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PGBP TEST PAPER -1- SOLUTION: 
 

MULTIPLE CHOICE QUESTIONS: 
Q1. X Ltd. is engaged in the business of letting out of properties. As per the 

memorandum of association of X Ltd., letting out of properties is its main objective. 
The total income of X Ltd. comprises only of rental income from the business of 
letting out of properties.  Y Ltd. is engaged in the construction and sale of 
properties, which is also its main objective as per its memorandum of association. 
Incidentally, it lets out some properties which are held as stock-in-trade and earns 
rental income therefrom. Which of the following statements are correct? 
(a) Rental income from letting out of properties by X Ltd. and Y Ltd. is taxable 

under the head “Income from house property” 
(b) Rental income from letting out of properties by X Ltd. and Y Ltd. is taxable 

under the head “Profits and gains of business or profession” 
(c) Rental income from letting out of properties by X Ltd. is taxable under the 

head “Income from house property” and by Y Ltd is taxable under the head 
“Profits and gains of business or profession” 

(d) Rental income from letting out of properties by Y Ltd. is taxable under 
the head “Income from house property” and X Ltd is taxable under the 
head “Profits and gains of business or profession”    

 
Q2. PQ Ltd. is a company having two units – Unit P carries on specified business of 

setting up and operating warehousing facility for storage of agricultural produce and 
Unit Q carries on specified business of setting up and operating warehousing 
facility for storage of edible oil. Unit P commenced operations on 1.4.2019 and 
claimed deduction of Rs. 120 lakhs incurred in April 2019 on purchase of two 
buildings for Rs. 70 lakhs and Rs. 50 lakhs (for operating warehousing facility for 
storage of agricultural produce) under section 35AD for A.Y.2020-21. However, 
in March 2021, Unit P transferred its building costing Rs. 70 lakhs to Unit Q. 
What are the tax implications of such transfer in the hands of PQ Ltd.? 
(i) Rs. 70 lakhs would be deemed as business income in the hands of PQ Ltd. 

for A.Y.2021-22 
(ii) Rs. 63 lakhs would be deemed as business income in the hands of PQ Ltd. 

for A.Y.2021-22 
(iii) Actual cost of building for computing depreciation for P.Y.2020-21 would be 

Rs. 70 lakhs 
(iv) Actual cost of building for computing depreciation for P.Y.2021-21 would be 

Rs. 63 lakhs 
Which of the above statements are correct? 
(a) (i) and (iii) above 
(b) (i) and (iv) above 
(c) (ii) and (iii) above 
(d) (ii) and (iv) above. 
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Q3. Ms. Janani reports to you that her gross receipt from interior decoration profession 
carried on by her during the year ended 31-03-2021 is Rs. 47,80,000. Her net income as 
per income and expenditure account is Rs. 25,00,000 before adjustment of depreciation of 
Rs. 1,50,000. She did not pay any amount by way of advance tax during the financial 
year 2020-21. She has two residential house properties, of which one is self-occupied for 
residence and another is let out for the monthly rent of Rs. 15,000 during the financial 
year 2020-21. 
Is Janani eligible to opt for presumptive tax provisions, if any, under the Income-tax Act, 
1961? If so, is it beneficial for her to opt for such provisions? Advise, assuming that she 
approached you for consulting on this matter in April, 2021. 
 
ANSWER: 
Since gross receipts of Rs. 47,80,000 of Ms. Janani from interior decoration profession carried 
on by her is less than Rs. 50,00,000, she can opt for presumptive tax provisions under section 
44ADA. 
In such a case, her income from interior decoration profession would be Rs. 23,90,000, being 
50% of Rs. 47,80,000. Since all deductions allowable under sections 30 to 38 are deemed to 
have been given full effect to, no deduction in respect of depreciation would be allowable 
from the income computed on presumptive basis under section 44ADA. 
I. Where Ms. Janani declares income from profession on presumptive basis u/s 

44ADA 
 

Computation of total income of Ms. Janani 
Particulars Rs. Rs. 

Income from house property  
Nil 

 
 
 
 
 
 

1,26,000 

Self-occupied property 
Let-out Property:  
Annual Value [Rs. 15,000 x 12] 1,80,000 
Less: Deduction u/s 24 [30% of Rs. 1,80,000]   54,000 
 

Profits and gains from business or profession  
Income from interior decoration profession  
[50% of Rs. 47,80,000] 23,90,000 
Total Income 25,16,000 

Computation of tax liability of Ms. Janani 
Particulars Rs. 

Tax on total income = [30% of Rs. 15,16,000 (Rs. 25,16,000 – 5,67,300 
Rs.10,00,000) + Rs. 1,12,500]  
Add: Health and education cess@4%    22,692 
Total tax liability 5,89,992 
Add: Interest under section 234B [1% of Rs. 5,89,900] 5,899 
Interest under section 234C [1% of Rs. 5,89,900, since the advance  
tax liability has to be paid in one instalmenton or before 15.3.2021]  5,899 
Total tax and interest liability 6,01,790 
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Ms. Janani can, however, declare lower profits than the presumptive profits of Rs. 
23,90,000, if she maintains books of accounts under section 44AA and gets the same 
audited under section 44AB. In such case, she can file return on or before 30.9.2021. 

 
II Where Ms. Janani declares income from profession as per books of account 

Computation of total income of Ms. Janani 
Particulars Rs. Rs. 

Income from house property  
Nil 

 
 
 
 

1,26,000 

Self-occupied property 
Let-out property:  
Annual Value [Rs. 15,000 x 12] 1,80,000 
Less: Deduction u/s 24 [30% of Rs. 1,80,000]   54,000 
Profits and gains from business or profession  
Income from interior decoration profession  
[Rs. 25,00,000 – Rs. 1,50,000] 23,50,000 
Total Income 24,76,000 
Computation of tax liability:  

5,55,300 Tax on total income = [30% of Rs. 14,76,000 (Rs. 24,76,000 – 
Rs. 10,00,000) + Rs. 1,12,500]  
Add: Health and education cess@4%    22,212 
Total tax liability 5,77,512 
Add: Interest under section 234B [1% of Rs. 5,77,500] 5,775 

Interest  under section 234C [See Working Note below]     29,164 
Total tax and interest liability 6,12,451 
Total tax and interest liability (rounded off) 6,12,450 
Although the income from profession computed as per books of account is lower than the 
income from profession computed on presumptive basis under section 44ADA, however, 
the cumulative tax and interest liability would be higher by Rs. 10,660 (i.e., Rs. 6,12,450 - 
Rs. 6,01,790) in case of the former. Therefore, Ms. Janani should opt to declare income on 
presumptive basis under section 44ADA, in which case, she has to file her return of income 
on or before 31st July, 2021. 
Working Note: Computation of interest under section 234C 

Date Advance tax payable 
till date 

Short-fall Rate of interest 
[1% per month] 

Interest 

  (Rs. )  (Rs. ) 
15.06.2020 
15.09.2020 

15% 
45% 

86,625 
2,59,875 

3% [1% x 3] 
3% [1% x 3] 

2,599 
7,796 

15.12.2020 75% 4,33,125 3% [1% x 3] 12,994 
15.03.2021 100% 5,77,500 1%   5,775 

    29,164 
Note – The above solution has been worked out by considering that Ms. Janani pays the 

advance tax required to be paid in April, 2021 itself, after consulting the tax advisor 
in the month of April, 2021. 
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Question 4 
XYZ Ltd. is engaged in the manufacture of textile since 01-04-2009. Its Statement of Profit 
& Loss shows a profit of Rs. 700 lakhs after debit/credit of the following items: 
(1) Depreciation calculated on the basis of useful life of assets as per provisions of the 

Companies Act, 2013 is Rs. 50 lakhs. 
(2) Employer's contribution to EPF of Rs. 2 lakhs and Employees' contribution of Rs. 2 

lakhs for the month of March, 2021 were remitted on 8th May 2021. 
(3) The company appended a note to its Income Statement that industrial power tariff 

concession of Rs. 2.5 lakhs was received from the State Government and credited 
the same to Statement of P & L. 

(4) The company had provided an amount of Rs. 25 lakhs being sum estimated as 
payable to workers based on agreement to be entered with the workers union 
towards periodical wage revision once in 3 years. The provision is based on a fair 
estimation on wage and reasonable certainty of revision once in 3 years. 

(5) The company had made a provision of 10% of its debtors towards bad and doubtful 
debts. Total sundry debtors of the company as on 31-03-2021 was Rs. 200 lakhs. 

(6) A debtor who owed the company an amount of Rs. 40 lakhs was declared 
insolvent and hence, was written off by debit to Statement of Profit and loss. 

(7) Sundry creditors include an amount of Rs. 50 lakhs payable to A & Co, towards 
supply of raw materials, which remained unpaid due to quality issues. An 
agreement has been made on 31-03-2021, to settle the amount at a discount of 
75% of the outstanding. The amount waived is credited to Statement of Profit and 
Loss. 

(8) The opening and closing stock for the year were Rs. 200 lakhs and Rs. 255 lakhs, 
respectively. They were overvalued by 10%. 

(9) Provision for gratuity based on actuarial valuation was Rs. 500 lakhs. Actual 
gratuity paid debited to gratuity provision account was Rs. 300 lakhs. 

(10) Commission of Rs. 1 lakh paid to a recovery agent for realization of a debt. Tax 
has been deducted and remitted as per Chapter XVIIB of the Act. 

(11) The company has purchased 500 tons of industrial paper as packing material at a 
price of Rs. 30,000/ton from PQR, a firm in which majority of the directors are 
partners. PQR's normal selling price in the market for the same material is Rs. 
28,000/ton. 

Additional Information: 
(1) There was an addition to Plant & Machinery amounting to Rs. 50 lakhs on 10-06-

2020, which was used for more than 180 days during the year. Additional depreciation 
has not been adjusted in the books. 

(2) Normal depreciation calculated as per income-tax rules is Rs. 80 lakhs. 
(3) The company had credited a sub-contractor an amount of Rs. 10 lakhs on 31-03-

2020 towards repairing a machinery component. The tax so deducted was remitted on 
31-12-2020. 

(4) The company has collected Rs. 7 lakhs as sales tax from its customers and paid the 
same on the due dates. However, on an appeal made, the High Court directed the Sales 
Tax Department to refund Rs. 3 lakhs to the company. The company in turn refunded 
Rs. 2 lakhs to the customers from whom the amount was collected and the balance of 
Rs. 1 lakh is still lying under the head “Current Liabilities”. 

Compute total income and tax payable for A.Y. 2021-22. Ignore MAT provisions. 
Note - The turnover of XYZ Ltd. for the P.Y.2018-19 was Rs. 405 crore. 
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Answer 
Computation of Total Income of XYZ Ltd. for the A.Y.2021-22 

Particulars Amount (Rs.) 
Profits and Gains from Business and Profession   
Profit as per Statement of profit and loss account  7,00,00,000 
Add: Items debited but to be considered separately or to be 
disallowed 

  

(a) Depreciation as per Companies Act, 2013 50,00,000  
(b) Employees’ contribution to EPF [See Note 1 below] 2,00,000  

[Since employees’ contribution to EPF has not been 
deposited on or before the due date under the PF Act, the 
same is not allowable as deduction as per section 
36(1)(va). Since the same has been debited to profit and 
loss account, it has to be added back for computing 
business income]. 

  

(c) Employers contribution to EPF 
[As per section 43B, employers’ contribution to EPF is 
allowable as deduction since the same has been deposited 
on or before the ‘due date’ of filing of return under 
section 139(1). Since the same has been debited to profit 
and loss account, no further adjustment is necessary] 

Nil  

(d) Provision for wages payable to workers Nil  
[The provision is based on fair estimate of wages and 
reasonable certainty of revision, the provision is 
allowable as deduction, since ICDS X requires 
‘reasonable certainty for recognition of a provision, 
which is present in this case. As the provision has been 
debited to profit and loss account, no adjustment is 
required while computing business income] 

  

(e) Provision for doubtful debts [10% of Rs. 200 lakhs] 
[Provision for doubtful debts is allowable as deduction 
under section 36(1)(viia) only in case of banks, public 
financial institutions, state financial corporations, state 
industrial investment corporations and non-banking 
financial corporations. Such provision is not allowable 
as deduction in the case of a manufacturing company. 
Since the same has been debited to profit and loss account, 
it has to be added back for computing business income] 

20,00,000  

(f) Bad debts written off 
[Bad debts write off in the book of account is allowable 
as deduction under section 36(1)(vii). Since the same 
has already been debited to profit and loss account, no 
further adjustment is required] 

Nil  

(g) Provision for gratuity 2,00,00,000  
[Provision of Rs. 500 lakhs for gratuity based on 
actuarial valuation is not allowable as deduction as per 
section 40A(7). However, actual gratuity of Rs. 300 
lakhs paid is allowable as deduction. Hence, the 
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difference has to be added back] 
(h) Commission paid to recovery agent for realization of a 

debt. 
[Commission of Rs. 1 lakh paid to a recovery agent for 
realisation of a debt is an allowable expense under section 
37 as per DCIT v. Super Tannery (India) Ltd. (2005) 
274 ITR 338 (All). Since the same has been debited to 
profit and loss account, no further adjustment is required] 

Nil  

(i) Purchase of paper at a price higher than the fair market 
value 

10,00,000  

[As per section 40A(2), the difference between the 
purchase price (Rs. 30,000 per ton) and the fair market 
value (Rs. 28,000 per ton) multiplied by the quantity 
purchased (500 tons) has to be added back since the 
purchase is from a related party, a firm in which 
majority of the directors are partners, at a price higher 
than the fair market value] 

  

(j) Sales tax not refunded to customers out of sales tax refund 1,00,000  
[The amount of sales tax refunded to the company by the 
Government is a revenue receipt chargeable to tax under 
section 41(1). Deduction can be claimed of amount 
refunded to customers [CIT v. Thirumalaiswamy Naidu 
& Sons (1998) 230 ITR 534 (SC)]. Hence, the net amount 
of Rs. 1,00,000 (i.e., Rs. 3,00,000 minus Rs. 2,00,000) 
would be chargeable to tax] 

  
 
 
 
 

2,83,00,000 

  9,83,00,000 
Less: Items credited but to be considered separately/  

permissible expenditure and allowances 
  

(k) Industrial power tariff concession received from State 
Government 
[Any assistance in the form of, inter alia, concession 
received from the Central or State Government would 
be treated as income as per section 2(24)(xviii). Since 
the same has been credited to Statement of profit and  
loss, no adjustment is required. 

Nil  

(l) Discount given by Sundry Creditors for supply of raw 
materials 
[Discount of 75% given by Sundry Creditors for supply 
of raw materials is taxable under section 41(1). Since the 
same has already been credited to Statement of profit and  
loss, no further adjustment is required] 

Nil  

(m) Depreciation as per Income-tax Act, 1961 80,00,000  
(n) Over-valuation of stock [Rs. 55 lakhs × 10/110] 5,00,000  

[The amount by which stock is over-valued has to be 
reduced for computing business income. Rs. 50 lakhs,  
being the difference between closing and opening stock,  
has to be adjusted to remove the effect of over-valuation] 

  

(o) Additional Depreciation [See Note 2 below] 10,00,000  
[Additional depreciation@20% is allowable on Rs. 50   
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lakhs, being actual cost of new plant & machinery 
acquired on 10.06.2020, as the same was put to use for 
more than 180 days in the P.Y.2020-21.] 

(p) Payment to a sub-contractor where tax deducted last year 
was remitted after the due date of filing of return [See  
Note 3 below] 

 
3,00,000 

 

[30% of Rs. 10 lakhs, being payment to a sub-contractor, 
would have been disallowed under section 40(a)(ia) 
while computing the business income of A.Y.2020-21, 
since tax deducted was remitted after the due date of 
filing of return. However, the same is allowable in 
A.Y.2021-22, since the remittance has been made on 
31.12.2020] 

  

  98,00,000 
Total Income  8,85,00,000 

Computation of tax liability of XYZ Ltd. for A.Y.2021-22 
Particulars Rs. 

Tax @30% on the above total income (since the turnover exceeded Rs. 
400 crore in the P.Y. 2018-19) 

2,65,50,000 

Add: Surcharge@7% (since total income exceeds Rs. 1 crore but less than 
Rs. 10 crore) 

18,58,500 

 2,84,08,500 
Add: Health and Education cess@4% 11,36,340 
Total tax liability 2,95,44,840 
Notes: 
(1) Employees contribution to PF deposited after the due date mentioned under the PF 

Act is not allowable as deduction as per section 36(1)(va). The same has also been 
affirmed by the Gujarat High Court in CIT v. Gujarat State Road Transport 
Corporation (2014) 366 ITR 170. Hence, in the above solution, employees’ 
contribution to PF has been disallowed while computing business income. 
The CBDT has, vide Circular No. 22/2015, dated 17.12.2015, clarified that the 
employer contribution to provident fund remitted on or before due date of filing of 
return under section 139(1), is allowable as deduction while computing Business 
Income. Further, it has also clarified that the circular does not apply to claim of 
deduction relating to employee’s contribution welfare funds which are governed by 
section 36(1)(va) of the Act. 
Alternate View - An alternate view has, however, been expressed in CIT v. Kiccha 
Sugar Co. Ltd. (2013) 356 ITR 351 (Uttarakhand), CIT v. AIMIL Ltd (2010) 321 ITR 
508 (Del) and CIT v. Nipso Polyfabriks Ltd (2013) 350 ITR 327 (HP) that employees 
contribution to PF, deducted from the salaries of the employees of the assessee, 
shall be allowed as deduction from the income of the employer-assessee, if the same 
is deposited by the employer-assessee with the provident fund authority on or before 
the due date of filing of return for the relevant previous year. If this view is 
considered, then no disallowance would be attracted in this case, since the 
employees’ contribution has been remitted before the due date of filing of return of 
income. 
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(2) Rs. 50 lakhs, being the addition to plant and machinery on 10.6.2020 qualifies for 
additional depreciation@20% under section 32(1)(iia). Since only the normal 
depreciation as per Income- tax Rules, 1962, has been debited to profit and loss 
account, additional depreciation of Rs. 10 lakhs (being 20% of Rs. 50 lakhs) has to 
be deducted while computing business income. 

(3) Since the tax deducted during the P.Y.2019-20 was remitted only on 31.12.2020, i.e., 
after the due date of filing of return for A.Y.2020-21, Rs. 3,00,000, being 30% of Rs. 
10 lakh would have been disallowed while computing the business income of that 
year. Since the tax deducted has been remitted on 31.12.2020, Rs. 3,00,000 would be 
allowed as deduction while computing the business income of the A.Y.2021-22. 

 
*************************************************************************** 

 
 
 
 
 


