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ADVANCED CORPORATE TAX ACCOUNTING
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1. All questions are compulsory.
2. Figures to the right indicate marks.
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English Version

Que-1 April 1, 2016, X Ltd. commences the operation of a warchousing facility in Andhra Pradesh for
storage of agricultural produce. The following Information Is available from the records of company.
Expenses of April 1, 2016.

Particulars Rs.

Purchase of Land for warehouse 50,00,000
Construction cost of warehouse 8,00,000
Purchase of know-how for warehouse 10,00,000
Salary of Staff 78,000
These expenses are capitalized on march 31, 2016. The following expenses during

2016-17.

Construction cost of warehouse 60,00,000
Purchase of old plant and machinery (from domestic market) 2,00,000
Purchase of old plant and machinery (from Germany) 4,00,000
Purchase of new plant and machinery 9.00,000
Purchase of goodwill 3,50,000

Statement of Profit and Loss for the year 2016-17.

Particulars Rs. Particulars Rs.
Depreciation of construction 3,40,000 | Amount collected from persons 78,00,000
cost of warehouse (5%) using warehouse
Depreciation of machinery 3,50,000
(23.333%)

Cost of know-how (Written 10,00,000

off)

Other operating expenses 7,51,000

Donation to a political party 59,000

Net Profit 53,00,000

78,00,000 78,00,000
Out of other operating expenses, a payment of Rs.40,000 Is made In cash. Other operating expenses
are deductible under section 37. Find out the taxable Income of X Ltd. for the assessment year 2017-
18 on the assumption that X Ltd. has the following Income from other sources-Income from the
business of commission agency Rs.22,15,000 (computed under the provisions of the Income-tax Act.)
and dividend from a foreign company Rs.60,000. Assume that depreciation Is not available on
goodwill.
OR
Que-1 X Ltd. a closely-held Indian company is engaged in the business of manufacture of chemical goods

(value of Plant and machinery owned by the company is Rs.55 Lakh). The following informations for

the financial year 2016-17 are given.

For Tax purposes the company wants to claim the following Deduction under section 80-1 B (30

Particulars Rs.
Sale proceeds of goods (domestic sale) 22,23,900
Sale proceeds of goods (export sale) 5,76,100
Amount withdraw from general reserve (Reserve was created in 2,00,000
1997-98 by debiting statement of profit and Loss)
Amount withdrawn from Revaluation Reserve 1,50,000
Total 31,50,000
Less: Expenses.
Depreciation (Normal) 6,16,000
Depreciation (Extra depreciation because of Revaluation) 2,70,000
Salary and wages 2,10,000
Income Tax 3,60,000
Outstanding customs duty (not paid as yet) 17,500
Proposed dividend 60,000
Consultation fees paid to a Tax Expert 21,000
Other expenses 1,39,000
Net Profit 14,56,500

percent of Rs.14,56,500).
Depreciation under section 32 (Rs.5,36,000)
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Que-2

Que-2

Que-3

Que-3

Que-4

The company wants to set off the following Losses/allowances.

Particulars For Tax purposes For accounting purposes
Rs. Rs.
Brought forward Loss of 2010-11 14,80,000 4,00,000
Unabsorbed depreciation - 70,000

Compute the net Income and Tax Liability of X Ltd. The assessment year is 2017-18. X Ltd. gets a
deemed Long-term capital gain of Rs.60,000 (under section 54 D (2)) which Is not credited in
statement of Profit and Loss.

X Ltd. Is a widely-held company. It is currently considering a major expansion of its production
facilities and the following alternatives are available.

Particular Alternative-1 Rs. Alternative-2 Rs., Alternative-3 Rs.
Share Capital 5,00,00,000 2,00,00,000 1,00,00,000
14% Debentures - 2,00,00,000 1,50,00,000
Loan from bank (@ 18 - 1,00,00,000 2.,50,00,000
percent)

Expected Rate of Retumn (before tax) ss 25 percent. The Rate of dividend of the company since 1990 is
not Less than 20 percent and the date of dividend declaration is June 30 every year. Calculate decision
of capital structure.
OR

X Purchases 1000 Equity shares in A Ltd. at the Rate of Rs.16 per share (brokerage: 1 percent) on
December 10, 1979. He gets 500 bonus shares on January 10, 1984. Fair market value of shares of A
Ltd. on April 1, 1981 is Rs.24. on March 13, 2017, he transfers 1000 original shares @ Rs.81 Rate per
share (brokerage 1.5 percent)

In March 15, 2017, he transfers 500 bonus shares @ Rs.87 per share (brokerage 1.5 percent): find

out the amount of capital gains on the assumption the securities Transaction Tax Is not applicable.
(2016-17 Index cost 1125)
X Ltd. an Indian Company, engaged in the business of manufacture of Transformers and switch gears
negotiates for the purchase or taking on hire a machine from a concern in U.K. If It a requires the
machine, then the total cost will be Rs.60,00,000 payable In 5 annual (Interest-free) installments of
Rs.12,00,000 each, The payments to be made on July 1 each year beginning with the year 2017. If it
takes the machine on hire, It has to pay an annual Rent of Rs.8,00,000 also payable on July 1 each year
starting from the same year 2017. The company proposes to use the machine for 10 years from 2017.
The following assumptions have been made.

(1) The company is a widely-held company and tax Rate is 34.608 percent.

(2) Rate of depreciation on machinery is 15 percent.

(3) Cost of capital is assumed as 10 percent.

Should machine be purchased or taken on hire? (Tax Saving on account of depreciation Rate 19-
184%)

OR
XYZ Ltd. needs a component in an assembly operation. It is contemplating the proposal to either make
or by the aforesaid component.

(1) If the company decides to make the product itself, then It would need to buy a machine for
Rs.8 Lakh which would be used for 5 years. Manufacturing cost in each of the five years
would be Rs.12 Lakh, Rs.14 Lakh, Rs.16 Lakh, Rs.20 Lakh and Rs.25 Lakh respectively. The
Relevant depreciation Rate is 15 percent. The machine will be sold for Rs.1 Lakh at the
beginning of the sixth year.

(2) If the company decides to buy the component from a supplier the component would cost
Rs.18 Lakh, Rs.20 Lakh, Rs.22 Lakh, Rs.28 Lakh and Rs.34 Lakh respectively in each of the
five year.

The Relevant Discounting Rate and tax Rate are 14 percent and 34.608 percent respectively.
Additional depreciation is not available. Should XYZ Ltd. make the component or buy it from
outside?

Write notes on the following (any three).

(1) Tax avoidance.

(2) Tax Evasion.

(3) Tax Planning and Tax management.

(4) Free Trade zone.

(5) Export.

(6) Merits and demerits of Tax Planning.
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