647510 BCMctpDS501C Seat No :
B.Com. Semester - 5 (CBCS) Examination
March/April-2019
CORPOTATE TAX PLANING - 1(DISC. SPE. ELE -1)
Time: 2:30 Hours Marks: 70
Instructions:

1. All questions are compulsory.
2. Figures to the right indicate marks.
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ENGLISH VERSION

Pratyush Co. Ltd. is considering the purchase of a new machine costing Rs.60,000 with an
expected life of 5 (five) years, with salvage value of Rs.3,000. On replacement of an old machine
purchased 3 (three) years ago for Rs.30,000 with expected life of 8 years.

The present market value of this old machine is Rs.35,000. Because of the purchase of new
machinery the annual profits before depreciation are expected to increase by Rs.12,000. The
relevant depreciation rate for the machine is 15% on written down value basis; and Income Tax
Rate is [34.608%)].
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Que-1

Que-2 (a)

Que-2 (b)

Que-2 (b)

Assume the after tax cost of capital [Discounting Rate] to be 14% Advice the company
suitably.
14% Discounting factor is as follows.
Year 1 2 3 4 5
Discount Factor | 0.877 | 0.760 | 0.675 | 0.592 | 0.519
Assumptions: (1) It is assumed that the old machine is sold and the new machine is purchased at
the beginning of fourth year of the purchase of old machine. (2) There is no other asset in the
block.

OR

Purvi Company Ltd. manufacture Electric Pumping sets. The company has the option to either
make or buy. From the market component ‘Yoga’ used to manufacture of the sets. The following
details are available.

The Component ‘Yoga’ will be manufactured on new machine costing Rs.1,00,000 with a
life of 10 (ten) years. Material required cost of Rs.2 per kg. and wages Rs.0.30 per hour. The salary
of the foreman employed is Rs.1,500 per month and other variable overheads include Rs.20,000 for
manufacturing 25,000 components per year. Material requirement is 25,000 Kgs. And requires
50,000 Labour Hours. The component named ‘Yoga’ is available in the market at Rs.4.30 per
piece.

Discounting Rate is 10%, Depreciation Rate is 25%. Income Tax Rate is 30%. Will it be
profitable to make or buy the Component *“ yoga ”?
At the discounted rate of rs.1 present value is as under during the 10 years:

Year 1 2 3 4 5 6 7 8 9 10
Present value | 0.909 | 0.826 | 0.751 | 0.683 | 0.621 | 0.564 | 0.513 | 0.467 | 0.424 | 0.386
(@10%)

Does it make any difference if the component “Yoga” can be manufactured on the existing
machine? State your answer.
Nirav Company Ltd. is “Widely Held” company. It is currently considering a major expansion of
its production facilities. Company requires Rs.5 crore. The following alternatives are available.

Particulars Alternative (1) | Alternative (2) | Alternative (3)

Rs. Rs. 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% Interest Rate) - 1,00,00,000 2,50,00,000

Expected rate of return (Before Tax) is 25%. The rate of dividend of the company since

1990 is not less than 20% and the date of dividend declaration is 30" June every year.
Out of above 3 (three) alternatives which one is best?
Harshika purchase 1,100 equity Shares in Chandra company Itd. on 11" june 1980,@ Rs.30 Per

Share(Brokerage @ 1%). On 31 may, 1984 she gets 550 Bonus Shares.Fair Matrket Value of
shares in Chandra Company Ltd. on 1% april,1981 is Rs.46.
She Sells 1,100 original Shares on 10" March, 2018. @Rs.116 Per Share. (Brokerage

@1%)

Further on 29" March,2018 She sells 550 Bonus Shares @ _Rs.131 Per Shares (Brokerage

@2%)

Find out the Amount of Capital gains of Harshika on the assumption that Securities

Transaction Tax (STT) is not applicable.

OR

State of the Tax Incentives under the Income-Tax Act available about/with reference following

matters for:-

(A) Locational aspect of a New Business.

(B) Nature of Business

(C) Acquisition and Installation of new plant & machinery’s Investment allowance.
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Que-3

Que-3

Que-4

Hashi-khusi Company Ltd., which income is above Rs.200 Crore, is contemplating an expansion
programme. It has to make a choice between debt issue and equity (Share) issue for its expansion
programme. Company’s current position is as under.

Particulars Amount Particulars Amount
(Rs. in Crore) (Rs. in Crore)
10% Debt 80 | Sales 1,200
Equity share capital 200 | Less: Total Cost 1,076
(Rs.10 per share) EBIT 124
Reserves & Surplus 120 | Less: Interest
Total Capital Investment 400 | (10% of 80) 08
* Corporate Tax 30.00% | EBT 116
Add: Surcharge (12%) 3.60% | Less: Income-Tax @ 34.608% 40.14528
33.60%
Add: EC
1.008%
EC[2+1=3%)]
Rate of Income-Tax 34.608% | EAT (Earning After Tax) 75.85472
When, E=Earning, B=Before,
A=after, I=Interest,
T=Tax

The expansion programme is estimated cost Rs.200 Crore. If this is financed through debt,
the new rate of debt will be 10% and the Price-Earning Ratio will be 6 (six) times. If the expansion
programme is financed through equity, new shares can be sold getting Rs.25 per share, and the
Price-Earning Ratio will be 7 (seven) times.

The expansion will generate additional sales of Rs.600 crore with a return of 10% on sales
before Interest and Taxes. If the company is to follow a policy of maximizing the market value of
its shares; which from/option of financing should it choose?

OR
Write Short Notes on: (Any Three)
(1) For Tax purpose Classification of companies in India.
(2) Residential status of companies.
(3) Tax Incidence and taxation of companies.
(4) Tax Liability.
(5) Tax on Distributed Profits.
(6) Minimum Alternate Tax (MAT)

Write Short Notes on: (any three)
(1) Corporate Tax
(2) Tax Planning.
(3) Tax Avoidance.
(4) Tax Evasion.
(5) Tax management.
(6) Advantages of Tax Planning.
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