4 lakhs paid to workers under the VRS scheme

3. Income tax refund, including interest of X 22,000: X2 lakhs

4. Provision for doubtful debts: X5 lakhs

5. Advertisement in a souvenir published by a private political party: X1 lakh
6. Royalty income from a patent registered in India: X 10 lakhs

7. Goods purchased from R Ltd., a related party: 320 lakhs. FMV: 318 lakhs..
Additional Information:

e Depreciation as per Income-tax Rules: X35 lakhs

¢ Company paid donation of 1.2 lakhs to PM CARES Fund, which is debited to the statement of
Profit and Loss

Compute the total income of RVD Ltd. for A.Y. 2025-26. Ignore the provision of MAT

Solution
Computation of Total Income of RVD Ltd. for A.Y. 2025-26

Particulars Amount (X) Amount (X)
Net Profit as per P&L 50,00,000
Add - 1 : 11 O - r ,,,,,,,,, 1 ......................................................
.‘.‘ls‘éﬁreciation a;i)er the Com'i);nies At "30,00,000 .....................................
VRS Compensé&bn (not allo&éble u/s 35]5]")A) '''''''''''''''' H 400000 |
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Wf’&*owsmn for Doubtful Debts '''''''''''' 5,00,000
.“A‘(ri‘vertlsement;ﬁ political souvenlr (Sec. 37 dlsallowance) 100000 |
Excess paymenu‘;to related party (Sec. 40Até)) [20L - 18L] 200000 |
‘Domaion 1,20000 |  43,20,000
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 9320000
Less Items s;edlted but | taxable sep s rately/ex é;lses .........................................
deductible
VRS Compensa&ibn (1/5% allowable u/s Bé‘bDA) 80,000 |
mirt;some tax refllsd & mterest """ 200000
W]S;preaatlon as})er sec.32 35,00,000 | 3 7,80,000
Ni;l“"(‘)flts and Ga"l';ls of Busméss or Profess‘i‘on ................................... 55,40,000
.};l,;ome - Ogj;ér I R
mis‘f‘erest on 1nc6¥ne tax refund """""""""""""""""""" 2 2000
""""""""""""" Gross Total Income 55,62,000
Less:Deductionu/s8OG | | 1,20,000
Total Income 54,42,000

[llustration 2 (Company Assessment)

R (P) Ltd. is a company where public are not substantially interested and is engaged in multiple
business activities. It has brought forward business loss of Assessment Year 2020-21 of X 15 lakhs
and unabsorbed depreciation of X 20 lakhs. The company has 10 shareholders each having 10%
of the equity share capital of the company. Four shareholders transferred the shares in October,
2024. One shareholder died in February, 2025 and yet another shareholder gifted his shares to his
son in April, 2024.

The company for the previous year 2024-25 earned Net Profit of X 10 lakhs (computed) as per
regular provisions before set off of brought forward loss and depreciation given above. Its book
profit under section 115]B for the Assessment Year 2025-26 is X 25 lakhs (computed).

How much of accumulated loss and unabsorbed depreciation, the company could carry forward to
the subsequent assessment years?

Solution

As per section 79(1), brought forward business loss shall not be allowed to be carried forward and
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set-off unless at least 51% of the voting power is held by same beneficial owners on the last day of
the previous year as were holding on the last day of the year in which the loss was incurred.

However, as per section 79(2)(a), exceptions are provided in case of:

¢ Change in shareholding due to death of a shareholder

¢ Change due to gift to relatives

Application to this case:

e Transfers by 4 shareholders = 40% change (not exempt)

e Giftto son = 10% (ignored under 79)

¢ Inheritance due to death = 10% (ignored under 79)

Hence, effective continuity of shareholding = 60% (40% retained + 10% via gift + 10% via inheritance)

Since more than 51% beneficial ownership remains with original shareholders/covered exceptions,
section 79 does not apply.

Tax Treatment:

¢ Brought forward business loss of ¥15,00,000 is eligible for set-off and carry forward
¢ Unabsorbed depreciation is always allowed as per section 32(2)

Set-off in A.Y. 2025-26:

¢ Current year profit: 10,00,000

¢ Set-off against business loss: ¥10,00,000

Carry forward to A.Y. 2026-27:

Particulars Amount () Treatment
Business Loss (c/f) 5,00,000 Allowed
Unabsorbed Depreciation (c/f) 20,00,000 Allowed

Conclusion: Since 60% of voting power is beneficially held by the same persons or covered relatives,
R(P) Ltd. is allowed to carry forward both business loss and unabsorbed depreciation.

[llustration 3 (Company Assessment)

S Textiles (P) Ltd., Surat earned a profit of X 20 lakhs after debit/credit of the following items to its
statement of profit and loss for the year ended 31.03.2025:

Directorate of Studies, The Institute of Cost Accountants of India (Statutory Body under an Act of Parliament) _



Work Book : Direct Tax Laws and International Taxation

Particulars -
[tems debited to statement of profit and loss:

@) |Provision for the loss of subsidiary 200,000 |
(i) Provision for Doubtful Debts 150000 |
(iii) .}"‘I:;)‘ViSion for Iﬁéome-tax """""""""""""" 3,00,006”
(iv) Wf’ﬂlk‘gvision for G;;ltuity [baseam(‘)n actuarial';/“aluation X S"i;khs) """ 7’00,006”
W) .“b“(‘:,“f‘)reciation (ﬂicluding 3 'ik,‘é0,000 on account of revaluation of fixed 5,60,0()E)H~

assets)

(vi) W‘Iuﬁéérest to fina"r;cial institutigh (unpaid tilulwfiling of retﬁ;;l) """ 2,50,006”
(vii) m‘f’;ﬁalty forinfraction oflaw 60,00'6”
Items Cl‘edlted to state;ient of profi;;nd oss
(1) Wlul;‘);/alty in resp;ct of patenttéhargeable tcu)m"cax under sé&ion 115BB155H 6,00,006”
(i) Share income E{;partner in aflrm """""""""" 1,20,006”
(i) | Long term capital gains on sale of vacant land Sy

Other information:

() Depreciation as per Income-tax Rules is X 2,80,000.

(ii) Income tax liability on income computed as per regular provisions for the Assessment Year
2025-261isX1,22,070 (before cess) excluding tax on royalty chargeable to tax under section 115BBFE.

You are required to compute Book Profits under section 115]B of the Income-tax Act, 1961 for
Assessment Year 2025-26 and tax liability of the company for the assessment year 2025-26

Solution

Computation of Book Profit of S Textiles P Ltd. as per section 115]B

Particulars % g
Net Profit as per Statement of Profit & Loss 20,00,000
Add R N S
Mf’ul"ovisior;for theml‘oss of éﬁbsidia;y H 2,00,000 ...................................
Provision for Doubtful Debts 150000
.“f"‘rovisior;for Incgme—taxw H 3,00,000 ...................................
Wl;‘rovisior'lmfor Graéﬁity (ovér and aBove actaarial Vz;iuation Rs 5 lakﬁs) H 2,00,000 ...................................
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Wlsepreciation [includinémRs. 1,60,000 on aeeount of revaluatio‘nmof” ........ 5,60,000 ..............

fixed assets)
mlnterest to f1nanc1al 1nst1tut1on (unpa1d tlll filing of return) T
ml’enalty for infraction of law . 1 410000
"""""""""""""""""""""" 34,10,000
miéss .........................................................................
mlioyalty in respect of patent (chargeable to tax under sect1on 1 15BBF) ''''' 6,00,000 ......................................
méllare 1ncome as partner 1n a f1rm as exempted u/s 10(2A) ''''' 120,000 ......................................
ml.'ong term cap1tal gains on sale of vacant land .
mlseprec1at1on W1thout cons1der1ng revaluatlon ''''' 4,00,000 ........... 1 1,20,000
. Book Profit as per section 115]B """"""""""""""""""""""""""" 22,90,000
Computation of tax liability of S Textiles (P) Ltd for the A.Y. 2025-26

Particulars % X

Book Proflt as per sect1on 115 ]B 22,90,000
Tax u/s 115]B R 22 90, 000 X 15%] """"" 3,43,500
Tax L1ab1l1ty on regular computat1on """""
..... bn Income other than royalty [leen] 122,070
"""" t)n Royalty Income of X 6,00,000 u/s 115 BBF 60000 1,82,070
Tax llablhty (as tax u/s 115]B is h1gher) """""""""""""""""""""""""""""""""""" 3,43,500
Add L R 1740

Tax and cess payable 3,57,240

[llustration 4 (MAT)

Sunrise & Co. Ltd., a public company, prepared its financial statements as per Schedule III of the
Companies Act, 2013. Its Profit & Loss Account for the year ended 31st March, 2025, shows a net

profit of X 35 lakhs.

The following credits/debits were recorded in the P&L account:
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Credits to the P&L A/c Debits to the P&L A/c
1. Agricultural Income - X14 Lakhs 1. Expensesrelating to 10AA undertaking - 320 Lakhs

2. Profits from SEZ unit qualified u/s 10AA | 2. Depreciation relating to PY. 2023-24 (Brought
- %40 Lakhs forward) - X18 Lakhs

3. Withdrawal from reserves created in | 3. BusinessLossrelatingtoP.Y.2023-24 (Brought
FY 2023-24 (Book profit not increased forward) - X12 Lakhs

5. Amount withdrawn from revaluation | 5. Interest to bank unpaid till filing ROI - %6
reserve — X 6 Lakhs Lakhs

8. Penalty for infringement of law - X3 Lakhs

Further Information:
e Depreciation for the current year includes X6 Lakhs towards revaluation of fixed assets.

Required: Compute the book profit of the company liable to tax under MAT provisions of Section
115]B for A.Y. 2025-26.

Solution

Computation of Book Profit under section 115]B

Particulars X in Lakhs

Net Profit as per Statement of Profit & Loss 35

Add: Amounts to be added back (as per Explanation 1 to Section 115]B)

1. Expenses related to 10AA undertaking (Not specifically covered u/s 115]B) NIL
2. Depreciation (including revaluation portion X6 Lakhs) 15
3. Lower of brought forward loss or unabsorbed depreciation (X12 Lakhs or 12

%18 Lakhs, whichever is less)

4. Interest unpaid to bank till ROI filing (Not specifically covered) NIL

5. Provision for unascertained liabilities 4

6. Income tax 8

7. Penalty for infringement of law NIL (Note-2)
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Sub-Total (A) 74
.“Léss: AmoIInts to bewreducedutas per E);‘planatiourI 1to SecLIon 115]I§)
1 Agricultural Income | 14 ................
2.Profitfrom SEZunitu/s 10AA (Nodeductionallowed asper 115]B Explanation) NIL ..............
3. Withdrawal from reserves (since no addition in earlier years to book profit) NIL ..............
4. LTCG on equity shares on which STT is paid (No express deduction u/s 115]B) NIL ..............
5. Depreciation (excluding revaluation depreciation component 36 Lakhs; 315- | 9 .................
%6 Lakhs)
6. Amount withdrawn from revaluation reserve to extent of revaluation | 6 .................
depreciation
Sub-Total (B) 29
Book Profit (A - B) 45
Notes:

1. Expenses relating to 10AA undertaking and interest unpaid to bank till ROI filing are not
explicitly specified for add-back under Explanation 1 to Section 115]B, hence not added back.

2. Penalty for infringement of law is not explicitly mentioned under Explanation 1 to Section
115]B; therefore, it is not added back for computing MAT.

3. Withdrawal from reserve is not deductible since profit was not increased by the amount
transferred to reserve in earlier years.

4. Long-term capital gains on STT paid equity shares form part of book profit. There is no
provision to exclude such gains for computing MAT under Section 115]B.

5. Lower of brought forward loss or unabsorbed depreciation as per books must be added back
while computing MAT.

[llustration 5 (MAT)

ABC Ltd., a domestic company, has prepared its financial statements for the year ending 31st
March 2025. The Profit & Loss Account reports a Net Profit of X 50,00,000 after accounting for the
following items:

1. Depreciation: X 8,00,000
2. Provision for Income Tax: X 3,00,000

3. Provision for Unascertained Liabilities: X 2,00,000
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Deferred Tax Provision: X 1,50,000

Provision for Bad Debts: X 1,00,000

Dividend Received from Domestic Companies: X 4,00,000
Long-Term Capital Gain on Sale of Equity Shares: X 5,00,000
Brought Forward Business Loss: X 6,00,000

Unabsorbed Depreciation: X 4,00,000

© © N o U

Additional Information:

e The Depreciation of X 8,00,000 includes X 2,00,000 related to revaluation of fixed assets.
¢ The company has not opted for any concessional tax regime

Compute the Book Profit and the MAT liability under Section 115]B for AY 2025-26.
Solution

Computation of Book Profit under Section 115]B

Particulars Amount (%)
Net Profit as per Profit & Loss Account 50,00,000
Additions (if debited to the Statement of Proft and Loss): H H
- Provision for Income Tax 3,00,000 H
- Provision for Unascertained Liabilities H 2,00,000 H
- Deferred Tax Provision H 1,50,000 H
- Provision for Bad Debts H 1,00,000 H
- Depreciation H 8,00,000 H
Total Additions (A) 15,50,000

Deductions (if credited to the Statement of Proft and Loss):

- Dividend Income -

- Long-Term Capital Gain -

- Depreciation (excluding Revaluation Depreciation) (6,00,000) H

- Lower of Brought Forward Business Loss or Unabsorbed Depreciation as per H (4,00,000) H

Books

Total Deductions (B) (10,00,000)
Book Profit (Net Profit + A - B) 55,50,000
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Notes:

1. Provision for Income Tax, Provision for Unascertained Liabilities, Deferred Tax Provision, and
Provision for Bad Debts are added back as per Explanation 1 to Section 115]B(2).

2. Depreciation (excluding the revaluation component) is adjusted to allow the actual depreciation.

3. The lower of Brought Forward Business Loss (%36,00,000) or Unabsorbed Depreciation
(%4,00,000) is deducted, which in this case is ¥4,00,000.

Computation of MAT Liability

Particulars Amount (%)
Book Profit 55,50,000
MAT @ 15% of Book Profit 8,32,500
Ad(;:mSurcharge """"""""""" Nil
8,32,500
Adc'i":mHealth & Educatio;mCess @s% 33,300
Total MAT Liability 8,65,800

[llustration 6 (Individual)

Mamta, 53 years and widow of Shri Kulkarni, supplies the following details for computing her tax
liability under the old tax regime for the A.Y. 2025-26:

a. She has two house properties. 2" is self occupied and 1%t is let-out for X 10,000 p.m. Municipal
tax paid for 2" house X 5,000 and that for 1% house X 3,000. Interest on loan for 1 house is X
22,000.

b. She is working with A Ltd. on the following terms:

Basic Salary X 5,000 p.m.

Bonus 350,000
D.A. 2,000 p.m.
HRA X3,000 p.m. (sheresidesin Kolkata)

Car of 1.4 Itr is provided for office as well as personal purpose.

c. She received interest on her fixed deposit X 5,000. Interest on Saving Bank Account X 6,000.
Interest on deposits in a public Ltd. company X 5,000.

d. She made a mediclaim policy of her dependent mother aged 62 years and paid a premium of X
5,000.
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e. She donated to PM Drought Relief Fund X 10,000
Her handicapped brother is fully dependent on her.

g. She paid LIC premium X 8,000 and made repayment of housing loan taken for acquisition of

second house X 43,000 (including X 22,000 interest).

h. During the previous year, she sold 200 debenture of X Ltd. on behalf of her minor son for X
1,00,000. She acquired such debenture on 1-4-2014 for X 50,000 and gifted the same to her

minor child on 1-4-2017.
i. She paid tuition fees for her -
¢ Elder son (Mumbai University) X 10,000.

¢ Younger son (Melbourne University, Australia) X 25,000

Solution

Computation of total income of Mamta for A.Y. 2025-26

Particulars

Details

Amount

Amount

Salaries

Basic

Bonus

Allowances

Dearness Allowance

House Rent Allowance (as she resides in her own house)

Perquisite u/s 17(2)

Car facility [X 1,800 x 12]

Less: Standard Deduction u/s 16(ia)

Income from h roper:

HP 1: Let out [Sec. 23(1)]

Gross Annual Value (being rent received)

Less: Municipal Tax

Net Annual Value

Less: Deduction u/s

24(a) Standard Deduction

24(b) Interest on loan
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HP 2: Self occupied [Sec. 23(2)(a)]

Net Annual Value Nil
Less: Deduction u/s 24(b) Intereston loan | 22,000 | (22,000 | 37,900
""""" ital H in H H H H

e el B R

—g—Lg—[—';(—)‘lsale R 100000 ...................................

Loss, Cost o acauisition, T 5 0000 ...................................

50,000

Lo Bram oy 1 ’500 ............. 4 8’500

Income from other sources

Interest on Fixed Deposit 5000 ...................................

Interest on Saving Bank Account 6000 ...................................

Interest on deposits in a public limited company 5000 .......... 16000

Gross Total Income 2,44,000

) R

cocs Deductionufs ] 3 9000 ...................................

50D (Mediclaim insurance premiam paid) 5’000 ...................................

80DD (Assessee has handicapped dependent relative) | | 7 5,000 ...............................

806 (50% of donation to PM Drought Relief Fund) 5000 ...................................

80TTA (Interest on Saving Bank Account) 6000 """""" 130000
Total Income 1,14,000
Tax on above Nil

# Deduction u/s 80C

Particulars Amount

Insurance premium 8,000
Tuition fees (Mumbai University) 10,000
Housing loan repayment (Maximum) 21,000
Total 39,000
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[llustration 7 (Individual)

Compute total income & tax liability under the old tax regime of Mrs. Banerjee, 66 years (a resident)

from the following information:

She has three house properties detailed as follows:

Particulars Pune (HP1) Vellore (HP2) | Mount Abu (HP3)
Used for Self-occupied Self-occupied Let out
Municipal value 80,000 100000 | 120000
Fair reﬁ£ """" 60,000 90,000 | 150000 ...............
Actual rent received - B 1,44,000 .................
Vacancir';('e‘riod 5 months 7 months 1month .................
Interest on loan 20,000 20,000 40,000

Her salary details are as under:
Basic Salary 8,000 p.m.
D.A. 34,000 p.m.
Conveyance allowance 33,000 p.m.
Bonus 9,000
Professional tax paid by employer 2,000
LIC premium paid by employer 310,000
Other information are as under:

Business loss 330,000
Intereston investment | R 30,000
Profit on sale of jewellery (period of holding 8 months) | R 6,000
Saving Bank Interest | R 8,000
Winning from KBC, a game show (Gross) | ? 3,20,000
Brought forward long term capitalloss | R 5000
Brought forward short term capitalloss | R 3,000
Contribution in LIC Annuity Plan | g 10,000
InvestmentinNSC | 4 10,000
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Donation to a poor man

Donation to political party

Donation to an approved trust u/s 80G

Solution

Computation of total income of Mrs. Banerjee for the A.Y. 2025-26

Particulars

Details

Amount

Amount

96,000

9,000

48,000

Conveyance allowance

36,000

84,000

Perquisites u[s 17( 2]

2,000

LIC premium pa1d by employer

10,000

12,000

Gross Salary

2,01,000

50,000

2,000

52,000

ror

Nil

Less: D educt1on u/s 24(b| lnterest on loan

20,000

(-) 20,000

HP2: Self occupled [Sec 23(2)(a)]

Nil

20,000

(-) 20,000

1,44,000

Nil
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1,44,000
Less eductlon ws
méﬁt(a) Standard Deductlon (30% of NAV) | 43200 |
24(b) Interest on loan | 40,000 | 60,800 20,800
Profits an in in I pr ion ) 30,00'6”
.......... o m N
...... rrort term capltal galn H
On sale of]ewellery """"""""""" 6,000
Less Brought forward short term Capltal loss ........ 3,000 3,000
lnmme_fmm_athgr_mumes
Wl.rlterest on 1nvestmeut """"""""""" 30,000
Wl.rlterest on savmg bank acount | | 8,000
.‘)./‘\'}rnmng from kee 1 3,20,000 3,58,000
""""""" Gross Total lncome H H 5,00,800
Less eductlon ws
80C (Note 3) """"""""" 20,000
8OCCC (Contrlbutlon to LIC Annulty Plan) ........ 10,000
80G (50% of donatlon to an approved trust) ........ 5,000
80GGC (Donatlon to polltlcal party) ........ 3,000
80TTB (Interest on saving bank account) ......... 8,000 46,000
Total Income 4,54,800
Notes
1. Computation of gross annual value
Particulars Working HP 3
Municipal value 1,20,000
Falr rent | H H H H 1,50,000
RER """ Being higher of MV or FR 1,50,000
ARR """""""""""" H H H H 1,44,000
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1,50,000

GAV

1,44,000%

# ARR is less than RER due to vacancy period, otherwise ARR would have been X 1,57,091

2. Brought forward long term capital loss can be set off only against long term capital gain.

3. Computation of deduction u/s 80C

Investment in NSC 310,000
LIC premium 10,000
320,000

Computation of tax liability

Particulars Tax on Casual income | Tax on other income Total
Total Income 3,20,000 1,34,800 | 4,54,800
Taxrate ..................................................... . 36% . Si‘ab
.............................................................................. 961600 ,Nil 66’000
Less:Rebateu/s87A ” | 12500
“Tax liability after rebate 83,500
Add: Health & Education cess @ 4% 3,340
Tax liability 86,840

[llustration 8 (Non Resident)

The net result of the business carried on by a branch of a foreign company in India for the year
ended 31.03.2025 was aloss of X 30 lakhs after debiting head office expenses of X 60 lakhs allocated

to the branch.
Compute the income of the branch for the A.Y. 2025-26.
Solution

Computation of income of the branch for the A.Y. 2025-26

Particulars Amount Amount
Net Income for the year ended on 31-03-2025 (30,00,000)
Add Head office 'é;(penses (to be m‘onsidered sepa;étely) ..... 60,06,000
""""""""""""" Adjust;d Total Incomém 30,00,000
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H.Zess: Heaci office e);f)enses aﬁowable ﬁ/s 44C béing lowef of the f(;llowing: B

......... - 5%ofR "3'{),00,000 1,50,000

.......... - Actual E;benses 60,00,000 1,56,000
Total Income 28,50,000

[llustration 9 (Non Resident)

Mr. Z, a non-resident, operates an aircraft between Dubai and Delhi. He received the following

amounts during the previous year in the course of his business:
- R 3 crores in India for carriage of passengers from Delhi

- X 1.5 crores in India for carriage of goods from Delhi

- X 2.5 crores in India for carriage of passengers from Dubai

- R 0.5 crore in Dubai for carriage of goods from Delhi

- X7 crores - total expenditure incurred during the year for business operations

Compute income chargeable to tax under Section 44BBA for the A.Y. 2025-26.

Solution:

Computation of income of Mr. Z for A.Y. 2025-26:

Particulars Amount (X)
Amount received in India for carriage of passengers from Delhi 3,00,00,000
M‘A‘mount i“eceiveduin IndiaH for carr'iage of éoods fr(')‘m Delhi ........... 1,50,00,0(56.“
.Xmount i“eceiveduin IndiaH for carr'iage of [;assenge"rs fromHDubai ........... 2,50,00,0(56.“
MA‘mount i“eceiveduin Duba{i for cari‘iage of"goods fr;)m Delﬁi ........... 50,00,0('.)6%
Total Receipts as per Section 44BBA 7,50,00,000
Taxable Income @ 5% (Deemed under Section 44BBA) 37,50,000

Note:

Under Section 44BBA, 5% of the gross receipts (received in or outside India) for services
rendered from or in India by non-resident airline operators is deemed as income.

Actual expenditure is not deductible under this presumptive scheme.

Receipts in India or receipts for carriage from India are both covered under Section 44BBA.
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[llustration 10 (Non Resident)

John Smith, a non-resident football player and non-citizen of India, participated in an exhibition
match in Mumbai and received the following payments during the P.Y. 2024-25:

1. X18,00,000 as prize money

2. %1,50,000 for contributing a column in a sports magazine

3. X3,50,000 for appearing in a commercial for a sports drink brand

He also incurred X 1,20,000 on accommodation and travel. He is a non-resident for tax purposes.

Compute his tax liability in India for A.Y. 2025-26 and state whether he is required to file a return
of income.

Solution

U/s 115BBA, where a sportsman who is not a citizen of India receives any income by way of i)
participating in any game in India; or ii) advertisement; or iii) contributing articles relating to any
game or sportin India in newspapers, magazines or journals, then such income shall be chargeable
to tax @ 20% + cess @ 4% on the tax.

Accordingly, his income for the A.Y. 2025-26 are as under:

Particulars Amount
Tournament prize 18,00,000
Amount receivéa on contribﬁﬁng column 1n sports mag;i‘ne """ 1,50,06'(5“
Amount receivé;l on advertis;‘ment """"""""" 350000
Total Income 23,00,000
Tax on above [ 23,00,000 x 20% x 104%] 4,78,400

Notes
a. While computing income, no deduction in respect of any expenditure or allowance shall be allowed
b. Itshall not be necessary for the assessee to furnish a return of his income if:

(i) his total income consisted only of income referred to in sec. 115BBA; and

(ii) the tax deductible at source has been deducted from such income

[llustration 11 (Non Resident)

Mr. Ramesh, a non-resident Indian (NRI), has the following incomes in India during the PY. 2024-25:
1. Income from house property (computed): X3,00,000

2. Dividend from Indian companies: 380,000
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3. Interest on debentures of an Indian company (subscribed in convertible foreign exchange):

X1,20,000

o Less: Interest on loan taken for debenture investment: 25,000

4. Long-term capital gains on sale of debentures on 10-10-2024 (subscribed in US$):

o Sale consideration: X7,00,000
o Costof acquisition: 34,50,000

o Commission to broker: 38,000

Assuming that Mr. Ramesh opts for provisions under Chapter XII-A, compute his total income (old

tax regime) and tax liability for A.Y. 2025-26.

Solution

Computation of income of Mr. Ramesh for the A.Y. 2025-26

Particulars Amount Amount
Income from house property 3,00,000
m&';pital gains on suale of debenture
Full value of consideration 7,00,000
Less Commissionﬂ 8,000
oo |
Less Cost of acqﬁisition 4.50,000 2,42.000
Income from Other Sources ||
.‘.b‘lz‘\/idend H 80,000
mil.lut‘erest on debentLlre [expenses not allowed] 1,20,000 2,00,000
Total Income 7,42,000
Computation of tax liability
Particulars Amount
Tax on Long term capital gain [ 2,42,000 x 12.5%] 30,250
Tax on interest on debenture [X 1,20,000 x 20%)] 24,000
Tax on balance income of X 3,80,000 6,500
Tax 60,750
Add: Health and Education Cess 2,430
Tax and cess payable 63,180
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[llustration 12 (MAT)

XYZ Ltd., an Indian company, earned a profit of ¥60,00,000 after debiting/crediting the following
items to its Statement of Profit and Loss for the year ended on 31.03.2025:

() Items debited to Statement of Profit and Loss:

Provision for loss of subsidiary: ¥90,000

Provision for doubtful debts: X1,10,000

Provision for income tax: X1,80,000

Provision for gratuity based on actuarial valuation: X3,50,000
Interest to financial institution (unpaid before filing return): 385,000

Depreciation: X3,50,000

N o ke W

Penalty for infraction of law: 320,000

(I1) Items credited to Statement of Profit and Loss:

1. Profit from unit established in Special Economic Zone (SEZ): X16,00,000

2. Share in income of an Association of Persons (AOP) as a member: 32,00,000
3. Long-term capital gains: 34,00,000

Other Information:

1. Depreciation includes 390,000 on account of revaluation of fixed assets.

2. Balancein Statement of Profit and Loss shown in Balance Sheet atthe assetsideasat31.03.2024
was X35 lakhs which includes unabsorbed depreciation of X20 lakhs.

3. The AOP, of which the company is a member, has paid tax at maximum marginal rate.
Compute book profit and tax liability u/s 115]B
Solution

Computation of Book Profit for MAT under Section 115]B

Particulars Amount Amount
) )
Net Profit as per Statement of Profit and Loss 60,00,000

Add: Adjustments as per Explanation 1 to Section 115]B

- Provision for loss of subsidiary 90,000

- Provision for doubtful debts 1,10,000
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- Prévision for income t'éx ......... 1 ,80,000
- Depreciation 3,50,000
.................. 730,000
Less: Deductions as per Explanation 1 to Section 115]B
- Depreciation without considering revaluation [%3,50,000 - X 90,000] 2,60,000
- Share in income of AOP (tax paid at maximum marginal rate) 2,00,000
- Lower of unabsorbed depreciation (X 20 lakhs) and brought forward | 15,00,000 | 19,60,0000
loss (%15 lakhs)
Book Profit 47,70,000
Computation of MAT Liability
Particulars Amount (X)
Book Profit 47,70,000
MAT @ 15% of Book Profit 7,15,500
Add':‘ Surcharge Nil
7,15,500
Add':‘ Health & Educatior'{Cess @ 4% 28,620
Total MAT Liability 7,44,120

[llustration 13 (MAT)

ABC Ltd,, an Indian company, earned a profit of X 56 lakhs after considering the following items

debited/credited in its Statement of Profit and Loss for the year ending 31.03.2025:

(I) Items Debited:

No. Particulars Amount ()
1 Provision for loss of subsidiary 90,000
2 Pro;/ision for doubtful débts 1,00,000
3 Pro;/ision for income ta;; (includes X 70,000Hinterest) 1,60,000
4 Debi‘eciation as per booui‘(s (incl. X 85,000 onurevaluation) 3,20,000
5 lntéfest to NBFC (unpaia before filing the réturn) 80,000
6 Pen'élty for violation of iéw H 16,000
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(I1) Items Credited:

No. Particulars Amount (X)
1 | Profit from SEZ unit (eligible under section 10AA) 16,00,000
2 Né‘hare of f)rofit fr(;m AOP"(taxed a£ MMR) H H H H 2,00,000
3 ......... L bng-terﬁl capitai gain (t'éxable u)s 112)" H H H 3,50,000

(IIT) Additional Information:

Depreciation as per Income-tax Act: X 4,25,000

Unabsorbed depreciation (as per income-tax) from earlier years: X 18,50,000
No brought forward business loss.

No option exercised under sections 115BAA or 115BAB.

vt W

The company is not located in IFSC.

Required:

1. Compute Book Profit and MAT liability under section 115]B for A.Y. 2025-26.
2. Compute Normal Tax liability under regular provisions.

Solution

Computation of Book Profit under Section 115]B

Particulars Amount Amount
) )
Net Profit as per Statement of Profit and Loss 56,00,000

- Provision for loss of subsidiary 90,000
- Provismi;)”ﬁ for doubtful debts | 1,00,000 .....................................
- Provismi“(;ﬁ forincome tax including interest | 1,60,000 .....................................
-Depreciation | 3,220,000 | 670,000
"""""" H H H H H H H H 62,70,000
Less: D;(i‘i‘lctions as per Explanation 1 to Sectlon 58 | |
- Depre&;&on without considering revaluation R'“é,‘é‘0,000 -385,000] | 2 ,35,000 ........................................
- Shareui;lwi”ncome of AOP (tax paid at maximumm;r;;rginal rate) | 2 ,00,000 4,35,000
Book Profit 58,35,000
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Computation of total income under other provisions of the Act

Particulars Amount Amount
) )
Profits and Gains of Business or Profession
Net Proﬁtas per Statement of Profitand Loss | | 56,00,000
Add: It(;rrr;debited buttobe considered separateiy ' "" o r tobedisallowed | |
- Provismi‘r)“rr forloss of subsidiary | 90,000 ........................................
- Provismi‘r)“rr for doubtful debts | 1,00,000 ........................................
- Provismi‘r)“rr forincome tax including interest | 1,60,000 ........................................
: Depréé;ﬁon ,,,,,,,,,,,,,,,,,,,,,,,, 3,20’000 ..........................................
- lnteré;t‘i“r(‘) NBFC (unpaid before filing the return) ............... 80,000 ........................................
-Penalty for violation of law | 16,000 | 7,66,000
...... H H H 63,66,000
Less: Items credited but chargeable to tax under another head /| |
expenses allowed but not debited
- Deprérrgrion as per income tax 425000 ....................................
- Profit from SEZ unit (eligible under section 10A4) | 1600000 |
_Long term capital gain | 350000 |
- Unabs'r)rr;ed depreciaton | 18,50,000 ........................................
- Shareui'rr‘i'rlcome of AOP (tax paid at maximummrrr;rginal rate) | 2 ,00,000 44,25,000
...... H H H H H H H 19,41,000
. ,-talub;,:n e B B
Long térrrrcapital gains 3 ,50,000
Total Income 22,91,000
Computation of tax liability
Particulars Amount
Tax under other provision he la
Tax on long term capital gains [ 3,50,000x12.5%] | 43,750
Tax on other income [(X22,91,000 - X 3,50,000) x 25%)] :1:,85,250
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Tax on above [A]

Book Profit

Tax on above [B]
Tax liability [Higher of (A) and (B)]
Add: Health & Education Cess

Tax & Cess payable u/s 115]B 9,10,260

[llustration 14 (Tax Audit)

Examine the applicability of tax audit u/s 44AB in the following independent cases, considering
updated provisions and threshold limits:

Case Cash Turnover / Tax Audit Remarks
Receipts Applicable?

1 Business A: 348 L No Both business turnover and professional receipts are below
respective thresholds (X1 Cr /%50 L)

2 Business A: 398 L Yes Professional receipts exceed I50 L, hence audit u/s 44AB
Profession A: 352 L is applicable

3 Business A: X1.80 Cr No Audit is not applicable if presumptive scheme u/s 44AD is
(under 44AD) opted

[llustration 15 (Tax Audit)
MNO Pvt. Ltd. is engaged in two lines of business for the P.Y. 2024-25:

Particulars FMCG Business (X in lakhs) Industrial Machinery (X in lakhs)
Sales through banking channel 160 500
Sales in cash e "
PurChaS;;fhrough banking 180 e e
Purchases in cash e B

The company is of the opinion that tax audit is not applicable. You are required to:
1. Examine the applicability of Section 44AB for A.Y. 2025-26.

2. Isthe higher threshold limit of 10 crore applicable?

3. Compute the penalty u/s 271B, if any.
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Solution

As per Section 44AB of the Income-tax Act, 1961, audit is required if:

Turnover > X1 crore; or

Higher threshold of X 10 crore may be used only if:
o Cashreceipts < 5% of total receipts, and
o Cash payments < 5% of total payments

Computation of Aggregate Receipts & Payments

Particulars Amount (X in lakhs) Cash Component (X) | % in Cash
Aggregate Receipts 160 + 80 + 500 = 740 80 10.81%
Aggregate Payments 180 + 450 + 15 = 645 15 2.33%

Since cash receipts > 5%, the higher limit of X 10 crore is not available.
Determine Tax Audit Applicability
¢ (Combined turnover =X 740 lakhs =X 7.4 crore

e Since it exceeds X1 crore and 10 crore threshold is not available, Tax audit u/s 44AB is
applicable.

Tax audit is for the entire assessee, not each line of business.

Penalty under Section 271B

If audit report is not furnished, penalty is lower of:

e 0.5% of turnover = 0.5% of X 7.4 crore =X 3,70,000

¢ 31,50,000 (maximum limit)

Penalty =X 1,50,000

Conclusion

¢ MNO Pvt. Ltd. is liable for tax audit under Section 44AB.

e Since cash sales exceed 5% of aggregate receipts, X 10 crore threshold is not available.

¢ Asno audit report has been filed, company is liable for penalty u/s 271B of X 1,50,000.

[llustration 16 [Company Assessment - Sec. 115BAB]

Shivam Ltd., a manufacturing company, is engaged in the manufacturing of leather products since
01-11-2021 in the State of Karnataka. As per Statement of Profit and Loss for the year ended 31st
March, 2025, the company showed profit of X 1,20,00,000 after debiting or crediting the following
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items:

1. The opening and closing stock for the year were X 55 lakhs and X 54 lakhs, respectively. Opening
stock was overvalued by 10% and Closing stock was undervalued by 10%.

2. Shivam Ltd. paid X 10 lakhs in foreign currency as sales commission during the year without
deducting tax at source to Mr. John, a citizen of U.S.A and non-resident, for procuring orders
from outside India.

3. X45,000 paid in cash to Mr. Raj employee of the company at the time of his retirement.

4. Profit on sale of 2000 shares of M/s. ABC Ltd, a listed company, X 3,50,000. These shares
were sold on 7-10-2024 for X 250 per share. The highest price of ABC Ltd quoted on the stock
exchange as on 31-01-2018 was X 175 per share. The said shares were acquired for X 75 per
share on 10.06.2016. STT paid both at the time of purchase and sale of shares.

5. STCG derived from transfer of a Capital asset on which no depreciation is allowable under the
Act X 75,000.

6. Profit of X 6 lakhs on sale of plot of land on 24-07-2024 to MSP Ltd, a domestic company, the
entire shares of which are held by the assessee company. The plot was acquired by Shivam Ltd.
on 30-09-2023.

7. Credits to statement of Profit and Loss Account include dividend of X 50,000 from a domestic
company.

8. X 20,000 paid for expenses in connection with the inauguration of a new branch opened for
expanding the business.

9. X20,000 paid as penalty to Government for company’s failure 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 X 5,000 per month to the Government.

10. An amount of X 5 lakhs was paid to the manager of the company under Voluntary Retirement
Scheme.

11. Interest of X 75,000 paid by bank remittance, on deposits made by non-resident buyers of
goods manufactured by the company. The said payments were made outside India without
deduction of tax.

12. Marked to market loss amounting to X 6,00,000 in respect of an unsettled derivative contract.
The contract was settled in May, 2025 with a gain of X 1,00,000.

13. Contribution of X 2,50,000 to a scientific laboratory functioning at the national level with a
specific direction for use of the amount for scientific research programme approved by the
prescribed authority.

14. Depreciation on tangible fixed assets as per books of account X 2,20,000.
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Additional information:
a) Depreciation on tangible fixed assets as per Income-tax Rules X 2,60,000.

b) Company has acquired on 15.11.2024, new machinery for X 20,00,000 and put the same to use
on the same date. Depreciation on such machinery is not included in point (a) above.

c) During the year EFY. 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 on a salary of X 15,000 per month, 14 joined on 1-7-2024 on a salary of X 45,700
per month, and 3 joined on 1-11-2024 on a salary of X 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 44AB has been done before the due date.

d) The company has paid through bank X 1,20,000 to National Fund for Rural Development.

e) The Company opted for concessional rate of tax and exemption from MAT u/s 115BAB for
Assessment year 2025-26.

Compute the total income and tax payable for the Assessment Year 2025-26.

Solution

Computation of total income of Shivam Ltd. for the A.Y. 2025-26

Notes Details Amount Amount

and Loss

Sales commission to Mr. John, a non- 1 -
resident, for procuring orders from
outside India

Payment to Mr. Raj, an employee, on his 2 -
retirement
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Expenses in connection  with 3
inauguration of a new branch for
expandmg busmess

Penalty to Government for fa1lure in 4
performance ofa contract

Voluntary Retirement Scheme 5
expendlture [X 5,00, 000 x4/ 5]

Interest paid to non-resident buyers of 6
goods, on depos1ts made by them

Salary paid to employees through bearer 7
cheques

Marked to market losses 8
Contribution to National Laboratory 9
Depreciation on tangible fixed assets 10
Less: Deprec1at10n u/s 32 [R 2, 60 000 + 11
(X 20,00, 000 x15% X 1/z]

Less: Items credited but chargeabl

to tax under another head / expenses
allowed but not deblted

Profit on sale of shares of M/s ABC Ltd. 12
Short term capital gain on sale of capital 13
asset on which no depreciation is
allowable

Profit on sale of plot of land to 100% 14
sub51d1ary

Dividend rece1ved from domest1c 15
company

Contribution to Nat1onal Fund for Rural 16

Development

1,43,90,000

Long term capztal gain on sale ot shares
of M/s. ABC Ltd
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a) Actual cost of acquisition [X 75 x
2000] i.e,, X 1,50,000

%3,50,000, being lower of fair
market value as on 31.1.2018 (i.e,,
%3,50,000, being 2,000 x X 175) and
sale consideration (i.e., X 5,00,000)

Short term capital gain on sale of capital
asset on which no depreciation is
allowable

2,25,000

17 -

subsidiary
Income from other sources
Dividend received from domestic 15 50,000
company

Gross Total Income 1,46,65,000
Less: Deduction u/s 80JJAA 14,49,000

Total Income 1,32,16,000

Notes

1.

The commission paid to Mr. John, a non-resident agent, for services performed outside India is

not taxable in India. This commission, being paid directly to him in foreign currency, is neither
received by him nor on his behalf in India. Consequently, since the commission earned by a non-
resident for securing orders while remaining outside India is not subject to Indian taxation, the
disallowance under section 40(a)(i) does not apply to such payments, even if tax has not been

deducted at source.

2. Section 40A(3) mandates a 100% disallowance of any expenditure exceeding 10,000 if it
is made through means other than an account payee cheque, an account payee bank draft,
electronic clearing systems via a bank account, or other prescribed electronic modes. However,
as per Rule 6DD, no disallowance under section 40A(3) applies to the payment made to Mr. Raj
upon his retirement, as the amount does not exceed X 50,000.

3.

Expenditure incurred for the inauguration of a new branch aimed at business expansion
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qualifies as a revenue expense, as it is exclusively for business purposes. Since this amount
has already been recorded in the statement of profit and loss, no additional adjustments are
necessary.

4. A penalty of X 20,000 paid for failing to fulfill a contract within the stipulated timeframe is not
considered a violation of law but rather a violation of contractual obligations, making it an
allowable expense. As this amount has already been recorded in the statement of profit and
loss, no additional adjustments are needed.

5. Under section 35DDA, 1/5th of the expenditure on a voluntary retirement scheme is allowable
as a deduction over a five-year period. Since the entire expenditure has been debited to the
statement of profit and loss, 4/5th of the amount, i.e., X 5,00,000 x 4/5, must be added back.

6. Interest paid to a non-resident buyer of goods on deposits made by them is deemed to accrue
or arise in India. This is because the interest is paid by a resident company, which utilized the
deposit for its business operations within India. Therefore, such interest is taxable in India,
and Shivam Ltd. is liable to deduct tax at source on this interest. A 100% disallowance of the
interest paid is attracted under section 40(a)(i), as tax has not been deducted at source

7. Salary paid through bearer cheques to 9 employees for 10 months (X 15,000 x 9 x 10) will be
subject to disallowance under Section 40A(3). Consequently, the entire amount must be added back

8. Marked to market loss or other expected loss as computed in accordance with the ICDS would
be allowed as deduction u/s 36(1)(xviii). As per ICDS I, marked to market losses cannot be
recognized unless the recognition of such loss is in accordance with the provisions of any other
ICDS. Marked to market loss in respect of an unsettled derivative contract is not allowable as
deduction. Since such losses have been debited to the profit and loss A/c, they have to be added
back for computing business income

9. As per section 35(2AA) donation to National Laboratory eligible for 100% deduction but when
the assessee opted section 115BAB then this deduction not allowed

10. An amount of X 2,20,000, representing depreciation as per the books of account and debited to
the statement of profit and loss, must be added back.

11. Additional depreciation shall not be available as the company is opting for section 115BAB

12. Capital Gain arising on sale of shares of ABC Ltd. 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 while computing business income

13. Short-term capital gain (STCG) arising from the sale of a capital asset is taxable under the head
“Capital Gains.” As this STCG has been credited to the statement of profit and loss, it must be
deducted while computing business income.

14. The taxability or otherwise of such gain is to be determined under the head “Capital Gains.”
As this profit has been credited to the statement of profit and loss, it must be deducted while
computing business income.
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15. Dividend income received from a domestic foreign company is taxable under the head “Income
from Other Sources.” As this dividend income has been credited to the statement of profit and
loss, it must be deducted while computing business income. Further, amount credited into the

Statement of Profit and Loss is gross dividend, hence grossing up is not required.

16. A deduction under section 35CCA is allowable for contributions made to a National Fund for
Rural Development while computing business income. This deduction is also available to an

assessee opting for the provisions of Section 115BAB.

17. As per Section 47, if the transfer is made to a 100% subsidiary company and the subsidiary
company is an Indian company, such a transaction does not qualify as a transfer for the purpose

of levying capital gains tax.

18. Computation of deduction under section 80]JJAA

No of eligible additional employees [56 - 14 = 42] 42

[14 employees who joined on 1.7.2024 do not qualify as “additional employees”

since their monthly emoluments exceed X 25,000. However, 3 employees who

joined on 1.11.2024 qualify as additional employees, since they have been

employed for more than 150 days during the P.Y.2024-25]

Additional employee cost means the total emoluments paid or payable to

additional employees employed during the P.Y. 2024-25. However, the additional

employee cost in respect of 9 employees who joined on 1.6.2024, whose salary

is paid by bearer cheque would be Nil

Additional employee cost

[X 15,000 x 30 employees (39 - 9) x 10 months] + [X 22,000 x 3 employees x 5 348,30,000

months] =345,00,000 + X 3,30,000

Eligible deduction = 30% of X 48,30,000 X14,49,000
Computation of tax liability

Particulars %

Tax on long-term capital gains in excess of X 1.25 lakh @ 12.5% u/s 112A [ 3,125

25,000 x 12.5%]

Tax on short term capital gain of X 75,000 derived from transfer of a capital asset 16,500

on which no depreciation is allowable @ 22%

Tax on dividend income of X 50,000 @ 22% 11,000
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Tax onm“t;l‘.i;iness income @ 15% of X 1,29,41,00'6”6.‘;3. 1,43,90,000 - 14,49,000) 19,41,156”
.......... 19,71,775

Add: Surcharge @ 10% 1,97,175"
.......... 21,68,953
Add: Health and education cess @s% 86,75'5‘
Tax Liability 22,55,711

Ta;il"glbility being roundedoff 22,55,71"6“‘

Since the assessee has opted for section 115BAB, the provision of section 115]B is not applicable.

[llustration 17 (Non-resident)

Techno Ltd., a German company, received X 4.50 crore in previous year 2024-25 as fees for
technical services from Krishna Ltd., an Indian company, under an agreement approved by the
Central Government. Expenses incurred to earn such income are X 35 lakhs.

Evaluate the taxability of the above amount in India for Techno Ltd. assuming:
Case (A): Techno Ltd. does not have a Permanent Establishment (PE) in India.

Case (B): Techno Ltd. has a PE in India, and the technical services agreement is effectively connected
to such PE. Further details are:

Particulars Amount (X)
(1) Fees for technical services from Krishna Ltd. 4.50 crore
(2) Expenses incurred to earn such income 35 lakhs
(3) Fees for technical services from other Indian companies under approved 2.80 crore
agreements
(4) Expenses incurred for earning income under point (3) 30 lakhs
(5) Expenses not wholly and exclusively for PE’s business (other than (2) and (4)) 15 lakhs
(6) Amounts paid by PE to Head Office (not reimbursement of actual expenses) 20 lakhs

Solution

Case (A): When there is no PE in India (Tax under Section 115A)

Taxable under section 115A at a flat rate of 20%, without deduction of expenses:

Particulars Amount (X)

Fees from Krishna Ltd. 4,50,00,000
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Fees from other Indian companies
"""""" Gross Taxable Income u/s 115A 7,30,00,000
Wl.E;i)enses (Not deductible under sec. 115Aj NIL |
"""""" Net Taxable Income 7,30,00,000
Tax @ 20% ws115A 1,46,00,000
Add Surcharge @ 2% (as incdme >31 crof‘e, <10 crore)m 2,92,000 |
Tax + sd;éharge """""" 1,48,92,000
Add Health & E"ducation ceS;@ 4% 5,95,680 |
"""""" Total Tax Liability 1,54,87,680

Case (B): Presence of PE in India (Tax under Section 44DA at normal rates)

Under Section 44DA, income connected with PE is taxable at normal rates (now revised to 35%)

after allowing expenses wholly incurred for PE:

Particulars Amount ()
Fees for technical services (Krishna Ltd.) 4,50,00,000
Fees from other Indian companies 2,80,00,000
m;i“otal Grosd Receiptd H 7,30,00,000
Less: Allowable Expenses:
- Related to Krishna Ltd. (35,00,000)
- Related to other Indian companies (30,00,000)
W‘I;I‘et Incomé (Before Hdisallowa"nces) 6,65,00,000
Less: Expenses not wholly & exclusively incurred (disallowed) NIL
Less: Amount paid by PE to HO (disallowed u/s 44C) NIL
Taxable Income 6,65,00,000
Tax @ 35% 2,32,75,000
Add: Surcharge @ 2% (as income > X1 crore, <10 crore) 4,65,500
Tax + surchélrge H H H H 2,37,40,500
Add: Health & Education cess @ 4% 9,49,620
Total Tax Liability 2,49,90,120
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Tax Management, Return and
Assessment Procedure
[Study Material - Module 2]

[llustration 1 (Return)

Examine whether the following persons are required to file a return of income for AY 2025-26,
giving brief reasons as per Income-tax Act provisions:

Case Particulars

(i) Mr. Rahul, aged 34 years, whose business turnover is X 75 lakhs for the previous year
2024-25 and whose total income computed as per books is X 2.40 lakhs. This is his first
year of business. He has no other income and is not claiming any deductions under
Chapter VI-A or section 10AA.

(i) | Mr. Manoj, aged 48 years, has gross receipts from a profession amounting to X 4 lakhs
and profits computed from the profession are X 2.20 lakhs for previous year 2024-25.
Additionally, he earned X 3.20 lakhs interest from fixed deposits.

(iii) | M/s XYZ & Associates, a Chartered Accountancy firm, with gross receipts from the
profession amounting to X 9.50 lakhs for the previous year 2024-25.

(iv) | ABC (P) Ltd., a private limited company which has incurred expenditure of X 1,05,000
towards electricity consumption during the previous year 2024-25.

(v) | Mr. Anil Kumar, aged 56 years, deposited X 60 lakhs received as a gift from his daughter,
Ms. Priya, aged 28, on 25th March 2025 into his savings account. Mr. Anil Kumar
purchased residential property on 30th March 2025 for X 35 lakhs for self-residence.
On 2nd April 2025, the remaining balance was transferred into a fixed deposit for two
years. He has no other source of income except interest from this deposit.

(vi) | Mr. Prakash, a resident Indian aged 52 years, gifted a sum of X 30 lakhs to his wife Mrs.
Sudha on the occasion of her 50th birthday. Out of the said sum, Mrs. Sudha purchased
a car for X 29,52,000 inclusive of RTO charges of X 2,15,000, insurance of X 51,575,
extended warranty of X 25,255 and accessories charges of X 35,460 during the PY.
2024-25. These charges were shown separately in the invoice. Mrs. Sudha’s furnished
her Aadhaar No. to the dealer. She is a housewife and does not have any income except
rental income of X 25,000 p.m. in respect of a house property gifted to her by her father.
Mr. Prakash is of the opinion that his wife is not required to furnish return of income,
since her total income does not exceed the basic exemption limit.
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Is filing
Case Return Explanation & Relevant Provisions
Mandatory?

(i) Yes Under section 139(1), an individual whose total income exceeds X
2.50 lakhs (basic exemption limit) must file a return. Additionally, Mr.
Rahul’s business turnover is X 75 lakhs, exceeding the X 60 lakhs limit
under the seventh proviso to section 139(1), thus he is required to file
his return of income mandatorily.

(ii) Yes Total income = X 2.20 lakhs (Professional income) + X 3.20 lakhs
(Interest) = X 5.40 lakhs, exceeds basic exemption limit. Filing return
of income is therefore compulsory under Section 139(1).

(iii) Yes As per section 139(1), Partnership Firms (including LLPs) must
compulsorily file a return of income regardless of income level, hence
filing return of income is mandatory for M/s XYZ & Associates.

(iv) Yes Under section 139(1), every company is mandatorily required to file a
return of income irrespective of income earned or loss incurred. Hence,
ABC (P) Ltd. must file the return of income mandatorily.

(v) Yes Mr. Anil Kumar must file a return as per the seventh proviso to
section 139(1), because he deposited X 60 lakhs (exceeding X 50
lakhs threshold) into his savings account. Therefore, filing a return is
mandatory even if income is below taxable limits.

(vi) Yes Mrs. Sudha’s income from house property would be X 2,10,000 (X

3,00,000 less 30% of net annual value). Since this is her only source of
income, her gross total income/total income for A.Y.2025-26 would be
X2,10,000, which is lower than the basic exemption limit. Hence, she is
not required to file her return of income for A.Y.2025-26 as per section
139(1)(b), since her gross total income/total income does not exceed
the basic exemption limit.

However, clause (iv) to seventh proviso of section 139(1) provides
that a person (other than a company or a firm) who is not required to
furnish a return u/s 139(1) has to furnish return on or before the due
date if he/she fulfills such other conditions as may be prescribed under
Rule 12AB.

Rule 12AB, inter alia, prescribes that any person other than a company
or a firm, who is not required to furnish a return under section 139(1),
has to file income-tax return in the prescribed form and manner on or
before the due date if, the aggregate of tax deducted at source and tax
collected at source during the previous year, in case of such person, is
X 25,000 or more.
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Accordingly, it has to be examined whether, in Mrs. Sudha’s case, the
requirement to file return for A.Y.2025-26 arises due to TDS/TCS, in
her case, exceeding X 25,000 in the P.Y.2024-25.

As per section 206C(1F), every person, being a seller, who receives
any amount as consideration for sale of a motor vehicle of the value
exceeding X 10 lakhs, has to collect tax from the buyer @ 1% of the sale
consideration.

Accordingly, dealer of the car is required to collect tax at source of X
26,247 @ 1% on ex-showroom price i.e.,, X 26,24,710 (X 29,52,000 - X
2,15,000 -% 51,575 - X 25,255 - X 35,460) from Mrs. Sudha, being the
buyer of the car.

Hence, as per the seventh proviso to section 139(1) read with Rule
12AB, Mrs. Sudha is required to mandatorily file her return of income
for A.Y.2025-26, even though her gross total income/total income does
not exceed the basic exemption limit, since tax collected at source during
the PY. 2024-25, in her case is X 26,247 which exceeds the threshold of X
25,000.

[llustration 2 (Interest and return)

After considering TDS and advance tax, tax liability of Mr. Vikash is X 50,000 is still payable. Due
to certain unavoidable circumstances, he could not file his return of income for the A.Y. 2025-26
within the prescribed time limit. He approaches you for advice on the following issues.

a) Whether he can file a return of income on 1* December 2025.

b) Whether he will be able to revise his return of income, in case he discover any omission or
mistake in his return filed on 1st December 2025 on 10-12-2025.

c) What amount of interest and fee, he will be subjected to for the defaults, if any, for the relevant
assessment year.

He informed that his income is X 9,00,000 consists of salary, capital gains and income from other
sources.

Solution
a. Belated Return

Yes, Mr. Vikash can file a belated return on 01-12-2025. As per sec. 139(4), belated return can
be filed at any time:

i. Before 3 months prior to the end of the relevant assessment year; or
ii. Before completion of assessment
- whichever is earlier.
b. Revise Return
Yes, Mr. Vikash can revise his return on 10-12-2025. As per sec. 139(5), a return (belated or
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otherwise) can be revised at any time:

i. Before 3 months prior to the end of the relevant assessment year; or
ii. Before completion of assessment

- whichever is earlier.

c. Consequence of delayed furnishing of return

1 | Feeu/s 234F | In case, where the assessee furnish a belated return, he is liable to fee
u/s 234F amounting to X 1,000 (where total income does not exceed X
5,00,000) /X 5,000 (where total income exceeds X 5,00,000)

In the given case, total income of Mr. Vikash is X 9,00,000 and he is filing
his return of income belatedly, he is liable for fee u/s 234F X 5,000

2. | Interestu/s His income consists of salary, capital gains and income from other sources,
234A that denotes auditis notrequired in his case, hence due date for filing reurn
of income in his case is 31-07-2025. Hence, he is liable to pay interest u/s
234A from 01-08-2025 till date of filing return i.e., 01-12-2025

X50,000 x 5 months x 1% p.m. =3 2,500

3. | Interestu/s Where the assessee fails to pay 90% of assessed tax as advance tax, he is
234B liable for interest u/s 234B. Thus, Mr. Vikash is liable to pay interest u/s 234B

X50,000 x 9 months x 1% p.m. =3 4,500

4. | Interestu/s He is also liable to pay interest u/s 234C for deferment of advance tax.
234C Here, the information regarding date of payment of advance tax and
amount thereof is not given, hence, we are not able to compute interest

u/s 234C

5. | Losses shall | Certain Loss shall not be allowed to be carried forward.
not be carried
forward

[llustration 3 (Interest)

Mr. Goswami submitted his return on 25th July, 2025 for the assessment year 2025-26. The
following particulars are furnished by him for the previous year 2024-25:

g
Tax payable on assessed income 1,03,950
Tax deducted at source 36,450
Advance taxes paid as under :
15th June, 2024 Nil
15th September, 2024 18,500
15th December, 2024 16,125
15th March, 2025 25,250
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You are required to compute the interest, if any, payable by the assessee.

Solution

Computation of interest u/s 234B

Particulars Amount

Tax and cess pa&able """ 1,03,950

Less: Tax deducted at sourcg """""""""""""""""""""""" 36,450
""""""""""""" H Assessed tax 67,500
90% ofabove 60,750

Advance tax paid [X 18,500'“;”%i6,125 +z282500 | 59,875

Since advance tax paid by theﬁrm is less than 90% of assessed tax, secZS4B ........

is applicable

Shortfall (Assessed tax less Advance tax paid) 7,625

Roundedoff | 7,600

Period of default [From Apr112025 woJuy202s] | 4 months

Interest u/s 234B (1% x 7,600 N . 304

Computation of Interest Payable u/s 234C

Installment of Advance Tax

Particulars

15-6 15-9 15-12 15-3

Rate of Advance tax 15% 45% 75% 100%
WA&lount payabl;as advance félX 10125 | 30375 | 50,625 | 67,500 .......
Less: Amount paid till date - 18500 | 34625 | 59,875 |

Shortfallw H 10,125 11,875 16,000 7,625
Wli‘(;‘unded off (ajm 10,100 11,800 16000 | 7600 """"""
mge;l“iod of defau'i‘f‘ (b) 3months | N 3 months | N 3months | 1month """"
Wl'ﬁéerest (1% x ax b) 2303 | N 3354 | 2480 | %76 """"""""

Total interest payable u/s 234C 31,213

[llustration 4 (Interest)

Mr. Sharma submitted his return on 31st July 2025 for the assessment year 2025-26. The following
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particulars are furnished for the previous year 2024-25:

Tax payable on assessed income 31,28,600
Tax deducted atusource 342,100
‘Advance tax pafd as under
- 15th June, 2024 Nil
- 15th September, 2024 320,000
- 15th December, 2024 321,500
- 15th March, 2025 329,300
You are required to compute the interest, if any, payable by the assessee.

Solution
Computation of Interest u/s 234B
Particulars Amount

Tax and cess payable 1,28,600

Less: Tax deducted at source H 42,100
M‘A‘ssessed Ta{ 86,500
.‘.6‘0% of abo;/e 77,850

Advance tax paid (20,000 + 21,500 + 29,300) | 70,800
mghortfall H H 15,700
mﬁounded ofH 15,700

Interest u/s 234B (1% x X 15,700 x 4 months) 3628
Computation of Interest u/s 234C

Installment Rate of Adw. Amount Amo.unt Shortfall (R/ Interest (3)
Tax Payable Paid off)
15-6 15% 12,975 Nil 12,900 387
15-9 4% | 38,925 20,000 18,900 567
15-12 75% | 64,875 41,500 23,300 699
15-3 100% | 86,500 70,800 15,700 157
1,810

Total Interest u/s 234C =3 1,810
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Management Reporting
Issues and Analysis
[Study Material - Module 4]

[llustration 1 (Penalty)

The following details are noted from the records of Y Ltd. for the Assessment Year 2025-26 (annual
turnover exceeding X 10 crore since the previous year 2016-17):

Particulars General MAT

Provisions (X) | Provisions (X)

Income/book proflt as per return 15,00,000 25 00,000

Add: Estimation basis addition (not representmg under- 50,000 Nil

reported 1ncome)

Add: Misreporting of income (sales to Z Ltd not recorded in 1,20,000 1 20,000

accounts)

Add: Under- reported income (wrong clalm of deductlon 80,000 Nil

u/s 35 welghted deductlon)

Add: Under-reported income (deferred tax belng deblted in Nil 1 50,000
P&L A/c, not added)

Net Income/Book profit (as per Assessment order) 17,50,000 27,70,000

Determine the amount of penalty under section 270A of the Income-tax Act, 1961, ignoring
provisions of section 115BAA.

Solution

Computation of under-reporting of income

Particulars R
A Total income assessed under general provisions 17,50,000
B A - Under-reported incorrlue”:Wl‘\/[is-reporting of income [i.e., X 17,50,000 | 15,50,000
%1,20,000 - X 80,000]
¢ |Bookproit | 27,70,000
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D Book Profit- Under reportedkiﬁéome - Mis-reporting ofincome [i.e., ?é;,m70,000 .... 26,20,000
-X1,50,000] [ 1,20,000 which is deducted under B will not be deducted again
from D]
Under-reported income [(A— B) + (C - D)] [out of which Rs 1,26;000 is | 3,50;000
misreporting of income]
Computation of penalty u/s 270A """""""""
Tax on under-reported incor;é """""""""""
. 312%0f3230000 | 71;760
. 312%0f3120000 | 37;440
Penalty leviable u/s 270A | H
- 50% of tax payable on uf;éér-reported income | 35;880
- 200% of tax payable on fgi;reported income | 74;880
[llustration 2 (Penalty)
Compute penalty leviable u/s 270A in case of M Ltd from the following details:

Particula Total Income | Tax on Total Income | Book Profit | Tax on Book Profit
Return of income 70,00,000 21,84,000 | 1,80,00,000 30,01,200
Assessed income 1,10,'66,“(‘)00 36,01,200 1,95,00,066.“ 32,17,400

Solution

Computation of penalty

Particulars Amount
Under-reported income
Total income computed by the Assessing Officer A 1,i0,00,00'6”
Total income as per return of income B | %0,00,006”
Book profit computed by the Assessing Officer c | 1,"‘)5,00,006”
Book profit as per return of income D | 1,530,00,006”
Under-reported income [(A - B) + (C - D)] 55,00,000

Tax on under-reported income
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Tax on A

Taxon B

Tax on C

Taxon D

30,01,200

Tax on Under-reported income [(P - Q) + (R-S)]

16,33,400

Penalty u/s 270A

- Minimum (being 50% of T)

- Maximum (being 200% of T)

32,66,800

[llustration 3 (Other)

Mr. X, an individual, invested in a deposit scheme of Secure Finance Ltd., a non-banking finance

company. The following transactions occurred:

(a) Mr. X deposited 18,000 in cash on 1st April 2023 for a 36-month term.

(b) He again deposited X 7,000 in cash on 1st July 2024 to purchase another certificate.

(c) On 15th Oct 2024, Mr. X applied for premature withdrawal of both certificates. The company
repaid 313,000 on 15-10-2024 and 16,000 on 28-10-2024 in cash.

(d) One of the certificates was in joint name with Mrs. X.

Determine whether there is any violation of section 269SS (acceptance of deposit) or section 269T

(repayment of deposit) and applicability of penalty under section 271D or 271E.

Solution

Transaction Analysis Violation | Penalty
(1) Deposit 0fX18,000 in | No violation as the amount does not No Nil
cash exceed 320,000
(2) Additional deposit of | Aggregate = 318,000 + 7,000 = X25,000. Yes - 7,000
7,000 in cash Violates sec. 269SS 269SS u/s 271D
(3) Repayment of | At the time of this repayment, the | Yes-269T | X13,000
13,000 in cash (15-10- | outstanding balance exceeds X 20,000, u/s 271E
2024) hence repayment made in cash attracts

sec. 269T
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(4) Repayment of | Atthetime ofthis repayment, outstanding No -
16,000 in cash (28-10- | balance does not exceed X 20,000, hence
2024) sec. 269T is not attracted.

(5) Deposit in joint | Joint holding does not change
names applicability of 269SS/269T
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Business Restructuring
[Study Material - Module 5]

[llustration 1 (Amalgamation - Depreciation)

M/s Aryan & Co., a sole proprietorship, was converted into Aryan Pvt. Ltd. with effect from 1st
January, 2025. The WDV of assets as on 1st April, 2024 is:

Asset Rate of Depreciation WDV (X)
Buildin 10% 4,00,000
Furniture 10% 60,000
Plant & Machinery 15% 3,00,000
Further details:

e M/s Aryan & Co. purchased a machine worth X1,20,000 (15%) on 1st September, 2024.

e Aryan Pvt. Ltd. purchased another machine worth ¥80,000 (15%) on 15th January, 2025.
Compute depreciation for A.Y. 2025-26 for:

(i) M/s Aryan & Co.

(ii) Aryan Pvt. Ltd.

Solution

Step 1: Depreciation on Assets (as if no conversion took place)

Particulars Building (10%) Furniture (10%) Plant & Machinery (15%)
Opening WDV 4,00,000 60,000 3,00,000
Add: Additions | — - | 120000
Depreciation | 40,000 6000 | 63000

Step 2: Allocation of Depreciation Between Sole Proprietor and Company

¢ Daysused by M/s Aryan & Co. = 275 days (1st Apr - 31st Dec)
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¢ Days used by Aryan Pvt. Ltd. = 90 days (1st Jan - 31st Mar)

e Total days = 365

¢ Days for new asset = 212 days (1st Sep - 31st Mar); used by firm for 122 days

Depreciation for M/s Aryan & Co.

Asset Amount (X)
Building: X 40, OOO x 275/365 30,137
.‘.‘I;"ﬁrmture %6, 000 x 275/365 ............... 4,521
Wl;lant (old) 345, 000 x 275/365 ............ 33904
mi;lant (new): X 18,000 x 122/212 e 10,358
Depreciation available to Aryan & Co 78,920
Depreciation for Aryan Pvt. Ltd.
Asset Amount (X)
Building: X 40, 000 x 90/365 9,863
Wl;"ﬁrmture %6, 000 x 90/365 """ 1,479
Wl;lant (old) 345, 000 x 90/365 """ 11,096
mé‘lant (new by flrm) % 18 000 x 90/212 """ 7,642
.ml;(ew Plant (by company): X 80,000 x 15% x 50% """ 6,000
Depreciation available to Aryan Pvt Ltd 36,080

[llustration 2 (Holding and Subsidiary Company - Depreciation)

Bright Ltd., a 100% subsidiary of Shine Ltd. (both Indian companies), owns:

¢ Plant X and Plant Y (Depreciation rate 40%; WDV of block on 1st April 2024: X5,00,000)
¢ Plant Y was purchased and put to use on 15th October 2022 for X1,00,000

Bright Ltd. transfers Plant Y to Shine Ltd. on 10th December 2024 for X30,000. It is put to use by

Shine Ltd. on the same day.
Shine Ltd. also owns Plant Z (same block) with WDV of 80,000 as on 01.04.2024.

Compute depreciation in the hands of Bright Ltd. and Shine Ltd. for A.Y. 2025-26.
Solution

Depreciation in the hands of Bright Ltd. for the assessment year 2025-26
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Particulars Amount
Depreciated value of the Plant X and Y on 1% April, 2024 5,00,000
Less: Plant Y transferred to Shine Ltd | 30000
WDV as onHélSt Marc};,‘ 2025 4,70,000
Depreciation for the block PY.2024-25 | 188000
........ WDV at the eﬁa of the y;ar 2,82,000
Depreciation in the hands of Shine Ltd. for the assessment year 2025-26
Particulars Amount
Depreciated value of the block on 1% April, 2024 80,000
Add: Actual Cost of Plant Y acquired from Bright Ltd (See Note) | 48,000
WDV as on 31%t March, 2025 1,28,000
Depreciation on transferred asset [X 48,000 x Y2 x 40%] 9,600
Other Asset @ 40% of 80,000 | 32,000
Total Depreciation 41,600
Note: Actual Cost of Plant Y in the hands of Shine Ltd.
Particulars Amount
Actual Cost of Plant Y in the hands of Bright Ltd on Oct 15, 2022 1,00,000
.‘L’éss: Depré‘ciation f01:P.Y 2022"—"23 (1/2 0%‘40% of %‘1,00,000)”” 20,000
Wlé’“z;lance onk‘April 1, 2(5"23 80,000
.‘.‘I:éss: Depréuciation foi:the P.Y.2(5‘23-24 32,000
........ Baiénce on A'i;ril 1, 2024 48,000

[llustration 3 [Slump sale]

Mundhra Pvt. Ltd has sold all its assets and liabilities as a slump sale on 31.03.2025 to Sonam Pvt.
Ltd. for a lump sum consideration. Mundhra Pvt. Ltd. received the following considerations:

(i) Money X 800 lakhs

(i) House Property X 300 lakhs (SDV of Plot)

(iii)Bitcoins X 60 lakhs (Value based on Valuer Report)
(iv)Shares of Mohak Ltd X 140 lakhs (value as per rule 11UA)
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The statement of affairs of Mundhra Pvt. Ltd. as on 31.03.2025 is as below:

Liabilities I (in Assets I (in I (in
lakhs) lakhs) lakhs)
Equity Share Capital 3,254 | Fixed Assets
Unsecured Loans | 5 0 Plarif & Machinery at WD\; so0 |
Bank Borrowing | 1,000 Land (At Revalued figure]w 2400 |
......................... Unliﬂsted shares (FMV X 240 lakhs) 160 3,060
........................ Current Assets":
Sunday Creditors | 160 Sundry Debtors 60|
......................... Cas}; & Bank Balances 4
........................... Loar; . -
- Closuing stock 500 1,404
Total 4,464 | Total 4,464
Additional Information:
1. Costofland in March 2007 was X 200 lakhs & SDV as on 31.03.25 is X 800 lakhs.
2. WDV of plant & Machinery u/s 43(6) was X 400 lakhs.
Compute capital gain arising from slump sale and tax on such gain.
Solution
Computation of Capital Gain arising from Slump sale and Tax on such gain
Particulars X In lakhs
Full Value of Consideration (Note 1) 1,734.00
Less: Cost of acquisition (Net worth) (Note 2) 954.00
H Long-term capi‘tal gain 780.00
Incdme tax @ 12.5% (u)s 112) H 97.50
Add Surchdrge @ 7%, since totdl income exceeds X 1 crore but does not"exceed 6.825
X 10 crore
H 104.325
Add Health"& Education cess @"4% 4173
Total tax liability 108.498
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Note 1: Calculation of Full Value of Consideration

Particulars Amount Amount
Fair Market Value 1 (on the basis of net asset given)
Plant and Machinery H 500
Debtors 600
Cash and bank balance 4
Loan Advance 300
Closing stock 500
Add: Fair market value of share 240
Add: Stamp duty value of land 800
2,944
Less: Unsecured Loan | 50
Less: Bank borrowings "1",000
Less: Sundry Creditors 160 1,210
Fair Market Value 1 [A] 1,734
Fair Market Value 2 (on the basis of asset received)
Money H 800
House Property 300
Bitcoin 60
Shares of Mohak Ltd 140
Fair Market Value 2 [B] 1,300
Full value of consideration being higher of [A] and [B] 1,734
Note 2: Computation of Net worth of the undertaking
Particulars X (lakhs) X (lakhs)
WDV of block assets (Plant & Machinery) as per section 43(6) 400
Add: Book value of non-depreciable assets
- Land (Revaluation not to be considered) 200
- Unlisted Shares 160
- Sundry Debtors 600
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- Cash & Bank Balance 4
- Loans & Advance 300
- Closing stock 500 1,764
2,164
Less: Liabilities
- Unsecured loans 50
- Bank borrowing 1,000
- Sundry Creditors 160 1,210
Net worth 954
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Different Aspects of Tax Planning
[Study Material - Module 6]

[llustration 1 (Lease vs Buy)

Bright Future Ltd. wants to acquire an equipment costing X 1,50,000. It has two options: either to
buy the equipment by taking a loan repayable in five equal annual instalments of X 30,000 each
at 12% interest, or to lease the equipment with annual lease rentals of X 40,000 for 5 years. A
processing fee of X 2,000 is payable upfront by the lessee. The company’s cost of capital is 10%.
The applicable depreciation rate is 15% on WDV and tax rate is 30%.

Present Value (P/V) factors:

Year 1 2 3 4 5

P/V Factor 0.909 0.826 0.751 0.683 0.621

Assuming that the payments are made at the end of each year, suggest which alternative is better
for the company.

Solution

Cost of Ownership

Tax
Instalment | Interest | Depreciation Benefit Net
Year (@) (b) P © (d) = Outflow | P/V Net
(b+c)* (a+b-d)
30%
1 30,000 18,000 22,500 12,150 35,850 0.909 32,588
2 30,000 14,400 19,125 10,058 34,343 0.826 28,367
3 30,000 10,800 16,256 8,117 32,683 0.751 24,545
4 30,000 7,200 13,818 6,305 30,895 0.683 21,101
5 30,000 3,600 11,745 4,604 28,997 0.621 18,007
Total 1,24,607
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[t is assumed that salvage value is Nil after 5 years.

Cost of Lease

Year Lease (a) Tax Benefit (b) Net Outflow (a-b) P/V Net

0 2,000 600 1,400 1 1,400
1 40,000 | 12000 ............... 28000 | 0909 25,452
2 40,000 12000 ............... 28000 | 0826 é3,128
3 40,000 | 12000 ............... 28000 | 0751 é1,028
4 40,000 | 12000 ............... 28000 | 0683 i9,124
5 40,000 12000 ............... 28000 | 0621 i7,388

........................................... o 07520

Since the Net Present Value in case of lease is lower, lease is financially better for Bright Future Ltd.

[llustration 2 (Capital Mix)

Apex Ltd., a widely held company, plans to expand its operations. It is evaluating the following

three financing alternatives:

Capital Structure Options

Particulars Alt-1 Alt-2 Alt-3
Share Capital X60,00,000 X30,00,000 X15,00,000
12% Debentureﬂ H —| X 2"0,00,600 """" X25,00,000
15% Bank LoanH — X 1"0,00,(")00 """" X20,00,000

Assume: EBIT =X18,00,000; Tax Rate = 30%; Dividend payout rate = 20%. Please suggest.

Solution

Comparison of different capital structure options

Particulars Alt-1 Alt-2 Alt-3
EBIT 18,00,000 18,00,000 18,00,000
miéss: Debeﬁfure Interest | — 240,000 | 3 ,00,000
miéss: Bank Loan Interest | — 150,000 | 3 00000
Net Prof'igbefore Tax 18,00,000 14,10,000 12,00,000
Less:Tax@30% | 5,40,000 423000 | 3,60,000

Directorate of Studies, The Institute of Cost Accountants of India (Statutory Body under an Act of Parliament)



Work Book : Direct Tax Laws and International Taxation

Profit After Tax 12,60,000 9,87,000
Less: Dividend @ 20% 12,00,000 6,00,000 3,00,000
Profit After Cost of Capital 60,000 3,87,000 5,40,000

Conclusion: Since the profit after cost of capital is highest in Alternative 3, Apex Ltd. should choose
Alternative 3 from a tax planning perspective.

[llustration 3 (Own Fund - Borrowed Fund - Lease)

XYZ Ltd. wants to acquire a machine costing X 1,00,000. The depreciation rate is 15% + 20%
additional depreciation in the first year. Tax rate is 34.944%. Weighted average cost of capital (IRR)
is 10%. The machine has a useful life of 5 years. A loan of X 75,000 can be availed at 9% interest
payable annually, with principal repayable at the end of 5th year. Alternatively, lease rentals are X
34,000 p.a. for 5 years with a lease management fee of X 1,000 payable at inception. Suggest the
better option.

Solution
Option 1: Cost of Acquisition - if own fund is used for acquisition

Depreciation & Tax Shield Schedule

Year Depreciation (X) Tax Shield @ 34.944% | P/V@ 10% | Present Value (%)
1 35,000 12,230 0.909 11,118
2 9,750 3,407 H H 0.826 H 2816
3 8,288 2,896 H H 0.751 H 2176
4 7,044 2,462 H H 0.6é3 H 1682
5 5,988 2,092 H H 0.621 H 1299

Total PV of Tax Shield =X 19,091
Effective Cost of Machine =X 1,00,000 - X 19,091 =X 80,909

Option 2: Cost of Acquisition - If Financed via Loan

Year Interest | Principal Repayment Total Outflow P/V@ | Present
) / Cost (X) Outflow (X) | aftertax (X) | 10% | Value (X)
0 - 25,000 25,000 25,000 1 25,000
1 6,750 0 H 6,750 4,391 0909 3,991
2 6,750 0 H 6,750 4,391 0826 3,627
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3 6,750 0 6,750 4,391 0.751 3,298
4 6,750 0 6,750 4,391 0.683 2,999
5 6,750 75,000 81,750 79,391 0.621 49,302

Total PV of Loan Outflows =X 88,217
Less: Tax Shield on depreciation =X 19,091
Net Outflow =X 69,126

Option 3: Cost of Acquisition - If taken on Lease

Year Lease Fee | Lease Rental | Tax Shield Net Cash P/V@ | PV of Outflow
) ) ) Flow (%) 10% )
0 1,000 0 349 651 1 651
, . 34’000 ........................... 11'881 ...................... é2’11§ ............ PTOR 20’106 ...............

, . 34’000 ........................... 11'881 ...................... ézjlié ............ PSP 18’270 ...............

i . 34’000 ........................... 11'881 ...................... 52,115 ............ T 16’611 ...............

\ . 34000 ........................... 11881 ...................... 52’116 ............ PP 15107 ...............

- . 34000 ........................... 11881 ...................... 52’116 ............ P 13736 ...............

Total PV of Lease Outflows = 384,481
Conclusion

Since the Net Present Value of cash outflow is lower in case of loan-financing (X 69,126) as
compared to other options, it is advisable to purchase the asset through borrowed funds.

[llustration 4 (Make or buy)

ABC Ltd. is evaluating whether to manufacture a component in-house or purchase it externally.If
ABC Ltd. decides to manufacture:

- [t must purchase a second-hand machine for X 10,00,000 (5-year life).

- Manufacturing costs for 5 years: Y15 L, 318 L,X21L,X24 L, X 27 L.

- Depreciation @15% WDV. Machine sold for X 1,50,000 at end of the 5th year.

If ABC Ltd. decides to buy externally:
- Purchase cost peryear: X 20L,322 1,324 ,326L,X30L.
Tax rate = 32.445%, Discount rate = 14%

Please suggest
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Solution

Option 1: Make the product

Year Mf% ;ost Deprc(egation Tax (S:)ving Outglé:)s‘:: - P/(;)/ I;if;:r PV (3)
0 - - - 10,00,000 1 10,00,000
1 15,00,000 150000 5,35,343 9,64,658 0877 | 846191 .....
2 18,00,000 127500 6,25,377 11,74,623 0769 | 903834 """
3 21,00,000 108375 7,16,507 13,83,493 0675 | - 933818 """
4 24,00,000 92119 8,08,568 15,91,432 0592 | 942255 .....
5 27,00,000 78151 9,01,371 17,98,629 0519 | 934151 .....
5 - - - | 50000 | 0519 | -77905
(Sale)
Total 54,82,345
Option 2: Buy the product
Year Purch(:;s)e Cost Tax Saving (%) Cash ?;]uﬂow P/V i‘i((:);oor @ PV (3)
1 20,00,000 6,48,900 13,51,100 0.877 11,85,175
2 2200000 | 7,13,790 ........... 14,86,210 0.769 11,43,59'6'”.
3 2400000 | 778680 ........... 16,21,320 0.675 10,94,34';
4 2600000 | 843570 ........... 17,56,430 0.592 10,39,945”.
5 3000000 | 973350 ........... 20,26,650 0.519 10,52,57;.
55,15,637
Conclusion:

Since the present value of cost is lower if ABC Ltd. manufactures the component (X 54,82,345)
compared to buying it from outside (X 55,15,637), the company should opt for the Make option.

[llustration 5 (Tax Planning)
Classify the following acts into:

(i) Tax Management
(ii) Tax Planning

Directorate of Studies, The Institute of Cost Accountants of India (Statutory Body under an Act of Parliament)
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(iii) Tax Evasion

SN

Particulars

Category

Justification

Mr. A pays health insurance
premium for himself and his
family and claims deduction under
section 80D.

Tax Planning

Legal way to reduce taxable income
by claiming permissible deductions.

Mr. B submits Form 15G though
his income exceeds the basic
exemption limit, to avoid TDS.

Tax Evasion

Willful false declaration to avoid tax
deduction is a punishable offence.

Mr. C maintains proper records
of TDS deducted from employees’
salaries and deposits the tax on
time.

Tax
Management

Compliance measures to fulfill legal
obligations in time.

Mr. D invests X1,50,000 in PPF to
reduce tax liability under section
80C.

Tax Planning

Optimizing investments to avail tax
benefits legally.

M/s E Ltd. creates fictitious entries
of rent paid to director’s relative to
reduce net income.

Tax Evasion

Intentional false entries were made
to reduce income unlawfully.

Mr. F forgets to file his return by
the due date but files it before the
end of assessment year.

Tax
Management

Late filing but still within
permissible time under section
139(4) - procedural compliance.

Mr. G sells agricultural land located
in the rural area and claims it as
exempt income.

Tax Planning

Proper application of provisions to
structure the transaction in a tax-
exempt manner.

Mr. H claims business depreciation
on his personal car by including it
in the block of assets.

Tax Evasion

False claim for personal expense is
a clear misrepresentation.

Mr. I calculates advance tax liability
and pays instalments before due
dates.

Tax
Management

Ensures timely discharge of tax
obligations.

Mr. ] earns 4,000 as interest from
the savings account and claims a
deduction under section 80TTA.

Tax Planning

Rightly disclosing income and
claiming eligible deduction.
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Double Taxation and Avoidance
Agreements (DTAA) [Sec.90. 90A and 91]
[Study Material - Module 12]

[llustration 1 (DTAA)

Shri Ramesh, an ordinarily resident individual, has the following income for the P.Y. 2024-25:
e Income from India: X 16,00,000

e Income from Country Y: X 10,00,000

e Investmentin PPF:X1,50,000

Additional Information

a) India has a DTAA with Country Y, under which income is taxable only in the source country
(Country Y). However, such income is included for rate purposes under Indian law.

b) Income earned in Country Y has already been taxed there at 25%.
Compute his tax liability in India
Solution

Computation of total income and tax liability of Shri Ramesh for the A.Y. 2025-26

Particulars Amount

AnCome fromINAIa  —————————— 16,00,000
Income from CountryZ - - - . 10,00,000
Gross Total Income R R e |.........26,00,000
Less: Deduction u/s 80C [Investment in PPF] - - . NA
"""""""""""""" Tgtal income - 26,00,000
JERONADOVE s 4,70,000
Add Hea‘l"‘gh & Ed}}cation'g‘ess - e 18,800
e R Taxand cesspayable | 4,88,800
Less: Reliefu/s 90 [ 10,00,000 x 18.80%!] 1,88,800

Tax payable in India (Rounded off u/s 288B) 3,00,800

1 Average rate of Indian tax = X 4,88,800 / X 26,00,000 x 100 = 18.80%
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[llustration 2 (DTAA)

Mr. Ranjan, a resident Indian, has derived the following incomes for the previous year relevant to
the A.Y. 2025-26:

a. Income from profession %9,54,000

b. Royalty on books from foreign country Y (X 3,00,000 is eligible for deduction | X 8,00,000
u/s 80QQB) (Tax paid in foreign country @ 20%)

Compute Indian tax liability, if he has opted for the old regime, assuming that India does not have
any agreement with country Y.

Solution

Computation of total income and tax liability of Mr. Ranjan for the A.Y. 2025-26

Particulars Amount
Income from profession 9,54,000
Royalt;é;l:ned incountryY 8,00,000'”.
Gross 'i“(;;c"z;i“lncome """""""" 17,54,000
Less: Deductlon u/s80QQB 3,00,000'“
"""""""" Total income 14,54,000
Tax on';l;&e """""""" 2,48,700
Add: Health & Education cess 9,948'”.
"""""""" Tax and cess payal;lmeww 2,58,648
Averaé;;c:i;é of tax [X 2,58,648 / X 14,54,000 XlOO] 17.79%
Rate oftaxm countryY 20%'”.
"""""""" Reliefu/s 91 [17.79%" of ?500000] 88,950'”.
Tax payable (Rounded off u/s 288B) 1,69,700
I Indian average tax rate: 17.79% Foreign average tax rate: 20.00%

Relief u/s 91 is available at lower of aforesaid rate. i.e., 17.79%

Since X 3,00,000 of foreign royalty was allowed as deduction u/s 80QQB, it is not doubly taxed in
India. The balance X 5,00,000 is included in total income and qualifies for relief.
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[llustration 3 (DTAA)

Shubham, a sports goods merchant and resident Indian is doing business in India and abroad.
During the previous year 2024-25, he disclosed the following information:

%

Income from business in India 28,00,000

Income from business in Country- A with which

India does not have agreement for avoidance of double taxation 12,00,000

Income-tax levied by government in Country-A 3,00,000

Loss from business in Country-B with which also

India does not have agreement for avoidance of double taxation (5,00,000)

Contribution to public provident fund 1,50,000

Payment of life insurance premium on the life of his Father and mother 30,000
Compute the tax liability of Shubham for the assessment year 2025-26.
Solution
Computation of total income and tax liability for the A.Y. 2025-26

Particulars Amount

Income from business in India 28,00,000
Income from business in Country A | 12,00,000
Income from business in Country B © ()5,00,000
""""""""""" G;;)ss Totali‘ncome 35,00,000
Less: Deductionu/s80C e NA'
"""""""""" "H';I‘otal iné‘;)me 35,00,000
Tax on abo;é """"" S 7,40,000
Add Healtf"l:& Educati;)n cess | 29,600
""""""""""" Té;and cessmbayable 7,69,600
N.A;/erage ra"c; of tax [%9,69,600 /% 35,00,660 X 100j """""" 21.99%
RateoftaxincountryA e 25%
- Relief u/s 91 [21.99%" of X 12,00,000] 263880

Tax payable (Rounded off u/s 288B) 5,05,720
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Indian average tax rate: 21.99% Foreign average tax rate: 25%

Relief u/s 91 is available at lower of the aforesaid rates i.e., 21.99%

[llustration 4 (DTAA)

Mrs. Kavita, aged 63 years, is a resident individual and a classical dance performer. During the
previous year 2024-25, she earned income from India as well as from Country X. India does not
have a DTAA with Country X. Her income and investments are as follows:

1. Rental income from residential house property located in Country X is XCD 28,000.
- Municipal taxes paid in Country X: XCD 250

- Conversion rate: X 70 per XCD

Professional income from concerts held in India: X 16,00,000

Professional income from concerts held in Country X: XCD 11,200

Interest income from Indian bank fixed deposits: X 3,25,000

Interest from Indian savings bank account: X 18,269

Investment in PPF: X 1,50,000

5-year deposit in the name of son: X 1,50,000 (not eligible for deduction)

© N o u s w D

Medical insurance premium:

- Forself: 27,000

- Forspouse: 331,000

9. Tax paid in Country M: 20% on income earned there

Mrs. Kavita has not opted for section 115BAC. Compute her tax liability in India.
Solution

Computation of total income and tax liability for the A.Y. 2025-26

Particulars Amount
Income from House Property
Gross Annual Value [XCD 28,000 xX 70 - as per Rule 115] 19,60,000
Less: Municipal Tax [XCD 250 x X 70] 17,500
Net Annual Value (NAV) 19,42,500
Less: Standard Deduction @ 30% of NAV 5,82,750 13,59,750
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- From concerts in India 16,00,000
- From concerts in Country X [XCD 11,200 x X 70] 7,84,000 23,84,000
Income from Other I
Interest on Fixed Deposits 3,25,000
Interest on Saving Bank Deposits 18,269 3,43,269
Gross Total Income 40,87,019
Less: Deduction u/ch VIA
- Deduction u/s 80C [Investment n PPF] 1,50,000
- Deduction u/s 80D [Medical Insurance subject to max limit] 50,000
- Deduction u/s 80TTB [Interest on bank FD & saving bank 50,000 2,50,000
deposit subject to max limit]
Total Income 38,37,019
Total Income [Rounded off] 38,37,020
Tax on above 9,61,106
Add: Health & Education cess 38,444
Tax and cess payable 9,99,550
Average rate of tax [ 9,99,550 /X 38,37,020 x 100] 26.05%
Rate of tax in country X 20%
Reliefu/s 91 [20%* of (X 13,59,750 + X 7,84,000)] 4,28,750
Tax payable (Rounded off u/s 288B) 5,70,800
Indian average tax rate: 26.05% Foreign average tax rate: 20%

Relief u/s 91 is available at lower of the aforesaid rates i.e., 20%

[llustration 5 (DTAA)

Assessee: Mr. Arnav

Status: Resident and Ordinarily Resident Individual
Age: 58 years

Assessment Year: 2025-26

Tax Regime: Old regime
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Financial Details:

Mr. Arnav earns income from both India and a foreign country during the previous year 2024-25.
He provides the following details:

e Business income in India: ¥4,00,000

Business income in Foreign Country Y: X9,00,000
¢ Premium paid for medical insurance for his non-resident father, aged 83, via cheque: 328,000
¢ Income-tax paid in Country Y: 22% on 39,00,000 =31,98,000

You are required to compute the tax liability (as per the old tax regime) of Mr. Arnav if India does
not have a DTAA with Country Y

Solution

Computation of total income and tax liability of Mr. Arnav for the A.Y. 2025-26

Particulars Amount
Business income in India 4,00,000
Busine;;{;lcome inforeign country 9,00,000'”.
Gross Total Income 13,00,000
Less: D(;a“;ction u/s 80D [his fatheris a non-res"iua'é;lt, hence he is not a senior 25,000'”.
citizen]
"""""" Total income 12,75,000
Tax on above """""" 1,95,000
Add: Health & Education cess 7,800'”.
"""""" Tax and cess payab'l‘?cww 2,02,800
Averag;f;ce of tax [X2,02,800 /X12,75,000 x 100] 15.90%
Rate ofu‘;z;;in countryY 22%'”.
"""""" Reliefu/s 91 [15.90%" of %900000] 1,43,153'”.
Tax payable (Rounded off u/s 288B) 59,650
L Indian average tax rate: 15.90% Foreign average tax rate: 22.00%

Relief u/s 91 is available at lower of aforesaid rate. i.e., 15.90%
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[llustration 6 [DTAA]

The assessee is a popular Kollywood star Mr. Sohan Lal. He has business interest in few other
nations as well. He is a resident in India for the Assessment Year 2025-26. Income earned in India
by Mr. Shan Lal during the year ended 31-3-2025:

(X in crores)

Income from house property (Computed) 4.3
Business income: From being the owner of cricket team Hyderabad Super Stars 12.4
Acting in movies 9.415

Mr. Sohan Lal has deposited X 1.5 lakhs in PPF and paid Life Insurance premium of X 1 lakh. The
details of income earned by him from two countries outside India, X and Y, with which India does

not have any DTAA, during the P.Y. 2024-25 are as under:
(X in crores)

Type of Income X Y
Loss from house property (Computed) 1.3 -
.‘.él;siness incom'é: H H
- Own H H H 72 | 29

- Share income from partnership firm (not evidenced by an instrument in writing) | 4.8 -

Agricultural income - 1.2

In Country X, share income is not exempt and loss from house property is not eligible for being set
off against other income. In Country Y, agricultural income is chargeable to income-tax. In Country
X, he has paid income-tax of X 2.16 crores and in Country Y X 80 lakhs on the total income earned
in those countries.

Compute his income-tax liability for the A.Y.2025-26, assuming that he has opted for section
115BAC.
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Solution

Computation of tax liability of Mr. Sohan Lal for A.Y.2025-26

Particulars Details X X

Inmrmh roper

Less: Loss from house property in

Country X

PrOlltS and gams of business or QFOIESSIOH

From bemg the owner of crlcket team

Hyderabad Super Stars

Share income from foreign firm 4,80,00,000 12,00,00,000
[exemption u/s 10(24A) is available if it is

from Indian partnership firm]

Business i 1ncome in Country Y 2,90,00,000 36,71,50,000

1,20,00,000

40,91,50,000

Under section 80C (LIC & PPF) [not

available]

Total Income

40,91,50,000

Tax on total income

12,24,35,000
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Add: Surcha'fge @"25% ................................................. 3,06,'68,750
........ . e 304375
Add e @ 7 R 012175
Tax liabilitsr ................. 15,91,65,500
Nléss: Deducﬁon under section 9"1 See | | 2,72,60,000
Working Notes]
Net Tax liability (rounded off) 13,19,05,500
Working Note 1: Computation of deduction u/s 91
Particulars R X
Deduction under section 91 in respect of doubly taxed
income in India and Country X:
- Business Income 7,20,00,000
- Taxable share incomé}rom firm 4,80,00,006
- Loss from house prop')me“rty (1,30,00,0005
Doubly ta");éd income 10,70,00,006
Lower of Indian rate of tax and rate of tax in Country X 18%
Deduction u/s 91 [ié% xX10.70 crores] H 1,92,60,000
Deduction under section 91 in respect of doubly taxed
income in India and Country Y Doubly taxed income:
P — T
Agricultural income 1,20,00,006
Doubly ta");éd income 4,10,00,006
Lower of Indian rate of tax and rate of tax in Country Y 19.512%
Deduction u/s 91 = 19.512%; X4.10 crores H 80,00,000
Deduction under section 91 2,72,60,000
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Working Note 2: Computation of average rate of tax in India, Country X & Country Y

Average rate of tax in India [15,91,65,500 x 38.90%
100/40,91,50,000]

Average rate of tax in Country X [2,16,00,000 x 18%
100/12,00,00,000]

Average rate of tax in Country Y [80,00,000x 100/4,10,00,000] 19.512%
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Transfer Pricing
[Study Material - Module 13]

[llustration 1 (Arm’s Length Price - Cost Plus)

Galaxy Inc. USA holds 40% equity in Comet Ltd. India. Comet Ltd. is engaged in providing product
design services to Galaxy Inc. During the year 2024-25, Comet Ltd. rendered 2,500 man-hours
for Galaxy Inc., charging X 1,200 per hour. Total cost of providing these services amounted to X
22,00,000.

Similar services were rendered to unrelated enterprise Star Ltd. India, with a gross profit margin
of 55%.

Additional information:
- Galaxy Inc. provides cloud infrastructure support, valued at 10% of gross profit.

- Galaxy Inc. is given a 60-day credit period. The cost of this extended credit is 2% of the billing
rate and is not given to unrelated parties.

Required:

Compute the Arm’s Length Price (ALP) of the services provided to Galaxy Inc. under Cost Plus
Method, and determine the adjustment to total income of Comet Ltd.

Solution

(A) Computation of Arm'’s Length Gross Profit Mark-up

Particulars %
Normal Gross Profit Margin (Star Ltd.) 55.00
Less Adjustﬁ;ent for Cloﬁd Infra Suéport (10% gf 55%) H (5.50)
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 950
Add Adjustrﬂent for 60-&;1y credit (2% of 55%) H 1.10
Arm’s Length Gross Profit Mark-up 50.60
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(B) Computation of Increase in Total Income of Comet Ltd.

Particulars Amount %)
Cost of services rendered to Galaxy Inc. 22,00,000
Arm’s Length Billing Value = ?22,00,000 - (100% - 50.60%) 44,53,441
Less: Actual billed amount (2,500hrs <z12000 30,00,000
Increase in Total Income (ALP Adjustment) 14,53,441

Conclusion:

The Arm’s Length Price under Cost Plus Method is X 44,53,441. Since Comet Ltd. billed only X
30,00,000 to Galaxy Inc., the income shall be increased by X 14,53,441 under section 92C of the
Income-tax Act, 1961.

[llustration 2 (Arm’s Length Price — Resale Price)

CoolAir Pvt. Ltd. (India) is an associated enterprise of ChillCorp Inc. (USA). During the previous
year 2024-25, CoolAir imported 4,000 AC compressors from ChillCorp at X 8,200 per unit and sold
them to ChillZone Ltd. at X 12,000 per unit.

CoolAir had also purchased similar compressors from unrelated party FrostTech Ltd. (Germany)
and resold them at the same resale price of X 12,000 with a gross profit margin of 25%.

However, ChillCorp provided a special volume discount of X 1,800 per unit, whereas FrostTech
provided only X 700 per unit. Additionally, ChillCorp delivered at port without insurance, due to
which CoolAir had to pay X 1,400 per unit as shipping charges. In the case of FrostTech, delivery
was at factory, and CoolAir paid only X 500 per unit on shipping.

You are required to compute:

¢ The Arm'’s Length Price per unit, and

e The increase in total income of CoolAir Pvt. Ltd.
Solution

(A) Computation of Arm’s Length Price (Per Unit)

Particulars Amount (X)
Resale Price to third party (ChillZone Ltd.) 12,000
Ni;.'s‘;:mNormal Gross Pro'f‘i;c“ Margin @ 25% of'%iZ,OOO """" 3,000
Ni;.'s‘;:mQuantity Discoun‘;;&djustment X 1,806': 7000 1,100
mi;;;:”"Freight/insurancé"a‘ifference [?1,400':%500] """" 900
Arm’s Length Price (per unit) 7,000
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(B) Computation of Increase in Total Income of CoolAir Pvt. Ltd.

Particulars Amount (X)
Actual Purchase Price per unit from ChillCorp 8,200
Ar L Lehgth priée S uhit g - . . RS F—— 7 000 .............................
W}é"xcess Pﬁce Paid,‘per unﬁ ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 1200 .............................
Quantityimported | 4000 units
Increase in Total Income (1,200 x 4,000) 48,00,000

Conclusion:

As per Resale Price Method, the Arm’s Length Price is X 7,000 per unit. Since CoolAir actually paid
X 8,200 per unit, the total purchase price was overstated by X 48,00,000. Thus, X 48,00,000 shall
be added to total income of CoolAir Pvt. Ltd. under Section 92C.

[llustration 3 (ALP - Profit Split)

IndTech Ltd., an Indian company, designs and develops a proprietary solar-powered drone. Its
Singapore subsidiary, SkyTech Pte Ltd., develops advanced navigation software that integrates
with the drone. Both the drone and software are key to the commercial success of the product.

- IndTech manufactures and supplies the drone hardware to SkyTech.
- SkyTech integrates the software and sells the final product to unrelated customers.

Due to the uniqueness of the technology, no direct comparables exist. Traditional methods (CUP,
TNMM) are not reliably applicable. However, comparable market return for routine manufacturers
without intangibles is 12% on manufacturing costs.

Available Financial Data:

Particulars IndTech (X) | SkyTech (X) | Total (X)
Sales to third party (by SkyTech) - - 3,000
Manufacturing Cost 400 500 900
WlSé‘velopment C(;st 150 | 100 250
.“6‘1;erating Cost 100 | 200 300
Total Cost 650 800 1,450
Gross Profit (Sales - Total Cost) - - 1,550

Compute arm’s length price.
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Solution

Step 1: Routine Returns on Manufacturing

Routine return @ 12% on manufacturing cost:
IndTech: X400 x 12% =348

SkyTech: X 500 x 12% =X 60

Total Routine Return =X 108

Step 2: Residual Profit = Gross Profit - Routine Returns
Residual Profit=31,550-3108 =% 1,442

Step 3: Split Residual Profit based on Development Effort
Proportion of Development Costs:

IndTech =X 150 /X250 =60%

SkyTech =X 100 /X250 =40%

Residual Profit Allocation:

IndTech: X 1,442 x 60% =X 865.20

SkyTech: X 1,442 x 40% =3 576.80

Step 4: Total Profit to Each Entity

Entity Routine Return Residual Profit Share Total Profit
IndTech 348 3865.20 2913.20
SkyTech 260 3576.80 263680

Step 5: Transfer Price of IndTech (Indian Entity)
Component Amount (X)
Manufacturing Cost 400
Devélopment Cost 150
Opéfating Cost 100
Roﬁfine Return 48
Resi‘dual Profit Share 865.20
Total Transfer Price 1,563.20
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Conclusion:

Since no reliable comparables exist, Profit Split Method is the most appropriate method. Profit is
allocated based on the relative contribution to intangibles (i.e., development costs). Transfer price
0fX1,563.20 is justified under arm'’s length standard.

[llustration 4 (ALP)

Orbitron Ltd., an Indian company, receives technical advisory services from its German subsidiary,
Tech Nova GmbH, for a consideration of EUR 85,000 per year.

In similar transactions with unrelated parties in India, Tech Nova charges EUR 1,00,000 per year.
Orbitron Ltd. reports a profit of X 78 lakhs before ALP adjustment.

Assume exchange rate =X 65 per EUR.

Compute the taxable income of Orbitron Ltd. in the following cases:
(i) When ALP is EUR 1,00,000

(ii) When ALP is EUR 50,000

Solution

Computation of Total Income of Orbitron Ltd.

Particulars Casel Case Il
Price Charged for Comparable Uncontrolled €,1,00,000 €,50,000
Transaction
Price actually paid by Orbitron Ltd. (€85,000 ><§65) 3,55,25,000 {55’25'000
ALP lnRupees (aspercUP) %,65,00,000 {32,50’000
Incren;éﬁ"c;l Profit / Adjustment (Actual Price —ALP) (%,9,75,000) {22,75’000
Total Income before ALP adjustment 278,00,000 ?7800000
Add: Adjustment on adopting ALP (only if positive) - (See Note) 3,22,75,000
Taxable Income %,78,00,000 £1,00,75,000

Conclusion: U/s 92(3), taxable income cannot be reduced on applying ALP. So difference on account
of ALP is ignored.
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[llustration 5 (ALP)

Xenon India Ltd., an Indian company, sold goods on 15.01.2025 to M Corp, a company located in a
Notified Jurisdictional Area (NJA), for X 9.80 crores on FOB basis.

During the same financial year, identical goods were sold on CIF basis to unrelated customers
in Germany for X 10.70 crores. CIF sales included Ocean Freight and Insurance of 18
lakhs, and the company also provides After-sales support worth X12 lakhs to customers
(excluding M Corp). As per the Cost Plus Method, the ALP for identical goods is X 11.20 crores.

Required:

1. Compute the Arm'’s Length Price for the sale to M Corp.

2. Compute the increase in total income of Xenon India Ltd., if any.
Solution

Computation of Arm'’s Length Price of Products Sold to M Corp

Particulars Amount (X in Crores)

Price in Comparable Uncontrolled Transaction (CIF) 10.70

(a) Freight & Insurance Charges (0.18)
(b) After-sales Support (not given to M Corp) (0.12)
Arm’s Length Price (ALP) for Sale to M Corp 10.40

Computation of Increase in Total Income of Xenon India Ltd.

Particulars Amount X Cr)
ALP as computed above 10.40
HEess: Price; actually Hcharged to M CorpH H H H . 9.80
Increase in Total Incomee 0.60

Notes

1. Although ALP is also available under Cost Plus Method (X 11.20 Cr), CUP is considered Most
Appropriate Method here due to availability of comparable transaction.

2. As per Section 92C(2), where only one price is determined under the MAM, it shall be deemed
the ALP. Hence, no permissible +3% variation is allowed.

3. Second Proviso to Section 92C(2) rw.s 94A specifically disallows the 3% tolerance in
transactions with entities in Notified Jurisdictional Areas (NJA).

Directorate of Studies, The Institute of Cost Accountants of India (Statutory Body under an Act of Parliament)



Work Book : Direct Tax Laws and International Taxation

[llustration 6 [Sec. 94B]

Rosy Ltd. provides you the Profit and loss A/c for the Financial Year 2023-24 and Financial Year
2024-25:

X in lakhs
Particulars For the EY. | For the E. Particulars FortheEY. | For the EY.
2023-24 2024-25 2023-24 2024-25
Employees Benefit Expenses 390 402 | Gross Profit 2,030 1,780
In o F,;éid . L& . Inc; ............................... 562 .......................... 389 ............................................................. .
.4.6epreda;c“ion SO 250 .......................... 254 .............................................................
In . rféx ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 271 .......................... 332 .............................................................
.4.%’,4roﬁt tra,;lsferre& SR 557 403 .............................................................
Reserves
2,030 1,780 2,030 1,780

On 23rd June 2023, Rosy Ltd., an Indian Company borrowed X 120 crores from L & T Inc, a
company incorporated in Country X. The said loan is repayable over a period of 4 years. This loan
is guaranteed by Rite Ltd., a company incorporated in Country Y. Rite Ltd. holds 46% shares in
Rosy Ltd.

Calculate the income under the head Profits and Gains from business and profession of Rosy Ltd.
for the Assessment Year 2025-26, assuming the gross profit is calculated as per the provisions of
Income-tax Act and Depreciation is also as per Income-tax Rules. Give appropriate reasons of your
workings. Assume none of the companies are engaged in the business of banking.

Solution

If an Indian company, being the borrower, incurs any expenditure by way of interest in respect
of any debt issued by its non-resident associated enterprise and such interest exceeds X 1 crore,
then, the interest paid or payable by such Indian company in excess of 30% of its earnings before
interest, taxes, depreciation and amortization (EBITDA) or interest paid or payable to associated
enterprise, whichever is lower, shall not be allowed as deduction as per section 94B.

Further, where the debt is issued by lender which is not associated enterprise but an associated
enterprise provides an implicit or explicit guarantee to such lender, such debt shall be deemed
to have been issued by an associated enterprise and limitation of interest deduction would be
applicable.

In the present case, since Rite Ltd., a Country Y company, holds 46% share in Rosy Ltd., an Indian
company, i.e., more than 26% of voting power, Rite Ltd. and Rosy Ltd. are deemed to be associated
enterprise.
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Since loan 0of X120 crores taken by Rosy Ltd., an Indian company from L & T Inc., Country X company,
is guaranteed by Rite Ltd., an associated enterprise, such debt shall be deemed to have been issued
by an associated enterprise and interest paid or payable to L & T Inc. shall be considered for the
purpose of limitation of interest deduction under section 94B.

Computation of income under the head profits and gains of business or profession of Rosy Ltd

Particulars Amount
(X in lakhs)

Interest allowable u/s 94B for A.Y. 2024-24

Gross Profit 2,030

Less: Employee benefits expenses 390
EBITDA 1,640
miﬁterest pa'i“(‘i or payal;‘le toL & T Inc. 562

Lower of the following would be disallowed

- Total interest paid or payable in excess of 30% i.e., X 70 lakhs

EBITDA [X 562 lakhs - X 492 lakhs (i.e., 30% of X 1,640 lakhs)]

- Interest paid or payable to L & T Inc. X 562 lakhs

Interest to be disallowed as deduction for A.Y. 2024-25, which can be carried 70

forward up to 8 assessment years

Interest allowable u/s 94B for A.Y. 2025-26

Gross Profit 1,780

Less: Employee benefits expenses 402
EBITDA 1,378
mi‘f‘l"terest pa'i“(‘i or payat")"le toL & T Inc. 389

Lower of the following would be disallowed

- Total interest paid or payable in excess of 30% of Nil

EBITDA [ 389 lakhs - ¥ 413.40 lakhs (30% of X 1,378 lakhs)]

- Interest paid or payable to L & T Inc. X 389 lakhs

Interest to be disallowed as deduction for A.Y. 2025-26 Nil

Brought forward interest of A.Y. 2024-25 allowed as deduction against profits and

gains of A.Y. 2025-26 to the extent of maximum allowable interest expenditure

u/s 94Bi.e, X 24.4 lakhs [X 413.40 lakhs - X 389 lakhs]
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Total interest allowed in A.Y. 2025-26 [X 389 lakhs + X 24.40 lakhs] 413.40

Balance of amount of interest relating to AY 2024-25 is eligible for carried
forward i.e., X 45.60 lakhs (X 70 lakhs - X 24.40 lakhs) to 7 more subsequent
assessment years.

Income under the head profit and gains of business or profession of Rosy
Ltd. for A.Y. 2025-26

EBITDA 1,378.00
Less: Interest (maximum interest allowable as deduction u/s 94B) 413.40
Less: Depreciation (As per the Income-tax Act, 1961) 254.00
""""""" H Profit and gai"ns of bus{ness or pfofessioﬁu H 710.60

[llustration 7 [Sec. 94B]
Sunny Ltd. provides you the Profit and Loss Account for Financial Year 2023-24 and 2024-25:
(X in lakhs)

Particulars FY 2023- | FY 2024- | Particulars FY 2023- FY 2024-
24 25 24 25
Employees Benefit 480 510 | Gross Profit 2400 2200
Expenses
Interest paid to Z Inc. 750 350
Depreciation 320 640
Income Tax 300 300
Profit transferred to 550 400
Reserves
Total 2400 2200 | Total 2400 2200

On 15th May 2023, Sunny Ltd. (Indian Company) borrowed X 150 crores from Z Inc. (incorporated in
Country A). The loan is repayable over 5 years and guaranteed by Sky Ltd., a company incorporated
in Country B. Sky Ltd. holds 40% shares in Sunny Ltd.

Compute income under the head “Profits and Gains from Business and Profession” of Sunny Ltd.
for AY 2025-26. Assume Gross Profit and Depreciation figures comply with Income-tax Act and
Rules. None of these companies are banking entities.
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Solution

Step 1: Computation of EBITDA for FY 2023-24:

EBITDA =X 2400 - X 480 [i.e., employees benefits expenses] =X 1920 lakhs
¢ 30% of EBITDA =X 576 lakhs

o Interest paid: X 750 lakhs

o Allowed Interest: X 576 lakhs

¢ Interest disallowed and carried forward: X 174 lakhs

Step 2: Computation of EBITDA for FY 2024-25:

EBITDA =X 2200 - X 510 [i.e., employees benefits expenses] =X 1690 lakhs
e 30% of EBITDA =X 507 lakhs

¢ Interest paid in current year: X 350 lakhs

e Add: Interest carried forward: X 174 lakhs

o Total interest available: X 524 lakhs

¢ Allowed interest (lower of X 524 lakhs or X 507 lakhs): X 507 lakhs

¢ Interest disallowed and carried forward: X 17 lakhs

Step 3: Income under the head Profit and gains of business or profession for AY 2025-26:

Particulars Amount (X in lakhs)
Gross Profit 2,200
Less AllowableHExpenses """"""""""""
N.‘].E;lployees Benéfit Expenses“ """"""" (510)
N.‘]S‘;preciation (I’i‘ rules) H H (640)
miﬁt”erest (allowe"d as above) H H (507)
Profit and gains of business or profession 543

Interest of X 17 lakhs disallowed in PY 2024-25 is eligible to carry forward further
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