* D B i} - 1 9 o 8 o o o 1 o 5 o 4 o 3 *

DBM-19080001050403 Scat No.
B. Com. (Sem. V) Examination
June - 2022
Corporate Tax Planning - I
(New Course)

Time : 2% Hours] [Total Marks : 70
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ENGLISH VERSION

Instructions :
(1) All questions carry equal marks.

(2) Answer any four questions.

1 Janak Company needs a generator costing of Rs. 2,00,000.17.5
For this purpose the company has the following two options :
Option 1 : Buying the generator by taking loan of Rs.

2,00,000 repayable in five equal instalments of
Rs. 40,000 each along with interest at the rate
of 18% per annum.

Option 2 : Leasing the generator for which annualize lease
rent is Rs. 60,000 upto five years. The lessor
charge one percentage (1%) of the cost of
generator as processing fees in the first year.

As a tax consultant advice the company management
which option should be accepted ? Additional information is
following :

(1) Corporate tax rate is 30% and education cess is 3%.

(2) Present value of Rs. 1 for five years is as follows :

Year 1 2 3 4 5
PV. 10909 | 0826 |0.751]0.683 |0.621

(3) Rate of depreciation is 25%.

2  Dhara Ltd. is a manufacturing company. One of the 17.5
parts used in production, company can purchase it from the
market or can be produced in a company. Additional
Information related to that is as follows :

(1) The component will be manufacture of new machinery
costing Rs. 3,00,000. Life of machinery is 10 years.
(2) Depreciation rate is 25% on written down value
3) Income tax rate is 30%.
(4) Discount rate i1s 10%.
(5) Other details for production :
(a) Every year company makes 15,000 components
and for this total material required 75,000 kgs.
Material cost is Rs. 20 per kg.
(b) Total labour hours are required 75,000. Labour
charge is Rs. 2 per hour.
(© Forman’s salary Rs. 30,000 per month.
(d) Other variable overheads Rs. 21,000 per month.
This component is available in the market at Rs. 160.
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From the above particulars give advice to the company
whether to purchase the component from the market or to
manufacture.

Present value factor at 10% discount rate is follow :

Year 1 2 3 4 5 6 7 8 9 10

PV. 0909|0826 |0751|0.683|0.621|0564 (0513|0467 |0.424 | 0.386

Jenny Ltd. is in need of Rs. 50,00,000 for the development 17.5
of the business. Company has following options :

Particulars Option-1| Option-2 Option-3
Equity share capital 50,00,000 | 20,00,000 10,00,000
15% Debentures -1 20,00,000 15,00,000
18% Loan - | 10,00,000 25,00,000

Profit before interest and tax is 25% of total investment.
Consider income tax at 30%. Education cess at 4% and
corporate dividend tax at 20.358%. Suggest the best option.

If profit before interest and tax will be 15% of total
investment will be your answer ?

Mira Company requires Rs. 10 crores for the expansion 17.5
of business expected EBIT Rs. 3 crores company can borrowed
at 10% rate of interest. Company has three different option
which are as follows :
(1) Total amount will be collected through equity share capital.
(2) Debt-Equity Ratio is 1:4
3) Debt — Equity Ratio 1s 4:1

Tax rate 1s 31.20% and corporate dividend tax rate is
20.358% suggest the best option on the basis of rate of return
on capital employed.

Explain the advantages and disadvantages of tax 17.5

planning.

(@) Give the difference between the planning and tax 9
management.

(b) Explain the tax evasion and tax avoidance. 8.5

State provision of income tax about residential status 17.5

of company.

Explain about exemption and taxability of dividend. 17.5
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