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Test Series: March, 2019 

MOCK TEST PAPER - 1 

FINAL (NEW) COURSE: GROUP - II 

PAPER – 7: DIRECT TAX LAWS AND INTERNATIONAL TAXAXTION 

Working Notes should form part of the answer. Wherever necessary, suitable assumptions may be made by the 

candidates and disclosed by way of a note. However, in answers to Question in Division A, working notes are 

not required. 

All questions relate to Assessment Year 2019-20, unless stated otherwise in the question. 

Time Allowed – 3 Hours Maximum Marks – 100 

Division A – Multiple Choice Questions 

Write the most appropriate answer to each of the following multiple choice questions by choosing one 

of the four options given. All questions in this division are compulsory. 

1. ABC Ltd. owns the following assets on 01.04.2018: 

Assets Rate of Depreciation WDV on 01.04.2018 

Plant A 15% 3,50,000 

Plant B 15% 1,75,000 

On 10.06.2018, the company acquires Plant C for Rs. 25,000 (rate of depreciation is 15%). The company 

sells the following assets during the previous year 2018-19: 

Assets Sale consideration Expenses on transfer 

Plant A 2,25,000 12,000 

Plant B 3,50,000 - 

Plant C 85,000 200 

Determine the amount of depreciation and capital gains for the A.Y. 2019-20 in the hands of ABC Ltd. 

Further, is it possible for ABC Ltd. to avoid tax on capital gains? 

(a) Depreciation: Nil and Short term capital gain: Rs.97,800. Further, it is not possible for ABC Ltd. to 

avoid tax on capital gains. 

(b) Depreciation: Rs.82,500 and Short term capital gain: Rs.1,80,300. Further, it is not possible for ABC 

Ltd. to avoid tax on capital gains. 

(c) Depreciation: Nil and Short term capital gain: Rs.97,800. Further, ABC Ltd. can avoid tax on capital 

gains if it purchases another plant (eligible for depreciation @15%) during the  previous year 2018-19 

of Rs.97,800 or more. 

(d) Depreciation: Nil and Short term capital gain: Rs.1,10,000. Further, ABC Ltd. can avoid tax on capital 

gains if it purchases another plant (eligible for depreciation @15%) during the previous year 2018 -19 

of Rs.1,80,300 or more. (2 Marks) 

2. During the P.Y. 2018-19, R & Partners, a partnership firm, purchased the following assets on 15.06.2018: 

 Machine A for Rs.8,00,000 (Rs.4,50,000 paid in cash and balance transferred through NEFT) 

 Machine B for Rs.4,00,000 (Rs.2,00,000 paid through a bearer cheque and balance amount paid 

through account payee cheque) 
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 Machine C for Rs.7,00,000 (Rs.2,50,000 paid through account payee bank draft and balance amount 

paid in cash) 

 Machine D for Rs.6,50,000 (whole amount transferred through RTGS) 

For Machine B, a cash subsidy of Rs.40,000 was received by the firm from the Government. Compute the 

total amount of actual cost of the block of machinery in the hands of the firm.  

(a) Rs.25,10,000 

(b) Rs.14,50,000 

(c) Rs.14,10,000 

(d) Rs.16,10,000 (2 Marks) 

3. Ashiyana Ltd., a domestic company, has distributed on 15/11/2018, dividend of Rs.350 lakh to its 
shareholders. On 20/10/2018, Ashiyana Ltd. has received dividend of Rs.90 lakh from its domestic 
subsidiary company Luxury Ltd., on which Luxury Ltd. has paid dividend distribution tax under section 
115-O. The additional income-tax payable by Ashiyana Ltd. under section 115-O is – 

(a) Rs.45.4272 lakhs 

(b) Rs.53.4438 lakhs 

(c) Rs.52.9299 lakhs 

(d) Rs.44.9904 lakhs (2 Marks) 

4. Which of the following individuals would be entitled to opt for presumptive taxation schemes under the 
Income-tax Act, 1961 for A.Y.2019-20? 

(i) A retail trader having turnover of Rs.2 crore during the previous year 2018-19 

(ii) A practising CA having gross receipts of Rs.92 lakhs during the previous year 2018-19. 

(iii) A wholesale trader having turnover of Rs.1.96 crore during the previous year 2018 -19. 

(iv) A doctor having gross receipts of Rs.50 lakhs during the previous year 2018 -19 

(v) Individual owning 8 goods carriages as on 1.4.2018.  He purchased 4 goods carriages on 1.5.2018 
and sold 2 goods carriages on 1.7.2018. 

(a) (i), (iii) & (iv) 

(b) (iii) & (v) 

(c) (i), (iii), (iv) & (v) 

(d) (i), (ii), (iii), (iv) & (v) (2 Marks) 

5. Mr. Akash and Mr. Manish are partners in AM & Co. They were engaged in business of selling packaging 
material in the state of UP. In order to save tax, they sold goods to their respective HUFs. HUFs further 
sold goods to their customers. This arrangement led to tax saving of Rs.2 lac for A.Y. 2019-20 by AM & 
Co. Revenue took a stand that this is a case of “Tax Evasion” and issued notice u/s 148 to the firm AM & 
Co. On the basis of judicial decisions, what is the correct nature of this arrangement undertaken by Mr. 
Akash and Mr. Manish: 

(a) Tax Planning 

(b) Tax Avoidance 

(c) Tax Evasion 

(d) Tax Management  (2 Marks) 

© The Institute of Chartered Accountants of India



3 

6. PQR Ltd. took on sub-lease a building from Ms. Sara with effect from 1.7.2018 on a rent of Rs.20,000 per 

month.  It also took on hire machinery from Ms. Sara with effect from 1.10.2018 on hire charges of 

Rs.15,000 per month.  PQR Ltd. entered into two separate agreements with Ms. Sara for sub-lease of 

building and hiring of machinery. Which of the following statements are correct with reference to PQR 

Ltd.'s liability to deduct tax at source, assuming that one-month's rent was received as security deposit, 

which is refundable at the end of the lease period? 

(a) No tax needs to be deducted at source since rent for building does not exceed Rs.1,80,000 p.a. and 

rent for machinery also does not exceed Rs.1,80,000 p.a.  Security deposit refundable at the end of 

the lease term is not rent for the purpose of TDS 

(b) Tax has to be deducted@10% on rent of Rs.2,00,000 (including security deposit) for building, but no 

tax needs to be deducted on rent for machinery (including security deposit), since the same does not 

exceed Rs.1,80,000. 

(c) Tax has to be deducted@10% on Rs.2,00,000 and @2% on Rs.1,05,000 (i.e. rent including security 

deposit) 

(d) Tax has to be deducted@10% on Rs.1,80,000 and @2% on Rs.90,000. Security deposit refundable 

at the end of the lease period is not rent.   (2 Marks) 

7.  Mr. X acquired a house property at Delhi from Mr. Y, a resident, for a consideration of Rs.85 lakhs, on 

21.7.2018. On the same day, Mr. X made two separate transactions, thereby acquiring an urban plot in 

Gwalior from Mr. C for a sum of Rs.50,00,000 and rural agricultural land from Mr. D for a consideration of 

Rs.60 lakhs.  Which of the following statements are correct? 

(a) No tax deduction at source is required in respect of any of the three payments.  

(b) TDS@1% is attracted on all the three payments. 

(c) TDS@1% on Rs.85 lakhs and Rs.50,00,000 are attracted.  No TDS on payment of Rs.60,00,000 for 

acquisition of rural agricultural land 

(d) TDS@1% on Rs.85 lakhs is attracted.  No TDS on payments of Rs.50,00,000 and Rs.60,00,000. 

(2 Marks) 

8. Mr. Rakesh, a non-resident individual aged 61 years, has not furnished his return of income for A.Y.2019-

20. However, the total income assessed in respect of such year under section 144 is Rs.13 lakh.  

Determine the quantum of penalty leviable under section 270A? 

(a) Penalty leviable is Rs.2,10,600, being tax payable on total income of Rs.13 lakh 

(b) Penalty leviable is Rs.1,05,300, being 50% of tax payable on Rs.13 lakh 

(c) Penalty leviable under section 270A is Rs.66,300, being 50% of  tax payable on under-reported 

income of Rs.10.50 lakhs (i.e., Rs.13 lakhs - basic exemption limit of Rs.2.50 lakhs) 

(d) Penalty leviable under section 270A is Rs.58,500, being 50% of tax payable on under-reported 

income of Rs.10 lakhs (i.e., Rs.13 lakhs - basic exemption limit of Rs.3 lakhs)  (2 Marks) 

9. Mr. X received an assessment order dated 11.11.2018 on 15.11.2018 wherein his total income was 

assessed at Rs.20 lakh. The returned income of X was Rs.5 lakh. However, Mr. X did not accept the 

assessment order and filed an appeal against the same before the Commissioner of Income Tax 

(Appeals). Now, while contesting the appeal, he wishes to submit some evidences that were not submitted 

by him before the Assessing Officer. As the Tax Consultant of Mr. X, what will be your advise to him 

regarding the submission of the said evidences? 
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(a) Commissioner of Income Tax (Appeals) has no power to accept any evidences other than the 

evidences already submitted before the Assessing Officer.  

(b) Commissioner of Income Tax (Appeals) may accept the additional evidences if the conditi ons given 

in Rule 46A(1) of the Income-tax Rules, 1962 are satisfied.  

(c) Commissioner of Income Tax (Appeals) may accept the additional evidences if the conditions given 

in Rule 46(1) of the Income-tax Rules, 1962 are satisfied.   

(d) Commissioner of Income Tax (Appeals) has no power to reject any evidences which the Appellant 

wishes to submit before him during the appellate proceedings.  (2 Marks) 

10. For A.Y. 2017-18, XYZ Ltd. filed its return of income on 14.09.2017 declaring total income of Rs.80 Lakhs. 

The Assessing Officer issued notice under Section 143(2) to XYZ Ltd. on 23.09.2018 stating that there are 

certain points in connection with the return of income submitted by the Company on which he would like  to 

seek some other information. The Company attended the assessment proceedings and the Assessment 

Order for A.Y. 2017-18 was passed under Section 143(3) by the Assessing Officer on 31.05.2020. 

Determine whether the said Assessment Order is barred by limi tation. 

(a) Yes, the Assessment Order is barred by limitation as the time limit for passing Assessment Order 

expired on 31.12.2019. 

(b) Yes, the Assessment Order is barred by limitation as the time limit for passing Assessment Order 

expired on 31.03.2020. 

(c) No, the Assessment Order is not barred by limitation as the time limit for passing Assessment Order 

expires on 31.12.2020. 

(d) No, the Assessment Order is not barred by limitation as the time limit for passing Assessment Order 

expires on 31.03.2021.  (2 Marks) 

11. An Assessing Officer entered a hotel run by a person, in respect of whom he exercises jurisdiction, at 8.30 

p.m. for the purpose of collecting information, which may be useful for the purposes of the Act. The hotel 

is kept open for business every day between 8 a.m. and 10 p.m.  As per the provisions of section 133B, 

(a) The A.O. cannot enter the premises at 8.30 p.m. since it is after sunset  

(b) The A.O. can enter premises at 8.30 p.m. and take away books of account kept at the hotel after 

taking prior approval of the Principal Chief Commissioner or Chief Commissioner. 

(c) The A.O. can enter premises at 8.30 p.m. and take away books of account kept at the hotel after 

recording reasons for doing so. 

(d) The A.O. can enter premises at 8.30 p.m. but cannot take away books of account kept at the hotel. 

(1 Mark) 

12. In the course of search operations under section 132 in the month of May, 2019, Mr. Anurag makes a 

declaration under section 132(4) on the earning of income not disclosed in respect of P.Y. 2018 -19. He 

also explains the manner in which he has derived such income and he pays the tax together with interest 

on such income and declares such income in the return of income filed by him in the month of July, 2019.  

Is penalty leviable in this case? 

(a) No penalty is attracted since Mr. Anurag has voluntarily made a declaration under section 132(4). 

(b) Penalty@10% of undisclosed income would be attracted even if Mr. Anurag has voluntarily made a 

declaration under section 132(4). 
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(c) Penalty@30% of undisclosed income would be attracted even if Mr. Anurag has voluntarily made a 

declaration under section 132(4). 

(d) Penalty@60% of undisclosed income would be attracted even if Mr. Anurag has voluntarily made a 

declaration under section 132(4).  (1 Mark) 

13. After serving proper notice under the respective sections, which of the following assessments can be 

concluded without giving opportunity of being heard to assessee? 

(a) Assessment under section 143(3) 

(b) Re-assessment under section 147 

(c) Assessment under section 144 

(d) Assessment under 153A in conformity with the directions issued under section 144C(5) (1 Mark) 

14. What is the time limit for completion of assessment where reference is made to TPO during the course of 

proceeding for reassessment u/s 147, where notice is served on 28.3.2019? 

(a) 31.12.2021 

(b) 30.09.2021   

(c) 31.03.2021 

(d) 31.12.2020  (1 Mark) 

15. A Foreign Institutional Investor (FIl) has total income which includes short -term capital gains on sale of 

preference shares of Rs.50 lakh. The rate of tax for charging such income to tax is:  

(a) 10% 

(b) 15% 

(c) 30% 

(d) 40% (1 Mark) 

16. The provision relating to limitation of interest deduction in respect of debt issued by a non -resident 

associated enterprise would not apply where the expenditure by way of interest or similar nature is – 

(a) Rs.2.10 crore 

(b) Rs.2 crore 

(c) Rs.1.50 crore 

(d) Rs.1 crore (1 Mark) 

17. A Bench of the Authority for Advance Rulings (“AAR”) consists of a Chairman/Vice -chairman, one revenue 

member and one law member. An Assessee filed an application before the AAR pertaining to 

interpretation of certain provisions of the Income-tax Act, 1961. Determine which of the following persons 

can be a revenue member of the AAR for the purpose of adjudicating the said applicat ion? 

(a) A person from the Indian Revenue Service who is qualified to be a member of CBDT 

(b) A person from the Indian Customs and Central Excise Service who is qualified to be a member of 

CBEC 

(c) A member from the Indian Legal Service 

(d) Any person from the Indian Revenue Service  (1 Mark) 
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18. In order to claim relief under the tax treaty in India, a non-resident – 

(a) Should have a business presence in India 

(b) Should produce his Permanent Account Number 

(c) Should produce Tax Residency Certificate (TRC) 

(d) Should produce his income-tax return filed in the home country (1 Mark) 

19. Interest income earned by a non-resident during the P.Y. 2018-19 on bonds, issued by ABC Ltd., an 

Indian company, under a scheme notified by the Central Government, which were purchased by him in 

convertible foreign currency, is – 

(a) Taxable @10% 

(b) Taxable @15% 

(c) Taxable @20% 

(d) Not taxable  (1 Mark) 

20. A Ltd., an Indian company, has a wholly owned subsidiary in Sri Lanka, and it extends corporate 

guarantee to the said non-resident subsidiary.  If the amount guaranteed is Rs.190 crore, the Assessing 

Officer has to accept the guarantee fee declared by A Ltd. for F.Y.2018-19, if the guarantee fee declared 

is – 

(a) Rs.95 lakhs 

(b) Rs.1 crore 

(c) Rs.1.9 crore 

(d) Either (a) or (b) (1 Mark) 

Division B – Descriptive Questions 

Question No. 1 is compulsory 

Attempt any four questions from the remaining five questions 

1.  The profit as per the statement of profit and loss of Harsha Ltd. for the year ended on 31.3.2019 is 

Rs.14,25,000 arrived at after making the following adjustments: 

 Particulars Rs. 

(i) Provision for loss of subsidiary 70,000 

(ii) Interest on deposit credited to buyers on 28.2.2019 for advance received from 

them, on which TDS was deducted in May 2019 and was deposited on 24.8.2019 

1,00,000 

(iii) Provision for income-tax 1,05,000 

(iv) Expenses on purchase/sale of equity shares 15,000 

(v) Income from units of UTI 75,000 

(vi) Depreciation 3,60,000 

(vii) Long term capital gain on sale of equity shares on which securities transaction tax 

was paid at the time of acquisition and sale 

3,60,000 

 The company provides the following additional information:  

(i)  Depreciation includes Rs.1,50,000 on account of revaluation of fixed assets. 
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(ii)  Depreciation allowable as per Income-tax Rules is Rs.2,80,000. 

(iii)  Brought forward loss or unabsorbed depreciation: 

F.Y. Amount as per books Amount as per Income-tax 

 Loss (including 

depreciation) 

Rs. 

Depreciation 

 

Rs. 

Loss (including 

depreciation) 

Rs. 

Depreciation 

 

Rs. 

2015-2016 5,50,000 3,00,000 4,50,000 2,50,000 

2016-2017 2,70,000 2,70,000 2,80,000 1,80,000 

2017-2018 6,65,000 3,15,000 3,30,000 2,10,000 

(iv) revaluation surplus for assets of Rs.1,50,000 in accordance with the Ind AS 16 and Ind AS 38 to 

credited to other comprehensive income. 

You are required to:   

(i)  compute the total income of the company for the assessment year 2019-20 giving the reasons for 

treatment of items and  

(ii) examine the applicability of section 115JB of the Income-tax Act, 1961, and compute book profit and 

the tax credit to be carried forward. 

Assume the tax rate applicable to Harsha Ltd for the P.Y. 2018-19 is 30%.  (14 Marks) 

2 (a) (i) PQR Limited has the following carried forward losses as assessed till the Assessment Year 

2018-19: 

 Particulars Rs. (in lacs) 

(i) Speculative Loss    4  

(ii) Unabsorbed Depreciation 18 

(iii) Unabsorbed expenditure of capital nature on scientific research   2  

(iv) Business Loss 120 

   PQR Limited was amalgamated with LMN Limited on 01.04.2018. All the conditions of section 

2(1B) were satisfied. 

 LMN Limited has computed a profit of Rs.130 lacs for the financial year 2018-19 before setting 

off the eligible losses of PQR Limited but after providing depreciation at 15% per annum on  

Rs.150 lacs, being the consideration at which plant and machinery were transferred to LMN 

Limited. The written down value as per Income-tax record of PQR Limited as on 1st April, 2018 

was Rs.100 lacs. 

 LMN Limited also has speculative profit of Rs.10 lacs during the F.Y. 2018-19.  

 Compute the total income of LMN Limited for Assessment Year 2019-20 and indicate the losses/ 

other allowances to be carried forward by it.    (5 Marks) 

(ii)  Shipra Ltd. was incorporated on 1.7.2017. It is engaged in innovation, development or 

improvement of new products and it holds a certificate of eligible business from the notified 

Inter-Ministerial Board of Certification.  
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The quantum of turnover and profits and gains from such business for different years are as 

follows: 

Previous Year Turnover (Rs. in crore) Business income (Rs. in 
lakh) 

2017-18 13.89 (1.29) 

2018-19 19.72 4.32 

2019-20 21.21 5.52 

2020-21 23.32 8.05 

2021-22 23.98 9.98 

2022-23 24.32 8.15 

2023-24 24.72 9.12 

Is Shipra Ltd. eligible for any tax benefit under the provisions of the Income-tax Act, 1961 for 

A.Y. 2019-20? If yes, what is the benefit available?  (3 Marks) 

(b)  Compute the total income and tax liability of Ms. Ayushi, an Indian resident aged 30, from the 

following information furnished by her for the P.Y. 2018-19: 

Particulars (` In lacs) 

Income from playing tennis matches in country X 14.00   

Agricultural income from land situated in Country X 3.00 

Tax paid in country X 3.00 

Income from playing tennis matches in India 21.00 

Deposit in PPF 1.50 

Medical expenditure paid for her mother aged 75 years (paid through credit card), 
who is not dependent on her and no insurance is taken on her health. 

0.60 

There is no Double Taxation Avoidance Agreement between Indian and country X. Agricultural 

income of Rs.3 lakhs is exempt in Country X. (6 Marks) 

3. (a)  (i) Sheetal charitable trust, having its main object as medical relief, earned the following income 

during the P.Y.2018-19: 

 Particulars ` in lakh 

(i) Dividend income 0.70 

(ii) Income from mutual funds specified under section 10(23D) 0.65 

(iii) Agricultural income 2.75 

The trust claims exemption under section 10(1), 10(34) and 10(35) in respect of its agricultural 

income, dividend and income from mutual funds, respectively, without complying with the 

conditions laid down under section 11.  

Examine the correctness or otherwise of the claims made by the charitable trusts, registered 

under section 12AA, while computing income for the P.Y.2018-19: (3 Marks) 

(ii)  A public charitable trust, running a hospital, registered under section 12AA furnished the 

following particulars for the previous year ending 31.3.2019:       
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  (Rs. in Lacs) 

(a) Income from properties held by trust 10 

(b) Income from business (incidental to main objects) 4 

(c) Voluntary contributions from public 7 

(d) Anonymous Donations 10 

(e) Excess of expenditure over income in the P.Y. 2017-18 1 

Gross receipts from the hospital are Rs. 98 lacs. The trust applied a sum of Rs.11.50 lacs 

towards charitable purposes during the year which includes Rs.4 lakhs, being the amount 

applied for the benefit of the founder of trust. The trust repaid the loan taken for construction of 

orphanage of Rs.4 lacs. 

 You are required to compute the total income of the trust in such a manner that it can avail the 

optimal benefit within the four corners of the Income-tax Act, 1961 (5 Marks) 

(b) (i) A Ltd., a resident Indian company, on 1.4.2018 has borrowed Rs.100 crore from M/s Solid Inc., 

a company incorporated in US, at an interest rate of 9% p.a. The said loan is repayable over a 

period of 10 years. Further, loan is guaranteed by M/s X Inc incorporated in US. X Inc. holds 

share carrying 30% of voting power in A Ltd.  

  The EBITDA of A Ltd. was Rs.10 crore. Calculate the amount of interest to be disallowed under 

the head “Profits and gains of business or profession” in the computation of A Ltd.  

(3 Marks) 

 (ii) Mr. Kumar, a non-resident individual, is due to receive interest of Rs.4 lakhs during February 

2019 from a notified infrastructure debt fund eligible for exemption under section 10(47). He 

incurred expenditure amounting to Rs.15,000 for earning such income. Assuming that Mr. 

Kumar is a resident of a NJA, discuss the tax implications under section 94A, read with 

sections 115A and 194LB. (3 Marks) 

4.  (a)  (i)  Jaya Bank credited Rs.65,50,000 towards interest on the deposits in a separate account for 

macro-monitoring purposes by using Core-branch Banking Solutions (CBS) software. No tax 

was deducted at source in respect of interest on deposits so credited even where the interest in 

respect of some depositors exceeded the limit of Rs.10,000. 

The Assessing Officer disallowed 30% of interest expenditure, where the interest on time 

deposits credited exceeded the limit of Rs.10,000 and also levied penalty under section 271C. 

Decide the correctness of action of the Assessing Officer.                  (4 Marks) 

(ii) Examine in the context of provisions contained in Chapter XVII of the Act and also work out the 

amount of tax to be deducted by the payer of income in the following cases:  

(I) "Profit Commission" of Rs.1 lac paid on 18.7.2018 by a re-insurance company to the 

insurer company after the expiry of the term of insurance and where there was no claim 

during the treaty. 

(II) Amit, a part time director of ABC Pvt. Ltd. was paid an amount of Rs.3,10,000 as fees 

which was actually in the nature of commission on sales for the period 1 .4.2018 to 

30.6.2018. (4 Marks) 

 

 

 (b) (i) Bright Ltd. is an Indian Company involved in manufacturing and trading in Video games under 
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the brand name “FUNTIME”. In order to expand its exports sale, it launched a massive publicity 

campaign in foreign market. For the purpose of online advertising, it hired the Sunshine Inc., a 

Japanese based company which has no permanent establishment in India and paid Rs.15 lakhs 

for its services in the previous year 2018-19.  

 Discuss the tax and TDS implications of such transaction both in the hands of Bright Ltd. and 

Sunshine Inc.      (3 Marks) 

(ii) “The Authority for Advance Rulings has the powers of compelling the production of books of 

account”. Examine the correctness or otherwise of this statement.      (3 Marks) 

5.  Attempt either 5(a)(i) OR 5(a)(ii) 

 (a) (i)  On 27th August, 2018, a search was conducted under section 132 in the business premises of 

Kabir. At that time, reassessment proceeding under section 147 for A.Y. 2015-16 and 

assessments under section 143(3) for A.Y. 2016-17 and A.Y. 2017-18 were pending before the 

Assessing Officer. 

(I) What are the assessment years for which notice can be issued for  making post-search 

assessment? 

(II)  What would be the fate of pending assessments and reassessment?      (4 Marks) 

OR 

(ii)  Examine  the correctness or otherwise of the following propositions in the context of the Income -

tax Act, 1961: 

(I)  At the time of hearing of rectification application, the Income-tax Appellate Tribunal can re-

appreciate the evidence produced during the proceedings of the appeal hearing.  

(II)  The High Court cannot interfere with the factual finding recorded by the lower authorities  

and the Tribunal, without any valid reasons. (4 Marks) 

(iii)  The following are the particulars furnished by Dreamland Ltd. for A.Y.2019-20. 

 Particulars of total income (Rs.) 

(1) As per the return of income furnished u/s 139(1) (10,00,000) 

(2) Determined under section 143(1)(a) (5,00,000) 

(3) Assessed under section 143(3) (2,50,000) 

(4) Reassessed under section 147 7,00,000 

Is penalty leviable under section 270A on Dreamland Ltd., and if so, what is the quantum of 

penalty? 

Note - The total turnover of Dreamland Ltd. for the P.Y.2016-17 was Rs.250 crore.  (4 Marks) 

(b) Explain the following terms in the context of interpretation of tax treaties:  

(i) Principle of Contemporanea Expositio 

(ii) Teleological Interpretation.                         (6 Marks) 

 

 

6.  (a) (i) Mr. Akash, an individual, has deposited with Tri Finance & Investment Ltd., a residuary non-
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banking company, Rs.15,000 on 10th July, 2016 for 48 months by bearer cheque and made 

another deposit of Rs.15,000 on 1st August, 2018 in cash to purchase a new certificate of 48 

months tenure. 

On 25th March, 2019, Mr. Akash has applied for premature withdrawal against both the 

certificates. On 27th March, 2019, the company has paid him Rs.16,500, by a bearer cheque, 

against principal and interest, due against his first certificate (purchased in 2016) and Rs.15,300 

in cash on 28th March, 2019, against the second certificate. 

Discuss the violation of income tax provision, if any, and consequential penalty for each 

transaction.  (4 Marks) 

(ii)  As per the provisions of a tax treaty between India and Country A, any capital gains arising from 

the sale of shares of an Indian company would be taxable only in Country A, if the transferor is 

a resident of Country A except where the transferor holds more than 10% interest in the capital 

stock of Indian company.  

 A company, X Ltd., being resident in Country A, makes an investment in an Indian company 

through two wholly owned subsidiaries (L Ltd. and M Ltd.) located in Country A. Each subsidiary 

holds 9.95% shareholding in the Indian Company, the total adding to 19.9% of equity of Indian 

company. The subsidiaries sell the shares of Indian company and claim exemption as each is 

holding less than 10% equity shares in the Indian company. Can GAAR be invoked to deny 

treaty benefit? 

 Note - The applicable tax rate on capital gains in Country A is 5%.     (4 Marks) 

 (b)  (i)  Ziasha Inc, a company incorporated in Japan, was engaged in manufacture, trade and supply 

equipment and services for GSM Cellular Radio Telephones Systems. It supplied hardware and 

software to various entities in India. Software licensed by assessee embodied the process which 

is required to control and manage the specific set of activities involved in the business u se of its 

customers, and also made available to its customers, who used it to carry out their business 

activities. The Assessing Officer contented that the consideration for supply of software 

embedded in hardware is 'royalty' under section 9(1)(vi) 

Examine the correctness of the action of the Assessing Officer assuming that the software that 

was loaded on the hardware and embedded in the system does not have any independent 

existence. (4 Marks) 

(ii)  Kevin, a foreign national and a match referee came to India for T-20 matches and other match 

tournaments during the P.Y. 2018-19 for 45 days. He received Rs.9.6 lakhs for T-20 matches in 

India. When he stayed in India, he also won a prize of Rs.25,000 from horse racing in Delhi. He 

has no other income in India during the year. Compute tax liability of Kevin for Assessment Year 

2019-20.  (2 Marks) 
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