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PAPER 4: TAXATION

(One paper – three hours –100 marks)
Level of Knowledge: Working knowledge

Objectives:

(a) To gain knowledge of the provisions of Income-tax law relating to the topics mentioned in the contents below; and

(b) To gain ability to solve simple problems concerning assessees with the status of ‘Individual’ covering the areas mentioned in the contents below.

Contents:

PART I: INCOME-TAX (50 MARKS)

1. Important definitions in the Income-tax Act, 1961

2. Basis of charge; rates of taxes applicable for different types of assessees

3. Concepts of previous year and assessment year

4. Residential status and scope of total income; Income deemed to be received / deemed to accrue or arise in India

5. Incomes which do not form part of total income

6. Heads of income and the provisions governing computation of income under different heads

7. Income of other persons included in assessee’s total income

8. Aggregation of income; set-off or carry forward and set-off of losses

9. Deductions from gross total income

10. Computation of total income and tax payable; rebates and reliefs

11. Provisions concerning advance tax and tax deducted at source

12. Provisions for filing of return of income.
PART II – INDIRECT TAXES (50 MARKS)

Objective:

To develop an understanding of the basic concepts of the different types of indirect taxes and to acquire the ability to analyse the significant provisions of service tax.

1. Introduction to excise duty, customs duty, central sales tax and VAT – Constitutional aspects, Basic concepts relating to levy, taxable event and related provisions

2. Significant provisions of service tax

(i). Constitutional Aspects

(ii) Basic Concepts and General Principles

(iii) Charge of service tax including negative list of services

(iv) Point of taxation of services

(v) Exemptions and Abatements

(vi) Valuation of taxable services

(vii) Invoicing for taxable services

(viii) Payment of service tax

(ix) Registration

(x) Furnishing of returns

(xi) CENVAT Credit [Rule 1 -9 of CENVAT Credit Rules, 2004]

Students shall not be examined with reference to any particular State VAT Law.
At IPCC level there will be one paper of Taxation and there will be 50 marks for Direct Tax and 50 Marks for Indirect Tax and at CA-FINAL level, there will be 2 papers of Taxation -  

Direct Tax 100 Marks (Income Tax – 90 Marks/Wealth Tax – 10 Marks)

Indirect Tax 100 Marks (Service Tax – 50 Marks / Central Excise – 25 Marks / Custom and Foreign Trade Policy – 25 Marks)

ETI AGARWAL

ALL INDIA TOPPER OF CA-IPC (NOV-13)
ROLL NO. - 366539

MARKS IN TAXATION:89%

(HIGHEST MARKS IN TAXATION ALL OVER INDIA)

(AGGREGATE MARKS 79.71%)

(FEEDBACK)

A man for whom teaching is neither a business nor a profession, rather a passion for doing good, great and unique in the field of teaching is none other than MK Gupta Sir.
Sir"s unmatchable style of teaching coupled with his patience and calmness in dealing with students is simply excellent.
The structure of learning pattern, regular mock tests, motivational cash prizes and student friendly study material covering practical illustrations, past year questions and bare act.. all contributed to making this journey easy and building up the confidence needed for IPCC.

Moreover, the vast knowledge and experience of the faculty assisted in making the concepts crystal clear and handling each n every doubt of students.

The administration and management stands second to none.

MK GUPTA classes is a place which can change the word impossible 2 I M POSSIBLE. It made me a better person both personally n professionally.
I think 4 success 4 elements are necessary-desire, dedication, direction and discipline...and all the 4 i got from Sir..
THANK YOU so much Sir..
In the end i would just like to say MK GUPTA SIR NOT ONLY MAKES CA. HE MAKES HUMANS!!

ETI AGARWAL

AKSHAY JAIN

ALL INDIA TOPPER OF CA-IPC (NOV-13)
ROLL NO.- 368162

MARKS IN TAXATION : 87%

(SECOND HIGHEST MARKS IN TAXATION ALL OVER INDIA)

(AGGREGATE MARKS 79.71%)
(FEEDBACK)
Experience of those four months with M.K. GUPTA SIR was out of the world.

As a teacher, M.K. GUPTA SIR is just like a sea of knowledge & you get each and everything from very beginning to end from him.

Sir is really a nice person. He is very motivational and his words of motivation can influence anybody to work hard & make their parents proud.

M.K. GUPTA CA EDUCATION is the only place where the provisions of tax laws are combined with the practical knowledge. Study material provided is excellent and it contains numerous problems covering all aspects and such type of problems are not available anywhere. Sir is not giving any home work rather home work is done in the class itself and students are invited to solve the problem before the entire class. 
Be honest towards your studies & Sir will show you the way of success. The way, Sir is making students ready for the professional world is praiseworthy. Exposure given by sir to face interview of Big four CA Firms is excellent. 
The test Series conducted by the Sir in all the subjects of IPC is very nice Scheme to score such  good marks and exam are conducted in the similar manner as it is conducted by ICAI. 
I would like to express my gratitude to Sir because it was only his efforts that helped me reach this position.

Sir its your Success.

A Message to all : - 

“COME & HAVE A TIME THAT YOU WILL CHERISH THROUGHOUT YOUR LIFE”. 
AKSHAY JAIN
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(HIGHEST MARKS IN TAXATION ALL OVER INDIA)

(AGGREGATE MARKS 83.71%)

(FEEDBACK)

A person who possesses such vast knowledge in the field of taxation, that we people can only dream of, is none other than M. K. Gupta Sir.

He possesses the rare ability to teach this procedural subject with utmost ease, enabling his students to grasp all the provisions without any confusion.

The quality of study material provided is such that a good study of it helped me score 92 marks. The variety and complexity of practical problems covered in the books are not available anywhere else.

One can find many places where taxation is being taught but it is hardly possible to find a better place where tax laws are combined with their practical applicability to ensure that all concepts are crystal clear.

Sir is extremely generous. Money-making doesn’t appear to be his priority and it is clearly reflected in his classes, where the infrastructure and administration stands second to none and students are awarded handsome cash-prizes not only in classes but also in tests, which are regularly conducted.

Thanking Sir for all what he has done would be an insult since it was only his efforts that helped me reach this position. Sir, its your success. The relationship between us started in CPT only and continued in IPCC and I hope it will continue forever.

VIJENDER AGGARWAL 
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ROLL NO. - 66312
MARKS IN TAXATION:88%

(HIGHEST MARKS IN TAXATION ALL OVER INDIA)

(AGGREGATE MARKS 77.67%)

(FEEDBACK)

M. K. Gupta Sir is an outstanding teacher. He is not only a good teacher but a good person by heart. His way of teaching is excellent. There are many provisions in tax but Sir repeats every provision atleast two times. This helps in understanding those provisions easily. 

His books are very good. Everything from theory to PRACTICAL ILLUSTRATION, EXAMINATION QUESTIONS and BARE ACT is covered in his books. 

Sir’s staff and management is also very good. Everything is handled in a systematic manner and on time. Overall it was a good experience.

Thanks Sir !! :-

PRACHI JAIN
RESULTS OF NOV – 2014 EXAMINATION 

(CA-Intermediate (IPC))

NO OTHER TEACHER OF TAXATION  IN INDIA HAS BETTER RESULT THAN OURS 
WE SINCERELY THANK OUR STUDENTS FOR THEIR HARD WORK
PRASHANT YADAV ( 354233 ) SECURES 92 MARKS IN TAXATION 
(SECOND HIGHEST IN INDIA) 
MARKS SECURED BY SOME OF THE STUDENTS IS AS UNDER:
	Sl. No 
	Name of the Students
	Marks in Taxation 
	Roll No. 

	1
	PRASHANT YADAV
	92
	354233

	2
	MOHIT SHARMA
	89
	353392

	3
	MANISHA BHAMBRI
	89
	456626 

	4
	ANISH SHRESHTA 
	88
	344028

	5
	KAPIL KHANNA
	85
	341539

	6
	JITENDRA
	85
	337780

	7
	PUNEET WASAN 
	84
	368537

	8
	ISHA MALIK
	84
	339842

	9
	RUPAL GARG
	84
	393844

	10
	AKANSHA GOEL 
	84
	336693

	11
	PRASIT SHARMA
	84
	344702

	12
	MANSI BAJAJ
	83
	354329

	13
	RASHI GUPTA
	83
	337864

	14
	HARSH AGARWAL
	83
	491097

	15
	RAHUL ARORA
	83
	337403

	16
	SEJAL MEHTA 
	83
	353096

	19
	ANNU SETHI
	83
	353491

	17
	ASHISH GUPTA
	82
	353575

	18
	RAGHAV GUPTA 
	82
	491122

	20
	SHREYA MALIK 
	82
	340228

	21
	PRABHAW AGARWALLA
	82
	369428

	22
	PRABHAT RANJAN
	81
	347926

	23
	ANKIT KHEMKA 
	81
	338055

	24
	ARTI SRIVASTAVA
	80
	347859

	25
	SHIVANGI GUPTA
	80
	337956


OPINION OF OUR STUDENTS 

1. PRASHANT YADAV (Roll No.354233) 
92 Marks 

M.K. Gupta Sir is an outstanding teacher. He possesses very vast knowledge of taxation. Sir repeats every concept atleast three times which makes all concepts crystal clear. Study material provided is very good, it covers everything from illustration to examination problem and from theory to Bare Act. Staff and infrastructure facilities of MKG Classes is incomparable. Thank you Sir for your love and support.

2. MOHIT SHARMA (Roll No.353392)                  89 Marks 

A brilliant personality in my life who has motivated the student to a good path. He is very different from others. Sir concentrates not only on the Marks but also on the overall development of the student.

I am truly glad that I studied from Sir. He taught me how to compete in life. Every student get very good marks with a little effort, if he is a student of M.K. Gupta CA Education.

3. MANISHA BHAMBRI (Roll No.456626)           89 Marks 

M.K. Gupta Sir is the best teacher I have ever met. His study material being the best helped me a lot in my exams. He is the most sincere teacher who never waste a single moment and gives his best towards his profession. He teaches not only the theoretical portion but the practical approach too. He teaches us how to be a good human being and how to live life happily. Thank you Sir for your support every time I needed. 

4. ANISH SHRESTHA (Roll No.344028)
            88 Marks 

M.K. Gupta Sir is a very excellent teacher. The way he is dedicated towards teaching make us to be dedicated towards our study. Every concept and every doubt of taxation whichever do I had, he has make clear. The best thing about Sir is, he use to revise the concept more than 3 times which makes student very easy for preparing their exam.

You will have all the sufficient material for study and lots of questions with answers for practice a systematically designed materials.

Thank a lot to Sir for being so much helpful and lot of love.

5. KAPIL KHANNA (Roll No.341539)                  85 Marks 

Sir ‘M.K. Gupta’ is the best teacher for Taxation. I feel fortunate to be his student, the amount of knowledge he imparts is fantastic and uncomparable. He is a person who burns himself up like a candle to light the path of his dearest students to the road of success. I wish Sir teaches all the subjects of IPCC, since he is simply the best. Thank you for everything Sir. It you and only you who can guide students like us to reach the zenith.

6. JITENDRA (Roll No.337780)                             85 Marks 

Before joining CA, I was so much scary about the “Taxation” but after joining M.K. Gupta CA Education for taking taxation class my scary converted into my strength now. This is just because of Sir’s knowledge & teaching style with practicality. Study material provided by Sir is also awesome for study.

7. PUNEET WASAN (Roll No.368537)                 84 Marks 

M.K. Gupta Sir has a vast knowledge in the subject. The topics taken in the class are very well planned.

I found the book really very good. Infact, I practiced all the previous attempts questions of each chapter and every small question was covered in the chapter. I recommend the students to be thorough with book and one will score undoubtedly high marks in tax. All the best!! Thank you so much Sir.

8. ISHA MALIK (Roll No.339842)                       84 Marks 

I do not have words to express my greatfulness for M.K. Gupta Sir. He really possesses vast knowledge and rich experience in taxation. Study material provided by Sir is also very good which covers everything for getting through the exam. There is no doubt that due to excellent coaching given by Sir, I have been able to secure good marks. I pray to God for his long, happy and prospective life. I wish him to continue give coaching to the prospective students for a longer period. I appeal to all the students who qualify CPT to take coaching from Gupta Sir for getting sure success. Thank  you Sir.

9. RUPAL GARG(Roll No.393844)                    84 Marks 

M.K. Gupta Sir is, as I believe, the best teacher for Taxation. He is so knowledgeable that I was totally awe inspired by him. Every day in the class was exciting as he explains everything with real examples and full depth. The books are superb with lots of practical questions. Thank you Sir.

10. AKANSHA GOEL (Roll No.336693)           84 Marks 

It was a great experience studying from M.K. Gupta Sir. He has a vast pool of the knowledge of the subject. The book is a comprehensive one too.

11. PRASIT SHARMA (Roll No.344702)          84 Marks 

Taking about the coaching, the teaching style of M.K. Gupta Sir is too much excellent. He has good dealing with student in every situation. If anyone asked about the taxes coaching, I prefer M.K. Gupta Sir because he is the one & only best teacher in Taxation.

12. MANSI BAJAJ (Roll No.354329)                83 Marks 

Sir teaches so well and clarifies all our queries. He makes us understand the whole concept very clearly. He is an amazing teacher and the best teacher in the field of Taxation.

13. RASHI GUPTA (Roll No.337864)               83 Marks 

M.K. Gupta Sir is a very friendly and helping teacher. He always answered my queries well. His coaching classes are very knowledgeable and books are also very good.

14. HARSH AGARWAL (Roll No.491097)      83 Marks 

M.K. Gupta Sir is a good teacher. He teaches all aspects of Taxation whether it is practical knowledge or theoretical knowledge. He teaches every point for 2-3 times and it gets learn in class only. His practical knowledge about the subject is very good.

15. RAHUL ARORA (Roll No.337403)
      83 Marks 

M.K. Gupta Sir is a great mentor. Sir has excellent knowledge about the subject. He makes every concept crystal clear. Every concept is explained atleast twice in the class. He connect every topic with practical life.

Study material is excellent. Bare Act is covered in the study material. Three months experience with M.K. Gupta Sir is memorable moments of my life. Thank you Sir, for your guidance and encouragement.

16. SEJAL MEHTA (Roll No.353096)             83 Marks 

Coaching for Taxation was an enriching experience in terms of the conceptual clarity which I gained on each and every topic. Learning tax became so easy with the simplified notes provided.

Also, the kind of knowledge that Sir shares with the students is very commendable and useful in understanding the practical aspects of Taxation. Attending the coaching is worth the time spent.

17. ANU SETHI (Roll No.353491)                    83 Marks 

I have never seen teacher like M.K. Gupta Sir. His way to teaching, knowledge and experience is awesome i.e. brilliant. Overall regards for such marks is only M.K. Gupta Sir.

18. ASHISH GUPTA (Roll No.353575)           82 Marks 

M.K. Gupta Sir is a very good teacher and he has a very vast knowledge of taxation. He gives his best to every student in a class. The atmosphere of the class when he was teaching in a class is very awesome. I am giving all my credit to M.K. Gupta Sir for securing marks in Taxation.

19. RAGHAV GUPTA (Roll No.491122)        82 Marks 

M.K. Gupta Sir is an outstanding teacher. He possesses a very vast knowledge about the subject. His way of teaching is fabulous. Every concept is explained with help of an example. Study material is all exhaustive that he provides. Also, queries are taken up promptly. Thank you Sir for your guidance.

20. SHREYA MALIK (Roll No.340228)         82 Marks 

M.K. Gupta Sir is the best teacher I have ever come across. His level of knowledge is tremendous. The way he teaches, with so much patience and willingness, keeps every student motivated. The marks I have scored in tax is all because of him. Thank you so much Sir. I am a student of video class and I have never met Sir in person. I would be grateful if I would be given a chance to meet him in person.

21. PRABHAW KUMAR AGARWALLA (Roll No.369428) 82 Marks 

Teaching was excellent and queries handled were excellent. Teaching methodology was really excellent and helped a lot to me.

22. PRABHAT RANJAN (Roll No.347926)           81 Marks 

M.K. Gupta Sir has a very deep knowledge about the subject and his practical approach towards the subject. Sir repeats every provision atleast twice. This helps in understanding those provision easily.

The books notes and all the management is done very properly and in a smooth manner. All in all the best way to study tax.

23. ANKIT KHEMKA (Roll No.338055)

81 Marks 

M.K. Gupta Sir is excellent teacher of Tax. He repeats the provision two to three times and doubts are also taken by the faculty. His books are also very good. Bare Act is covered in his books for more understanding about the Act. Sir also provide regular test and prize also given by him motivates the student to work hard. Environment provided by M.K. Gupta Classes is also very good to study.

24. ARTI SRIVASTAVA (Roll No.347859)           80 Marks 

Sir’s unmatchable style of teaching. Regular mock test, also help in to achieve good marks in Taxation. Sir’s books contain illustration. Past year question also help to achiever to good marks. Sir’s build confidence in every student to achieve success in life. Thank you, so much Sir.

25. SHIVANGI GUPTA (Roll No.337956)
           80 Marks 

M.K. Gupta Sir is an amazing teacher. The tax subject is all about provisions so many sections but Sir makes it simpler for us out of all the subjects, I found Taxation to be the most interesting one.

Sir’s study material and notes are sufficient. Study material covers all the past year exam questions, practice questions with solutions. His practical experiences help our understanding level to reach new heights. Thank you Sir for everything.
INDIRECT TAXES
Question 1: Explain Direct Tax and Indirect Tax. 

Answer:  Direct Tax / Indirect Tax

If any particular tax is paid by a person and also its incidence is on that person, it is called direct tax like income tax e.g. If Mr. X has paid income tax of `5,00,000, it will be called direct tax because it is paid by Mr. X and also its incidence is borne by Mr. X.  
If any tax is paid by one person but its incidence is on some other person, it will be called indirect tax like Central Excise Duty, Service Tax, Custom Duty , Central Sales Tax and Sales Tax. 

Its incidence is borne by the consumers who ultimately consume the product or the service, while the immediate liability to pay the tax may fall upon another person such as a manufacturer or provider of service or seller of goods e.g. If ABC Ltd. has manufactured a product and it is sold for `20,00,000 and excise duty of `2,00,000 has been recovered, the excise duty so collected shall be called indirect tax because the payment was made by a company but it is ultimately borne by the buyer.

Question 2: Explain administration of Indirect Taxes.
Answer: The administration of indirect taxes is as given below in the descending order 

1. Finance Ministry 

2. Department of Revenue 

3. Central Board of Excise and Customs

4. Chief Commissioners

5. Commissioners/Joint Commissioners/Additional Commissioners

6. Deputy Commissioners

7. Assistant Commissioners 

8. Superintendent 

9. Inspectors   

CBEC is the apex authority to control and monitor the administration of customs, central excise and service tax. 

Question 3: Explain Constitutional Provisions.

Answer: 
Constitutional Validity 

Parliament or State legislature can levy tax only if such authority is given in Indian Constitution and as per article 246, such authority is given in Seventh Schedule of Indian Constitution and there are three list in Seventh Schedule.

1. Union List – If any matter is mentioned in Union List, parliament can make law with regard to such matter. (there are 97 entries)
2. State List – If matter is mentioned in State List, State legislature, can make law with regard to such matter. (there are 66 entries)
3. Concurrent List – If matter is mentioned in Concurrent List, both of the government can make law with regard to such matter. (there are 47 entries)
Some of the important entries in the Union List are as given below:

82. Taxes on income other than agricultural income.

83. Duties of customs including export duties.

84. Duties of excise on all goods  shall be charged by central government but excise duty on the following shall be charged by state government —

(a) alcoholic liquors for human consumption;

(b) opium, Indian hemp and other narcotic drugs   

In case of medicinal and toilet preparations containing alcohol or opium etc., excise duty shall be charged by central government. 
92A. Taxes on Inter State sale of goods. 
92C. Taxes on services.

97. Any other matter not mentioned in any of the three lists.  

Some of the important entries in State List are as given below:

46. Taxes on agricultural income

51. Duties of excise on alcoholic liquors for human consumption; opium, Indian hemp and other narcotic drugs, however duties of excise on medicinal and toilet preparations containing alcohol or opium/Indian hemp/narcotic drugs shall be charged by Central Government.
53. Taxes on the consumption or sale of electricity. 

54. Taxes on sale or purchase of goods within State.  
62. Taxes on luxuries, including taxes on entertainments, amusements, betting and gambling. 
VALUE ADDED TAX

Introduction 
Concept of Value Added Tax was introduced first of all in France in 1954.

It was introduced in India in Central Excise Duty w.e.f 1st March 1986 and at that time it was called MODVAT (Modified Value Added Tax) but afterwards its name was changed as CENVAT (Central Value Added Tax). 

Credit of service tax paid on input service was introduced in the year 2002 through Service Tax Credit Rule 2002.
Central Excise Duty and Service Tax is charged by Central Govt. and its tax credit is called Cenvat credit and the rules for Cenvat Credit are given in Cenvat Credit Rules, 2004 (Applicable w.e.f 10.09.2004) and it covers tax credit of service tax as well excise duty.
Concept of tax credit was introduced in Sales Tax in the year 2005 and Sales Tax is being charged by the State Govt. and accordingly every State Govt. has its own Value Added Tax Act (For example in Delhi Delhi Value Added Tax Act, 2004)

Tax credit rules are the same for different tax but there is some difference because some of the tax are charged by the Central Govt. and some of the tax are charged by State Govt. 

Prior to the concept of Value added tax, there was multiple taxation in indirect taxes and also there was cascading effect i.e. tax on tax but after VAT there is no multiple taxation and also no cascading effect and it can be explained with the help of the illustration given below:

Illustration 1: ABC Ltd. has purchased raw material for `10,00,000 plus excise duty 10% plus VAT @ 10%. The company has incurred `5,00,000 being processing charge and sold the final product at a profit of `2,00,000 and charged output excise duty @ 10% plus VAT @ 10%.

Discuss tax treatment.  

Solution:












`
Before VAT

Raw Material










              10,00,000

Add: Excise Duty @ 10%








                1,00,000

Total 











              11,00,000

Add: VAT @ 10%






                                                    1,10,000













              12,10,000

Add: Processing charges




 




    5,00,000

Cost












  17,10,000

Add: Profit











    2,00,000

Assessable Value/Transaction Value








  19,10,000

Add: Output Excise Duty 10%








    1,91,000

Total












  21,01,000

Add: VAT @ 10%










    2,10,100
Amount payable by the buyer 





                                      23,11,100
The raw material has been taxed twice and also there is cascading effect i.e. tax on tax.

After VAT

Raw Material











  10,00,000

Add: Excise Duty @ 10%









    1,00,000

Total 












  11,00,000

Add: VAT @ 10%







                                        1,10,000

Cost












  12,10,000

Assessee shall be allowed input Tax credit as given below:

Excise Duty






 




    1,00,000

VAT












    1,10,000

Since tax credit has been allowed, cost of final product shall be as given below:

Cost of Raw Material










  10,00,000

Add: Processing charges









    5,00,000

Add: Profit











    2,00,000

Assessable Value










  17,00,000

Add: Excise Duty 10%









    1,70,000

Total 








                                                  18,70,000

Add: VAT @ 10% 










    1,87,000

Amount payable by the buyer









  20,57,000

Payment of taxes by ABC Ltd. to Government

(i) Excise Duty

On output









 
  
    1,70,000

Less: Input Tax Credit









 (1,00,000)
Net Excise Duty









                   70,000 

(ii) Output VAT










    1,87,000

Less: Input Tax Credit









 (1,10,000)
Net Payable 







  



       77,000

In this case there is no multiple taxation and also no cascading effect.

Excise duty/VAT paid by ABC Ltd. on raw material shall be called input tax and its tax credit is allowed. Excise duty/VAT on final product shall be called output tax. Input tax credit shall be deducted from output tax and balance shall be called net tax. 

Rounding off 

As per section 37D of Central Excise Act 1944, excise duty or service tax shall be rounded off in the multiple of Re. 1 and if there is 50 paise or more, it will be rounded off to the higher multiple and if it is less than 50 paise, it will be ignored. 

As per relevant State VAT Act, VAT shall be rounded off in the multiple of Re. 1 in the similar manner as given above. 

As per section 154A of Customs Act, custom duty shall be rounded off in the multiple of Re.1 in the similar manner as given above. 
Illustration 2:  ABC Ltd is engaged in manufacturing and the company has submitted information as given below:

Imported Raw material ‘A’ `2,00,000 + BCD 10% + CVD 10% + EC/SHEC+SAD 4%.

Purchased raw material ‘B’ from some other state `1,00,000 + ED 10% + CST 2%

Purchased raw material ‘C’ from Delhi `3,00,000 +ED 10% + VAT 10%

Processing charges 4,00,000

Taken services of production engineer and paid `3,00,000 + service Tax 14.5%.

Profit `5,00,000 and entire product was sold and charged output tax Excise Duty @ 10% + VAT 10%

Compute Net Excise duty payable/VAT Payable and also Income Tax.

(Countervailing means having an equal but opposite effect)
Solution: 

Raw Material ‘A’

Assessable Value









           2,00,000.00
Add: Basic Custom Duty 10%








  20,000.00










                       2,20,000.00
Add: Countervailing Duty 10% of (2,00,000 + 20,000)





  22,000.00
Add: PEC 2% of (20,000 + 22,000)








       840.00 

Add: SHEC 1% of (20,000 + 22,000)








       420.00 












                       2,43,260.00
Special Additional Duty 4%








                 9730.40

Input tax credit shall be allowed for countervailing duty and special additional duty as per rule 3(1) of CCR 2004 but no tax credit is allowed for BCD and PEC / SHEC of customs duty. A SP is not allowed tax credit for SAD, as per rule 3(1). A trader shall be allowed to claim refund of SAD hence cost of raw material ‘A’ shall be 2,00,000 + 20,000 + 840 + 420 = 2,21,260
Raw Material ‘B’













                1,00,000

Add: Excise Duty @ 10%









       10,000













                1,10,000

Add: CST 2%










                     2,200












                1,12,200
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘B’ shall be 1,00,000 + 2,200 = 1,02,200
Raw Material ‘C’













                3,00,000

Add: Excise Duty 10%









       30,000














    3,30,000

Add: VAT @ 10%










       33,000












                3,63,000

Tax credit for excise duty is allowed as per rule 3(1) of CCR 2004 and tax credit of VAT is allowed as per relevant state VAT Act hence cost of raw material ‘C’ shall be 3,00,000
Services










                3,00,000

Add: Service tax 14%









                   42,000

Ad: Swachh Bharat Cess @ 0.5%






                                 1,500












 
                3,43,500

In this case, tax credit of service tax shall be allowed and as per rule 3(4) of CCR 2004 it can be adjusted from output excise duty. (Inter-adjustment of service tax and excise duty is allowed as per Cenvat Credit Rules 2004.)
Cost of finished product

Raw Material A 









           2,21,260.00
Raw Material B









           1,02,200.00
Raw Material C









           3,00,000.00
Services 










           3,01,500.00
Processing










           4,00,000.00
Cost










                     13,24,960.00
Add: Profit










           5,00,000.00












         18,24,960.00
Add: Excise Duty @ 10%








           1,82,496.00












         20,07,456.00
VAT @ 10% 










           2,00,745.60

Computation of Net Tax

                                                     Output Excise Duty
                              Output VAT




                       1,82,496.00                                                 2,00,745.60
Less: Tax Credit

RM ‘A’ (CVD)  
                      ( 22,000.00)                                                              -
SAD



        (   9,730.40)                                                              -
RM ‘B’


         (10,000.00)                                                              -
RM ‘C’


         (30,000.00)                                                     (33,000.00)
Service Tax


         (42,000.00)                                                              -
Net Tax 


          68,765.60                                                     1,67,745.60
Rounded off 

 
          68,766.00                                                     1,67,746.00
Income Tax + EC (5,00,000 x 30% + PEC/SHEC)




           1,54,500.00
Illustration 3:  ABC Ltd. has submitted information as given below.

- Purchased raw material ‘A’ `2,00,000 + Excise Duty  @ 10% + VAT @ 12.5%

- Purchased raw material ‘B’ `3,10,000 +Excise Duty @ 8% + CST @ 2%

- Imported raw material (High seas) ‘C’ `4,30,000 +BCD 10% + CVD @ 10% +EC/SHEC +SAD @ 4%

- Services of a production engineer were taken and paid `2,00,000 + service tax @ 14.5% 

- Processing charges 4,00,000

- Profit 20% of cost.

- Sold entire product to a registered dealer in UP under interstate sale and output Excise Duty @ 10% +CST @ 2%

Show the tax treatment

ITC / Output tax/ Net tax /Income tax

Solution:












`
Raw Material ‘A’














    2,00,000

Add: Excise Duty @ 10%









       20,000














    2,20,000

Add: VAT @ 12.5%








                               27,500













    2,47,500
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘A’ shall be 2,00,000

Raw Material ‘B’














    3,10,000

Add: Excise Duty @ 8%









       24,800














    3,34,800

Add: CST @ 2%










         6,696












                3,41,496
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘B’ shall be 3,10,000 + 6,696 = 3,16,696
Raw Material ‘C’













           4,30,000.00
Add: BCD @ 10%










  43,000.00












           4,73,000.00
Add: CVD @ 10%










  47,300.00












           5,20,300.00
Add: PEC @ 2%









                1,806.00
Add: SHEC @ 1%










       903.00












           5,23,009.00
Add: SAD @ 4%










  20,920.36













           5,43,929.36

Input tax credit shall be allowed for countervailing duty and special additional duty as per rule 3(1) of CCR 2004 but no tax credit is allowed for BCD and EC / SHEC of customs duty. A Service Provider is not allowed tax credit for SAD, as per rule 3(1). A trader shall be allowed to claim refund of SAD hence cost of raw material ‘C’ shall be 4,30,000 + 43,000 + 1,806 + 903 = 4,75,709
Service Tax













           2,00,000.00
Add: ST @ 14%










  28,000.00
Add: Swachh Bharat Cess @ 0.5%








    1,000.00













           2,29,000.00
Cost of Finished Product
Raw Material 
‘A’









           2,00,000.00
Raw Material
‘B’









           3,16,696.00
Raw Material
‘C’









           4,75,709.00
Services 










           2,01,000.00
Processing Cost









           4,00,000.00











                     15,93,405.00
Profit (15,93,405 x 20%)








           3,18,681.00












         19,12,086.00
Add: ED @ 10%









           1,91,208.60












         2,103,294.60
Add: CST 2%











  42,065.89
Computation Net Tax

                                                                            Output Excise Duty 

Output VAT/CST

                                                                                   1,91,208.60                                      42,065.89
Less: Tax Credit

RM ‘A’




            (20,000.00)                                    (27,500.00)

RM ‘B’




            (24,800.00)

RM ‘C’

CVD
 


                                    (47,300.00)

SAD




                        (20,920.36)

Service Tax



                        (28,000.00)




                                                                                                 
Net Tax Payable                                                          50,188.24                                        14,565.89
Rounded off 



                         50,188.00


         14,566.00

  
Computation of Tax Liability

Income 










           3,18,681.00
Rounded off u/s 288A









           3,18,680.00

Tax on ` 3,18,680 @ 30%








              95,604.00
Add: PEC @ 2%









                1,912.08

Add: SHEC @ 1%










       956.04

Tax liability 










              98,472.12

Rounded off u/s 288B










  98,470.00

Illustration 4:  Mr. X is a registered dealer in local VAT Act and has submitted information as given below:

- Purchased goods A’ from Haryana `6,00,000 plus CST @ 2% and sold the goods in Delhi at a profit of 20% on purchase price plus VAT 10%.

- Purchased goods ‘B’ from Delhi `5,00,000 plus VAT @ 10% and sold goods at a  profit of 30% of cost price + VAT @ 10%.

- Purchased goods ‘C’ from Delhi `7,00,000 plus VAT @ 10% and the goods were sold in inter-state sale to an unregistered dealer and charged CST and the dealer has taken profit of 40% on cost.

Discuss tax treatment.

Solution:  

Goods ‘A’














    6,00,000

Add:  CST @ 2%










       12,000














    6,12,000

Input Tax Credit 











 Nil














    6,12,000

Add: Profit @ 20%










    1,22,400














    7,34,400

Add: VAT @ 10%









                   73,440

Goods ‘B’














    5,00,000

Add: VAT @ 10%










       50,000

Input Tax Credit 










       50,000














    5,00,000

Add: Profit @ 30%










    1,50,000














    6,50,000

Add: VAT @ 10%









                   65,000

Goods ‘C’














    7,00,000

Add: VAT @ 10%










       70,000

Input Tax Credit 










       70,000














    7,00,000

Add: Profit @ 40%









                2,80,000














    9,80,000

Add: CST @ 10%









                   98,000

Since the goods have been sold to a dealer who is not registered under CST Act hence as per section 8(2) of CST Act, rate of CST shall be equal to LST hence rate charged is 10% 
Output tax




VAT





CST
Goods A




73,440





-----

Goods B




65,000

Goods C




-----





98,000






         1,38,440




            98,000

Less:  Input Tax Credit

Goods A







Goods B



           (50,000)

Goods C



           (70,000)

Net Tax Payable 


            18,440




            98,000

Firstly: ITC  shall  be  used  for payment   of   VAT   on intra-state sales, If balance is available, it shall be used for payment of CST. If further balance is available, Carry forward/refund is allowed depending upon individual state. Hence tax credit of VAT has been first used for adjusting output VAT.
Illustration 5: Mr. X is registered in Central Excise/local VAT/CST and he is a manufacturer and he has purchased raw material R1 for `2,50,000 and has paid excise duty @ 7% and VAT @ 10%.

He purchased raw material R2 for `3,20,000 and paid excise duty @ 5% and central sales tax @ 2% and raw material was purchased from other state.

He has purchased raw material R3 for `5,50,000 and has paid excise duty @ 7% and VAT @ 10%.

Processing charges `4,00,000 plus profit `70,000.

The manufacturer has taken input services in connection with manufacturing of the product and has paid `5,00,000 plus  service tax of `70,000 plus Swachh Bharat Cess `2,500. 

Final product was sold and excise duty is 18% and VAT @ 10%.

Show the working for VAT/Cenvat credit and also show the working for payment of tax at the time of sale of final product. 

Solution: 











              `
Raw material – R1

Assessable value 









                2,50,000

Excise duty @ 7% 










       17,500

Total 











                2,67,500
VAT @ 10% - Input Tax






 
                               26,750
Purchase Price










                2,94,250
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘R1’ shall be 2,50,000

Raw material – R2

Assessable value 









                3,20,000

Excise duty @ 5% 










       16,000

Total 











                3,36,000

Central Sales tax @ 2% - Input Tax






                                 6,720 Purchase Price










                3,42,720
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘R2’ shall be 3,20,000 + 6,720 = 3,26,720

Raw material – R3

Assessable value 









                5,50,000

Excise duty @ 7% 










       38,500

Total 











                5,88,500
VAT @ 10% - Input Tax






                                           58,850
Purchase Price










                6,47,350
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘R3’ shall be 5,50,000

Cost of Final Product 
Raw material - R1 






 


           2,50,000.00
Raw material - R2 (Purchase Price minus Excise Duty)

                                               3,26,720.00
Raw material - R3 









           5,50,000.00
Processing charges  









           4,00,000.00
Payment for services









           5,02,500.00
Profit 












  70,000.00
Assessable value (as per section 4 of Central Excise Act, 1944)



         20,99,220.00
Excise duty @ 18%









           3,77,859.60
Total 











         24,77,079.60
VAT @ 10% - Output Tax







                       2,47,707.96
Selling Price










         27,24,787.56
CENVAT /VAT ACCOUNT

	
	Excise Duty / Service Tax

`
	VAT

`

	Output tax 
	3,77,859.60
	2,47,707.96

	Less: VAT/CENVAT Credit  
	
	

	(Invoice 1) Raw material – R1
	(17,500.00)
	(26,750.00)

	(Invoice 2) Raw material – R2
	(16,000.00)
	-

	(Invoice 3) Raw material – R3
	(38,500.00)
	(58,850.00)

	Service tax
	(70,000.00)
	

	Net tax payable 
	2,35,859.60
	1,62,107.96

	Rounded off 
	2,35,860.00
	1,62,108.00


Illustration 6:  ABC Ltd. has submitted information as given below:

Purchased raw material for `4,00,000 plus excise duty @ 10% plus VAT @ 10% and company purchased plant and machinery for `10,00,000 plus excise duty @ 10% plus VAT @ 10%. Life of plant and machinery is 5 years and depreciation is allowed @ 20% on SLM basis. Processing charges `2,00,000 and profit `5,00,000. The company is allowed to utilize tax credit of excise duty for plant and machinery in 2 annual installments and tax credit for VAT in 3 annual equal installments. All the goods were sold Excise Duty @ 10% + VAT @ 10%.

Show the tax treatment.

Solution: 












  `
Raw Material 

Cost of Raw Material 









                4,00,000

Add: Excise Duty @ 10%









       40,000














    4,40,000

VAT @ 10%










                   44,000











                                        4,84,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material shall be 4,00,000

Plant and Machinery

Plant and Machinery










  10,00,000

Add: Excise Duty @ 10%









    1,00,000

Total












  11,00,000

VAT @ 10% 










                1,10,000














  12,10,000

Input Tax Credit












Excise Duty





1,00,000

VAT 




 
            1,10,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          10,00,000

Cenvat Credit Receivable (Capital goods) A/c   Dr.
                                       50,000

Cenvat Credit Deferred (Capital goods) A/c
     Dr.
                                       50,000

To Bank A/c






                          
             11,00,000


The assessee shall be allowed to utilise cenvat credit of `50,000 and balance `50,000 in the deferred a/c shall be utilised in the next year and following entry shall be passed.

Cenvat Credit Receivable (Capital goods) A/c    Dr.



50,000

To Cenvat Credit Deferred (Capital goods) A/c





    50,000

Similarly entries shall be passed for VAT credit and it will be allowed in three installments as per white paper.

Cost of finished product

Raw Material











    4,00,000

Depreciation on capital goods (20% of 10,00,000)






    2,00,000

Processing











    2,00,000

Profit












    5,00,000

Assessable value










  13,00,000

Add: Excise Duty @ 10%








                1,30,000











                          14,30,000
VAT @ 10%









                            1,43,000
	
	Excise Duty
	 VAT

	Output Tax
	1,30,000.00
	1,43,000.00

	Less: VAT/Cenvat  Credit
	
	

	Raw Material 
	(40,000.00)
	(44,000.00)

	Plant & Machinery
	(50,000.00)
	(36,666.67)

	Net Tax Payable
	40,000.00
	62,333.33

	Rounded off
	40,000.00
	62,333.00


(b) Show the tax treatment in Gross Product Variant.

Raw Material 

Cost of Raw Material 









                4,00,000

Add: Excise Duty @ 10%









       40,000














    4,40,000

VAT @ 10%










                   44,000











                                        4,84,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material shall be 4,00,000

Plant and Machinery

Plant and Machinery










  10,00,000

Add: Excise Duty @ 10%









    1,00,000

Total












  11,00,000

VAT @ 10% 










                1,10,000














  12,10,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          12,10,000

To Bank A/c






                          
             12,10,000


Cost of finished product

Raw Material











    4,00,000

Depreciation on capital goods (20% of 12,10,000)






    2,42,000

Processing











    2,00,000

Profit












    5,00,000

Assessable value










  13,42,000

Add: Excise Duty @ 10%








                1,34,200












                          14,76,200

VAT @ 10%









                            1,47,620

	
	Excise Duty
	 VAT

	Output Tax
	1,34,200
	1,47,620

	Less: VAT/Cenvat  Credit
	
	

	Raw Material 
	(40,000)
	(44,000)

	Plant & Machinery
	-
	-

	Net Tax Payable
	94,200
	1,03,620


(c) Show the tax treatment in Consumption Variant.

Solution: 












  `
Raw Material 

Cost of Raw Material 









                4,00,000

Add: Excise Duty @ 10%









       40,000














    4,40,000

VAT @ 10%










                   44,000











                                        4,84,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material shall be 4,00,000

Plant and Machinery

Plant and Machinery










  10,00,000

Add: Excise Duty @ 10%









    1,00,000

Total












  11,00,000

VAT @ 10% 










                1,10,000














  12,10,000

Input Tax Credit












Excise Duty





1,00,000

VAT 




 
            1,10,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          10,00,000

Cenvat Credit Receivable (Capital goods) A/c   Dr.
                                    1,00,000

To Bank A/c






                          
             11,00,000


Similarly entries shall be passed for VAT credit.

Cost of finished product

Raw Material











    4,00,000

Depreciation on capital goods (20% of 10,00,000)






    2,00,000

Processing











    2,00,000

Profit












    5,00,000

Assessable value










  13,00,000

Add: Excise Duty @ 10%








                1,30,000












                          14,30,000

VAT @ 10%









                            1,43,000

	
	Excise Duty
	 VAT

	Output Tax
	1,30,000.00
	1,43,000.00

	Less: VAT/Cenvat  Credit
	
	

	Raw Material 
	(40,000.00)
	(44,000.00)

	Plant & Machinery
	(1,00,000.00)
	(1,10,000.00)

	Excess tax credit 
	10,000.00
	11,000.00


Excess tax credit of excise duty can be carried forward. Excess tax credit of VAT can be carried forward or refund can be claimed. 
(d) Show the tax treatment in Income Variant and tax credit can be utilized in 5 annual equal installments.

Solution: 












  `
Raw Material 

Cost of Raw Material 









                4,00,000

Add: Excise Duty @ 10%









       40,000














    4,40,000

VAT @ 10%










                   44,000











                                        4,84,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material shall be 4,00,000

Plant and Machinery

Plant and Machinery










  10,00,000

Add: Excise Duty @ 10%









    1,00,000

Total












  11,00,000

VAT @ 10% 










                1,10,000














  12,10,000

Input Tax Credit












Excise Duty





1,00,000

VAT 




 
            1,10,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          10,00,000

Cenvat Credit Receivable (Capital goods) A/c   Dr.
                                       20,000

Cenvat Credit Deferred (Capital goods) A/c
     Dr.
                                       80,000

To Bank A/c






                          
             11,00,000


The assessee shall be allowed to utilise Cenvat credit of `20,000 and balance `80,000 in the deferred a/c shall be utilised in the subsequent years and following entry shall be passed every year.

Cenvat Credit Receivable (Capital goods) A/c    Dr.



   20,000

To Cenvat Credit Deferred (Capital goods) A/c





    20,000

Similarly entries shall be passed for VAT credit and it will be allowed in five installments.

Cost of finished product

Raw Material











    4,00,000

Depreciation on capital goods (20% of 10,00,000)






    2,00,000

Processing











    2,00,000

Profit












    5,00,000

Assessable value










  13,00,000

Add: Excise Duty @ 10%








                1,30,000












                          14,30,000

VAT @ 10%









                            1,43,000

	
	Excise Duty
	 VAT

	Output Tax
	1,30,000.00
	1,43,000.00

	Less: VAT/Cenvat  Credit
	
	

	Raw Material 
	(40,000.00)
	(44,000.00)

	Plant & Machinery
	(20,000.00)
	(22,000.00)

	Net Tax Payable
	70,000.00
	77,000.00


Question 1: Explain Variants of VAT.

Answer: Tax credit is allowed in general on inputs as well as capital goods. If tax credit is not allowed on capital goods, it is called gross product variant and if tax credit on capital goods is allowed, it is called consumption variant and if tax credit is allowed in installments, it is called income variant. 

(a)
Gross Product Variant: In this case, tax credit is allowed on inputs but no tax credit is allowed on capital goods and as a result there is double taxation and cascading effect to that extent and in general it is nowhere applicable in the world and is not considered to be good variant. 
(b)
Income Variant: In this variant tax credit on capital goods is allowed but it can be set off against output tax in installments depending upon the life of capital goods. There is no double taxation and no cascading effect but immediate adjustment is not allowed to the assessee for the tax paid by him and it will discourage the assessee to make investment in capital goods.   
(c) 
Consumption Variant: This variant of VAT allows tax credit for all business purchases including capital assets and it can be utilized immediately instead of utilizing it in installments. Hence there is no double taxation or cascading effect even with regard to capital goods. Further there is no need to distinguish between inputs and capital goods because tax credit for both is allowed but in case of gross product variant there will be a need to distinguish inputs and capital goods. 

The actual position in India is that cenvat credit for excise duty for capital goods is allowed but it can be utilized in two annual equal installments as per rule 4(2) of CCR 2004. e.g. A manufacturer received machinery on the 16th day of April, 2015 in his factory. CENVAT of two lakh rupees is paid on this machinery. The manufacturer can utilize credit upto a maximum of one lakh rupees in the financial year 2015-16, and the balance in subsequent year.
As per white paper, tax credit for VAT on capital goods is allowed in 3 annual equal installments but infact it differs from state to state. 

Illustration 7:  ABC Ltd has submitted particulars as given below:-

- Purchased Raw Material ‘A’ `1,00,000 + Excise Duty @ 10% + VAT @ 10%

- Purchased Raw Material ‘B’ `2,00,000 +Excise Duty @ 10% + CST @ 2%

- Imported Raw Material ‘C’ `3,00,000 + BCD @ 10% + CVD @ 10% + PEC /SHEC @ 3% + SAD @ 4%.

- Purchased plant and machinery `20,00,000 + Excise Duty @ 10% + VAT @ 10%.

  Life of plant and machinery is 5 years. Depreciation is allowed on SLM basis.

- Service taken `3,00,000 +ST @ 14.5%.
- Processing charges 4,00,000

- Profit 5,00,000

All the goods were sold Excise Duty @ 10% + VAT @ 10%

Show tax treatment (as per rule 4(2) of CCR 2004, cenvat credit for capital goods can be utilized in 2 instalments and tax credit for VAT as per white paper should be utilized in 3 instalments) 
Solution: 












  `
Raw Material ‘A’

Cost of Raw Material ‘A’









    1,00,000

Add: Excise Duty @ 10%









       10,000














    1,10,000

VAT @ 10%










                   11,000











                                        1,21,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘A’ shall be 1,00,000

Raw Material “B’

Cost of Raw Material ‘B’









    2,00,000

Add: Excise Duty @ 10%








                   20,000














    2,20,000

CST @ 2%











         4,400
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘B’ shall be 2,00,000 + 4,400 = 2,04,400
Raw Material ‘C’

Cost of Raw Material ‘C’








           3,00,000.00
Add: BCD @ 10% 









              30,000.00
Total











           3,30,000.00
Add: CVD @ 10% 










  33,000.00
Add: PEC @ 2%










    1,260.00
Add: SHEC @ 1%









                   630.00












           3,64,890.00
SAD @ 4%











  14,595.60
Input tax credit shall be allowed for countervailing duty and special additional duty as per rule 3(1) of CCR 2004 but no tax credit is allowed for BCD and PEC / SHEC of customs duty. A SP is not allowed tax credit for SAD, as per rule 3(1). A trader shall be allowed to claim refund of SAD hence cost of raw material ‘C’ shall be 3,00,000 + 30,000 + 1,260 + 630 = 3,31,890

Plant and Machinery

Plant and Machinery










  20,00,000

Add: Excise Duty @ 10%









    2,00,000

Total












  22,00,000

VAT @ 10% 










                2,20,000














  24,20,000

Input Tax Credit












Excise Duty





2,00,000

VAT 




 
            2,20,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          20,00,000

Cenvat Credit Receivable (Capital goods) A/c   Dr.
                                    1,00,000

Cenvat Credit Deferred (Capital goods) A/c
     Dr.
                                    1,00,000

To Bank A/c






                          
             22,00,000


The assessee shall be allowed to utilise cenvat credit of `1,00,000 and balance `1,00,000 in the deferred a/c shall be utilised in the next year and following entry shall be passed.

Cenvat Credit Receivable (Capital goods) A/c    Dr.



1,00,000

To Cenvat Credit Deferred (Capital goods) A/c





    1,00,000

Similarly entries shall be passed for VAT credit and it will be allowed in three installments as per white paper.

Services

Services










           3,00,000.00
Add: Service Tax 










  42,000.00
Add: Swachh Bharat Cess @ 0.5%







                1,500.00













           3,43,500.00
Input Tax Credit












Service Tax





   42,000

Cost of finished product

Raw Material



A






           1,00,000.00
Raw Material



B






           2,04,400.00
Raw Material



C






           3,31,890.00
Depreciation on capital goods (20% of 20,00,000)





           4,00,000.00
Services 










           3,01,500.00
Processing










           4,00,000.00
Profit











           5,00,000.00
Assessable value








                     22,37,790.00
Add: Excise Duty @ 10%








           2,23,779.00











                     24,61,569.00

VAT @ 10%









                       2,46,156.90
	
	Excise Duty
	 VAT

	Output Tax
	2,23,779.00
	2,46,156.90

	Less: VAT/Cenvat  Credit
	
	

	Raw Material ‘A’
	(10,000.00)
	(11,000.00)

	Raw Material ‘B’
	(20,000.00)
	-

	Raw Material ‘C’
	CVD (33,000.00)
	-

	SAD
	(14,595.60)
	-

	Plant & Machinery
	(1,00,000.00)
	(73,333.33)

	Services
	(42,000.00)
	

	Net Tax Payable
	4,183.40
	1,61,823.57

	Rounded off
	4,183.00
	1,61,824.00


(b) Show tax treatment under gross product variant. 

Solution: 












  `
Raw Material ‘A’

Cost of Raw Material ‘A’









    1,00,000

Add: Excise Duty @ 10%









       10,000














    1,10,000

VAT @ 10%










                   11,000











                                        1,21,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘A’ shall be 1,00,000

Raw Material “B’

Cost of Raw Material ‘B’









    2,00,000

Add: Excise Duty @ 10%








                   20,000














    2,20,000

CST @ 2%











         4,400

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘B’ shall be 2,00,000 + 4,400 = 2,04,400

Raw Material ‘C’

Cost of Raw Material ‘C’








           3,00,000.00

Add: BCD @ 10% 









              30,000.00

Total











           3,30,000.00

Add: CVD @ 10% 










  33,000.00

Add: PEC @ 2%










    1,260.00

Add: SHEC @ 1%









                   630.00













           3,64,890.00

SAD @ 4%











  14,595.60

Input tax credit shall be allowed for countervailing duty and special additional duty as per rule 3(1) of CCR 2004 but no tax credit is allowed for BCD and PEC / SHEC of customs duty. A SP is not allowed tax credit for SAD, as per rule 3(1). A trader shall be allowed to claim refund of SAD hence cost of raw material ‘C’ shall be 3,00,000 + 30,000 + 1,260 + 630 = 3,31,890

Plant and Machinery

Plant and Machinery









         20,00,000.00
Add: Excise Duty @ 10%








           2,00,000.00
Total










                     22,00,000.00
VAT @ 10% 










           2,20,000.00











                     24,20,000.00
At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          24,20,000

To Bank A/c






                          
             24,20,000


Services

Services










           3,00,000.00
Add: Service Tax 










  42,000.00
Add: Swachh Bharat Cess @ 0.5%






                            1,500.00













           3,43,500.00
Input Tax Credit












Service Tax





   42,000

Cost of finished product

Raw Material



A






           1,00,000.00
Raw Material



B






           2,04,400.00
Raw Material



C






           3,31,890.00
Depreciation on capital goods (20% of 24,20,000)





           4,84,000.00
Services 










           3,01,500.00
Processing










           4,00,000.00
Profit











           5,00,000.00
Assessable value








                     23,21,790.00
Add: Excise Duty @ 10%








           2,32,179.00











                     25,53,969.00
VAT @ 10%









                       2,55,396.90
	
	Excise Duty
	 VAT

	Output Tax
	2,32,179.00
	2,55,396.90

	Less: VAT/Cenvat  Credit
	
	

	Raw Material ‘A’
	(10,000.00)
	(11,000.00)

	Raw Material ‘B’
	(20,000.00)
	-

	Raw Material ‘C’
	CVD (33,000.00)
	-

	SAD
	(14,595.60)
	-

	Plant & Machinery
	-
	-

	Services
	(42,000.00)
	

	Net Tax Payable 
	1,12,583.40
	2,44,396.90

	Rounded off
	1,12,583.00
	2,44,397.00


(c) Show tax treatment under Consumption variant. 

Solution: 












  `
Raw Material ‘A’

Cost of Raw Material ‘A’









    1,00,000

Add: Excise Duty @ 10%









       10,000














    1,10,000

VAT @ 10%










                   11,000











                                        1,21,000

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘A’ shall be 1,00,000

Raw Material “B’

Cost of Raw Material ‘B’









    2,00,000

Add: Excise Duty @ 10%








                   20,000














    2,20,000

CST @ 2%











         4,400

Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘B’ shall be 2,00,000 + 4,400 = 2,04,400

Raw Material ‘C’

Cost of Raw Material ‘C’








           3,00,000.00

Add: BCD @ 10% 









              30,000.00

Total











           3,30,000.00

Add: CVD @ 10% 










  33,000.00

Add: PEC @ 2%










    1,260.00

Add: SHEC @ 1%









                   630.00













           3,64,890.00

SAD @ 4%











  14,595.60

Input tax credit shall be allowed for countervailing duty and special additional duty as per rule 3(1) of CCR 2004 but no tax credit is allowed for BCD and PEC / SHEC of customs duty. A SP is not allowed tax credit for SAD, as per rule 3(1). A trader shall be allowed to claim refund of SAD hence cost of raw material ‘C’ shall be 3,00,000 + 30,000 + 1,260 + 630 = 3,31,890

Plant and Machinery

Plant and Machinery










  20,00,000

Add: Excise Duty @ 10%









    2,00,000

Total












  22,00,000

VAT @ 10% 










                2,20,000














  24,20,000

Input Tax Credit












Excise Duty





2,00,000

VAT 




 
            2,20,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          20,00,000

Cenvat Credit Receivable (Capital goods) A/c   Dr.
                                    2,00,000

To Bank A/c






                          
             22,00,000


Similarly entries shall be passed for VAT credit.

Services

Services











    3,00,000

Add: Service Tax 










       42,000

Add: Swachh Bharat Cess @ 0.5%








         1,500













                3,43,500

Input Tax Credit












Service Tax





   42,000

Cost of finished product

Raw Material



A






           1,00,000.00

Raw Material



B






           2,04,400.00

Raw Material



C






           3,31,890.00

Depreciation on capital goods (20% of 20,00,000)





           4,00,000.00

Services 










           3,01,500.00

Processing










           4,00,000.00

Profit











           5,00,000.00

Assessable value









         22,37,790.00

Add: Excise Duty @ 10%








           2,23,779.00












                     24,61,569.00

VAT @ 10%









                       2,46,156.90

	
	Excise Duty
	 VAT

	Output Tax
	2,23,779.00
	2,46,156.90

	Less: VAT/Cenvat  Credit
	
	

	Raw Material ‘A’
	(10,000.00)
	(11,000.00)

	Raw Material ‘B’
	(20,000.00)
	-

	Raw Material ‘C’
	CVD (33,000.00)
	-

	SAD
	(14,595.60)
	-

	Plant & Machinery
	(2,00,000.00)
	(2,20,000)

	Services
	(42,000.00)
	

	Net Tax Payable
	
	15,156.90

	Excess tax credit
	95,816.60
	

	Rounded off
	95,817.00
	15,157.00


(d) Show tax treatment under Income variant and tax credit for capital goods can be utilized in 5 annual equal installments. 

Solution: 












  `
Raw Material ‘A’

Cost of Raw Material ‘A’








           1,00,000.00
Add: Excise Duty @ 10%









  10,000.00












           1,10,000.00
VAT @ 10%










              11,000.00










                                   1,21,000.00
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘A’ shall be 1,00,000

Raw Material “B’

Cost of Raw Material ‘B’








           2,00,000.00
Add: Excise Duty @ 10%








              20,000.00












           2,20,000.00
CST @ 2%











    4,400.00
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘B’ shall be 2,00,000 + 4,400 = 2,04,400

Raw Material ‘C’

Cost of Raw Material ‘C’








           3,00,000.00

Add: BCD @ 10% 









              30,000.00

Total











           3,30,000.00

Add: CVD @ 10% 










  33,000.00

Add: PEC @ 2%










    1,260.00

Add: SHEC @ 1%









                   630.00













           3,64,890.00

SAD @ 4%











  14,595.60

Input tax credit shall be allowed for countervailing duty and special additional duty as per rule 3(1) of CCR 2004 but no tax credit is allowed for BCD and PEC / SHEC of customs duty. A SP is not allowed tax credit for SAD, as per rule 3(1). A trader shall be allowed to claim refund of SAD hence cost of raw material ‘C’ shall be 3,00,000 + 30,000 + 1,260 + 630 = 3,31,890

Plant and Machinery

Plant and Machinery








                     20,00,000.00
Add: Excise Duty @ 10%








           2,00,000.00
Total











         22,00,000.00
VAT @ 10% 










           2,20,000.00












         24,20,000.00
Input Tax Credit












Excise Duty





2,00,000

VAT 




 
            2,20,000

At the time of purchase of plant and machinery, the following entry shall be passed 

Plant and Machinery A/c                                     Dr.   

          20,00,000

Cenvat Credit Receivable (Capital goods) A/c   Dr.
                                       40,000

Cenvat Credit Deferred (Capital goods) A/c
     Dr.
                                    1,60,000

To Bank A/c






                          
             22,00,000


The assessee shall be allowed to utilise cenvat credit of `40,000 and balance `1,60,000 in the deferred a/c shall be utilised in the subsequent year and following entry shall be passed in every year
Cenvat Credit Receivable (Capital goods) A/c    Dr.



    40,000

To Cenvat Credit Deferred (Capital goods) A/c





       40,000

Similarly entries shall be passed for VAT credit and it will be allowed in five installments.

Services

Services










           3,00,000.00
Add: Service Tax 










  42,000.00
Add: Swachh Bharat Cess @ 0.5%







                1,500.00













           3,43,500.00
Input Tax Credit












Service Tax





   42,000

Cost of finished product

Raw Material



A






           1,00,000.00
Raw Material



B






           2,04,400.00
Raw Material



C






           3,31,890.00
Depreciation on capital goods (20% of 20,00,000)





           4,00,000.00
Services 










           3,01,500.00
Processing










           4,00,000.00
Profit











           5,00,000.00
Assessable value








                     22,37,790.00
Add: Excise Duty @ 10%








           2,23,779.00











                     24,61,569.00

VAT @ 10%









                       2,46,156.90

	
	Excise Duty
	 VAT

	Output Tax
	2,23,779.00
	2,46,156.90

	Less: VAT/Cenvat  Credit
	
	

	Raw Material ‘A’
	(10,000.00)
	(11,000.00)

	Raw Material ‘B’
	(20,000.00)
	-

	Raw Material ‘C’
	CVD (33,000.00)
	-

	SAD
	(14,595.60)
	-

	Plant & Machinery
	(40,000.00)
	(44,000.00)

	Services
	(42,000.00)
	

	Net Tax Payable
	64,183.40
	1,91,156.90

	Rounded off
	64,183.00
	1,91,157.00


Illustration 8: ABC Limited is a manufacturing concern and the company has submitted the particulars as given below:-

Purchased raw material, R1: `2,00,000.

(+) Excise Duty @10%

(+) VAT @10%

Purchased raw material, R2: `3,00,000.

(+) Excise Duty @ 12.5%

(+) CST @ 2%

The company purchased plant and machinery for `10 Lakhs and paid excise duty @10% plus VAT @ 4%.

Life of the plant and machinery is 5 years and depreciation is allowed @ 20% on SLM.

The company has taken certain services in connection with manufacturing of goods and has paid `3,00,000 plus service tax @ 14.5%.
Other processing expenditure incurred by the company is `5,00,000 and profit is `3,00,000. 

Final product was sold by the company and output excise duty is 12.5% and output VAT is 10%.

Company is registered under Central Excise Act, local VAT Act and CST Act and the company is not eligible for SSI exemption.

Compute Output Excise Duty, Output VAT / Net Excise Duty/ Net VAT. (as per rule 4(2) of CCR 2004, cenvat credit for capital goods can be utilized in 2 instalments and tax credit for VAT as per white paper should be utilized in 3 instalments)
Solution (a):
Raw material –R1 

Purchase price                                                                                                                                   2,00,000.00

Add: Excise duty @ 10%                                                                                                                     20,000.00

                                                                                                                                                           2,20,000.00  

Add: VAT @ 10%                                                                                                                                22,000.00 

                                                                                                                                                           2,42,000.00
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of raw material ‘R1’ shall be 2,00,000

Raw material –R2 

Purchase price                                                                                                                                    3,00,000.00

Add: Excise duty @ 12.5%                                                                                                                  37,500.00

                                                                                                                                                           3,37,500.00  

Add: CST @ 2%                                                                                                                                     6,750.00 

                                                                                                                                                           3,44,250.00
Tax credit for excise duty shall be allowed as per rule 3(1) of CCR 2004. No tax credit is allowed for central sales tax because it has been paid in some other state and cost of raw material ‘R2’ shall be 3,00,000 + 6,750 = 3,06,750
Capital goods

Purchase price                                                                                                                                  10,00,000.00

Add: Excise duty @10%                                                                                                                   1,00,000.00

                                                                                                                                                         11,00,000.00  

Add: VAT @ 4%                                                                                                                                  44,000.00 

                                                                                                                                                         11,44,000.00

Tax credit for excise duty shall be allowed as per rule 4(2) of CCR 2004 and tax credit for VAT shall be allowed as per relevant VAT Act and cost of capital goods shall be 10,00,000

On the date of purchase 

Capital Goods A/c

Dr.
10,00,000.00

CENVAT Receivable A/c
Dr.
     50,000.00

CENVAT credit deferred A/c
Dr. 
     50,000.00

VAT Receivable A/c

Dr.
     14,666.67

VAT credit deferred A/c
Dr. 
     29,333.33

To Bank





11,44,000.00

(Being capital goods purchased and cenvat credit can be utilized in two installments and VAT credit in three installments)
Services                                                                                                                                             3,00,000.00

Service Tax @ 14%                                                                                                                              42,000.00
Add: Swachh Bharat Cess @ 0.5%

    1,500.00
                                                                                                                                                           3,43,500.00
Input Tax Credit












Service Tax





      





  42,000.00
Cost of final product

Raw material –R1                                                                                                                              2,00,000.00

Raw material –R2                                                                                                                              3,06,750.00

Depreciation on Capital goods (10,00,000 @ 20%)                                                                          2,00,000.00

Services                                                                                                                                             3,01,500.00
Other processing charges                                                                                                                   5,00,000.00

Profit                                                                                                                                                  3,00,000.00

Assessable Value                                                                                                                             18,08,250.00

Add: Excise duty @ 12.5%                                                                                                               2,26,031.25
                                                                                                                                                         20,34,281.25  

Add: VAT @ 10%                                                                                                                             2,03,428.13 

CENVAT/VAT ACCOUNT
	
	Excise Duty / Service Tax 
	VAT

	Output Tax
	2,26,031.25
	2,03,428.13

	Less: Cenvat/VAT credit
	
	

	Raw material – R1
	(20,000.00)
	(22,000.00)

	Raw material – R2
	(37,500.00)
	-

	Plant and machinery
	(50,000.00)
	(14,666.67)

	Service tax
	(42,000.00)
	-

	Net tax payable  
	76,531.25
	1,66,761.46

	Rounded Off
	76,531.00
	1,66,761.00


(b) Presume the goods were sold in some other state to Registered Dealer against Form ‘C’                 
Solution:

In this case the manufacturer shall charge central sales tax on the sale instead of local Value Added Tax. Since CST shall also be paid to the Government, VAT credit shall be allowed in the normal manner and it can be adjusted against output CST and tax treatment shall be as given below:

Cost of final product

Raw material –R1                                                                                                                              2,00,000.00

Raw material –R2                                                                                                                              3,06,750.00

Capital goods (10,00,000 @ 20%)                                                                                                    2,00,000.00

Services                                                                                                                                             3,01,500.00

Other processing charges                                                                                                                   5,00,000.00

Profit                                                                                                                                                  3,00,000.00

Assessable Value                                                                                                                             18,08,250.00

Add: Excise duty @12.5%                                                                                                                2,26,031.25
                                                                                                                                                         20,34,281.25  

Add: CST @ 2%- output tax                                                                                                                40,685.63
CENVAT/VAT ACCOUNT
	
	Excise Duty / Service Tax 
	VAT/CST

	Output Tax
	2,26,031.25
	40,685.63

	Less: Cenvat/VAT credit
	
	

	Raw material – R1
	(20,000.00)
	(22,000.00)

	Raw material – R2
	(37,500.00)
	-

	Plant and machinery
	(50,000.00)
	(14,666.67)

	Service tax
	(42,000.00)
	-

	Net tax payable  
	76,531.25
	4,018.96

	Rounded Off
	76,531.00
	4,019.00


Question 2: Explain Registration under VAT / Sales Tax.

Answer: Sales Tax also called VAT is charged on sale or purchase of goods. The seller will charge such tax from the buyer and shall pay it to the state government and it is an indirect Tax. Concept of tax credit is applicable in Sales Tax also and it is regulated through the respective State VAT Act. The State Government are authorized to charge VAT as per Entry No. 54 of State List but in case of inter-state sale, central sales tax is payable. 
Every dealer effecting sale is not required to charge sales tax rather sales tax has to be charged only if particular limit of turnover has crossed and it is called threshold exemption limit which is different in different states though in the white paper, the limit suggested was `5,00,000 but at present in most of the states it is `10,00,000. In order to charge VAT / Sales Tax, a dealer has to take permission from the department and it is called registration. Only a registered dealer is allowed to charge VAT / Sales Tax i.e. unregistered dealer is not allowed to charge tax. Registration is compulsory if the turnover has crossed the specified limit. Similarly if any dealer is purchasing goods from other states and selling in his own state, compulsory registration is required and also if the goods are purchased from the same state but are sold under inter-state sale, compulsory registration is required. 

A dealer is allowed to take voluntary registration at any time. Department shall issue a registration certificate to every dealer who has been registered and also registration number shall be given which is called TIN i.e. Tax  Payer Identification Number and it is an 11 digit numeral and first 2 digit shall indicates state. The set of the next nine characters are however, different in different States. E.g. the first two digit for Delhi are 07

Amendment in Registration certificate 
Registration certificate can be amended in the following situations:

1. If there is change in the name of business.

2. If there is change in the place of business. 

3. If there is change in the nature of business i.e. Trading is converted into Manufacturing or Manufacturing is converted into Trading.

4. If one or more new goods have been included or one or more goods have been deleted 

5. If there is any other similar change. 

Amendment can be made at the request of the dealer or the department can make amendment on its own. 

Cancellation of registration
VAT registration can be cancelled on:
(i) Discontinuance of business; or
(ii) Disposal of business; or
(iii) Death of the dealer

(iv) Violation of the provisions of State VAT Act leading to cancellation of certificate

Illustration 9: A is a trader selling raw materials to a manufacturer of finished products. He purchases goods from other states and also from the local market and sells the entire product to B.
	Sl. No.
	Particulars
	`

	1.
	A's cost of goods purchased from other states including CST of `1,250 
	11,250

	2.
	A's cost of local materials excluding Local VAT of `2,500
	20,000

	3.
	Other expenditure (such as for storage, transport, etc.) plus profit earned by A
	8,750

	4.
	Sale price of goods 
	40,000

	5.
	Output VAT @ 12.50%
	5,000

	6.
	Invoice value charged by A to the manufacturer, B
	45,000

	A's liability for VAT
	

	Tax on the sale price
	5,000

	Less: Set-off of VAT paid on purchases
	

	On Inter-state purchases
	Nil

	On local goods
	(2,500)

	Net Tax Payable
	2,500


Now B manufactures finished products from the raw materials purchased from A and other materials purchased from other suppliers. The following would be the position in his case
	Sl. No.
	Particulars
	`

	(I)

(II)

(III)

(IV)

(V)

(VI)
	B’s cost of raw materials excluding VAT of ` 5,000.
B’s cost of other materials

Local Purchases excluding VAT of ` 2,500.
Inter- State Purchases including CST of ` 400
Manufacturing and other expenses incurred and profit earned by B

Sale price of finished product

Output VAT @ 12.5%

Invoice value charged by B to the wholesaler, C
	40,000

20,000

10,400

  29,600

100,000

   12500

       1,12,500


	B's liability for VAT
	`

	Tax on the sale price

Less: Set-off of VAT paid  on purchases

To A

To other suppliers

Net Tax Payable
	12,500

(5000)
(2500)
   5000


When C, after repacking the goods into other packing boxes, sells the finished product to a retailer, following would be the position:
	Sl. No.
	Particulars
	`

	(i)
	C's cost of goods excluding local VAT of `12,500.
	1,00,000

	(ii)
	Cost of packing material excluding local VAT of `250.
	2,000

	(iii)
	Expenses incurred and profit earned by C
	18,000

	(iv)
	Sale price of goods
	1,20,000

	(v)
	Output VAT @ 12.5%
	15,000

	(vi)
	Invoice value charged by C to D, a retailer
	1,35,000


	C’s liability for VAT
	               `

	Tax on the sale price
	15,000

	Less: Set-off of VAT paid
	

	To B
	(12,500)

	To other suppliers
	    (250)

	Net Tax payable
	   2,250


When D sells the goods to the consumers, the position would be as under:
	Sl. No.
	Particulars
	

	(i)
	D’s cost of goods excluding local VAT of `15,000.
	1,20,000

	(ii)
	Expenses incurred and profit earned by D
	20,000

	(iii)
	Sale price of goods
	1,40,000

	(iv)
	Output VAT @ 12.5%
	17,500

	(v)
	Invoice value charged by D to the consumers
	1,57,500


	D’s liability for VAT
	                    `

	Tax on the sale price
	17,500

	Less: Set-off of VAT paid to C
	(15,000)

	Net Tax Payable
	2,500


Total recovery It would be seen from the above illustration that VAT is collected at each stage of production or distribution till the goods reach the hands of ultimate consumer. The revenue collection to the department is provided in the table given below:
	Particulars
	                    `

	Paid by suppliers selling raw materials to A
	2,500

	Net tax paid by A on his sales to B
	2,500

	Paid by suppliers selling other materials to B
	2,500

	Net tax paid by B
	5,000

	Paid by suppliers selling packing materials to C
	250

	Net tax paid by C
	2,250

	Net tax paid by D
	 2,500

	Total Recovery of Revenue
	17,500


Illustration 10: If inputs worth ` 1,00,000 are purchased and sales are worth `2,00,000 in a month, input tax rate and output tax rate are 4% and 12.5% respectively, then what will be the input tax credit/set-off and net VAT payable?
Solution:

	S. No.
	Particulars
	`

	(a)
	Inputs tax paid within the month (` 1,00,000 x 4%)
	4,000/-

	(b)
	Input tax credit of input tax paid
	4,000/-

	(c)
	Output tax payable (` 2,00,000 x 12.5%)
	25,000/-

	(d)
	Net VAT payable [(c) – (b)]
	21,000/-


Illustration 11: Compute the VAT payable and VAT credit to be carried forward, if any, from the following particulars:
	Inputs purchased within a month
	` 10,00,000

	Outputs sold in the month
	` 7,50,000

	Input tax and output tax rate
	12.5%


Solution:

	S. No.
	Particulars
	`

	(a)
	Input tax paid @12.50% on ` 10,00,000
	1,25,000

	(b)
	Tax @ 12.5% on sale of goods of ` 7,50,000/- during the month
	93,750

	
	Net VAT payable during the month (b) - (a)
	NIL

	
	Tax credit to be carried to the next month (a) - (b)
	31, 250


Illustration 12: Compute the net VAT payable and VAT credit to be carried forward, if any, from the following particulars:

	
	`

	Tax paid on purchases made in the State within a month
	10,000

	Tax charged for sales in the State within a month
	4,500

	CST charged for inter-state sales within a month
	15,000


Solution:

	
	`

	Net VAT payable (` 4,500 – ` 10,000)
	Nil

	Excess credit (` 10,000 – ` 4,500)
	5,500

	CST to be paid to Government (` 15,000 – ` 5,500)
	9,500

	VAT credit to be carried forward
	NIL


Illustration 13: From the following particulars, compute the Net VAT liability of the month and VAT credit to be carried forward, if any.
	
	Particulars
	(` )

	(i)
	Inputs/supplies purchased during the month
	1,00,000

	(ii)
	Capital goods purchased during the month
	10,00,000

	(iii)
	Sales during the month
	10,00,000


VAT rate on purchases of inputs, capital goods and sales is 12.5%. (tax credit for capital goods allowed in the same year)
Solution:

	Particulars
	(` )

	VAT paid on procurement of inputs/supplies
	12,500

	VAT paid on procurement of capital goods
	1,25,000

	VAT credit available in the month
	1,37,500

	Output VAT on sales
	1,25,000

	Net VAT payable during the month
	Nil

	Carry over of tax credit for set off during the next month
	12,500


Illustration 14: Mr. Rajesh, a registered dealer, sells his products to dealers in his State and in other States. Profit margin is 15% of cost of production and VAT rate is 12.5% of sales. Following further information is provided by Mr. Rajesh:

(i) Intra-State purchases of raw material `2,50,000/- (excluding VAT @ 4%)

(ii) Purchases of raw materials from an unregistered dealer `80,000/-. 

(iii) High seas purchases of raw materials are `2,03,500/- (including custom duty @ 10% + PEC + SHEC).

(iv) Purchases of raw materials from other States (excluding CST @ 2%) `50,000/-.

(v) Transportation charges, wages and other manufacturing expenses `1,45,000/-
(vi) Interest paid on bank loan ` 70,000/-. Loan is taken to acquire a land for building a factory.

All the afore-mentioned purchases have been sold by Mr. Rajesh. You are required to compute net tax liability and total sales value (invoice value) under value added tax.

Solution:

         Computation of net VAT liability and total sales value

Particulars 












`
Intra-State purchases of raw material (excluding VAT `10,000) 




    2,50,000

Purchases of raw materials from unregistered dealer 

 



       80,000

High seas purchases of raw materials [Refer Note 1] 





    2,03,500

Purchase of raw materials from other States [Refer Note 2] 





       51,000

Transportation charges, wages and manufacturing expenses 




    1,45,000
Cost of production 










    7,29,500

Add : Profit margin 15% 









    1,09,425
    8,38,925

Add: VAT @ 12.5% 










    1,04,866
Total sales value (invoice value) 








    9,43,791

Computation of Net VAT liability








VAT on above sales price @ 12.5% 








    1,04,866

Less: Input tax credit on intra-State purchases [Refer Note 3]




    (10,000)
Net VAT payable 










      94,866

Notes:

1. Duty paid on high seas purchases i.e., imports is not a State VAT, so input tax credit is not available in respect of the same and it is a part of cost of production.

2. Input tax credit in respect of tax paid on inter-state purchases is not allowed.

3. Tax on intra-State purchases is `10,000. As credit of the same will be available, it is not included in the cost of production.

4. Interest on loan has been excluded for calculating the cost of production as the loan is availed for purposes other than working capital.
Illustration 15: From the following information provided by M/s RA Ltd., registered under VAT law of Gujarat as dealer in consumer goods, compute the amount of net VAT payable for the month of July 2015 and VAT credit to be transferred, if any:
Purchase of raw material (within the State)

Item 






Amount (`) 



Rate of VAT

Goods ‘X’ 





7,50,000 



Exempt

Goods ‘Y’ 





25,00,000 



1%

Goods ‘Z’ 





35,00,000 



12.5%

Sales

Particulars of finished 

State in which goods are sold 
Value

VAT/CST

goods sold








       `

Rate % 
(i) Produced from 


Gujarat 



5,00,000 
12.5% VAT

goods ‘X’ 



Inter-state sales to Maharashtra 
6,00,000 
2% CST

 (ii) Produced from 


Gujarat 


          30,00,000 
Exempt

goods ‘Y’

 (iii) Produced from 


Gujarat 


          40,00,000 
4% VAT

goods ‘Z’

Raw materials valued at ` 5 lakh of goods ‘Z’ have been transferred to the branch in Madhya Pradesh during the month. All figures of purchases and sales given above are exclusive of taxes.

Make assumptions wherever required and provide suitable explanations.
Solution: Computation of Net VAT payable by M/s. RA Ltd. for the month of July, 2015
Particulars 










   
`
(A) Output VAT payable

(i) On sale of finished goods produced from Goods ‘X’ within Gujarat (` 5,00,000 × 12.5%)
       62,500

(ii) On sale of finished goods produced from Goods ‘Z’ within Gujarat (` 40,00,000 × 4 %)
    1,60,000
Total (A) 











    2,22,500
(B) Input tax credit available

(i) Goods ‘X’ (Exempt) 










Nil

(ii) Goods ‘Y’ (Note-2) 










Nil

(iii) Goods ‘Z’ transferred to branch (`5,00,000×10.5%) (Note-3) 




      52,500

(iv) Remaining Goods ‘Z’ after transfer to the branch

[`(35,00,000- 5,00,000)×12.5%] 








   3,75,000
Total (B) 











   4,27,500
Net VAT payable = (A)-(B) 









(2,05,000)

CST payable (`6,00,000 × 2% = `12,000) on inter-state sale of

goods produced from Goods ‘X’ adjusted (Note-4) 






       12,000
Excess input tax credit carried forward to next month 





    1,93,000
Notes:

1. It is assumed that there is no opening and closing inventory. Hence, entire purchases of the raw materials have been used to manufacture the respective finished goods.

2. Goods utilized in the manufacture of exempted goods are not eligible for input tax credit. Hence, no input tax credit is available in respect of VAT paid on purchase of Goods ‘Y’ as they have been used to produce goods which are exempt from VAT.

3. In case of stock transfer, input tax paid in excess of 2% can be claimed as input tax credit.

4. Input tax credit can be used to set off the central sales tax payable on the inter-state sales.
Illustration 16: (RTP) 

Soumya Enterprises, a dealer in Chandigarh, purchased the raw material worth ` 50,00,000 (excluding VAT) and manufactured finished goods worth ` 90,00,000 from such raw material in the month of April, 2015. It acquired Plant & Machinery worth ` 30,00,000. Soumya Enterprises incurred manufacturing expenses worth `34,00,000 for the manufacture of finished goods. Compute the VAT liability of Soumya Enterprises for the month of April, 2015 under gross product variant and consumption variant of VAT. Input and output VAT rate is 4%. State which variant is beneficial to Soumya Enterprises.

Solution:

(A) Computation of VAT liability under Gross Product Variant 

Under gross product variant of VAT, deduction for taxes on all purchases of raw materials and components is allowed. However, deduction for tax paid on capital goods is not allowed. Hence, the VAT liability under gross product variant would be calculated as under:

               Particulars











 `
VAT payable on sales (90,00,000 × 4%) 







    3,60,000

Less: Input VAT allowed on raw material (50,00,000 × 4%) 




 (2,00,000)
Net VAT payable 









                1,60,000

(B) Computation of VAT liability under Consumption Variant

Under consumption variant of VAT, deduction for taxes paid on all business purchases including capital goods is allowed. Hence, VAT liability under consumption variant would be calculated as under:

             Particulars 








 


`
VAT payable on sales (90,00,000 × 4%) 







    3,60,000

Less: Input VAT allowed on raw material (50,00,000 × 4%) 

                                     (2,00,000)
Input VAT allowed on capital goods (30,00,000 × 4%) 


                                     (1,20,000)
(whole input tax credit is allowed in the year of acquisition itself)





    
Net VAT payable 










       40,000

Since, the net VAT liability under consumption variant is less than the VAT liability under gross product variant, consumption variant is beneficial to the Soumya Enterprises. 

Question 3: Explain VAT rates and coverage of goods.

Answer: Exempted Category

Under exempted category, there are about 50 commodities comprising of natural and unprocessed products and items which have social implications. 

Example:

(i) Books, periodicals and journals including maps, charts and globes.;(ii) Curd, Lussi, butter milk and separated milk.; (iii) Earthen pot.; (iv) Electricity; (v) Fresh plants, saplings and fresh flowers.; (vi) Fresh vegetables and fruits.; (vii) All bangles except those made of precious metals.; (viii) Bindi and sindur etc.
1% Category

The special rate of 1% is meant for precious stones, bullion, gold and silver ornaments etc.

4% / 5% VAT Category

Under this category, there are largest number of goods, comprising of items of basic necessities. 

List of some of the goods is:

1. Bicycles, Tricycles, rickshaws and parts including tyres and tubes thereof; 2. Drugs & medicines including vaccines, syringes and dressings, medicated ointments; 3. Coffee beans and seeds, green tea leaf; 4. Cotton and cotton waste; 5. Edible oils and oil cake and etc.
12.5% Category

The remaining commodities, common for all the States, fall under the general VAT rate of 12.5%.

Question 4: Explain Non creditable goods / non-vatable goods.

Answer: No tax credit is allowed with regard to certain goods and such goods are called non-creditable or non-vatable goods and are as given below: 
Petrol, Diesel, Aviation turbine fuel or other motor spirit, Liquor, Lottery tickets etc. In other words, they are outside the VAT chain. Such products are in general liable to 20% VAT in most of the States.
Illustration 17: The particulars regarding sale, purchase etc. of Shubham Udyog for the last quarter of the year 2015-16 are as under:

Particulars 












`
1. Purchases of raw material within the State

    (i) taxable @ 1% 










40,00,000

    (ii) taxable @ 4% (Inputs were used in the manufacture of goods meant for intra-State 

          sale, exempted sale and inter-State sale in the ratio of 2:1:1)




60,00,000

    (iii) taxable @ 12.5% 









10,00,000

Particulars of Sale  

    (i) Sale of raw material purchased @ 1% tax rate 






44,00,000

   (ii) Sale of goods manufactured from raw material purchased @ 4% tax rate

        (a) Sale within the State (output VAT 4%) 






40,00,000

        (b) Exempted sale within the State 







20,00,000

        (c) Sale in the course of Inter-State trade or commerce (CST rate 2%)



20,00,000

 (iii) Goods manufactured from the raw material purchased @ 12.5% tax rate were sold              12,00,000 

        (Output VAT 12.5%.)
You may assume that input tax credit of tax paid on raw material used in manufacture of goods is available immediately. Compute the amount of net Value Added Tax (VAT) payable by M/s Shubham Udyog for the relevant quarter. All figures of purchases and sales given above are exclusive of taxes.

How can he utilize the balance of input tax credit available, if any?

Solution:
Computation of Net VAT payable for the quarter ending 31st March, 2016
Particulars 











             `
Output VAT payable

(i) On raw material (`44,00,000 × 1 %) 







       44,000

(ii) On sale of taxable finished goods within the state (`40,00,000 × 4%) 



    1,60,000

(iii) Sale of goods taxable at 12.5% (`12,00,000 × 12.5%) 





    1,50,000



 










    3,54,000

Output CST Payable

CST payable on inter-state sale adjusted (` 20,00,000 × 2%) (Note-1) 



       40,000
Input tax credit available

(i) On raw material purchased @ 1% (`40,00,000 × 1%) 





       40,000

(ii) On raw material purchased @ 4% (`60,00,000 × 4%) × 3/4 (Note-2) 



    1,80,000

(iii) On raw material purchased @ 12.5% (`10,00,000 × 12.5%) 




    1,25,000

Total 
 











    3,45,000

Tax credit shall be first adjusted from output VAT and afterwards from CST and remaining tax credit can be carried forward or refund can be claimed. 
Output VAT 3,54,000 – Tax credit 3,45,000 and VAT payable shall be `9,000 
Output CST 40,000 
Notes :

1. If finished goods are sold in the course of inter-state trade and commerce, input tax credit can be set off against the output tax liability.

2. If goods manufactured from raw material are exempt from tax, no input tax credit is available on such raw material. Thus, out of total sales of `80,00,000 of goods manufactured from raw material purchased @ 4%, credit will not be allowed on 1/4th of the inputs used in manufacture of exempted goods. In other words, input tax credit will be allowed in respect of 3/4th of the inputs.

Question 5: Explain White Paper.

Answer: An official study on any matter released by the Government is called White Paper. Government has released an official document on Value Added Tax and it is called White Paper on VAT. This white paper is based on the recommendation of a committee of State Finance Ministers which was constituted for the purpose of implementation of VAT by the Central Government and it was called Empowered Committee. This White Paper is a result of collective efforts of all the States in formulating the basic design of the State-level Value Added Tax (VAT) through repeated discussions in the Empowered Committee of State Finance Ministers.
Question 6: Explain Goods and Service Tax. (i.e. GST)

Answer: At present there are different Acts with regard to Goods and Services and also some tax are levied by Central Government and some by State Government and in the implementation of Value Added Tax, there are many problems because of different tax provisions and different government e.g. no tax credit is allowed for Central Sales Tax and also tax credit for sales tax cannot be set off from output excise duty or service tax and also vice versa is not possible and there will be double taxation and cascading effect even after implementation of Value Added Tax and also there is no clear distinction between goods and services e.g. in case of software, some states consider it to be goods and charge VAT and at the same time central government considers it to be service and charge service tax leading to double taxation. In order to have one comprehensive law for goods and services and also for implementing smooth functioning of value added tax, it is proposed to have new Act which will cover all the indirect taxes and also it will remove all problems of double taxation and cascading effect. Further it will integrate central taxes and state taxes and also in will include other taxes like luxury tax or entertainment tax etc.    

Question 7: Explain Deemed Sales.

Answer: In Gannon Dunkerley’s case [1958], Supreme Court has decided that certain transactions shall not be considered to be sale but subsequently, the judgment was overruled and such transactions were considered to be sale as per Constitution (46th Amendment) Act, 1982 and are given in Article 366 (29A) and such transactions are called deemed sales and are as given below:

(i) delivery of goods under finance lease/hire purchase/other similar contract.
(ii) transfer of property in goods under works contract i.e. under a contract for supply of goods plus service. 

(iii) supply of goods by any unincorporated association or body of persons to their members.
(iv) sale / supply / service of eatables and drinks etc. by hotel or restaurant etc. 
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Question 5(c). 









           (4 Marks)
Justify the following statements with reference to the provisions of VAT.

(i) Sub-lease can be taxed.

(ii) Central Sales Tax is not vatable.

(iii) Sale of food in hotel is a deemed sale liable to VAT.

(iv) Refund can be claimed for goods returned under Hire Purchase Transactions.

Solution 5 (c):
(i) The Statement is True: Transfer of the right to use goods does not require that the goods should be 

      owned by the person effecting such transfer. Accordingly Sub lease of an asset too can be taxed, 

      unless the state value added tax law has provided for the levy of tax at one stage. 

(ii) The Statement is True: Central Sales tax is not vatable. If any person has paid central sales tax as input tax, tax credit is not allowed because tax has been paid in some other states.  

(iii) The Statement is True: As per article 366(29A) of Indian Constitution, Sale of food/eatables etc.  in hotel is a deemed sale and liable to VAT.

(iv) The Statement is true:  If for any reason the goods are returned, Refund of tax will have to be 

      claimed as per the provision of respective state VAT laws.

Question 8: Explain accounting treatment of VAT as suggested by ICAI. (not covered in syllabus rather it is only for self reading)
Answer:

VAT credit in case of inputs / supplies
1. A dealer purchases the following goods in a State during the month of March 2016:
	Particulars
	Net Amount

(`)
	Input Tax Paid

(`)
	Total Amount

(`)

	4% VAT Goods 
	10,00,000
	40,000
	10,40,000

	12.5% VAT Goods 
	8,00,000
	1,00,000
	9,00,000

	VAT Exempt Goods 
	2,00,000
	-
	2,00,000

	Total 
	20,00,000
	1,40,000
	21,40,000


2. The input tax paid on purchase of goods is eligible for VAT credit.

3. Sales made by the dealer during the month are as below:

	Particulars
	Net Sales Consideration  (`)
	Output Tax Collected (`)
	Gross Amount 

(`)

	4% VAT Goods 
	11,00,000
	44,000
	11,44,000

	12.5% VAT Goods 
	9,00,000
	1,12,500
	10,12,500

	VAT Exempt Goods 
	2,50,000
	-
	2,50,000

	Total 
	22,50,000
	1,56,500
	24,06,500


Suggested Accounting Treatment 

1. The dealer passes the following entry to record the goods purchased and input tax paid thereon:


4% VAT Goods Purchase A/c 

Dr. 

`10,00,000


12.5% VAT Goods Purchase A/c 

Dr. 

`  8,00,000


VAT Exempt Goods Purchase A/c 

Dr. 

`  2,00,000


VAT Credit Receivable (Inputs) A/c 

Dr. 

`  1,40,000



To Bank A/c 







` 21,40,000

2. The dealer passes the following entry to record the goods sold and VAT collected thereon:


Bank A/c 




Dr. 

`24,06,500 


To 4% VAT Goods Sales A/c 

 


`11,00,000



To 12.5% VAT Goods Sales A/c 

 


`  9,00,000

To VAT Exempt Goods Sales A/c 




`  2,50,000

To VAT Payable A/c


 



`  1,56,500

3. The dealer passes the following entry to record the liability for VAT payable met by using the balance in   the VAT Credit Receivable (Inputs) Account and balance by bank:

 
  VAT Payable A/c 



          Dr. 
        ` 1,56,500



To VAT Credit Receivable (Inputs) A/c 




` 1,40,000



To Bank 







            `    16,500


VAT credit in case of capital goods

Example

On July 1, 2015 a dealer purchases one machine in a State for the total cost of `93,60,000 which includes input tax of `3,60,000. As per the State VAT laws, input tax paid on purchases of machinery is adjustable as VAT credit over 3 annual installments. Till the end of the year, the dealer has not utilized the VAT credit available on the machine.

Suggested Accounting Treatment 

1. The dealer passes the following entry to record the machinery purchased and input tax paid thereon:


Machinery A/c 




Dr. 

` 90,00,000


VAT Credit Receivable (Capital Goods) A/c

Dr.

`   1,20,000


VAT Credit Deferred (Capital Goods) A/c 

Dr. 

`   2,40,000



To Bank A/c








` 93,60,000

In the subsequent year the dealer will transfer the amount from VAT Credit Deferred A/c to VAT Credit Receivable A/c

2. The dealer charges depreciation on the cost of machinery excluding VAT credit (i.e. `93,60,000 – `3,60,000 = `90,00,000).

3. Balances in VAT Credit Deferred (Capital Goods) A/c and VAT credit Receivable (Capital Goods) A/c are disclosed in the balances sheet as on March 31, 2016 as below:

Extracts from the Balance Sheet

Assets 





                 Amounts (`)
Non-Current Assets 

Long term Loans and Advances  
VAT Credit Deferred (Capital Goods) A/c 


2,40,000

(VAT credit receivable/deferred etc. which are not expected to be realized within the next twelve months or operating cycle whichever is longer, from the Balance Sheet date.)
Current Assets 

Short term Loans and Advances  
VAT Credit Receivable (Capital Goods) A/c    

1,20,000  

(VAT credit receivable etc. which is expected to be realized within the next twelve months from the Balance Sheet date.)
Illustration 18: (RTP) 
Compute net VAT payable by Rainbow & Co. from the following details furnished by it for the month of March, 2016:-

Inputs procured 











 (`)

(i) Raw material at Nil rate of VAT 








    5,00,000

(ii) Raw material at 4% VAT 









  20,00,000

(iii) Raw material at 12.5% VAT 








  10,00,000

Output 











            (`)

(i) Intra-State sale of finished goods at 4% VAT (these goods were produced entirely 

     from raw material procured at Nil VAT)






                8,00,000

(ii) Exempted sales (60% of the raw material procured at 4% VAT was used in producing 

      these goods)









              10,00,000

(iii) Intra-State sale of raw material purchased at 4% VAT 





    5,00,000

(iv) Intra-State sale of finished goods produced from raw material purchased at 12.5% VAT           15,00,000

There was no opening and closing stock of goods.

Solution:

Computation of Net VAT payable by Rainbow & Co.:-

Particulars 












(`)

Output VAT payable:

(i) Sale of goods at 4% VAT (` 8,00,000 × 4%)

    (manufactured out of exempted material)







       32,000

(ii) No output VAT since the goods are exempt 

(iii) Sale of raw materials purchased at 4% VAT (` 5,00,000 × 4%)


                               20,000

(iv) Sale of finished goods at 12.5% VAT (` 15,00,000 × 12.5%)




    1,87,500
Total 
 











    2,39,500
Input tax credit available:

Purchase of raw material @ 4% VAT

40% of (` 20,00,000 × 4%) [Note – 1]







       32,000

Purchase of raw material @ 12.5% VAT



                                                    1,25,000

Total  












    1,57,000

Net VAT payable  (2,39,500 – 1,57,000)







       82,500
Note:

1. Input tax credit in respect of goods used to produce exempted goods is not allowed. Hence, 60% of the input tax credit has been disallowed on goods purchased at 4% VAT which are utilized to produce exempted goods.

Illustration 19: (RTP) 

The following particulars are provided by Mr. Maanu of Jaipur who is engaged in the manufacture of ABS pipes and PVC Pipes. He has purchased raw materials for manufacturing the same from Mr. Anki. The State VAT rate for raw materials and other materials was 12.5%.
Particulars











 `
1. 
Cost of raw materials purchased 







    2,00,000

2. 
VAT paid by Mr. Anki 








       25,000

3. 
Cost of other materials:

Local 










       40,000

Interstate purchases 








       80,000

4. 
VAT paid on local materials purchased - 12.5% 





         5,000

5. 
CST paid @ 2% 









         1,600

6. 
Manufacturing expenses 








       38,400

7. 
Profit margin (on sale value) 








           20%
Mr. Maanu utilized the raw materials and manufactured 75% of production as ABS pipes and 25% of production as PVC pipes. While ABS pipes are subject to 12.5% VAT, PVC pipes are exempt from VAT. All materials were used in the production and there was no closing stock of raw materials and other materials.
What would be the invoice value of sales charged by Mr. Maanu if all the manufactured goods were sold within the State? What would be his VAT liability?
Solution:

Computation of invoice value of sales charged by Mr. Maanu

                                   Particulars 




ABS pipes

      PVC Pipes

                                                                                  (12.5% VAT)                    (exempt)

                                                                                                                  (`)                                  (`)

                                                                                                                 (75%)                           (25%)

Cost of raw materials purchased                                                            1,50,000                           50,000

VAT paid                                                                                         NIL (refer Note 2)      6,250 (refer Note 3)

Cost of other materials local                                                                      30,000                            10,000

VAT paid                                                                                         NIL (refer Note 2)       1,250 (refer Note 3)

Interstate purchases                                                                                    60,000                           20,000

CST paid (Refer Note 4)                                                                              1,200                                400

Manufacturing expenses                                                                             28,800                             9,600

Cost of goods sold                                                                                   2,70,000                           97,500

Add: Profit is 20% on sales (2,70,000 / 80 x 20)                                        67,500                               ---

(97,500 / 80 x 20) 







---

           24,375

Sale price                                                                                                  3,37,500                        1,21,875

Add: VAT payable (rounded off to nearest rupee)                                      42,188                                 NIL

Invoice value                                                                                             3,79,688                        1,21,875

Computation of VAT liability for ABS pipes

Particulars                                                                                                                                                  (`)

Output VAT 











       42,188

Less: Input VAT = [(25,000 × 75%)+(5,000×75%)] refer Note 5                                                            22,500
Net VAT liability 










       19,688
Notes:-

1. All the expenses have been apportioned in the ratio of 3:1 on pro-rata basis as 75% of production has been utilized and manufactured as ABS pipes and 25% of production as PVC pipes.

2. Since ABS pipes are taxable goods, VAT paid on raw materials is allowed as input tax credit and thus, the same will not form part of total cost.

3. Since PVC pipes are exempt goods, VAT paid on raw materials will not be allowed as input tax credit and thus, the same will form part of total cost.

4. Input tax credit is not available on CST. Therefore it will form part of total cost.

5. Input tax credit to the extent (75%) used in the production of taxable ABS pipes is allowed.
Illustration 20: (RTP) 

Mr. Pankaj, a registered dealer is required to make payment of `1,75000 under VAT for the month of July, 2015. His unutilized balance of VAT input credit for the month of June, 2015 is `2,80,000. He has also made interstate sale of goods upon which he is liable to pay CST of `30,000 for the month of July, 2015. Determine the input tax credit to be carried forward, if any, by Mr. Pankaj to the next month.
Solution:

Input tax credit is first to be utilized for payment of VAT. The excess credit can be then adjusted against the central sales tax (CST) for the said period. After the adjustment of VAT and CST, excess credit, if any, will be carried over to the end of the next month.








  `
(a) Input tax credit available for the month of June, 2015 





    2,80,000

(b) Less: VAT payable for the month of July, 2015 






    1,75,000
(c) Excess credit left 










    1,05,000

(d) CST payable for the month of July, 2015 






       30,000

(e) Tax credit to be carried to the next month (c) - (d) 





       75,000

Hence, Mr. Pankaj can carry forward the tax credit of ` 75,000 to the next month.
Illustration 21: (RTP) 

M/s Madhav & Co., a registered dealer provides the following details of purchases, sales, etc. for the month of May, 2015.
                   Particulars 








          Amount (`)

Inter-State purchases of raw materials, inclusive of CST at 2%                                                            4,08,000

Purchase of raw materials within State (400 units, inclusive of VAT levy at 12.5%)                         11,25,000

Purchase of raw material from registered dealer opting for composition scheme                                 6,10,000

Import of packing material, inclusive of Basic customs duty of ` 10,000                                             3,20,000

Purchase of goods for personal use, inclusive of VAT at 4%.                                                               2,20,000

Capital goods purchased on 01.04.2015 inclusive of VAT levy at 10%

(input credit to be spread over 2 financial years)                                                                                 11,00,000

Sales of taxable goods within State, inclusive of VAT levy at 4%                                                      65,00,000

Sales of goods within State, exempt from levy of VAT (Goods, were

manufactured from the Inter-State purchase of raw materials)                                                              7,60,000

Compute the VAT liability of the dealer for the month of May, 2015.
Solution:

Computation of VAT liability of M/s Madhav & Co for the month of May, 2015.
                 Particulars 








          Amount (`)

Input tax credit available on:

Inter-State purchases of raw materials






                         Nil

(CST paid on inter State purchases is not eligible for input tax credit.)

Intra-State purchases of 400 units of raw materials






    1,25,000
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Purchase of raw material from registered dealer opting for composition scheme 



 Nil
Import of packing material 










 Nil

(Basic Customs duty is not eligible for input tax credit.)

Purchase of goods for personal use, inclusive of VAT at 4%. 





 Nil

(Purchase of goods for personal use is not eligible for input tax credit) 





Purchase of Capital Goods : (VAT paid on purchase of capital goods

is eligible for input tax credit. )

However, the same has to be spread over a period of two years
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       50,000

Total input tax credit available (A): 







    1,75,000
Output VAT payable on:

Sale of taxable goods within State [(65,00,000 × 4)/104] 




                2,50,000

Sale of exempted goods within State [See Note below] 





   
 Nil

Total output VAT payable (B) 








    2,50,000

Net VAT payable (B) – (A) 





                                                       75,000
Note: Since these goods were manufactured from the inter-State purchases of raw materials (non-vat-able inputs), input tax credit is not affected.
EXAMINATION QUESTIONS

NOV-2015
Question 2(c). 









           (3 Marks)
Mr. X of Kolkata purchased goods from Mr. Y of Assam amounting to `8,55,000 including CST @ 12.50% in the month of January, 2016. He incurred `2,50,000 as manufacturing & other expenses and added @ 25% profit on cost.

Mr. X sold 80% of the goods to Mr. Z of Kolkata and charged VAT @ 12.50% on 02.02.2016. Remaining 20% of the goods were transferred to his branch in Manipur on 05.02.2016.

Compute the net VAT payable and input tax credit, if any for the month of February 2016.

Solution 2(c):

Computation of VAT payable and input tax credit 
Particulars 












`
Raw material purchased (including tax)                                                                                                 8,55,000

[Since CST is not eligible for input tax credit, it will form part of cost of inputs]                                
Manufacturing and other expenses 







                2,50,000

Cost of production









              11,05,000

Cost of goods sold = (11,05,000 x 80%)







    8,84,000

(Since there was no opening stock of goods, 80% of the goods produced during 
the year only must have been sold)

Profit @ 25% on cost =






                                        2,21,000
Total Sales 











  11,05,000

VAT @ 12.5%










    1,38,125
Computation of total input tax credit available

Raw material purchased from other state                                                                                                        Nil 
[Since CST is not eligible for input tax credit, it will form part of cost of inputs]                                
Computation of VAT payable and input tax credit to be carried forward

Output VAT payable 




                                                                            1,38,125
Less: Input tax credit 










             Nil

Net VAT Payable 










    1,38,125
Note: No output tax will be payable in case of stock transfer.

MAY-2015
Question 2(c) (3 Marks)

Balaji enterprises, a registered dealer provide the following details of purchases, sales, etc. for the year ended 31st March, 2016:
                                  Particulars                                                                                                         Amount 
                                                                                                                                                                  (`)

Purchase of raw materials within State (1500 units), inclusive of VAT @ 12.5%                               4,05,000

Inter-State purchases of raw materials, inclusive of CST @ 2%



                3,06,000

Import of raw materials, inclusive of custom duty of `50,000



                4,50,000

Capital goods purchased on 15.06.2015, inclusive of VAT levy @ 10% 
(input credit to be spread over 3 financial years) 






    3,30,000

Manufacturing expenses 









    1,75,000

Sales of taxable goods within state, inclusive of VAT @ 4%                                                              10,92,000

Sale of exempted goods within state, (manufactured from Inter-State purchase of raw materials)       2,25,000
Closing Stock of 200 units of raw material purchased within State as on 31st March, 2016. Compute the net VAT liability of Balaji enterprises, for the year ended on 31st March, 2016.

Solution:

Computation of Net VAT liability for the year ended on March, 2016
Particulars 










                          `
Output VAT payable:

On sale of taxable goods  (`10,92,000 /104 × 4) 




                               42,000

On sale of exempted goods (Exempt from VAT)




                                     Nil
Less: Input tax credit available:

Purchase of Raw material within the state (`4,05,000 /112.5 × 12.5)            
                            (45,000)
Inter- state Purchase of Raw material  





                                     Nil

Import of Raw Material 






                                                 Nil

Capital Goods (`3,30,000 /110 × 10/3)





                            (10,000)
VAT credit available










       13,000

VAT credit to be carried forward






                               13,000

NOV-2014

Question 4(c) 
(4 Marks)
Vivitha & Co., a registered dealer in Ludhiana, furnishes the following details of purchases and sales pertaining to the month of March, 2016:
(` in Iakhs)

Opening balance in VAT Input Credit brought forward 





          0.20
Purchases of raw materials within the State (final invoice value):

From registered dealers








         26.00

From dealers opting for Composition Scheme





           5.20

Purchases from outside the State (final invoice value) 





         10.20

Sales within State of finished goods, excluding VAT





         40.00

The Input VAT rate for raw materials is 4%;

Output rate is 10%.
Determine the VAT liability of the dealer.
Solution: 

Computation of VAT Liability  by Vivitha & Co. for the month of March, 2016
Output VAT Liability
On sale of finished goods within State (` 40,00,000 × 10%)

  



    4,00,000

Less: Input tax credit available

Purchase of Raw Material within state from Registered Dealers (26,00,000/104x4)
             (1,00,000)
Less: Opening balance in VAT Input Credit







    (20,000)
VAT Liability 










    2,80,000

Notes:

1. A composition dealer is not allowed to charge output tax, hence input tax credit is not allowed in case of  goods purchased from dealer opting for composition scheme.
2. Input tax credit is not allowed on Purchases from outside State.
MAY-2014

Question 1(c). (5 Marks)
Mr. Vijay a registered dealer from Gujarat, submits the following information pertaining to the month of January 2016.

(1) Purchase of Raw material A for `3,50,000 which was exempt from levy of VAT and utilized for production of X.

(2) Purchase of Raw material B for `7,60,000 on which VAT is paid @ 1% and utilized for the production of product Y.
(3) Purchase of Raw material C for `10,00,000 on which VAT is paid @ 12.5% and utilized 50% each for production of product Z and product E.

Particulars of Sales are:

(A) Sold X for `5,00,000 in Gujarat on which VAT leviable at 4%.
(B) Sold Y for `6,00,000 in Gujarat on which VAT is leviable at 0%.
(C) Sold Z for `4,00,000 in Delhi @ CST 2%.
(D) Sold E for `12,00000 which is exempt from levy of VAT.

Assuming there is no opening and closing inventory, calculate the amount of VAT payable for the relevant month.
Solution:

Computation of Net VAT payable for the month of January, 2016
Particulars 










`                   `
Output VAT payable:

On sale of goods ‘X’ (` 5,00,000 × 4%) 





     20,000

On sale of goods 'Y’ (` 6,00,000 × 0%) 




                       Nil

On sale of goods ‘E’ (Exempt from VAT) 





           Nil
Total (A) 










                   20,000

Input tax credit available:

Raw material ‘A’ (Exempt) 







           Nil

Raw material ‘B’ [Input tax credit is not available on goods utilized

in manufacture of goods Y the sale of which is exempt ]*




Nil

Raw material ‘C’ (` 10,00,000 × 12.5% x 50%) [Goods utilized in

manufacture of exempted goods (E) are not eligible for input tax

credit but goods utilized in manufacture of finished goods sold in

the course of inter-State trade (Z) are eligible for input tax credit.]


        62,500
Total (B) 











       62,500

Net VAT payable = (A)-(B) 










 Nil
VAT credit available










       42,500

CST Output Payable (4,00,000 x 2%)







         8,000

Less: VAT credit










      (8,000)
Net CST Payable










            Nil
VAT credit carried forward








                   34,500
*Since, rate of VAT leviable on sale of goods ‘Y’ is 0%, it is assumed to be an exempt sale.
Question 7(c) (4 Marks)
Mr. X furnishes he following particulars for the month of December 2015. Compute the VAT payable and input tax carried forward to Next period, if any.







  `
Inputs purchased during the month (from within state)

(inclusive of VAT 12.5%) 









    2,25,000

Raw Material purchased inter state (including CST 2%)





       51,000

Transportation charges 









       35,000

Balance of VAT Credit as on 01.12.2015 







         6,700
90% of the stock was sold during the month at the profit of 20% on cost. Assume there was no opening stock of goods. The VAT Rate on sale is 4%.
Solution:

Computation of VAT payable and input tax credit to be carried forward to next period
Particulars 












`
Inputs purchased within the State (excluding VAT) = `
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                                           2,00,000
[Since VAT paid within the State is eligible for input tax credit, it will not form

part of cost of inputs]

Raw material purchased (including CST)

[Since CST is not eligible for input tax credit, it will form part of cost of inputs]                                   51,000

Transportation charges 









       35,000

Cost of production









                2,86,000

Cost of goods sold = `
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    2,57,400
(Since there was no opening stock of goods, 90% of the goods produced

during the year only must have been sold)

Profit @ 20% on cost = `
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                   51,480

Total Sales 











    3,08,880

Computation of total input tax credit available

Opening balance of input tax credit as on 01.12.2015 





         6,700

Add: VAT paid on purchase of inputs within the State 





       25,000

Total Input tax credit available 








       31,700

Computation of VAT payable and input tax credit to be carried forward

Output VAT payable (rounded off) = `
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                                                                            12,355

Less: Input tax credit 










    (31,700)
Net VAT liability 










       
 Nil
Input tax credit to be carried forward to next period





       19,345
NOV – 2013
Problem 1. (4 Marks) 
Mayank, a dealer, furnished the following details for the month of January, 2016:

Inputs purchased within the State 








` 1,00,000

Finished goods sold within the State 








` 2,00,000

Goods sold in the course of inter-State trade 







` 1,00,000

Capital goods procured during the month 







` 1,00,000

VAT paid on capital goods 









      12.5%

Input VAT rate 










      12.5%

Output VAT rate 










        4%

Central Sales Tax rate 









        2%
Compute the total tax liability under the State VAT law.

Note: The capital goods are not goods included in the negative list. Input tax credit on capital goods is available in full in the year of purchase.                                                                                            

Solution:

Computation of the VAT liability for the month of January, 2016:

	Particulars
	`

	Input tax credit:

Inputs purchased within the State (` 1,00,000 × 12.5%) 

Capital goods procured during the month (` 1,00,000 × 12.5%) [full credit allowed in the year of purchase immediately at the time of purchase of capital goods]

Net VAT liability:

Output VAT payable on finished goods sold within the State

(` 2,00,000 × 4%)

Less: Input tax credit

Net State VAT liability (` 8,000 – ` 25,000)
	12,500

12,500

25,000

8,000

(25,000)
Nil


	Excess VAT credit to be utilized against payment of CST
	17,000


	Sales in the course of inter-State trade
	(CST)

	Total sales 
	1,00,000

	Output CST liability @ 2%
	2,000

	Input VAT credit available on purchases within State
	17,000

	Balance VAT credit available
	15,000


MAY – 2013

Problem 1. (5 Marks)

Mr. X of Punjab is a manufacturer, registered under VAT. He provides the following particulars for the financial year 2015-16.



`
1.
Purchases from local registered dealer (excluding VAT 4%)
1,15,000
2.
Purchases  from  an unregistered dealer  
2,20,000
3.
Purchases of machinery eligible for input credit on 01.04.2015 (excluding VAT 4%) 

       Depreciation rate 15% p.a.
5,00,000
4.
Other direct & indirect  expenses - 30%  of  total  purchases (excluding depreciation)


5.
Profit margin- 20% of the total cost


6.
Unutilized balance of VAT input credit as on 01.04.2015.
     7,500
7.
90% of the production is sold during the year.

8.
VAT rate for sales is 12.5%

Find the taxable turnover, net VAT payable and input credit for the year 2015-16.     
Solution:

Computation of input tax credit for the year 2015-16:
Input Tax Credit
Amount (`)

Unutilized balance of VAT input credit as on 01.04.2015
          7,500
Add : VAT @ 4% on purchases from local registered dealer = `1,15,000 ×
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                                4,600

Add : No tax credit is allowed in case of purchase from an unregistered dealer 


           Nil

Add : VAT @ 4% on purchases of machinery eligible for input tax credit

= ` 5,00,000 × 
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[It has been assumed that entire VAT credit can be availed during year 2015-16]
                               20,000

Input tax credit available for the year 2015-16
         32,100

Computation of taxable turnover and net VAT payable for the year 2015-16:

Particulars
Amount (`)
Purchases from local registered dealer
 1,15,000.00
Add : Purchases from an unregistered dealer  
 2,20,000.00
Add: Depreciation on the machinery for the year = ` 5,00,000 × 15%                                                75,000.00
Add: Direct and indirect expenses

= 30% of [` 1,15,000 + ` 2,20,000 + `5,00,000]





           2,50,500.00
Total cost
 6,60,500.00
Profit @ 20% of the total cost
 1,32,100.00
Production during the year
 7,92,600.00
Taxable turnover [90% of the production]
 7,13,340.00
Output VAT payable @ 12.5%
    89,167.50
Less: Input tax credit available 
    32,100.00
Net VAT payable
    57,067.50
Rounded off











  57,068.00
Problem 2. (4 Marks) 

Manufacturer A sold product X to B of Delhi @ ` 1,000 per unit. He has charged CST @ 4% on the said product and paid ` 60 as freight. B of Delhi sold goods to C of Delhi @ `1,250 per unit and charged VAT @ 12.5%. C of Delhi sold goods to D, a consumer @ `1,500 per unit and charged VAT @ 12.5%. 

Compute VAT Liability of B & C. 

Solution:

	Particulars
	Turnover under VAT

(`)
	Output VAT (`)
	Input VAT credit

(`)
	Net VAT

liability

(`)

	Sale of goods by B to C [B’s liability]
	1,250
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     = 156.25
	Nil [CST paid on

purchases is not Vatable]
	156.25

	Sale of goods by C to D [C’s liability]
	1,500
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NOV – 2012
Problem 1. (5 Marks)                                

The following are details of purchases, sales, etc. effected by Varadan & Co., a registered dealer under VAT and CST Act, for the year ended 31.03.2016:

Particulars 






  Amount

                                                                                                                                                          (`)

Purchase of raw materials within State (500 units, inclusive of VAT levy at 12.5%)                         11,25,000

Inter-State purchases of raw materials, inclusive of CST at 2%.                                                           4,08,000

Import of packing material, inclusive of customs duty of `10,000                                                        2,10,000

Capital goods purchased on 01.04.2015 of VAT levy at 10% (inclusive) 

(input credit to be spread over 2 financial years)                                                                                   5,50,000

Sales of taxable goods within State inclusive of VAT levy at 4%                                                       40,24,000

Sales of goods within State, exempt from levy of VAT (Goods were manufactured

from the Inter-State purchase of raw materials)                                                                                     1,20,000

Compute the VAT liability of the dealer for the year ended 31.03.2016.
                                    

Solution:
Computation of Tax Credit

	                                                            Particular
	Amount(in `)

	Purchase of raw material within state (11,25,000 X 12.5/112.5)
	1,25,000

	Interstate Purchase (No credit on CST Paid goods)
	------

	Import of Packing Material ( No credit for import duty)
	------

	Capital goods credit (5,50,000 X 10/110)/2
	25,000

	Total input VAT credit
	1,50,000


Computation of output VAT

	                                                          Particular
	Amount (in `)

	Sale of goods within state (40,24,000 X 4/104)
	1,54,769

	Sale of exempted goods
	-----

	Total output VAT
	1,54,769


 Computation of VAT Payable

	                                                  Particulars
	Amount(in `)

	Output VAT
	1,54,769

	Less: Input VAT
	(1,50,000)

	VAT Payable
	     4,769


MAY – 2012
Problem 1. (4 Marks) 

Mr. X is registered under local VAT of Kerala and he submits the following information. Compute the net VAT liability from the following information:                                                                                               `
Import of raw material (including 10% import duty) 


 
                            1,10,000

Raw material purchased from Kerala (including excise duty @ 12.5%)

                            2,24,000

VAT @ 4% on the above purchase

Raw material purchased from Karnataka 





                               85,000

Transportation and manufacturing expenses





                               47,000

Mr. X sold entire stock to Nishu at a profit of 10% on the cost of production. VAT rate on such sale is 4%. 

Solution:
Computation of VAT Liability of Mr. X:-
Particulars                                                                                                                                                        ` 
Raw materials purchased from foreign market (including 10% import duty )                                      1,10,000
Raw material purchased from Kerala including excise duty 





    2,24,000 

Raw material purchased from Karnataka




                                           85,000 

Transportation and Manufacturing expenses                                                                                            47,000 

Cost of production                                                                                                                                  4,66,000 

Add: Profit @ 10% of cost of production                                                                                                 46,600 

Sale Price                                                                                                                                                5,12,600 

VAT @ 4% on `5,12,600                                                                                                                          20,504

Net VAT Liability of Mr. X:- 
VAT on sale price                                                                                                                                      20,504 

Less: Input tax credit 

Import duty paid on imports                                                                                                                           Nil 

VAT paid on local purchases   (2,24,000 X 4%)                                                                                      (8,960) 

Net VAT Liability of Mr. X

                                                                                                       11,544

Problem 2 (5 Marks)                                                                                                                                     

ABC & Co purchased raw material ‘A’ for `30,00,000 plus VAT at 12.5%. out of such raw material 80% was used for manufacture of taxable goods and the balance for the manufacture of exempted goods.

Another raw material ‘B’ was purchased for `20,00,000 on which VAT was paid @ 1%. Out of the raw material ‘B’, 50% was used for manufacture of taxable goods and balance for the manufacture of exempt goods.

The entire taxable goods were sold for `44,00,000 plus VAT at 12.5%. There was no opening or closing inventory of taxable goods or raw materials.

Compute the VAT liability of ABC & Co. 









Solution:                                                                                                                                                          `
Computation of VAT Liability of ABC & CO.

Output Tax [44,00,000 x 12.5%] 








    5,50,000
Less: Input Tax Credit

Raw Material A     [30,00,000 x 80% x12.5%]



3,00,000

Raw Material B     [20,00,000 x 50% x1%]


            
   10,000                       (3,10,000)
VAT Liability










    2,40,000 

Note: Input tax credit on raw material used for manufacture of exempted goods is not available.

NOV – 2011
Problem 1. (5 Marks)
Laxman, a registered dealer under VAT /CST Act submits the following information for the month of February, 2016.

	Particulars
	Amount

`
	Rate of VAT

	Details of purchase

Raw material purchased from another State (CST @ 2%).

Raw material X purchased within the State

Raw material Y imported from Singapore (includes custom duty paid @ 10%)

Raw material Z purchased within the State.
	10,00,000

15,00,000

11,00,000

6,00,000
	1%

12.5%

	Details of sales

Sale of goods produced from raw material X.

Sale of goods produced from inter-State purchase and imported raw materials.

Sale of goods produced from raw material Z.
	27,00,000

32,00,000

8,00,000
	4%

1%

12.5%


Note: The purchase and sales figures given above do not include VAT/CST.

Assume that there was no opening or closing inventory. Compute the amount of Value Added Tax (VAT) payable by Laxman for the month of February, 2016.                                                                       

Solution:                                                                                                                                                            `
Computation of VAT payable by Laxman for the month of February’ 2016
Raw material purchased from another State

Purchase Price                                                                                                                                      10,00,000 

Add: CST @ 2%                                                                                                                                       20,000

Total purchase price                                                                                                                             10,20,000

Raw material X purchased within the State

Purchase Price                                                                                                                                      15,00,000 

Add: VAT @ 1%                                                                                                                                      15,000

Raw material Y imported from Singapore

Purchase Price                                                                                                                                      11,00,000 

Raw material Z purchased within the State

Purchase Price                                                                                                                                        6,00,000 

Add: VAT @ 12.5%                                                                                                                                 75,000

Sale of goods produced from raw material X.

Sale Price                                                                                                                                              27,00,000

Add: VAT @ 4%                                                                                                                                    1,08,000

Sale of goods produced from inter-State purchase and imported raw materials.

Sale Price                                                                                                                                              32,00,000

Add: VAT @ 1%                                                                                                                                       32,000

Sale of goods produced from raw material Z.

Sale Price                                                                                                                                                8,00,000

Add: VAT @ 12.5%                                                                                                                               1,00,000

Net Tax payable 

Output tax (1,08,000 + 32,000 + 1,00,000)                                                                                            2,40,000

Less: Tax credit (15,000 + 75,000)                                                                                                           90,000

Net tax payable                                                                                                                                       1,50,000

Problem 2. (4 Marks)

Ashok, purchased raw material ‘A’ for `30,00,000 plus VAT @ 4%. Out of such raw material 60% was used for manufacture of taxable goods and the remaining for manufacture of goods which are exempt from VAT.

Another raw material ‘B’ was purchased for `15,00,000 on which VAT was paid @ 1%. Entire raw material ‘B’ was used for manufacture of taxable goods only.

The entire taxable goods were sold for `50,00,000 plus VAT @ 12.5%.

Compute VAT liability of Ashok on the assumption that there was no opening or closing inventory.

Note: Ashok is not a dealer who opted for Composition Scheme.                                                    

Solution:                                                                                                                                                           `
Raw Material ‘A’
Purchase price                                                                                                                                       30,00,000

Add: VAT @ 4%





                                                                1,20,000

Raw Material ‘B’
Purchase price                                                                                                                                       15,00,000

Add: VAT @ 1%





                                                                   15,000

Sale price 











  50,00,000

Add: VAT @ 12.5%                                                                                                                               6,25,000

Net tax payable

Output Tax 











    6,25,000

Less: Input tax credit Raw Material ‘A’ (1,20,000 x 60%)




                   72,000 

Less: Input tax credit Raw Material ‘B’ 







       15,000

Net Tax Payable







                                        5,38,000
Problem 3. (4 Marks)                                                                                                                                           

X Co., furnishes you the following information:                                                                           
Raw material purchased `5,00,000 plus VAT @ 4%.

Manufacturing expenses (revenue nature) `2,00,000.

Sale price `8,00,000 plus VAT @ 4%

Plant & machinery acquired `2,50,000 plus VAT @ 4%.

Compute VAT liability under (i) Gross Product Variant.





(ii) Consumption Variant.

State which variant is beneficial to the dealer?

Solution: 











                `
(i) Gross Product Variant

Raw material purchased                                                                                                                         5,00,000

Add: VAT @ 4%                                                                                                                                       20,000

Sale price











    8,00,000

Add: VAT @ 4%





                                                                   32,000

Plant and machinery
Purchase price 










    2,50,000

Add: VAT @ 4%










       10,000

Net tax payable
Output tax 










                   32,000

Less: Tax credit on raw material 




                                                    (20,000)
Net tax payable










       12,000

(ii) Consumption Variant

Net tax payable
Output tax 










                   32,000

Less: Tax credit on raw material 




                                                    (20,000)
Less: Tax credit on plant and machinery



                                                    (10,000)
Net Tax Payable










         2,000

Consumption Variant is beneficial to the dealer

Problem 4. (4 Marks) 

The following particulars are provided by Mr. Prohit of Calcutta, who has purchased Raw materials for manufacturing PVC Cans and PVC Pipes from Mr. Arvind. The State VAT for Raw Materials and other materials was 12.5%.








                                      `
1. Cost of Raw materials purchased

 
                                         


    1,00,000

2. VAT paid to Mr. Arvind



                                            


       12,500

3. Cost of other materials 

                - Local Purchases 





                                                       20,000

 
    - Interstate Purchases





                                           40,000

4. VAT paid on Local Materials Purchased-12.5%



                                             2,500

5. CST Paid @ 2%






                                                            800

6. Manufacturing Expenses





                                                       39,200

7. Profit Margin (on Sale Value)





                                               20%

Mr. Prohit utilized and manufactured 75% of production as PVC Cans and 25% of production as PVC Pipes. While PVC Cans are subject to 12.5% VAT, PVC Pipes are exempt. All materials were used in production and there was no closing stock of Raw materials and other materials.

What would be the invoice value of Sales charged by Mr. Prohit if all the manufactured goods were sold within the State? What would be his liability under VAT?

Solution:                                                                                                                                                              

Computation of Invoice Value of Sale and VAT 





    Taxable                      Exempt


 







        75%                            25%

Cost of Raw Material Purchased 



              75,000.00                     25,000.00

VAT @ 12.5%






       --- 


     3,125.00


Other material – Local Purchases




  15,000.00                       5,000.00  

VAT @ 12.5%






       ---                                 625.00

Other Material - Interstate Purchases  



  30,600.00                     10,200.00

Manufacturing expenses 





  29,400.00
                 9,800.00

Cost of Product





           1,50,000.00                     53,750.00

Selling Price 

(1,50,000 x 100% / 80%) / (53,750 x 100% / 80%)                          1,87,500.00                     67,187.50

VAT @ 12.5%






  23,437.50                               Nil

Invoice value of sale 





           2,10,937.50                     67,187.50

Computation of VAT Payable 

Output VAT











  23,437.50

Less: Input VAT credit 

         Raw Material (12,500 x 75%)






                         (9,375.00)
         Other raw Material (2,500 x 75%)







 (1,875.00)
Net VAT Payable 










  12,187.50

Rounded off 











  12,188.00

MAY – 2011
Problem 1. (4 Marks)
A Manufacturer (Registered Dealer) sold goods to Distributor (Registered Dealer) for `20,000. The Distributor sold the goods to the Wholesaler (Registered Dealer) for `24,000. The Wholesaler sold the goods to the Retailer (Registered Dealer) for `30,000. The Retailer sold the goods to the final consumer for `40,000. 

The VAT rate is 12.5% which is charged separately.

Compute VAT liability under Invoice method. State why this method is preferable?

Solution:
Computation of VAT liability under invoice method
	Particulars
	Output Tax

`
	Tax Credit

`
	Net Tax
`

	Manufacturer sells the goods to distributor.

` 20,000 x 12.5%
	2,500


	--


	2,500

	Distributor sells the goods to wholesaler.

` 24,000 x 12.5%
	3,000


	2,500


	500



	Wholesaler sells the goods to a retailer.

` 30,000 x 12.5%
	3,750


	3,000


	7,50



	Retailer sold the goods to consumer.

` 40,000 x 12.5%
	5,000


	3,750


	1,250



	Total
	14,250
	9,250
	5,000


This method is preferable as the tax is charged at each stage of sales on the entire sales value and the tax paid at the earlier stage is allowed as set off. This method ensures payment of tax at the earlier stage.

NOV – 2010
Problem 1. (4 Marks) 
Compute the VAT amount payable by Mr. Shyam, who purchased goods from a manufacturer on payment of `4,16,000 (including VAT) and earned 20% profit on purchase price. VAT rate on both purchases and sales is 4%.

Answer:
Computation of VAT payable by Mr. Shyam








 ` 
Payment made to manufacturer 
                                                                                                   4,16,000 

Less: VAT paid [(4,16,000/104) x 4] 
                                                                                                    (16,000) 

Purchase price 
                                                                                                   4,00,000 

Add: Profit margin @ 20% on purchase price 
                                                                               80,000 

Sale price before VAT 
                                                                                                   4,80,000 

Add: VAT @ 4% on `4,80,000 
                                                                                                      19,200 

Less: Input credit 
                                                                                                    (16,000) 

VAT payable by Mr. Shyam 
                                                                                                                     3,200
Problem 2. (5 Marks)
Compute net VAT liability of Rishi from the following information:

	Particulars
	`
	`

	Raw materials from foreign market (Including Custom duty @ 20% plus EC)
	-
	1,23,600

	Raw material purchased from local market
	
	

	               Cost of raw material 
	2,50,000
	

	               Add: Excise duty @ 16%
	  40,000
	

	
	2,90,000
	

	              Add: VAT @ 4% 
	  11,600
	3,01,600

	Raw material purchased from neighbouring State (Includes CST @ 2%)
	
	   51,000

	Storage and transportation cost 
	
	     9,000

	Manufacturing expenses
	
	   30,000


Rishi sold goods to Madan and earned profit @ 12% on the cost of production. VAT rate on sale of such goods is 4%.          
Solution:
Computation of VAT liability of Rishi:-
Particulars                                                                                                                             `                   ` 
Raw materials purchased from foreign market (including custom duty                                                1,23,600
@ 20% plus EC) 

Raw material purchased from local market:- 

Cost of raw material                                                                                                       2,50,000 

Add: Excise duty @ 16%                                                                                                  40,000          2,90,000 

Raw material purchased from neighbouring State (including CST @ 2%)                                              51,000 

Storage and transportation cost                                                                                                                   9,000 

Manufacturing expenses                                                                                                                            30,000 

Cost of production                                                                                                                                  5,03,600 

Add: Profit @ 12% of cost of production                                                                                                  60,432 

Sale Price                                                                                                                                                5,64,032 

VAT @ 4% on `5,64,032                                                                                                                          22,561

Net VAT liability of Rishi:- 
VAT on sale price                                                                                                                                      22,561 

Less: Input tax credit 

Basic custom duty paid on imports                                                                                                                 Nil 

CST paid on inter-state purchases                                                                                                                   Nil 

VAT paid on local purchases                                                                                                                    11,600 

Net VAT payable by Rishi                                                                                                                      10,961

MAY – 2010

Problem 1. (8  Marks)
Mr. X, a dealer in Mumbai dealing in consumer goods, submits the following information pertaining (to apply in a particular situation) to the Month of March, 2016:
(i) Exempt goods ‘A’ purchased for `2,00,000 and sold for `2,50,000.

(ii) Goods ‘B’ purchased for `2,25,000 (including VAT) and sold at a margin of 10% profit on purchase (VAT rate 12.5%)
(iii) Goods ‘C’ purchased for `1,00,000 (excluding VAT) and sold for `1,50,000 (VAT rate 4%)

(iv) His unutilized balance in VAT input credit on 01.03.2016 was `1,500.

Compute the turnover, Input VAT, Output VAT and Net VAT payable by Mr. X.   

Solution (a):

Goods                                   Purchases          Input VAT credit        Sales (Turnover)         Output VAT
                                                            `                                     `                                   `                             `
A (Exempt)                              2,00,000                                     -                        2,50,000                             -
B (2,25,000 × 100 / 112.5)      2,00,000                            25,000                        2,20,000                     27,500
C                                              1,00,000                              4,000                        1,50,000                       6,000
                                     5,00,000                            29,000                        6,20,000                     33,500
                                                                                                                                                                    `
Computation of Net VAT 
Output VAT











       33,500

Less: Opening balance of Input VAT credit




                                          (1,500)

Less: Input VAT credit for March, 2016







    (29,000)

Net VAT payable









                     3,000
Computation of purchase price and sale price of goods B 

Goods B purchase value (including VAT) 






                2,25,000
Less: VAT included in above 

2,25,000 × 12.5 / 112.5 









    (25,000)
Purchase price excluding VAT








    2,00,000
Add: Profit on above @ 10%









       20,000
Selling price before VAT









    2,20,000
VAT @ 12.5% on selling price








       27,500
Problem 2. (3 Marks Each) 

(a) Compute the VAT liability of Mr. P Kapoor for the month of October, 2015, using the ‘Invoice method’ of computation of VAT.

Purchases from the local market

(Includes VAT 4%)









`65,000

Storage cost incurred










`     750

Transportation cost










`  1,750

Goods sold at a margin of 5% on the cost of such goods

VAT rate on sales 12.5%.

Solution (a):
Computation of VAT Liability of Mr. P. Kapoor for the month of October 2015 using 'invoice method' of computation of VAT:
	Particulars
	` 

	Purchase price (including VAT @ 4%) 
	65,000 

	Less: VAT paid on purchases (65,000 × 4 / 104)
	(2,500) 

	
	62,500

	Add: Storage cost 
	750 

	Add: Transportation cost 
	  1,750 

	Cost Price 
	65,000 

	Add: Profit @ 5% of cost price 
	   3,250 

	Sale price before VAT 
	 68,250 

	VAT @ 12.5% (` 68,250 × 12.5%) 
	8,531 

	Less: VAT paid on purchases 
	  (2,500) 

	VAT Liability of Mr. P. Kapoor 
	  6,031 
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CENVAT CREDIT RULES, 2004 (NOTIFICATION NO. 23/2004, DATED 10-9-2004) 

Short title, extent and commencement Rule 1

(1) These rules may be called the CENVAT Credit Rules, 2004.

(2) They extend to the whole of India, however service tax provisions are not applicable in J & K. 

(3) The rules shall be applicable w.e.f 10.09.2004.

Question 1: Explain Capital Goods Rule 2(a).
Answer: "Capital goods" Rule 2(a) means:—
(A) the following goods, namely:
(i) all goods covered under Chapter 82, Chapter 84, Chapter 85, Chapter 90, grinding wheels and the like, under heading 6804, heading 6805  of the First Schedule to the Excise Tariff Act and including their components/accessories etc. 
    (ii) pollution control equipment and including their components/accessories etc.
    (iii) moulds and dies, jigs and fixtures;

    (iv) refractories and refractory materials;

    (v) tubes and pipes and fittings etc.; 

    (vi) storage tank; and

    (vii) motor vehicles except those covered under tariff headings 8702, 8703, 8704, 8711 but including dumpers and tippers. (motor vehicles covered under other tariff heading of Chapter 87 shall be considered to be capital goods like cranes or concrete mixer vehicle etc.)  
The above goods should be used by the manufacturer in his factory i.e. if the goods are used in the office, it will not be considered to be capital goods. A service provider should use the goods for providing output services i.e. it can be inside the office or outside the office. 
(B) Passenger motor vehicle shall be considered to be capital goods for the service provider in the following cases: 
(i) renting of such motor vehicle; or 

(ii) transportation of passengers; or

(iii) imparting motor driving skills;
(C) motor vehicle for transportation of goods shall be capital goods for the service provider in the following cases:
(i) providing an output service of renting of such motor vehicle; or

(ii) transportation of inputs and capital goods used for providing an output service; or

(iii) providing an output service of courier agency;
(D) components, spares and accessories of motor vehicles which are capital goods for the assessee;

Example 1

ABC Ltd. has purchased one motor vehicle for transport of 20 persons for the purpose of transportation of employees from residence to factory and factory to residence, in this case it will not be considered to be capital goods for the company and no tax credit is allowed.
Example 2

ABC Ltd. has purchased one Truck for delivery of goods manufactured by the company or for transportation of inputs purchased by the company, in this case it will not be considered to be capital goods and no tax credit is allowed.

Example 3
ABC Ltd. has purchased one dumper for shifting of raw material within the factory, in this case it will be considered to be capital goods and tax credit is allowed.

Meaning of certain words

Mould = a hollow container used to give shape to molten or hot liquid material when it cools and hardens.

Die = is a specialized tool used in manufacturing industries to cut or shape material mostly using a press

Jigs = Jig is a tool that guides the cutting (or machining) tool. The most common type of jig is the drill jig, which guides the drill bit for creating holes at desired locations.

Fixtures = A jig guides tools in relativity to the work piece, while a fixture holds the work piece itself.

Refractory = Lining consisting of material with a high melting point; used to line the inside walls of a furnace.

Chapter 82, 84, 85 or 90 Goods
	Chapter  82
	Tools, Implements

	Chapter 84
	Nuclear Reactors, Boilers, Machinery and Mechanical appliances/air conditioning machines/refrigerator/freezers/lift/ escalators etc.  

	Chapter 85
	Electrical motors/ generators /vacuum cleaners /domestic electrical appliances/ telephones/mobile phones/sound recording or video recording apparatus etc.

	Chapter 90
	Optical, Photographic, Cinematographic, measuring, checking, precision, medical or surgical instruments and apparatus 

	8702
	Motor vehicles for the transport of 10 or more persons, including the driver.

	8703
	Motor cars and other motor vehicles principally designed for the transport of persons (other than those covered above), including station wagons and racing cars.
(Station wagon means a car with a large carrying area behind the seats)

	8704
	Motor vehicles for transport of goods.

	8711
	Motorcycles (including mopeds) and cycles fitted with an auxiliary motor, with or without side cars.


Illustration 1: Examine the validity of the following statements:-

(i) The provisions of the CCR, 2004 in relation to availment and utilization of credit of service tax apply to whole of India including Jammu and Kashmir.

(ii) Dumpers used in the factory of a manufacturer for carrying bulk raw material, are eligible capital goods for the purposes of claiming the CENVAT credit.
Solution: (i) The statement is not valid. The provisions of the CCR, 2004 in relation to availment and utilization of credit of service tax apply to whole of India except Jammu and Kashmir. The said provisions do not apply to Jammu and Kashmir as service tax law is not applicable to the State of Jammu & Kashmir.

(ii) The statement is valid. As per the definition of the capital goods, dumpers used in the factory of the manufacturer of the final product are eligible as capital goods for the purposes of claiming the CENVAT credit.

Illustration 2: J. K. Udyog Ltd., a manufacturer of excisable goods, purchased a storage tank for storing furnace oil in its factory in April, 2015. The price of storage tank was `5,00,000. Excise duty was charged @ 12.5% on the storage tank by the supplier of storage tank. You are required to advise J. K. Udyog Ltd. whether it can avail and utilize any CENVAT credit? If so, how much and when?

Solution: Storage tank is eligible as capital goods as per the definition of capital goods. Excise duty paid on storage tank was `62,500 (12.5% of `5,00,000). J. K. Udyog Ltd. can avail CENVAT credit of `31,250 [50% of `62,500] in April, 2015 and can utilize the credit for payment of excise duty payable on 6th May, 2015 and if any balance is left it can utilize it in subsequent periods. Balance CENVAT credit of `31,250 can be availed in April 2016 and can be utilized for payment of excise duty payable for April, 2016 and balance, if any, for subsequent periods.

Illustration 3: Briefly discuss, whether the following purchases are eligible for CENVAT credit as capital goods under rule 2(a) of the CCR, 2004:-

(i) Cool Cab Services Ltd., engaged in providing the passenger transportation service, purchased 10 cabs for the purpose of providing said service. Will it make any difference if motor cabs are not registered in the name of Cool Cab Services Ltd. 
(ii) Amar Manufacturers, engaged in the manufacture of excisable goods, purchased two special purpose motor vehicles, falling under tariff heading 8705, for use in its factory.
Solution: (i) The cabs purchased by Cool Cab Services Ltd. are eligible as capital goods but if cabs are not registered in the name of Cool Cabs Services Ltd., in that case tax credit is not allowed. 
(ii) The special purpose motor vehicles, falling under tariff heading 8705, are eligible as capital goods. As per the definition of capital goods, motor vehicles other than those falling under tariff headings 8702, 8703, 8704 and 8711 used in the factory of the manufacturer of the final products are eligible capital goods.

Illustration 4: ABC Co. Ltd. is engaged in the manufacture of excisable goods. It procured the following items during the month of January, 2016. Determine the amount of CENVAT credit available by giving necessary explanations for treatment of various items.

Items 










    Excise duty paid [`]

Electrical transformers falling under Chapter 85 of CETA 1985




       52,000

Moulds and dies 










    1,00,000

Pollution control equipment 









       30,000

Trucks used for the transport of raw material falling under tariff heading 8704


       10,000

Office equipment 










       20,000

Refractories 











        5,000

Solution :

Computation of CENVAT credit available to ABC Co. Ltd.:

Particulars 










          Amount (`)

Electrical transformers falling under Chapter 85 of CETA 1985 




       52,000

Moulds and dies 
 









    1,00,000

Pollution control equipment 

 







       30,000

Trucks used for the transport of raw material falling under tariff heading 8704
 


Nil

Office equipment 
 










Nil

Refractories 
 










         5,000
Total excise duty paid on the eligible capital goods 






    1,87,000
CENVAT credit available = 50% of excise duty paid on capital goods 
 


       93,500

Illustration 5: Raghav Motor Driving School has purchased a motor vehicle (registered in his own name) for training its students in Financial Year 2015-16. The excise duty paid on the motor vehicle is `60,000. Can it avail CENVAT credit of the excise duty that has been paid on the motor vehicle, in Financial Year 2015-16? Will it make any difference if it is availing small service provider’s exemption.
Solution: Raghav Motor Driving School is allowed to avail CENVAT credit of the excise duty that has been paid on the motor vehicle, in Financial Year 2015-16 but if Raghav Motor Driving School is availing SSP exemption, Cenvat credit shall not be allowed. As per Notification No. 33/2012-ST dated 20.06.2012, service provider shall not avail the CENVAT credit on capital goods received, during the period in which the service provider avails SSP exemption. 
Question 2: Explain Input" Rule 2
(k).
Answer: Input" Rule 2
(k)  means
(i)
 all goods used in the factory by the manufacturer of the final product; or

(ii)
 
all goods including capital goods used in manufacture of final product and also the goods used for providing free warranty for final products. 

(iii)
 
all goods used for providing any output service; 

However the following shall not be considered to be inputs. 
(A) 
light diesel oil, high speed diesel oil or motor spirit, commonly known as petrol;

(B)
any goods used in 
construction of a building or a civil structure etc. 
(like cement, bricks etc.)
(C)
 
any goods, such as food items, goods used in a guest house, residential colony, club/ recreation facility and clinical establishment for the employees.
Illustration 6: PQR Ltd., an iron rods manufacturer, used abrasives for the purpose of polishing such iron rods. The abrasives were consumed during the manufacturing process and were not present in the manufactured final product. You are required to advice PQR Ltd. whether it can avail CENVAT credit of excise duty paid on such consumables. (Abrasive means a substance which is rough and can be used to clean a surface or to make it smooth)
Solution: As per the definition of inputs, all inputs which have some relation with the manufacture of the final product are eligible as inputs for the purposes of CENVAT credit. There is no requirement that the inputs should be present in the final product. Hence, PQR Ltd. can avail CENVAT credit of excise duty paid on the consumables.
Illustration 7: Mahavir Motors Ltd. (MML) was engaged in the manufacture of cars. It provided seat covers, music system, hand tool kit, safety alarm and floor mats as accessories to the cars and included the value of such accessories in the value of the car. MML availed the CENVAT credit of the central excise duty paid on such accessories. Department disallowed the CENVAT credit on the accessories (as claimed by MML) on the ground that such accessories cannot be termed as inputs to the car. Examine whether the action of the Department is justified in law.
Solution: 
No, the action of the Department is not justified in law. As per the definition of inputs, accessories cleared along with the final product are inputs provided the value of such accessories is included in the value of the final products. Since in the given case, the value of the accessories is included in the value of the car, MML is entitled to claim the CENVAT credit of the excise duty paid on such accessories.
Illustration 8: Determine the amount of CENVAT credit available with Arihant Manufacturing Ltd. in respect of the following items procured by them in the month of December, 2015:
S. No. 
    Item 








      Excise duty paid [`]

(i) 
    Raw materials









       72,000

(ii) 
    Goods used in the guest house primarily for the stay of the newly recruited employees.        40,000

(iii) 
    Inputs used for making structures for support of capital goods 


                1,25,000

(iv)
    Capital goods used as parts and components for use in the manufacture of final product
       40,000

Solution:    Computation of CENVAT credit available with Arihant Manufacturing Ltd.

Particulars 










          Amount[`]

Raw materials 











       72,000

Goods used in the guest house primarily for the stay of the newly recruited
 employees.                             Nil

Inputs used for making structures for support of capital goods   




            Nil

Capital goods used as parts and components for use in the manufacture of final product  
                   40,000

Total CENVAT credit available 








    1,12,000
Illustration 9: ABC India Ltd. is engaged in the manufacture of some dutiable goods. It purchased the following goods in the month of February, 2016:-
S. No. 
 Item 








                  Excise duty paid [`]

(i)
 Raw material used for the production of the final product 



                1,00,000

(ii) 
 Goods used for providing free warranty – Value of such free warranty

                   10,000

              provided by ABC India Ltd. is included in the price of the final product 
              and is not charged separately from the customers

 (iii) 
  Light diesel oil 








                     5,000

Compute the amount of CENVAT credit available to ABC India Ltd.

Solution:

Computation of CENVAT credit available with ABC India Ltd.

Particulars 





           Amount[`]

Raw material used for the production of the final product 





    1,00,000

Goods used for providing free warranty 
 






       10,000

Light diesel oil 
 








                        Nil
Total CENVAT credit available 








    1,10,000

Illustration 10: ABC Ltd. is engaged in manufacturing of different products which are excisable. The company purchased the following items in May, 2015–
Items 










      Excise duty paid [`]

Dumper 










              1,00,000

Refrigerator fitted in office 









     10,000

Diesel for use in dumper 









     20,000

Car for use of employees for coming to site and going back 





     40,000

You are required to determine the amount of CENVAT credit the ABC Ltd. can avail.
Solution:


Computation of CENVAT credit available:

Particulars 










          Amount (`)

Dumper 
 










       50,000

=50% of `1,00,000

Refrigerator fitted in office 
 









Nil

Diesel for use in dumper 
 









Nil

Car for use of employees for coming to site and going back 

 




Nil

CENVAT credit available to ABC Ltd.







       50,000
Question 3: Explain input service.
Answer: "Input Service" Rule 2(l)  means—
(i) Any service used by a manufacturer or service provider in relation with manufacturing or output service and includes services used in relation to modernisation, renovation or repairs of a factory/office, premises of service provider, advertisement or sales promotion, market research, storage upto the place of removal, procurement of inputs, accounting, auditing, financing, recruitment and quality control, coaching and training, computer networking, credit rating, security, business exhibition, legal services, inward transportation of inputs or capital goods and outward transportation upto the place of removal; 
(ii) services such as general insurance business, servicing, repair and maintenance etc. for a motor vehicle, if such motor vehicle is capital goods or final product or if such services have been taken by insurance company 
Input service shall not include 

(A) service portion in construction of a building or a civil structure etc. but it will be input service if the service provider is engaged in the business of construction. E.g. If a Chartered Accountant has given contract for construction his office to a builder and builder has submitted a bill of certain amount plus service tax, in this case it will not be considered to be input service for the Chartered Accountant.
(B) Services  provided to employees like outdoor catering, beauty treatment, health services, cosmetic and plastic surgery, membership of a club, health and fitness centre, life insurance, health insurance and travel benefits etc.
Illustration 11: P & T Manufacturers has a canteen for the workers in its factory, as per requirement of the Factories Act, 1948. It purchases a cooking gas range for use in the canteen. Supplier of cooking gas range has charged excise duty of ` 5,000. Can P & T manufacturer avail the CENVAT credit of the excise duty paid on cooking gas range?

Solution: 
As per the definition of the inputs, the cooking gas range in the canteen has no relation with manufacture of the final product. Hence, P & T Manufacturers cannot avail CENVAT credit of the excise duty paid on the cooking gas range used in the canteen.

Illustration 12: Logistics Builders Ltd. gets a contract for construction of a commercial complex. It has given a part of the construction work to a sub-contractor. The sub-contractor charges service tax in his invoice to Logistics Builders Ltd. You are required to advice Logistics Builders Ltd. if it can avail CENVAT credit of the service tax charged to it by the sub-contractor.
(Logistic means the practical organization that is needed to make a complicated plan successful when a lot of people and equipment is involved)
Solution: 
The definition of the input service, inter alia, excludes services used for construction or execution of works contract of a building or a civil structure or a part thereof or laying of foundation or making of structures for support of capital goods. However, construction services provided  to a person engaged in construction service shall be considered to be Input service for such person. (Inter alia means among other things)
In the given case, the services of the sub-contractor have been used by the builder for provision of construction service. Hence, Logistics Builders Ltd. can avail the CENVAT credit of the service tax charged by the sub-contractor.
Illustration 13: Solo Tyres India Ltd. procured raw material from Ram Rahim Manufacturers. It paid service tax on the freight charged, for bringing the goods from the factory of Ram Rahim Manufacturers to its manufacturing unit. You are required to advise

Solo Tyres India Ltd. whether it is eligible for claiming CENVAT credit of the service tax paid by it.

Solution: 
As per the definition of input services, inward transportation of inputs or capital goods are eligible input services for a manufacturer. Thus, service tax paid on freight by Solo Tyres India Ltd. can be availed as CENVAT credit because such transportation service has been used for inward transportation of inputs.
Illustration 14: Compute the CENVAT credit available with Krishna motors Ltd., manufacturer of cars, in respect of the following services billed to it in the month of July, 2015:-
S. No. 

Services billed 






       Service tax paid [`]
                                                                                                                       Excluding Swachh Bharat Cess 

(i) 

Sales promotion services 







1,00,000

(ii) 

Market research for the new car launched by Krishna Motors Ltd. 


2,00,000

(iii) 

Quality control services 







1,00,000

(iv) 

Routine maintenance of the cars manufactured by Krishna Motors Ltd.

   50,000

(v) 

Insurance of the cars manufactured 




  

   70,000

(vi) 

Outdoor catering services provided to the employees 



1,00,000
Solution:           Computation of CENVAT credit available with Krishna Motors Ltd.:

Particulars 










       Amount [`]

Sales promotion services









    1,00,000

Market research for the new car launched by Krishna Motors Ltd. 




    2,00,000

Quality control services 
 








    1,00,000

Routine maintenance of the cars manufactured by Krishna Motors Ltd.



       50,000

Insurance of the cars manufactured 
 





                               70,000

Outdoor catering services provided to the employees 
 





Nil

Total CENVAT credit available 








   5,20,000

Illustration 15: Compute the CENVAT credit available in respect of the following services taken by Ram Services Ltd. in the month of February, 2016:-
S. No. 

Services billed 






       Service tax paid [`]
                                                                                                                         Excluding Swachh Bharat Cess  
(i) 

Accounting and auditing services 






10,00,000

(ii) 

Legal services 









  5,00,000

(iii) 

Security services 








     50,000

(iv) 

Taken on Hire one motor vehicle for personal purpose



  1,00,000

Solution:
           Computation of CENVAT credit available with Ram Services Ltd.:

Particulars 





          Amount [`]

Accounting and auditing services 
 







  10,00,000

Legal services 

 









    5,00,000

Security services 
 









       50,000

Hiring of motor vehicles 
 









Nil

Total CENVAT credit available 








  15,50,000
"Final products" Rule 2(h)  means excisable goods manufactured or produced from input, or using input service.
Question 4: Explain duty or tax for which tax credit is allowed.
Answer: 
Duty or Tax  for which tax credit is allowed  Rule 3(1)    
A manufacturer or service provider shall be allowed to take input tax credit  of the following duty / tax.

1. Basic excise duty 

2. Input CVD (also called additional custom duty) 
3. Input SAD (also called special CVD) (but only to the manufacturer. Tax credit of SAD is not allowed to a service provider. A trader is allowed refund of SAD after sale of the product) 

4. Input service tax

No tax credit shall be allowed for BCD.

Illustration 16: ABC Ltd., a manufacturer of excisable goods, imported some inputs and paid basic customs duty `5 lakh, countervailing duty under section 3(1) of the customs Tariff Act, 1975 `1 lakh, Education cess of `12,000, Secondary and Higher Education cess of `6,000, and special additional duty of customs leviable under section 3(5) of the Customs Tariff Act, 1975 `30,000. Calculate the amount that it can claim as CENVAT credit. Would it make any difference, if ABC Ltd. is not a manufacturer, but a service provider?
Solution: 
ABC Ltd. can take credit of CVD and SAD amounting to `1,30,000. The credit of basic custom duty is not allowed.

If ABC Ltd. is a service provider, it will not make any difference with respect to availment of credit of CVD of  `1,00,000 as credit for the same can be availed both by the manufacturers and the service providers alike. However, it will not be entitled to the CENVAT credit of `30,000 as a service provider is not entitled to avail the credit of special CVD.

Illustration 17: Ram, a manufacturer of excisable goods, imported some inputs which were received by him in July 2015. Bill of Entry in respect of said imported goods was duly filed and basic customs duty of `1,000, countervailing duty under section 3(1) of Customs Tariff Act, 1975 of `1,320, Education cess of `46.40, Secondary and Higher Education cess of `23.20, Special CVD under section 3(5) of Customs Tariff Act, 1975 of `495.58 was paid by him.

You are required to determine:-

(i) how much CENVAT credit Ram can avail?

(ii) in case Ram is service provider and not manufacturer, how much CENVAT credit he can avail?

Solution: (i) As per rule 3(1) of the CCR, 2004, the amount of CENVAT credit that can be availed by Ram is as follows:-




                                                                                                   `
Countervailing duty under section 3(1) of Customs Tariff Act, 1975 



    1,320.00

Special CVD under section 3(5) of Customs Tariff Act, 1975 




       495.58

CENVAT credit available 









    1,815.58

(ii) If Ram is service provider, he can avail CENVAT credit of CVD of `1,320 only.

Illustration 18: An importer has imported a machinery to be used for providing the service of construction of commercial buildings. The assessable value of imported machinery as approved by customs is `1,00,000. Basic custom duty payable is 10%. If the machinery is manufactured in India, excise duty @ 12% is leviable on such machinery. PEC @ 2% and SHEC @ 1%. Special CVD is payable on said machinery. You are required to:-
(i) calculate the total customs duty payable.

(ii) examine whether the importer can avail any CENVAT credit? If yes, how much?
Solution: 



Computation of customs duty payable

Particulars 



         

          
 


                     Amount (`)

Assessable value 




                                                                       1,00,000.00
Basic customs duty @ 10% 





              
                          10,000.00

CVD @ 12% 


  

                                                                                      13,200.00

Primary education cess @ 2%
 



                                                       464.00

Secondary and Higher Education cess @ 1% 


                                  

       232.00

SAD u/s 3(5) @ 4%
  


   

     




    4,955.84

Total customs duty 









              28,851.84

Customs duty payable (rounded off u/s 154A)





              28,852.00
Since importer is a service provider, he can avail CENVAT credit of only CVD i.e. only of `13,200 and not of SAD.
Question 5: Explain Utilization/Adjustment  of CENVAT Credit.
Answer: Utilization/Adjustment  of CENVAT Credit  Rule 3(4)
Utilization /Adjustment shall be in the manner given below:
(i) ITC of Service Tax can be adjusted from output Service Tax or Excise Duty.

(ii) ITC of Excise Duty can be adjusted from output Excise Duty or Service Tax.

(iii) Cenvat credit of SAD can be utilized from output excise duty and not from output service tax and a trader is allowed to claim refund of SAD after selling the goods.

(iv) While paying duty of excise or service tax, the CENVAT credit shall be utilized only to the extent such credit is available on the last day of the month or quarter, for payment of duty or tax relating to that month or the quarter. E.g. ABC Ltd. has to pay excise duty `40 lakh for the month of April 2015 and cenvat credit available on 30.04.2015 is `32 lakh. Company has taken cenvat credit of `7 lakh on 03.05.2015, in this case, while making payment of excise duty on 06.05.2015, company is allowed to adjust cenvat credit of only `32 lakh and net duty payable shall be `8 lakh.
Illustration 19: LMN (Pvt.) Ltd. is engaged in providing taxable services to its clients. Its service tax liability for the month of January, 2016 is ` 3,50,000. LMN (Pvt.) Ltd. intends to make e-payment of service tax on the due date i.e., on 06.02.2016.
Break-up of CENVAT credit available with LMN Ltd. as on 01.01.2016 is given below:
Particulars 












(`)

Inputs 












      50,000

Capital goods 











   1,00,000

Input services 











      15,000

LMN (Pvt.) Ltd. has provided the following further details:
	Particulars
	Excise duty
	Service tax (`)

[Input services]

	
	Inputs (`)
	Capital goods (`)
	

	Inputs received on 10.01.2016
	30,000
	
	

	Inputs received on 15.01.2016
	35,000
	
	

	Capital goods received on 20.01.2016
	
	70,000
	

	Invoices (for input services) dated 23.01.2016 received on same day (Excluding Swachh Bharat Cess)
	
	
	35,000

	Invoices (for input services) dated 02.02.2016 received on same day (Excluding Swachh Bharat Cess) 
	
	
	35,000

	Inputs received on 04.02.2016
	45,000
	
	


You are required to determine the service tax payable by LMN (Pvt.) Ltd. in cash, if any. 
Note: LMN (Pvt.) Ltd. is not eligible for the small service provider exemption under Notification No. 33/2012-ST dated 20.06.2012.
Solution:

As per rule 3(4) of CENVAT Credit Rules, 2004, while paying excise duty or service tax, CENVAT credit can be utilised only to the extent such credit is available on the last day of the month or quarter for payment of duty or tax relating to that month or the quarter.
Thus, CENVAT credit available as on 31.01.2016 can only be utilized by LMN (Pvt.) Ltd. to discharge service tax liability of the month of January.
In view of the above provisions, CENVAT credit available with LMN (Pvt.) Ltd. as on 31.01.2016 will be computed as under:
	Particulars
	Excise duty
	Service tax (`)

[Input services]
	Total (`)

	
	Inputs (`)
	Capital goods (`)
	
	

	Balance as on 01.01.2016
	50,000
	1,00,000
	15,000
	1,65,000

	Inputs received on 10.01.2016
	30,000
	
	
	30,000

	Inputs received on 15.01.2016
	35,000
	
	
	35,000

	Capital goods received on 20.01.2016 [Upto 50% of the excise duty paid can be availed as CENVAT credit in respect of capital goods in the year of purchase.]
	
	35,000
	
	35,000

	Invoices (for input services) dated 23.01.2016 received same day
	
	
	35,000
	35,000

	Balance as on 31.01.2016
	1,15,000
	1,35,000
	50,000
	3,00,000


Computation of service tax payable in cash by LMN (Pvt.) Ltd.
Particulars 












 (`)

Service tax liability for the month of January, 2016 






    3,50,000

Less: CENVAT credit available as on 31.01.2016  





                3,00,000

Service tax to be paid in cash 








       50,000
Illustration 20: ABC started manufacturing in December, 2015. In initial stages, it purchased raw materials and received various input services. It could not utilize its entire CENVAT credit and there was unutilised balance of `20,000 with ABC on 31st March, 2016. ABC wants to know how it should deal with the balance of unutilized CENVAT credit. You are required to advise him.
Solution: ABC can carry forward the unutilized balance of CENVAT credit and utilize the same in any subsequent period.
Question 6: Explain reversal of tax credit in case of Removal of inputs /capital goods  from factory.
Answer: Removal of inputs /capital goods  from factory  Rule 3(5)

If a manufacturer/service provider has taken input tax credit in connection with various goods purchased by them, in that case such goods are not allowed to be sold otherwise tax credit has to be reversed. If goods have been stock transferred, even in that case tax credit has to be reversed and the branch which has received such stocks shall be allowed to take input tax credit. 

Example

ABC Ltd. (a manufacturer) purchased raw material on 01.04.2015 for `1,00,000 plus  Excise Duty `16,000 and the same raw material was sold as such on 10.04.2015. Pass the Necessary Journal Entries in the Books of ABC Ltd.
Solution: 
On the date of purchase 

Purchase (Raw material) A/c
Dr.
1,00,000

Cenvat Receivable A/c
Dr.
   16,000

To Bank




1,16,000

(Being raw material purchased and cenvat credit taken)

On the date of Sale

Purchase A/c 


Dr.          16,000


To Cenvat credit receivable A/c


16,000

 (Being Cenvat credit reversed)

Example

ABC Ltd. (a manufacturer) purchased a machine on 01.04.2015 for `1,00,000 plus  Excise Duty `16,000 and the same asset was sold as such on 15.04.2015, in this case tax credit taken i.e. `16,000 has to be reversed and it can be shown by passing the following entries. 
Solution: 
On the date of purchase 

Capital Goods A/c

Dr.
1,00,000

Cenvat Receivable A/c
Dr.
     8,000

Cenvat credit deferred A/c
Dr. 
     8,000


To Bank




1,16,000

(Being capital goods purchased and cenvat credit taken)

On the date of Sale

In case of sale of goods as such, cenvat credit shall be allowed to be utilized for 100% for input tax paid for capital goods, hence amount in cenvat credit deferred account shall be transferred to cenvat credit receivable account and entry shall be passed as given below:

Cenvat Receivable A/c
Dr.
       8,000



To Cenvat credit deferred A/c
 

      8,000


(Being amount transferred to Cenvat receivable account)

At the time of sale the following entries shall be passed to reverse cenvat credit   

Capital goods A/c 


Dr.       16,000


To Cenvat credit receivable A/c

   16,000

 (Being capital goods sold as such and amount of cenvat credit reversed)

Question 7: Explain Removal of capital goods after use.

Answer: 
Removal of capital goods after use   Rule 3(5A) 

If capital goods are removed after use, tax credit shall be reversed after deducting the amount at a rate of 2.5% per quarter or part thereof from the date of taking the credit but in case of computer 10% per quarter in first year, 8% per quarter in second year, 5% per quarter in third year and 1% per quarter in fourth year and fifth year however if excise duty leviable on the sale value is more than the amount as computed above, amount to be paid shall be the amount so leviable. 
If the capital goods are cleared as waste and scrap, the manufacturer shall pay an amount equal to the duty leviable on such sale value.
E.g. ABC Ltd. purchased one plant and machinery on 10.04.2015 `10,00,000 paid excise duty @ 12.5% and plant and machinery was sold after use on 20.05.2016 for `8,00,000 when excise duty rate was 10%, in this case, tax treatment shall be 
Cenvat credit availed 10,00,000 x 12.5%  = 






               1,25,000

Tax credit to be reversed, higher of the following  

(i) 1,25,000 x 87.5% (100- 12.5%)








   1,09,375
(ii) Amount computed on sale value 8,00,000 x 10%




                  80,000

Amount to be reversed shall be 








   1,09,375
If rate of excise duty on 20.05.2016 is 16% and asset is sold for `9,00,000, amount to be reversed shall be 

9,00,000 x 16%










   1,44,000
Illustration 21: ABC Ltd. Purchased Plant & Machinery for `10,00,000  and paid  Excise Duty @ 10% and the company has taken tax credit on 01.04.2015 and Plant & Machinery  was sold on –
1. 10.04.2015 as such (without use) for `9,00,000 

2. Plant & Machinery was sold on 07.12.2016 after use  for `7,00,000 ( Rate of Excise Duty applicable  @ 12.5%)

3. 10.05.2025 for `30,000 (Rate of Excise Duty applicable @ 15%)

Discuss Amount to be paid as per CCR, 2004 in all the above cases.

Solution:

Case 1: Asset sold as such on 10.04.2015
As per Rule 3(5) Assessee shall pay an amount equal to the credit availed in respect of Capital Goods sold without use.

                                                                                                                                        `
Credit Taken 

Excise Duty







                                                    1,00,000 

Case 2: Asset Sold on 07.12.2016:

No of Quarters including part thereof = 7 x 2.5% = 17.5%
1,00,000 x 82.5% (i.e.100%-17.5%)








  82,500.00
Sold for 7,00,000 

Duty Leviable on sale Value (7,00,000 x 12.5%)   

                                                              87,500.00
Amount to be Paid as per 3(5A) (Higher of 82,500 or 87,500)

                  

  87,500.00
Case 3: Asset Sold on 10.05.2025:

Asset sold as Scrap

Sold for 30,000 

Duty Leviable on sale Value (30,000 x 15%) 

                                                                4,500.00

Amount to be paid as per Rule 3(5A)








    4,500.00
(b) Presume it was computer instead of plant and machinery.
Solution:

Case 1: Asset sold as such on 10.04.2015
As per Rule 3(5) Assessee shall pay an amount equal to the credit availed in respect of Capital Goods sold in the same financial year.










  `

Credit Taken 

Excise Duty







                                                    1,00,000 

Case 2: Asset Sold on 07.12.2016:

Amount to be paid shall be –
01-04-2015 to 31-03-2016          = 4 Quarters x 10% =   40 %

01-04-2016 to 07-12-2016          = 3 Quarters x 8%     = 24%

1,00,000 x 36% (i.e.100%-64%)








  36,000.00
Sold for 7,00,000 

Duty Leviable on sale Value (7,00,000 x 12.5%)  

                                                              87,500.00
Amount to be Paid as per 3(5A) (Higher of 36,000 or 87,500)

                  

  87,500.00
Case 3: Asset Sold on 10.05.2025:

Asset sold as Scrap

Sold for 30,000 

Duty Leviable on sale Value (30,000 x 15%) 

                                                                4,500.00

Amount to be paid as per Rule 3(5A)







                4,500.00
NOV-2015

Question 3(b). 









           (4 Marks)
XYZ Ltd. purchased a machine for `20,00,000 on 01.09.2014. The excise duty rate charged on the said machine was 16%. It was sold on 30.09.2015 for `10,00,000 as second hand machine at the same rate of excise duty.

Calculate the amount of CENVAT to be reversed at the time of disposal of the machinery in the year 2015-16 towards 100% CENVAT credit utilized and exhausted by the month of April 2015.

Solution 3(b):
Cenvat credit availed 20,00,000 x 16%  = 






               3,20,000

No of Quarters including part thereof = 5 x 2.5% = 12.5%
Tax credit to be reversed, higher of the following  

(i) 3,20,000 x 87.5% (100% - 12.5%)







   2,80,000

(ii) Amount computed on sale value 10,00,000 x 16%




               1,60,000

Amount to be reversed shall be 








   2,80,000

MAY-2015

Question 7(c). 









             (4 Marks) 

RSL Pvt. Ltd. purchased a pollution control equipment on 20.06.2011 for `15,00,000 (including excise duty of `1,85,400); and  took the CENVAT credit of 50% of the excise duty paid in the financial year 2011-12 and balance credit of 50% in the financial year 2012-13.

After using such equipment, sold it for `50,000 excluding excise duty, on 31st Dec., 2015. Examine whether:

(i) RSL Pvt. Ltd. was correct in availing the CENVAT credit on the said equipment in financial years 2011-12 and 2012-13?

(ii) On selling of above equipment in the financial year 2015-16, it needs to pay the amount of excise duty earlier availed as CENVAT Credit?
Answer:
(i) as per rule 4(2) of CCR 2004, the company is allowed to take tax credit for capital goods i.e. for pollution control equipment and 50% can be utilized in the first year and balance 50% can be utilized in the subsequent year. 

(ii) As per rule 3(5A), company has to reverse the tax credit taken after deducting 2.5% for each quarter and in the given case company has used it from 20.06.2011 to 31.12.2015 (total quarter year 2011 -3 / year 2012 -4 / year 2013 -4 / year 2014- 4 / year 2015 -4 =  19). Amount to be reversed shall be 52.5% of tax credit taken (100 - 19 x 2.5) i.e. 1,85,400 x 52.5% = 97,335. Further it will be compared with excise duty payable on sale value of `50,000 and amount to be reversed shall be higher of the values so computed.

Illustration 22: “A manufacturer can sell the inputs on which CENVAT credit has already been availed of, as such, provided he pays the amount equal to the credit availed.” Discuss
Solution: Correct. A manufacturer of the final products can remove inputs on which CENVAT credit has been taken, as such, from the factory if he pays an amount equal to the credit availed in respect of such inputs and such removal is made under the cover of an invoice. However, such payment would not be required to be made where inputs are removed outside the factory for replacement of any product under  warranty.
Question 9: Explain Conditions for allowing tax credit for inputs.
Answer: Conditions for allowing tax credit for inputs    Rule 4(1)

The CENVAT credit in respect of inputs may be taken immediately on receipt of the inputs in the factory of the manufacturer or in the premises of the provider of output service and also invoice given in rule 9 should be received. The manufacturer or the provider of output service shall not be allowed to take CENVAT credit after 12 months of the date of issue of invoice / documents etc.
Question 10: Explain Conditions for allowing tax credit for capital goods.
Answer:  Conditions for allowing tax credit for capital goods    Rule 4(2)
Cenvat credit for capital goods shall be allowed to manufacturer /service provider but it can be utilized in two annual installments i.e. tax credit upto 50% can be utilized in the financial year in which capital goods have been received in the factory and balance 50% in the subsequent financial year but an SSI unit can utilize cenvat credit in the first year itself. 

Illustration.—A manufacturer received machinery on the 16th day of July, 2015 in his factory. CENVAT of two lakh rupees is paid on this machinery (value `20,00,000). The manufacturer can utilize credit upto a maximum of one lakh rupees in the financial year 2015-16, and the balance in subsequent years.
Following entries shall be passed at the time of taking cenvat credit 


Machinery A/c 




Dr. 

20,00,000

Cenvat Credit Receivable (Capital Goods) A/c
Dr.

  1,00,000

Cenvat Credit Deferred (Capital Goods) A/c 

Dr. 

  1,00,000


To Bank A/c








22,00,000
In the next year, following entry shall be passed

Cenvat Credit Receivable (Capital Goods) A/c

Dr.

  1,00,000

To Cenvat Credit Deferred (Capital Goods) A/c 

 

  1,00,000

Question 11: Explain Cenvat credit for input services.
Answer:

Cenvat credit for input services  Rule 4(7)

A service provider is allowed to take tax credit on the basis of invoice received by him in connection with input services but he should make the payment within 3 months of the date of invoice otherwise he will be required to pay an amount equal to the cenvat credit taken. If subsequently he has made the payment, he can again take the tax credit.  

The manufacturer or the provider of output service shall not be allowed to take CENVAT credit after one year of the date of issue of invoice / documents etc.

A service recipient making payment under reverse charge shall be allowed to take cenvat credit only after making payment and cenvat credit shall be allowed on the basis of GAR-7 challan through which service tax has been paid.
Question 12: Explain Refund of CENVAT Credit.
Answer: Refund of CENVAT Credit  Rule 5
A manufacturer or a service provider who is exporting goods or services shall be allowed to take refund of tax credit in the manner given below:  
	Refund amount =
	(Export turnover of goods + Export turnover of services)
	× Net CENVAT credit

	
	Total turnover 
	


Question 13: Explain cenvat credit in case final product is exempt from output tax.

Answer: 

No cenvat credit for inputs/input services used for exempted goods /services  Rule 6(1)
No cenvat credit shall be allowed for inputs/input services used for exempted goods/services. 
Proportionate tax credit if inputs /input services used both for exempted/ taxable goods/ services   Rule 6(2) 

If any manufacturer /service provider is manufacturing both type of goods taxable as well as exempt or service provider is providing services both taxable as well as exempt, he should maintain proper records and tax credit shall be allowed only for inputs / input service used in taxable goods / services.  

Notional Payment of amount on exempted goods / services  Rule 6(3)
If the manufacturer or the service provider can not maintain proper records, they will be allowed to pay an amount equal to 6% of value of the exempted goods or 7% of value of the exempted services and they will be allowed tax credit for entire inputs and input services. It can be shown as given below:

Illustration 23: Mr. X is engaged in manufacturing of Excisable as well as Exempted, goods. 

During the year following sales were made 

i) ` 50,00,000 (Dutiable @ 10%)

ii) ` 50,00,000  (Exempted goods)

He purchased raw material on which he paid Excise duty of ` 2,50,000 and receive Services in connection to his business and paid service tax of ` 1,00,000. Raw material purchased were used to manufacture excisable as well as exempted goods.

Compute Cenvat credit available and net duty payable. The manufacturer has not maintained records as per rule 6(2) and the manufacturer wishes to pay 6% of the amount under rule 6(3).
Solution: 
	Particulars


	Excise Duty

	Amount payable on taxable goods

50,00,000 x 10%
	5,00,000

	Amount payable on exempted goods  `50,00,000 x 6%
	3,00,000

	
	8,00,000

	Less: CENVAT Credit 
	3,50,000

	Net Tax Payable 
	4,50,000


Illustration 24: M/s Alpha multi Services Pvt. Ltd. is engaged in providing Coaching for Medical Entrance Examination as well as Coaching in Arts, Culture and Sports and is registered in Service Tax.

Following value of service was provided during the financial year 2015-16.
i) Value of Coaching for Medical Entrance Examination 
` 40,00,000 (taxable @ 14% + swachh bharat cess 0.5%)

ii) Value of Coaching in Arts, Culture and Sports

` 55,00,000 (Exempted service)

During the year M/s Alpha multi service receives services in relation to their business and paid service tax of ` 4,90,000 (Excluding Swachh Bharat Cess).
Compute Cenvat credit and Net Service Tax payable. The service provider has not maintained records as per rule 6(2) and the service provider wishes to pay 7% of the amount under rule 6(3).
Solution: 
	Particulars
	Service tax

	Amount payable on taxable services `40,00,000 x 14%
	5,60,000

	Add: Swachh Bharat Cess @ 0.5% (`40,00,000 x 0.5%)
	   20,000

	Add: Amount payable on exempted services `55,00,000 x 7% 
	3,85,000

	
	9,65,000

	Less: CENVAT Credit (Not allowed to be adjusted from Swachh Bharat Cess) 
	4,90,000

	Net Tax Payable
	4,75,000


Cenvat credit for capital goods used for exempted goods/services  Rule 6(4)

If capital goods are being used for manufacturing final product which is exempt from excise duty, tax credit is not allowed but if it is manufacturing exempted goods as well as taxable goods, tax credit is allowed. 

Tax credit allowed even if no output tax Rule 6(6)/6(7)
If goods have been sold to a unit in SEZ or to developer of SEZ or the goods have been exported, it will be exempt from output excise duty however tax credit shall be allowed. Similarly if services have been rendered to such persons, it is exempt from output service tax but tax credit shall be allowed. 

Question 14: Explain Manner of distribution of credit by input service distributor.

Answer:

Manner of distribution of credit by input service distributor  Rule 7

"Input Service Distributor" Rule 2(m) means an office of the manufacturer or service provider which is availing input services and is taking tax credit for such input services but the tax credit is being transferred to its branches. 
As per rule 7, the ISD should take tax credit on the basis of invoice or other document given under rule 9 and should also get registered under service tax and tax credit should be distributed by issuing proper invoice however such tax credit shall be distributed  pro-rata on basis of turnover in the financial year preceding to the year during which credit is to be distributed.   

Input tax credit for input services can be distributed by the service provider as well as manufacturer.  

Illustration 25: An ISD has a common input service credit of `12,000 pertaining to more than one unit. The ISD has 4 units namely 'A', 'B', 'C' and 'D' which are operational in the current year.

Unit 
           Turnover in the previous year (in `) 

A (Manufacturing excisable goods)
                                            25,00,000

B (Manufacturing excisable and exempted goods)
                                            30,00,000

C (providing exclusively exempted service)
                                            15,00,000

D (providing taxable and exempted service)
                                            30,00,000

Total
                                         1,00,00,000

The common input service relates to units ‘A’, ‘B’, ‘C’, and ‘D’ the distribution will be as under:

(i)
Distribution to 'A'
= 12000 x 2500000/10000000 = 3000

(ii)
Distribution to 'B'
= 12000 x 3000000/10000000 = 3600

(iii)
Distribution to 'C'
= 12000 x 1500000/10000000 = 1800

(iv)
Distribution to 'D'
= 12000 x 3000000/10000000 = 3600

Distribution of input tax credit of excise duty for inputs/capital goods by a service provider  Rule 7A 

If any service provider has received inputs or capital goods but invoice has been received by the head office of such service provider and tax credit has been taken by the head office, in such cases head office shall be allowed to distribute tax credit for such inputs or capital goods to the relevant branch and branch shall be allowed to take tax credit so transferred.  

Question 15: Explain Storage of input outside the factory of the manufacturer.
Answer: 

Storage of input outside the factory of the manufacturer Rule 8
In general inputs should be stored inside the factory however, in exceptional circumstances having regard to the nature of the goods and shortage of storage space at the premises of such manufacturer, the department may permit the manufacturer to store the input in respect of which CENVAT credit has been taken, outside such factory. 
Documents and accounts  Rule 9

The CENVAT credit shall be allowed on the basis of any of the following documents: 
(1) an invoice issued by a manufacturer/service provider 

(2) an invoice issued by a first stage dealer or a second stage dealer
(3) Importer can take tax credit on the basis of bill of entry
(4) service recipient making payment under reverse charge shall be allowed tax credit on the basis of GAR-7 challan 
(5) If tax credit has been transferred by ISD, tax credit shall be allowed on the basis of invoice issued by ISD. 
Question 16: Write a note on various returns to be submitted under Rule 9(7) to 9 (11).

Answer:

As per rule 9(7), the manufacturer shall submit monthly return upto 10th of next month and SSI unit shall submit quarterly statement upto 20th of next quarter. 

As per rule 9(8), a first stage dealer or a second stage dealer shall submit quarterly return upto 15th of subsequent quarter. 
As per rule 9(9)/9(10), as service provider/ input service distributor  shall submit half yearly return upto the end of subsequent month. As per rule 9(11), revised return can be submitted within 60 days from the date of submitting the original return.  

NOV-2015

Question 7(c). 









             (4 Marks)
Explain the provisions with regard to filing of CENVAT credit returns as explained in sub rule (7) to (11) of Rule 9 of CENVAT Credit Rules.

Refer Answer given above

EXAMINATION QUESTIONS

NOV-2014

Question 3(b) 









           (4 Marks)
Mr. X is providing service of Construction of Buildings. He purchased the following items in May, 2015.

	Items
	Excise Duty paid

in `

	Dumpers
	1,06,000

	Electric transformer falling under chapter 85 of Excise Tariff
	40,000

	Refrigerator fitted in office covered under chapter 84
	15,000

	Diesel for use in Dumper
	25,000

	Car for use of Employees for coming to site and going back
	1,50,000

	Trucks used for the transport of construction material falling under tariff heading 8704
	15,000


You are required to determine the amount of CENVAT Credit available with Mr. X.
Solution:


Computation of CENVAT credit available:

Particulars 










          Amount (`)

As per rule 2(a) of CCR, 2004, Dumper is capital goods and as per rule 4(2) tax credit shall be allowed in 2 installments 

Dumper 
 










       53,000

=50% of `1,06,000

As per rule 2(a) of CCR, 2004, electric transformer is capital goods and as per rule 4(2) tax credit shall be allowed in 2 installments 

Electric transformer falling under chapter 85 of Excise Tariff




       20,000

=50% of `40,000

As per rule 2(a) of CCR, 2004, refrigerator is capital goods because it is covered under chapter 84 and as per rule 4(2) tax credit shall be allowed in 2 installments 

Refrigerator fitted in office (50% of `15,000)






         7,500
As per rule 2(k) of CCR, 2004, ‘Diesel’ shall not be considered to be input and no tax credit shall be allowed.

Diesel for use in dumper 
 









 Nil

As per rule 2(a) of CCR, 2004, motor vehicle for transportation of employees shall not be considered be capital goods and no tax credit shall be allowed. 

Car for use of employees for coming to site and going back 

 




 Nil
As per rule 2(a), motor vehicle covered under heading 8704 shall not considered to be capital goods for manufacturer but it is capital goods for service provider. 

Trucks used for the transport of construction material falling under tariff sub-heading 8704                   7,500

=50% of `15,000
CENVAT credit available to Mr. X
 







       88,000
Note: It is assumed that Truck is registered in the name of Service Provider.
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Question 1: What is excise duty?
Answer: 
As per section 3 of Central Excise Act 1944, excise duty shall be charged in case of manufacturing of goods and further rate shall be as given in Central Excise Tariff Act 1985 and excise duty shall be charged on the transaction value / assessable value computed as per section 4 of Central Excise Act 1944. Transaction value means cost plus profit and it can be shown in the manner given below: 
Example

If cost is `5 lakhs, profit 1 lakh and excise duty rate is 10% and VAT rate is 12.5%, output tax shall be computed in the manner given below:                                                                                                             `
Cost 







                                                           5,00,000.00

Add: Profit 










           1,00,000.00

Total (it is called assessable value as per section 4 of Central Excise Act, 1944)                            6,00,000.00

Excise Duty @ 10%










  60,000.00

Total 











           6,60,000.00

Add: VAT @ 12.5%



                                                                                      82,500.00

Question 2: Explain Small Scale Industry (SSI) Exemption (Notification no. 8/2003 dated: 01-03-2003)
Answer: Certain concessions have been given under Notification No. 8/2003 dated 01.03.2003 and accordingly the unit having a turnover upto `400 lakhs in the immediately preceding year shall be exempt from excise duty but only upto the turnover of `150 lakhs and excess over it shall be chargeable to excise duty. 

If turnover in the immediately preceding year is exceeding `400 lakhs, the unit has to pay excise duty from the beginning. 

A unit with turnover upto `400 lakhs is called Small Scale Industry – SSI.

e.g. ABC Ltd. started manufacturing in the year 2013-14, in this case tax treatment shall be as given below: 

Financial year 


Turnover


Exempt


Taxable

2013-14


350 lakhs 


150 lakhs


200 lakhs
2014-15


600 lakhs


150 lakhs


450 lakhs
2015-16


400 lakhs


Nil



400 lakhs
2016-17


700 lakhs


150 lakhs


550 lakhs
2017-18


250 lakhs


Nil



250 lakhs
Example

ABC Ltd. has turnover in F.Y. 2014-15 `300 lakhs and turnover in F.Y. 2015-16 `350 lakhs and if the rate of excise duty is 10%. Excise duty payable in F.Y. 2015-16 shall be                                                 
Total Turnover 









          `350,00,000
Less: Exemption under Notification No. 8/2003                                                                              `150,00,000
Amount chargeable to Excise Duty







          `200,00,000
Excise duty @ 10%









          `  20,00,000
If turnover in F.Y. 2014-15 is `450 lakhs, excise duty shall be charged in F.Y. 2015-16 on entire amount of `350 lakhs. 


SSI exemption is not available in respect of clearances bearing a brand name of another person. 
There are certain types of goods which are entitled to SSI exemption even though they bear the brand name of other person e.g. goods manufactured in rural area, packing material, account books, registers, writing pads.
Illustration 1: (i) ABC Ltd. wants to claim SSI exemption in the year 2015-2016. Its clearances for the year 2014-2015 are ` 3 crore. ABC Ltd. manufactures goods bearing brand name of XYZ Ltd. Is ABC Ltd. eligible for SSI exemption?

(ii) ABC Ltd. wants to claim SSI exemption in the year 2015-2016. Its clearances for the year 2014-2015 are ` 3 crore. ABC Ltd. manufactures goods bearing brand name of XYZ Ltd. in rural area. Is ABC Ltd. eligible for SSI exemption?

Solution: (i) ABC Ltd. is not eligible for SSI exemption as it manufactures goods bearing brand name of others.

(ii) ABC Ltd. is eligible for SSI exemption even though the goods manufactured by it bears the brand name of others as it manufactures goods in rural area.
Illustration 2: Net value of clearances (excluding taxes and duties) of Gopal Manufacturers was `345 lakh during the year 2014-15. During the year 2015-16, their net value of clearances (excluding taxes and duties) was `365 lakh. Calculate excise duty payable by Gopal Manufacturers during 2015-16, if excise duty rate is 12.5%.

Solution: Units having turnover upto `400 lakh in the previous financial year are eligible for exemption from duty upto turnover of `150 lakh in the current financial year.
Therefore, in the give case Gopal Manufacturers can avail SSI exemption of `150 lakh in 2015-16 as their turnover during 2014-15 was less than `400 lakh. 
Hence, they have to pay excise duty @ 12.5% on balance value i.e. on `215 lakhs (`365 –`150). Thus, duty payable will be `26,87,500.
Question 3: Explain Taxable Event in Central Excise/ Charging section.
Answer: Charging Section 3
As per section 3(1)(a), basic excise duty shall be charged on all excisable goods which are produced or manufactured in India and the rate of excise duty shall be such as are given in schedule -1 of Central Excise Tariff Act 1985. As per rule 5 of Central Excise Rule 2002, excise duty shall be collected at the time of removal of goods from the factory and rate shall be as applicable on the date of removal of goods from factory. If the goods manufactured are not excisable, no excise duty is payable. 

As per section 3(1)(b), special excise duty shall be payable on the goods mentioned in second schedule to CETA 1985 (like pan masala, motor cars etc.) and at the rates given in second schedule of CETA 1985 and such duty shall be in addition to basic excise duty (however it has been discontinued w.e.f. 01.03.2006)   

No excise duty shall be charged in case of goods produced or manufactured in special economic zones.

Question 4: Explain meaning of manufacture. Section 2(f)

Answer: Manufacture 2(f)

“Manufacture” includes any process,
(i) incidental or ancillary to the completion of a manufactured product; 

(Ancillary means providing necessary support to the main work)
(ii) which is specified in relation to any goods in the Section or Chapter notes of the First Schedule to the Central Excise Tariff Act, 1985 as amounting to manufacture and it is also called deemed manufacture. 
Example 

       (a) In relation to iron and steel, process of galvanization shall amount to manufacture. 
            (Galvanization means to cover iron and steel with a layer of zinc to protect it from rust)
       (b) In relation to audio or video tapes/CDs etc. recording of sound or other phenomenon shall amount to manufacture. 
       (c) In relation to aluminum foils process of cutting, slitting and printing of aluminum foils amount to manufacture. (Slit means a long narrow cut or opening)
       (d) Bleaching, Mercerizing, dyeing, printing, twisting, texturing, doubling of Cotton Fabrics shall be deemed manufacture.


        (Mercerizing means to treat cotton cloth or thread with a chemical to make it stronger and more shiny)
        (Texturing means to make a cloth feel as rough, smooth, hard or soft)

        (Bleaching means cause a material such as cloth, paper, or hair to become colourless)


(e) Printing, decorating or Ornamenting of Glass mirrors, glass bottles, glass envelops, glass shells shall be deemed manufacture 
 
(iii)  which, in relation to the goods specified in the Third Schedule, involves packing or repacking of such goods or labelling or re-labelling of containers including the declaration or alteration of retail sale price on it or adoption of any other treatment on the goods to render the product marketable to the consumer and it is also called deemed manufacture. 
Some of the goods specified in Third Schedule is as given below:
1. Milk; 2.Chewing Gum; 3. Chocolates; 4. Biscuits; 5. Wafers; 6. Ice Cream; 7. Sharbat; 8. Water; 9. Lubricating oils; 10. Toothpaste; 11. Pressure Cookers; 12. Footwear etc.

E.g. ABC Co. is buying oil in drums of 200 liters. They pack this oil in small tins of one litre each, put their label giving details of contents, volume and RSP, in this case it is deemed manufacture because oil is covered in schedule third of CETA 1985. 
There were many disputes relating to definition of manufacture given in first part of section 2(f) hence the term manufacture was  
defined by Supreme Court in Delhi Cloth and General Mills 1977 as given below: 

“Manufacture implies a change, but every change is not manufacture rather there should be a change to the extent of transformation i.e. a new and different article must emerge having a distinctive name and character or use”.

Therefore, the activity or process in order to amount to "manufacture" must lead to emergence of a new commercial product, different from the one with which the process started. In other words, it must be an article with different name, character or use.
E.g. A trader of steel articles purchases steel bars of 10 meters. He cuts the bars as per requirements of customer and supplies the cut bars to them. He seeks clarification whether he will be liable to pay excise duty on the cut bars sold by him, No excise duty is payable because Supreme Court has held that ‘manufacture’ can be said to have taken place when after a process, a new and different article emerges having a distinctive name, character or use. However, in this case, after cutting, the product continues to be a bar. There is no change in name, character or use. Hence, the activity is not ‘manufacture’ and excise duty will not be payable.

Question 5: Write a note on taxability of waste and scrap.
Answer: 

Dutiability of waste and scrap: Waste/scrap can be ‘excisable goods’ if they are known in commercial parlance and are marketable. Further, the waste and scrap will not be ‘excisable goods’ unless they are specified in Central Excise Tariff. Thus, if a particular waste/scrap is not mentioned in Tariff, it may be ‘goods’ but not ‘excisable goods’.

Example: Bagasse, aluminium/zinc dross which is termed as waste/residue/refuse is chargeable to excise duty as it is an excisable goods arising during the course of manufacture and is capable of being sold for consideration.
Question 6: Explain excisable goods.

Answer: Excisable Goods   Section 2(d) 
“Excisable goods” means goods specified in the First Schedule or the Second Schedule to the Central Excise Tariff Act, 1985, as being subject to a duty of excise. If rate mentioned is nil, still it is excisable goods but if column of rate is blank, it will not be considered to be excisable goods. Similarly if goods are not mentioned in CETA 1985, it will not be excisable goods. 

Illustration 3: Indicate whether the following activities will be liable to central excise duty?
(1) 
Manufacture of alcohol and wine.

(2) 
Manufacture of medicinal and cosmetic products containing alcohol.

(3) 
Manufacture of excisable goods in a factory located in Jammu & Kashmir.

(4) 
Production of excisable goods in notified designated areas at 210 nautical miles from the Indian landmass.

(5) 
Production of excisable goods in a factory located in SEZ.

(6) 
Labeling or re-labeling of unit containers of chocolate.

Solution: 
(1) 
No. Entry 84 of the Union List of the Seventh Schedule specifically excludes alcoholic liquors for human consumption. Since, Entry 51 of the State List covers duties of excise on alcoholic liquors for human consumption, it may be liable to State excise duty.

(2) 
Yes. Medicinal and cosmetic products containing alcohol are covered by Entry 84 of the Union List.

(3) 
Yes. The central excise law extends to Jammu and Kashmir.
(4) 
No. The central excise law extends to Indian territorial waters (for the purpose of mineral oil and natural gas it extends upto 200 nautical miles from the Indian landmass i.e. it covers EEZ)
(5) 
No. The central excise law does not apply to goods manufactured in SEZ.

(6) 
Yes. Labeling or re-labeling of unit containers of the goods specified in Third Schedule to the Central Excise Act is deemed manufacture. Since chocolate is covered under Third Schedule, the labeling or re-labeling of its container will amount to manufacture.

Question 7: Explain classification of Goods under Central Excise.
Answer: There are thousands of varieties of manufactured goods. Since all goods do not carry the same rate or amount of duty, therefore, it is necessary to identify the goods through groups and sub-groups and then to determine the rate of duty on each group or sub-groups of goods.  The exercise of placing the various excisable goods under the various groups or sub­ groups is known as 'Classification' of a product and such classification is given in Central Excise Tariff Act 1985 and it is called Harmonised system of Nomenclature and it is given by World Trade Organisation and it is applicable all over the World and all the goods are divided into 21 broad categories which are called section and sections are further divided into 98 small categories which are called chapters. Each product given in the CETA 1985 has a specific 8 digit code number first 2 digit refer to Chapter next 2 heading next 2 sub-heading and last 2 are specific for the product e.g. Code No. for Tobacco is 2401 20 50 and for mobile phone is 8517 12 10 and for Chocolate is 1806 90 10  (Nomenclature means a system of naming things)
CETA 1985 has three schedule.
First schedule contains list of all the goods on which basic excise duty is payable and also rate of excise duty. 

Second schedule contains list of a few goods on which special excise duty is payable and the rate of special excise duty.

Third schedule contains list of the goods for which labelling / re-labelling / packing / re-packing etc. is considered to be deemed manufacture. 

Question 8: Explain Transaction Value / Assessable Value under section 4. 
Answer: 

As per section 4, Transaction Value means the price actually paid or payable in connection with sale of goods where buyer and seller are not related to each other and price is the sole consideration and it is computed at the time and place of removal  and includes any other amounts recovered from the buyer for storage of goods in the factory or handling of goods in the factory and also other expenses like advertising/ marketing /selling expenses/ servicing/ warranty/ commission etc. 
Question : Explain Inclusions/exclusion for charging excise duty.

Answer: It will include/exclude other expenses like 
1. Outward handling shall not be includible but expenses incurred within the factory shall be included.
2. Cost of all forms of packing are includible. However, cost of durable/ reusable packing is not included. 
3. Freight (Transportation charges), not includible. 

4. Transit insurance, not includible. 
5. Charity (Dharmada), it is includible.

6. Design, development and engineering charges are includible. 

7. Accessories/spare parts / tools, includible as it is essential part of the main product. 

8. Consultancy charges, includible.
9. Testing & inspection charges before delivery shall be includible.

10. Erection, installation and commissioning charges, not includible because it is after removal from the factory. E.g. ABC Ltd. has sold one generator for `10,00,000 and has charged `2,00,000 for installation, in this case excise duty shall be charged on `10,00,000 but if company has charged `12,00,000 inclusive of installation, transportation etc., excise duty shall be charged on `12,00,000.  
11. All forms of discount (trade discount, cash discount), are deductible i.e. they will be deducted while computing transaction value. 

12.Where a product is ‘controlled’ and has to be sold at ‘controlled price’ subsidies are granted by the Government to manufacturers to compensate the cost of production. Such subsidy will not be added to such controlled price.

13. Weighment dues shall be included. 
14. Free of cost material supplied by customer is not includible in sale price i.e. it certain goods are given for job work, excise duty shall not be charged on the value of the goods supplied rather excise duty shall be charged on the value of the job work done. 

Illustration 4: Determine the transaction value and the duty payable and VAT payable from the following particulars:

	
	
	`

	(i)
	Price of machinery excluding taxes/ duties and amounts mentioned below:
	5,50,000

	(ii)
	Installation and erection expenses 
	21,000

	(iii)
	Packing charges (primary and secondary)
	11,500

	(iv)
	Design and engineering charges
	2,000

	(v)
	Dharmada
	500


Other information:

(a) 
Cash discount @ 2% was allowed on `5,50,000 as per terms of contract since full payment was received before dispatch of machinery.

(b) 
Bought out accessories valued at ` 6,000. The accessories are optional and provide ease of use of the machinery.

(c) 
Central excise duty @ 12.5%. 

(d)       VAT @ 12.5%

Solution:
Determination of excise duty payable and VAT Payable
	Particulars
	`

	Price of machinery
	5,50,000

	Add: Packing charges 
	11,500

	Design and engineering charges 
	2,000

	Dharmada 
	        500

	Total
	5,64,000

	Less : 2% cash discount on price of machinery [` 5,50,000 x 2 %] 
	   11,000

	Assessable value
	5,53,000

	Excise duty @ 12.5%
	69,125

	Assessable value + excise duty
	6,22,125

	VAT @ 12.5%
	77,766


Illustration 5: A manufacturer of machinery sold a special machine. Following details are provided in relation to amounts charged:










`
Price of machinery excluding taxes and duties and amounts mentioned below: 


    6,00,000

Installation charges 






 



       21,000

Packing charges 










         9,000

Extra charges for designing the machine 







       20,000

Outward freight beyond place of removal 







       12,000

Other information furnished is -

(a) Cash discount @ 2% on `6,00,000 was allowed as the customer paid the bill amount before dispatch.

(b) Central excise duty rate 12.5%.

(c) State VAT rate – 5%

Calculate excise duty  and VAT payable on the special machine.

Solution:
Computation of excise duty payable and VAT Payable
Particulars












`
List price of machinery 









    6,00,000

Add: Packing charges 
 








         9,000

Extra design charges 

 








       20,000
Total 












    6,29,000

Less : 2% cash discount on price of machinery [`6,00,000 x 2%] 

 


       12,000
Assessable value 










    6,17,000
Excise duty @ 12.5% 










       77,125
Assessable value + Excise Duty







               6,94,125

VAT @ 5%










                 34,706

Illustration 6: (RTP) Grand India Ltd. sold a machine, manufactured by it, to Indian Industries Ltd. (IIL) at a price of `10,00,000 (excluding taxes and duties). Further, following additional amounts were also charged:

Particulars 












 (`)

Expenses pertaining to installation and erection of the machine at premises of IIL 


       30,000

(machine was permanently affixed to earth)

Special packing charges 









       12,500

Design and engineering charges 








       40,000

Dharmada (charged in the invoice and recovered from IIL) 





       10,000

Determine the total amount of central excise duty and VAT payable on the machine from the aforesaid information.  Rate of excise duty is 12.5%. Rate of VAT is 5%
Solution:

Computation of central excise duty payable and VAT payable
Particulars 












 (`)

Price of machine excluding taxes and duties 







  10,00,000

Installation and erection expenses  









    ‐
Add: Special packing charges









       12,500

Add: Design and engineering charges of the machine 



                               40,000

Add: Dharmada charged in the invoice 
 






       10,000

Assessable value 









              10,62,500

Excise duty payable @ 12.5%








    1,32,813
Assessable value + Excise duty







              11,95,313
VAT @ 5%





                                                                               59,766

Question 9: Explain Price-cum-duty.

Answer: If any assessee has manufactured and sold a product but he has not charged any excise duty, the price charged by him shall be called price-cum duty and amount of excise duty shall be computed accordingly e.g. one manufacturer sold a product for `5,00,000 and rate of excise duty was 12.5% but he has not charged excise duty, in this case amount payable by him as excise duty shall be 5,00,000 / 112.5 x 12.5 = 55,556.

If the assessee has collected excise duty at a lesser rate instead of actual rate, in such cases also excise duty shall be computed in the similar manner e.g. if in the above case manufacturer has recovered `5,00,000 plus 10%, amount of excise duty shall be 

Total amount recovered by the manufacturer = 5,00,000 + 10% of `5,00,000 = 5,50,000

Excise duty payable shall be = 5,50,000 / 112.5 x 12.5 = 61,111
If the assessee has recovered excise duty @ 10% plus additional `2,00,000, amount of excise duty shall be 

(5,50,000 + 2,00,000) / 112.5 x 12.5 =  83,333
Illustration 7: Calculate the assessable value and the excise duty payable from the following particulars:

List price of the product (inclusive of VAT and Excise duty)
` 5,960

Trade discount (on gross amount of `5,960)



    10%

VAT 








 12.5%

Excise duty 







 12.5%
An exemption notification grants exemption of 50% of the duty payable on this product.
Solution:

Particulars                                                                                                                                   Amount in (`)

List price of the product 









   5,960.00
Less: Trade discount 








                              596.00
Price net of discounts but including taxes 


 




   5,364.00
Less: VAT [(` 5,364 /112.5 x 12.5)] 








      596.00
Price-cum-duty 










   4,768.00
Less: Excise duty @ 6.25% (on account of 50% exemption) 
[(` 4,768 /106.25 x 6.25)]




                                                                  280.47

Rounded off as per section 37D                                                                                                               280.00
Assessable value 






 



   4,488.00
Illustration 8: Calculate assessable value and excise duty payable on the basis of following information:

`
Total invoice price (including taxes and the amounts mentioned below)



       40,000

State VAT 











         4,000

Insurance charges for dispatch of final product 







200

Packing charges 










         1,000

Freight charged from factory to the place of customer 





         2,000

Excise duty rate is 12.5%. 
Solution:



Computation of excise duty payable

Particulars 












`
Total invoice price 










  40,000.00
Less: State VAT 
 









    4,000.00
Insurance charges 
 









       200.00
Freight charges 










    2,000.00
Price-cum-duty  










  33,800.00
Less : Excise duty @ 12.5%




 




    3,755.56
[`33,800 x 12.5/112.50]

Total excise duty (rounded off as per section 37D)


                                        3,756.00
Assessable value 
 









  30,044.00
Illustration 9: A manufacturer of machinery sold his machine on which excise duty is payable under Section 4 of Central Excise Act, 1944.

Amount

                                                                                                                                                                     (`)

Total Invoice Price (inclusive of taxes and payments mentioned below)


              10,00,000

Charity 











         5,000

Erection Charges










       50,000

(Erection to be done at customer's factory)

Packing Charges










       10,000
Design Charges                                                                                                                                          20,000

Insurance Charges (for dispatch to customer's factory)
                                                                     8,000

Outward freight (from place of removal to customer's factory) 




       20,000

State VAT 











      12.50%

Cash discount @ 2% was allowed on `10,00,000 as the customer had made full advance payment. Excise duty rate is 12.5%. Calculate Assessable Value of the machine and excise duty payable.

Solution:

Particulars                                                                                                                                   Amount in (`)

Invoice price of the product 








         10,00,000.00

Less: Erection Charges 








           (50,000.00) 

Less: Insurance Charges  








             (8,000.00) 

Less: Outward Freight 








           (20,000.00)

Less: Cash Discount @ 2% on 10,00,000






           (20,000.00)

Price including taxes









           9,02,000.00

Less: VAT (9,02,000/112.50 x 12.50)






        (1,00,222.22)
Price cum Duty 






 
                                   8,01,777.78
Less: Excise duty @ 12.5% 

[(`8,01,777.78 /112.50 x 12.50)]



                                                              89,086.42
Rounded off as per section 37D                                                                                                         (89,086.00)
Assessable value 






 


           7,12,691.78
(b) Presume sale price of `10,00,000 is exclusive of VAT and excise and also all other expenses.

 Solution:

Particulars                                                                                                                                   Amount in (`)

Invoice price of the product 








         10,00,000.00

Add: Packing Charges










  10,000.00
Add: Design Charges                                                                                                                            20,000.00

Add: Charity 











    5,000.00

Less: Cash Discount @ 2% on 10,00,000






           (20,000.00)

Assessable Value






                                            10,15,000.00

Add: Excise Duty @ 12.50%






                                  1,26,875.00

Total









                                11,41,875.00

Add: VAT @ 12.50%






                                               1,42,734.38

Total








                        
         12,84,609.38



Illustration 10:  What will be the assessable value of the excisable goods in the following cases?

(i) The price of the excisable goods sold by ‘C’ is ` 500 per unit. ‘C’ does not charge any duty of excise in his invoice on the belief that the goods sold by him are exempt from payment of duty vide an exemption notification. However, he comes to know that the goods are not exempt from excise duty but are liable to duty @ 12.5%. 

(ii) The price-cum-duty of excisable goods sold by ‘A’ is ` 200 per unit and it includes Excise duty @ 8%. However, ‘A’ comes to know that the actual rate of duty chargeable on the goods sold by him is 12.5% and not 8%. ‘A’ has collected only ` 200 per unit from the customers.

(iii) ‘B’ sells his excisable goods @ ` 200 per unit (inclusive of excise duty @ 12.5%).
However, it has been found that ‘B’ has collected ` 50 per piece separately.

Solution:
Case (i)

Amount of excise duty shall be 500 / 112.5% x 12.5% = 55.55 = 56 rounded off u/s 37D

Case (ii)
Amount of excise duty shall be 200 / 112.5% x 12.5% = 22.22 = 22 rounded off u/s 37D
Case (iii)

Amount of excise duty shall be (200 + 50) / 112.5% x 12.5% = 27.77 = 28 rounded off u/s 37D                                                                 

Question 10: Explain Fixed Tariff Value under section 3(2)/3(3).
Answer:

Tariff value   Section 3(2)/3(3)
Central Government has the power to fix the tariff value for various goods instead of taking into consideration the transaction value because of various factors. The Central Government has fixed tariff value in case of jewellery / branded readymade garments and beauty or make up preparation 

Question 11: Explain Valuation with reference to retail sale price (RSP) under Section 4A.

Answer: 
Valuation with reference to retail sale price (RSP)   Section 4A
In case of certain goods which are covered under Legal Metrology Act, 2009 and which have been notified by the Government, value for the purpose of charging excise duty shall be computed on the basis of retail sale price by permitting some abatement. 

Example
Goods notified 



Rate of Abatement

under section 4A




 (%)

Biscuits 





30%

Toothpaste 





30%

Photographic cameras 



30%

Pressure cooker 




25%
White chocolate 




35%

Mineral Water





45%

Aerated Water





40%

If different RSP are mentioned for different areas, excise duty shall be payable on such values but if there are two or more RSP for the same area, higher of such RSP shall be considered. 

Illustration 11: Decent Footwear is a leading manufacturer of shoes. Legal Metrology Act, 2009 requires declaration of retail sale price on the package of shoes and shoes are also notified under section 4A of Central Excise Act, 1944 (RSP based valuation provisions).
Following information has been furnished by Decent Footwear:
Abatement available on shoes 






40% of retail sale price

MRP marked on the package 







`2,000 per pair of shoes

Price at which Decent Footwear sells the shoes to their wholesalers


`1,300 per pair of shoes

Price at which wholesalers sell the shoes to retail shop owners


`1,500 per pair

Price at which shoes are sold by retailers to final consumers 


`1,900 (`100 offered as

discount on printed retail

sale price

Excise duty 









12.5%

Calculate excise duty payable on a pair of shoes.

Solution: Since Legal Metrology Act, 2009 requires declaration of retail sale price on the package of shoes and shoes are also notified under section 4A of Central Excise Act, 1944 (RSP based valuation provisions), excise duty will be payable on the basis of RSP less abatement.
Particulars 












`
MRP marked on the package of a pair of shoes 






         2,000

Less: Abatement @ 40% of RSP [40% of `2,000] 





 
            800

Value for purpose of excise duty 








         1,200

Excise duty @ 12.5% [12.5% of `1,200] 








150
Illustration 12: Zebra Engineers are manufacturers of specialty articles. Such articles are sold through retail shops.
MRP marked on the package 







`2,000 per piece

Price at which Zebra Engineers sells articles to their wholesalers


`1,300 per piece

Price at which wholesalers sell the articles to retail shop owners


`1,500 per piece

Price at which articles are sold by retailers to final consumers 

`1,900(`100 offered as       

                                    discount on printed retail                      

                                    sale price

Excise duty 










12.5%

Calculate excise duty payable on an article. Such articles are not covered under section 4A of Central Excise Act, 1944.
Solution: Since the articles are not covered under section 4A of Central Excise Act, 1944 (RSP based valuation provisions), excise duty will be payable on the basis of assessable value under section 4 of Central Excise Act (transaction value). Thus, value for purpose of excise duty will be `1,300 i.e., the price at which the articles are sold to wholesalers.

Particulars 












`
Transaction value [price at which Zebra Engineers sells articles to their wholesalers]

    1,300.00
Excise duty @ 12.5% [12.5% of ` 1,300] 







       162.50
Total excise duty payable (rounded off u/s 37D)






       163.00
Illustration 13: RSP printed on the package of a pressure cooker is `5,000 (inclusive of all taxes). Pressure cooker is covered under the provisions of Legal Metrology Act, 2009 and has also been notified by the Central Government for the purpose of section 4A. The prescribed rate of abatement is 25%. The applicable rate of duty is 12.5%. Compute the duty

payable.

Solution: The value under section 4A will be (` 5000 – 25% of ` 5000) = ` 3750.

Excise duty payable will be ` 469 (12.5% of ` 3,750) rounded off u/s 37D.
Question 12: Explain Specific Duty.

Answer: Specific duty

In the case of some goods, duty is payable on the basis of length, weight, volume etc. and it is called specific duty.  
Specific duty is leviable in the following cases: 

Duty on cane molasses is `1000 per tonne and on cigarettes not exceeding 65 millimeters `1,280 per thousand and on cigarettes exceeding 65 millimeters `2,335 per thousand (rate depends on length), in case of cement `1000 per tonne, Petroleum product 14% + `15 per litre (1 tonne = 10 quintal = 1000 kg)  
Illustration 14: Determine the excise duty payable in the following cases:- 

	Goods
	Qty. (kg)
	Value of goods (`)
	Rate of duty

	A
	1,000
	20,00,000
	` 20 per kg

	B
	100
	10,00,000
	12.5%


Solution: Computation of excise duty payable

Goods A: Since rate of duty is per kg, value of such goods is not relevant. Excise duty payable will be computed on the basis of the quantity of the goods produced. Therefore, excise duty payable will be:

1,000 kg x ` 20 per kg 
= 
` 20,000

Goods B: Since, in this case the rate of duty is a percentage of the value of excisable goods, the quantity of the goods produced is not relevant. Excise duty payable will be computed on the basis of the value of the goods. Therefore, excise duty payable will be:

` 10,00,000 x 12.5% =



` 1,25,000

Question 13: Explain  duty based on capacity of production under Section 3A.
Answer:

Duty based on capacity of production   Section 3A
This duty is payable on the basis of production capacity, without any reference to the actual production. This duty is mandatory i.e., duty cannot be paid in any other manner in respect of the goods notified under this scheme e.g. Pan masala, gutkha, tobacco etc. are notified under this scheme.
Question 14: Explain Compounded levy scheme.

Answer: 
Compounded levy scheme
In sectors where there are large numbers of small manufacturers, it is not practically feasible for the department to exercise normal excise controls and procedures. At the same time, small manufacturers find it difficult to comply with the complicated excise procedures.

Under this scheme, the assessee has the option to pay the duty of excise on the basis of number of machines used for manufacture at the specified rates. The advantage of this scheme is that it frees the manufacturer from observing day to day central excise formalities and maintenance of detailed accounts.
Example: Stainless steel and aluminum are covered under this scheme. The rate of duty is ` 40,000 per month per cold rolling machine.
Illustration 15: GHI Co. is a manufacturer. It intends to pay ad valorem excise duty on the basis of assessable value computed under section 4 of the Central Excise Act, 1944. However, Excise Department insists that GHI Co. should pay duty under Compounded Levy Scheme as the product manufactured by it is covered under the said scheme.
You are required to examine the situation in the light of the relevant statutory provisions. Will your answer be different if the product manufactured by GHI Co. is notified under production capacity based duty scheme?
Solution: Under Compounded Levy Scheme, assessee has an option to pay excise duty on the basis of specified factors relevant to production of goods covered under the scheme (size of equipment employed, number and types of machines used for manufacture etc.) at specified rates. The prescribed duty has to be paid by the assessee for a specified period.

Therefore, since Compounded Levy Scheme is an optional scheme, GHI Co. can pay ad valorem duty under section 4 even if goods manufactured by it are covered under Compounded Levy Scheme.
However, duty based on production capacity is mandatory i.e., duty cannot be paid in any other manner in respect of the goods notified under this scheme. Therefore, if goods manufactured by GHI Co. get notified under production capacity based duty scheme, it will not be able to pay duty under section 4 and will have to compulsorily pay duty based on its production capacity.

Question 15: Write a note on Date for determination of duty and tariff valuation.
Answer: Date for determination of duty and tariff valuation    Rule 5 of the Central Excise Rules, 2002 
The rate of duty or tariff value shall be the rate or value in force on the date when such goods are removed from a factory i.e. if the goods are manufactured on 01.07.2015 but the goods are removed on 10.07.2015, rate applicable on 10.07.2015 shall be taken into consideration but if the goods were not excisable on 01.07.2015, no excise duty is payable. As per section 2(d), goods shall be considered to be excisable if the goods are mentioned in the CETA 1985 on the date of manufacture and also a rate is given for such goods. If rate mentioned is nil, still it will be considered to be excisable goods but if column of rate is blank, it will not be considered to be excisable goods. Similarly if the goods are not mentioned in CETA 1985, goods shall not be considered to be excisable goods. 
Illustration 16: Compute the excise duty payable in the following cases:
	S. No.      
	Value  of goods (`)
	Date of   manufacture
	Rate of  duty on  manufacture 
	Date of removal
	Rate of duty on date of    removal


	 (i)
	10,000
	28.02.2015
	10%
	20.03.2015
	12.5%

	 (ii)
	25,000
	20.06.2015
	12.5%
	25.09.2015
	12.5% + Additional duty @ 6% imposed w.e.f. 01.07.2015

	 (iii)
	30,000
	23.06.2015
	Goods are excisable but exempt from duty vide an exemption notification
	25.08.2015
	Exemption withdrawn­ Goods liable to duty@ 12.5%.

	 (iv)
	60,000
	25.02.2015
	10%
	20.04.2015
	15%


Also, compute the duty payable in case the goods in point (i) above are to be valued on the basis of tariff value and such tariff value changes from `10,000 (applicable on the date of manufacture) to `15,000 (applicable on the date of removal). The other particulars remain the same as in point (i) above.

Further, in case of point (iv), goods have been removed from the factory and stored in a warehouse without payment of duty on 25.03.2015. On 25.03.2015, the applicable rate of duty was 12.5% and goods were sold from the warehouse on 20.04.2015.  
Solution: As per Rule 5 of the Central Excise Rules, 2002, the rate of duty or tariff value applicable to any excisable goods is the rate or value in force on the date when such goods are removed from a factory or a warehouse, as the case may be. Therefore, the duty payable will be computed as follows:
	S. No.
	Value of    goods (`)
	Applicable  rate  of  duty  
	Excise   duty payable (`)

	(i)
	10,000
	12.5%
	1,250

	(ii)
	25,000
	12.5% [Since, excise duty is a levy on manufacture of excisable goods, the additional duty which was not in force on the date of manufacture cannot be imposed on goods removed after its levy.]
	3,125

	(iii)
	30,000
	12.5% [Since, on the date of manufacture, the goods were excisable, the rate of duty on date of removal will be applied.]
	3,750

	(iv)
	60,000
	15% [The applicable rate of duty is the rate prevalent on the date when goods are removed from the warehouse.]
	9,000


Since, the tariff value applicable to any excisable goods is the value in force on the date when such goods are removed from a factory, the applicable tariff value in this case will be `15,000 (value applicable on the date of removal).  The excise duty payable will be `15,000 x 12.5% = ` 1,875.

In case of point (iv), where goods have been first stored in the warehouse without payment of duty and finally removed from the warehouse, the rate of duty applicable shall be 15%. 
Illustration 17: ABC Ltd. Purchased  Raw Material  for `3,00,000  and paid  Excise Duty @ 10% and VAT @ 10% and manufactured a product. Processing charges are `2,00,000 and goods were manufactured on 01.10.2015 and goods were sold on 18.10.2015 at a profit of 50% on Cost. Output Excise Duty Rate in CETA, 1985 on 01.10.2015 is Nil but Rate on 18.10.2015 through a notification is 12.5% plus VAT @ 10%.

Assessee is not eligible for SSI Exemption.

Compute Net Excise Duty Payable/VAT Payable and also Compute Income Tax.

(b) Presume on 01.10.2015 the column of Rate was blank.

Solution (a):












`

Cost of Raw Material

Raw Material 











    3,00,000
Excise Duty @10%






                                                       30,000 

Amount before VAT






                                                    3,30,000

Add: VAT @ 10% 









           
       33,000
Total 







                                                                3,63,000

Input Tax Credit

Excise Duty @10%






                                                       30,000 

Add: VAT @ 10% 









           
       33,000
Computation of Sale Price 

Raw Material







                                                    3,00,000

Processing Charges









                2,00,000

Profit @ 50% on cost i.e. 50% of 5,00,000







    2,50,000

Sale Price before Tax









                7,50,000

Excise Duty @ 12.5%






                                                       93,750 

Amount before VAT






                                                    8,43,750

Add: VAT @ 10% 









           
       84,375
Total 







                                                                9,28,125
Computation of Net Tax Payable

                                                   Excise Duty                                       VAT

Output Tax                                       93,750                                          84,375
Less: Input Tax Credit                     30,000                                          33,000

Net Payable                                     63,750                                           51,375
Computation of Total Income & Tax Liability

Income under the Business Profession 



                                                    2,50,000

Total Income






                                                                2,50,000

Tax Liability







                                                       77,250
Solution (b):












`

Cost of Raw Material

Raw Material 











    3,00,000
Excise Duty @10%






                                                       30,000 

Amount before VAT






                                                    3,30,000

Add: VAT @ 10% 









           
       33,000
Total 







                                                                3,63,000

Input Tax Credit 











Nil

Since Output tax on Final Product is not levied, ITC for Input tax is not allowed but output VAT is payable hence credit for VAT is allowed.

Input tax credit of VAT 








                   33,000

Computation of Sale Price 

Raw Material







                                                    3,30,000

Processing Charges









                2,00,000

Profit @ 50% on cost i.e. 50% of 5,30,000







    2,65,000

Sale Price before Tax









                7,95,000

Add: VAT @ 10% 









           
       79,500
Total 







                                                                8,74,500
Computation of Net Tax Payable


                                         Excise Duty                                      VAT

Output Tax                                           -                                               79,500
Less: Input Tax Credit                         -                                                33,000

Net Payable                                          -                                               46,500
Computation of Total Income & Tax Liability

Income under the Business Profession 



                                                    2,65,000
Total Income






                                                                2,65,000

Tax Liability (Rounded off u/s 288B)                                                                                                       81,890
Illustration 18: ABC Ltd. has manufactured one product and sold for  `10,00,000   and allowed a discount of 10% on `10,00,000 and charged additional Amount for 

Storage/Handling and Insurance upto the place of Removal 
                

                             `40,000

Transportation and Installation after removal of goods 
                                                                 `20,000

Packing Charges before removal of goods 
                                                                                         `12,000

Output Excise Duty on the date of manufacture is 5% and Output Excise Duty on the date of Removal is 10% and Company has charged Excise Duty @ 5% and VAT @ 10% 

Assessee is not eligible for SSI Exemption.

Compute Net Excise Duty Payable/VAT Payable.
(b) Presume no Excise Duty / VAT was charged by the Company.

(c) Excise duty was charged correctly @ 10% plus VAT @ 10% but the company has charged additional amount of `2,00,000.

Solution (a):












`

Sale Price

Finished Product









         10,00,000.00
Less: Discount @ 10%








           1,00,000.00 













           9,00,000.00
Add: Storage/Handling and Insurance upto the place of Removal 
                

              40,000.00
Add: Packing Charges before removal of goods 
                                                                          12,000.00
Transaction Value (As per Section 4)







           9,52,000.00
Excise Duty @ 5%






                                                  47,600.00 Amount before VAT






                                               9,99,600.00 
Add: VAT @ 10% 









           
  99,960.00
Total 







                                                         10,99,560.00
Calculation of Correct Amount of Excise Duty =               9,99,600/ 110 x 10 =                               90,873.00
In this case the manufacturer shall pay 90,873 to the Government and amount to be retained by the Company = 9,99,600 – 90,873  = 9,08,727.

Solution (b):












`

Sale Price

Finished Product









         10,00,000.00
Less: Discount @ 10%








           1,00,000.00 













           9,00,000.00
Add: Storage/Handling and Insurance upto the place of Removal 
                

              40,000.00
Add: Packing Charges before removal of goods 
                                                                          12,000.00
Price cum duty









           9,52,000.00
Calculation of VAT                     = 9,52,000/110 X 10   = 





  86,545.00
Calculation of Excise Duty          = (9, 52,000 - 86,545)/110 X 10   =



  78,677.73
Solution (c):












`

Transaction Value (As per Section 4)







           9,52,000.00
Excise Duty @ 10%






                                                  95,200.00 Amount before VAT






                                             10,47,200.00 
Add: VAT @ 10% 









           1,04,720.00

 Total 







                                                         11,51,920.00
Add: Additional Amount








           2,00,000.00
Total 







                                                         13,51,920.00
Amount of VAT            =              13,51,920/ 110x 10 =                                                                  1,22,902.00
Amount of Excise Duty =               (13,51,920-1,22,902)/ 110 x 10 =                                             1,11,729.00
Question 16: Distinguish between tariff rate of excise duty and effective rate of excise duty.
Answer: Tariff rate of duty is the rate which is given in Central Excise Tariff. However, Government can give partial or complete exemption from payment of excise duty. Thus, the rate at which excise duty is actually payable is termed as ‘effective rate of excise duty’. For example, if rate of excise duty given in Central Excise Tariff is 12.5%, the same would be termed as ‘tariff rate’. However, if by way of an exemption notification, excise duty payable is reduced to 6.25%, the effective rate of excise duty would be 6.25%.

Question 17:  Explain payment of excise duty under Central Excise.
Answer: Manner of payment   Rule 8 of the Central Excise Rules, 2002
The duty on the goods removed from the factory during a month shall be paid by the 6th day of the following month. In case of goods removed during the month of March, the duty shall be paid by the 31st day of March.
In case of SSI unit, the duty on goods shall be paid by the 6th day of the month following that quarter, except in case of goods removed during the last quarter, for which the duty shall be paid by the 31st day of March.

Every assessee shall pay excise duty electronically by filling in challan form GAR-7. 
Question 18:  Explain Registration under Central Excise.
Answer: Rule 9 of Central Excise Rule 2002

Every manufacturer manufacturing goods which are subject to excise duty shall be required to get its premises registered under Central Excise Act but an SSI unit is exempt from registration if turnover is upto 150 lakhs however a declaration has to be given after crossing turnover of 90 lakhs.
Question 19:  Explain Returns under Central Excise.
Answer: Filing of return   Rule 12 of the Central Excise Rules, 2002
All returns under Central Excise are to be filed electronically and return are to be submitted in the manner given below:

1. All assessees except SSI shall be required to file monthly return in Form No. ER-1 and return should be filed upto 10th of the following month 

2. Assessees eligible for SSI concession shall be required to file quarterly return in Form No. ER-3 upto 10th of the following quarter. 

Question 20: Explain the applicability of Central Excise Law.
Answer: As per section 1 of Central Excise Act, 1944, provisions of excise law extends to the whole of India including J & K. It is applicable in the territorial water. It extends to exclusive economic zone but only for the purpose of extraction and production of mineral oils and natural gas.   

EXAMINATION QUESTIONS

NOV-2015
Question 3(c). 









             (4 Marks)
Mr. X, a manufacturer, furnished the following particulars:

` 

Price of machine excluding tax and duties







    2,00,000

Transit insurance shown separately








       10,000

Packing charges










       10,000

Extra charges for designing the machine







       25,000

Outward freight beyond the place of removal






       15,000

Cash discount on `2,00,000 was allowed to customer for full payment made in advance

           2%

VAT













5%

Excise Duty 










 
        12.5%

Calculate the excise duty payable by Mr. X, stating the reason for inclusion or exclusion for duty.

Solution 3(c):





Computation of excise duty payable

Particulars












`
price of machinery        









    2,00,000

Add: Packing charges 
 








       10,000

Extra design charges 

 








       25,000
Total 












    2,35,000

Less : 2% cash discount on price of machinery [`2,00,000 x 2%] 

 


      (4,000)
Assessable value 










    2,31,000
Excise duty @ 12.5% 










       28,875
Question 4(c). 









           (4 Marks)
M/s. XYZ (not an SSI Unit) are in production of corrugated paper cartons. It provides the following details for the month of June 2015:

It sold waste and scrap generated in the course of manufacture. Besides it also manufactured prohibited goods and sold. On such information:

(A) Whether excise duty payable on the following items?

       (i)  Waste





`  1,50,000

       (ii)
 Scrap sale




`11,50,000

       (iii) Manufacture of prohibited goods

` 2,50,000
(B) When and how?

       (i) Payment of excise duty to be made.

      (ii) Return of excise duty to be filed.

Solution 4(c):

(A)

(i)   Taxable: the waste actually generated in the course of manufacture is chargeable to duty.

(ii)  Taxable: the scrap actually generated in the course of manufacture is chargeable to duty.

(iii) Taxable: Excise is levied on manufacture of goods. 
(B) (i) Manner of payment   Rule 8 of the Central Excise Rules, 2002
The duty on the goods removed from the factory during a month shall be paid by the 6th day of the following month. In case of goods removed during the month of March, the duty shall be paid by the 31st day of March.
In case of SSI unit, the duty on goods shall be paid by the 6th day of the month following that quarter, except in case of goods removed during the last quarter, for which the duty shall be paid by the 31st day of March.

Every assessee shall pay excise duty electronically by filling in challan form GAR-7. 
(B) (ii) Filing of return   Rule 12 of the Central Excise Rules, 2002
All returns under Central Excise are to be filed electronically and returns are to be submitted in the manner given below:

1. All assessees except SSI shall be required to file monthly return in Form No. ER-1 and return should be filed upto 10th of the following month 

2. Assessees eligible for SSI concession shall be required to file quarterly return in Form No. ER-3 upto 10th of the following quarter. 

MAY-2015
Question 4(c). 









             (4 Marks)
A manufacturer of machinery sold his machine on which excise duty is payable under Section 4 of Central Excise Act, 1944.

Amount

                                                                                                                                                                     (`)

Total Invoice Price (inclusive of taxes and payments mentioned below)


                7,50,000
Erection Charges










       50,000
(Erection to be done at customer's factory)

Packing Charges










       12,000
Design Charges                                                                                                                                          20,000
Insurance Charges (for dispatch to customer's factory)
                                                                     8,000

Outward freight (from place of removal to customer's factory) 




       17,000

State VAT 











      12.50%
Cash discount @ 2% was allowed on `7,50,000 as the customer had made full advance payment. Excise duty rate is 12.5%. Calculate Assessable Value of the machine and excise duty payable.
Solution:

Particulars                                                                                                                                   Amount in (`)

Invoice price of the product 








           7,50,000.00
Less: Erection Charges 








           (50,000.00) 

Less: Insurance Charges  








             (8,000.00) 

Less: Outward Freight 








           (17,000.00)

Less: Cash Discount @ 2% on 7,50,000






           (15,000.00)

Price including taxes









           6,60,000.00

Less: VAT [(`6,60,000 /112.5 x 12.5)] 
                   




           (73,333.33)
Price cum Duty 






 
                                   5,86,666.67
Less: Excise duty @ 12.5% 
[(`5,86,666.67 /112.50 x 12.5)]



                                                              65,185.19
Rounded off as per section 37D                                                                                                         (65,185.00)
Assessable value 






 


           5,21,481.67
Question 5(c). 









             (4 Marks)
Define the term ''Transaction value" as per Central Excise Act, 1944.
Answer: As per section 4, Transaction Value means the price actually paid or payable in connection with sale of goods where buyer and seller are not related to each other and price is the sole consideration and it is computed at the time and place of removal  and includes any other amounts recovered from the buyer for storage of goods in the factory or handling of goods in the factory and also other expenses like advertising/ marketing /selling expenses/ servicing/ warranty/ commission etc. 
It will include/exclude other expenses like 
1. Outward handling, it is  includible but only upto place of removal.
2. Cost of all forms of packing (special, general, protective, etc.) are includible. However, cost of durable/reusable packing is not included. 

3. Charity (Dharmada), it is includible.

4. Design, development and engineering charges are includible. 

5. Accessories/spare parts / tools, includible as it is essential part or the main product. 

6. Consultancy charges, includible.
7. Testing & inspection charges before delivery shall be includible.

8. Erection, installation and commissioning charges
not includible because it is after removal from the factory. E.g. ABC Ltd. has sold one generator for `10,00,000 and has charged `2,00,000 for installation, in this case excise duty shall be charged on `10,00,000 but if company has charged `12,00,000 inclusive of installation, transportation etc., excise duty shall be charged on `12,00,000.  
9. All forms of discount (trade discount, cash discount, are deductible i.e. they will be deducted while computing transaction value. 
10. Freight, not includible. 

11. Transit insurance, not includible as it is a part of transportation cost.
Question 6(c). 









             (4 Marks)
Explain the term "Price cum Duty" as per Central Excise Act, 1944,

Answer:  If any assessee has manufactured and sold a product but he is not charged any excise duty, the price charged by him shall be called price-cum duty and amount of excise duty shall be computed accordingly e.g. one manufacturer sold a product for `5,00,000 and rate of excise duty was 12.5% but he has not charged excise duty, in this case amount payable by him as excise duty shall be 5,00,000 / 112.5 x 12.5 = 55,556.

If the assessee has collected excise duty at a lesser rate instead of actual rate, in such cases also excise duty shall be computed in the similar manner e.g. if in the above case manufacturer has recovered `5,00,000 plus 10%, amount of excise duty shall be 

Total amount recovered by the manufacturer = 5,00,000 + 10% of `5,00,000 = 5,50,000

Excise duty payable shall be = 5,50,000 / 112.5 x 12.5 = 61,111

If the assessee has recovered excise duty @ 10% plus additional `2,00,000, amount of excise duty shall be 

(5,50,000 + 2,00,000) / 112.5 x 12.5 =  83,333

NOV-2014

Question 3(c) 









                         (4 Marks)
Calculate the Assessable Value and the Excise Duty payable from the following particulars:
`
Total Invoice price (inclusive of taxes and payments mentioned below) 



       55,000

State VAT 











         5,500

Insurance charges for dispatch of final product 







275

Packing charges 










         1,200

Outward Freight beyond the place of removal 






         2,100

Excise duty rate is 12.5%.
An Exemption Notification grants Exemption of 50% of the duty payable on this product.
Solution:

As per section 4 of Central Excise Act, 1944, excise duty shall be charged on assessable value which will include packing charges but it will not include transportation charges and transit insurance hence excise duty shall be computed in the manner given below: 

Particulars                                                                                                                               Amount in (`)

Total Invoice price of the product 








       55,000

Less: State VAT









                  (5,500)
Insurance Charges for dispatch of final product






         (275)
Outward Freight beyond the place of removal 





                  (2,100) 

Price-cum-duty 










       47,125
Less: Excise duty @ 6.25% (on account of 50% exemption) 
[(` 47,125/106.25 x 6.25)] (rounded off as per section 37D)




                  (2,772)
Assessable value 






 



       44,353
Question 6(c)







                                               (3 Marks)
Mittal Brothers are the manufacturers of certain Non-Excisable Goods.
They Manufactured goods worth `2,00,000 on 25.06.2015. These goods were removed from the factory on 20.09.2015. On 01.09.2015 these goods were brought within the purview of the Tariff and chargeable to duty @ 12.5%.
Discuss the leviability of Excise Duty in the hands of Mittal Brothers.
Solution:

As per section 3 of Central Excise Act, 1944, excise duty shall be levied on manufacturing of excisable goods i.e. if the goods are not excisable on the date of its manufacture, no excise duty is payable. In the given case goods were not excisable on the date of its manufacture, no excise duty is leviable. If goods are excisable on the date of its manufacture, as per rule 5 of CER, 2002, rate applicable shall be such as is applicable on the date of removable of goods. 
Question 7(c)







                                               (4 Marks)
R. R Pharma Ltd. manufactures a particular drug, which is not covered by MRP. On 12.03.2016, 2000 units of this drug were cleared from the factory for distribution as free samples to physicians. The MRP of a unit is `202, inclusive of VAT at 1% and excise duty at 12.5%. Cost of production per unit is `160 per unit.
The company has approached you with the following views:
(i) Free samples given to the doctors cannot be sold by any one, as per the Drug Control Act; hence they are not marketable. As a logical corollary, Excise Duty is not leviable.
(ii) If this has to be valued, the company makes no profit and hence should be valued at cost. 

Advise the company suitably, as regards the value to be adopted for the free samples.
Solution:

In the given case, though samples cannot be sold by anyone as per Drug Control Act, it does not mean that such samples are not capable of being sold for a consideration. Since samples given to physicians are capable of being sold in open market, the same are excisable goods and thus, liable to excise duty.
Further, Drugs Control Act and Central Excise Act, 1944 operate in different fields, therefore, the restrictions imposed under Drugs Act cannot lead to non-levy of excise duty under the Central Excise Act.
Thus, the Company’s view that free samples are not marketable is not correct.
If the product is not covered under MRP provisions, valuation provisions under section 4A of the Central Excise Act, 1944 will not apply. Therefore, samples will have to be valued under section 4 of Central Excise Act, 1944 i.e. Cost + profit and transaction value shall be `178 as shown below: 

Amount including excise duty and VAT 







            202

Less: amount of VAT (202 x 1% / 101%)
 







 (2)

Cum-duty price shall be 









            200

Transaction value shall be 200 /112.5% x 100%






            178
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Question 1: Explain meaning of custom duty.

Answer: 
As per section 12 of Customs Act, 1962, basic custom duty shall be charged in case of import of various goods in India and also export duty shall be charged in case of export of various goods from India. 

The rates of custom duty are given in Customs Tariff Act 1975. Rates for import duty are given in First schedule of CTA 1975 and rates for export are given in second schedule of CTA 1975. 

1. Basic Custom duty Section 12 of CA 1962 
As per section 12 of Custom Act, 1962, Basic Custom Duty shall be charged on the value of the goods imported and it will be computed on the transaction value determined as per section 14(1) of Custom Act, 1962. 
2. Additional Custom Duty also called Countervailing duty Section 3(1) of CTA 1975
As per section 3(1) of the Custom Tariff Act, 1975, Additional custom duty also called countervailing duty (CVD) shall be charged on the transaction value + basic custom duty. 

CVD is in general equal to excise duty if the same product was manufactured in India, otherwise excise duty on similar goods shall be taken into consideration. In case of alcoholic liquor for human consumption, rate of CVD shall be notified by the Central Government (because rate of excise duty on alcoholic liquor is different in different states.) 
3. Education cess shall be charged on the total of BCD + CVD. 

4. Special CVD also called SAD
As per section 3(5) of Custom Tariff Act, 1975, Special CVD also called Special additional duty is charged on the total of transaction value + BCD + CVD + PEC and SHEC.  

SAD is charged to compensate loss of sales tax. (because if the same product was purchased in India, sales tax would have been charged for such product.) 
Illustration 1: Hari India Ltd. has imported a machinery whose assessable value is ` 1,00,000. Rate of basic customs duty is 10%, additional duty of customs under section 3(1) is 12%, special additional duty of customs under section 3(5) is 4% and education cess is 3% on duty. Compute the amount of total customs duty payable by Hari India Ltd.
Solution:  Computation of customs duty payable:-
`
Assessable Value









           1,00,000.00

Basic customs duty @ 10% 









  10,000.00
Additional duty of customs /CVD

@ 12% of (1,00,000 + 10,000) 








  13,200.00
Education cess 3% of (10,000 + 13,200)                                                                                                696.00

Special CVD/SAD @ 4% (1,00,000 + 10,000 + 13,200 + 696)




    4,955.84
Total customs duty payable (Rounded off u/s 154A)                                                                          28,852.00        

Question 2: Explain Classification of imported/export goods.
Answer: Classification of imported/export goods

There is classification of goods in customs and is given in Customs Tariff Act 1975 and it is similar to classification given in Central Excise in Central Excise Tariff Act 1985 and it is divided into 21 sections and 98 chapters. Each chapter is divided into headings and sub-headings. Each product has 8 digit code number. First 2 is chapter, next 2 heading, next 2 sub-heading and last 2 tariff item (product) The classification has been given by WTO and it is called Harmonised system of nomenclature. The first schedule contains the rate of import duty and second schedule contains rate of export duty.     
Rate of duty
The rates at which duties of customs shall be levied under the Customs Act 1962 are specified in the First and Second Schedules of the Customs Tariff Act, 1975. First schedule contains rate of duty on imported goods. Second schedule contains rate of duty on export goods. 

Question 3: Explain cenvat credit in custom duty.

Answer:  If any person has imported goods in India, cenvat credit shall be allowed in the manner given below: 
1. Basic Custom duty Section 12 of CA 1962 
As per rule 3(1) of CCR 2004, no tax credit is allowed for BCD.  
2. Additional Custom Duty also called Countervailing duty Section 3(1) of CTA 1975
As per rule 3(1) of CCR, 2004 Tax credit for CVD is allowed to manufacturer and service provider but no tax credit is allowed to trader. 

3. As per rule 3(1) of CCR, 2004 No tax credit shall be allowed for education cess on total of BCD + CVD
4. Special CVD also called SAD
As per rule 3(1) of CCR, 2004 Tax credit for SAD is allowed to the manufacturer and not to the service provider. A trader is allowed to claim refund for SAD from Central Government (but no tax credit is allowed.)
Question 4: Explain valuation of goods.

Answer: As per section 14(1), import duty shall be charged on the transaction value which means the price paid or payable and it will be computed at the time and place of importation of the goods where buyer and seller are not related and price is the sole consideration. It will include, any amount paid or payable for costs and services, including commissions and brokerage, engineering, design work, royalties and licence fees, costs of transportation to the place of importation, insurance, loading, unloading and handling charges. 

In case of import the value so computed in foreign currency shall be converted into Indian currency at the exchange rate given by CBEC (not by RBI or any other person) and rate shall be as applicable on the date on which a bill of entry has been presented under section 46.
Question 5: Explain Date for determination of rate of duty and tariff valuation of imported goods   Section 15. 
Answer:  The rate of duty and tariff valuation shall be such as is applicable on the date on which a bill of entry is filed, but if bill of entry has been filed before the date of arrival of the aircraft or vehicle , the bill of entry shall be deemed to have been presented on the date of arrival of the aircraft/vehicle.  E.g. If arrival of aircraft is on 03.07.2015 and bill is presented on 10.07.2015, rate applicable on 10.07.2015 shall be taken into consideration but if bill is presented on 30.06.2015, rate applicable on 03.07.2015 shall be taken into consideration. 
If  goods have been imported by ship and bill of entry has been submitted before the date of entry inward, it will be presumed that bill of entry has been submitted on the date of granting entry inward e.g. Mr. X imported certain goods by ship with particulars given below:

· Date of submitting import manifest 01.07.2015

· Date of arrival 03.07.2015

· Date of submitting bill of entry 04.07.2015

· Date of granting entry inward 05.07.2015
In this case rate of custom duty and valuation as applicable on 05.07.2015 shall be taken into consideration but if bill of entry was submitted on 06.07.2015, rate and valuation as applicable on 06.07.2015 shall be taken into consideration.  
Illustration 2: ABC Ltd. imported certain goods from USA by air and arrival of aircraft was on 26.06.2015 (exchange rate CBEC 60 per US $ / RBI 63 per US $ / rate of custom duty 12%).  and filed bill of entry on 01.07.2015 (exchange rate CBEC 61 per US $ / RBI 59 per US $ / rate of custom duty 10%). 

The company paid US $ 1,00,000 and also design charges US $ 10,000.

Rate of CVD is 10% and rate of SAD 4%. 

Compute custom duty payable by the company.

Solution: Computation of Custom Duty Payable
Computation of transaction value under section 14(1) of Customs Act 1962  

All payments given by the importer upto the place of importation of goods shall be added hence transaction value shall be 

Value 




US $ 1,00,000

Design charges


US $    10,000



Total 




US $ 1,10,000 

As per section 14 of The Customs Act, 1962, rate of exchange shall be as determined by CBEC on the date of presentation of bill of entry in case of imported goods and as per section 15 rate of duty and valuation shall also be as applicable on the date of presentation of bill of entry under section 46 
1,10,000 x 61 =









         67,10,000.00

Add: BCD under section 12 of Customs Act, 1962 @ 10%  

                                               6,71,000.00

Add: CVD @ 10%









           7,38,100.00

(67,10,000 + 6,71,000 = 73,81,000) x 10%

ADD: Primary Education Cess @ 2%








(6,71,000 + 7,38,100 = 14,09,100 x 2%)






              28,182.00

Add: Secondary and Higher Education Cess








(6,71,000 + 7,38,100 = 14,09,100  x 1%)


                                                              14,091.00

SAD @ 4% 










           3,26,454.92

(67,10,000 + 6,71,000 + 7,38,100 +28,182 + 14,091 = 81,61,373) x 4%



Custom duty payable 









         17,77,827.92

Rounded off u/s 154A









         17,77,828.00

Question 6: Explain import procedure.
Answer: Import procedure shall be as given below:
Delivery of import manifest or import report  Section 30

If any vessel/aircraft/vehicle has entered India, person in-charge of such vessel/aircraft/vehicle shall submit a document which will contain full details of the goods and other articles present in such vessel etc. and such document is called import manifest in case of vessel / aircraft and import report in case of a vehicle. Import manifest has to be submitted before arrival electronically but import report can be submitted after arrival but maximum within 12 hours of arrival.  
Question 7: Write a note on Bill of Entry. 
Answer: Entry of goods on importation     Section 46
If any importer has imported goods, in order to release the goods, the importer shall submit a claim with the department and for this purpose, the document to be submitted is called Bill of Entry.   

Bill of entry may be presented even before the arrival of vessel / aircraft / vehicle but maximum within 30 days before arrival. 
Illustration 3: ABC Manufacturers have imported machinery from US worth $ 10,000 by ship.  Determine the rate of exchange and rate of custom duty on the basis of information given below: 
	Particulars
	Date
	Exchange
rate
as notified by CBEC
	Rate of custom duty 

	Date of submission of 

import manifest 
	18.10.2015
	`63 per US dollar
	10%

	Date of arrival of ship 
	20.10.2015
	` 64 per US dollar
	11%

	Date of bill of entry
	24.10.2015
	` 65 per US dollar
	12%

	Date of granting entry inward
	26.10.2015
	` 66 per US dollar
	13%


Solution:
Exchange rate applicable as on 24.10.2015 i.e. `65 per US dollar

Rate of Custom duty applicable as on 26.10.2015 i.e. 13%

Illustration 4: T Ltd. imported some goods from LMP Inc. of United States by air. The assessable value of such goods is 1,00,000 $. The bank had received payment from the importer at the exchange rate of US $ 1 = ` 46 while the CBEC notified exchange rate on the relevant date was US $ 1 =` 45. Basic customs duty is 10%, additional duty of customs under section 3(1) is 12%. Additional duty of customs under section 3(5) is 4%. Compute the amount of total customs duty payable.

Solution: 

Exchange rate as per CBEC = ` 45 per US $ 
Assessable Value (in rupees) = ` 45 × 1,00,000 US $ = ` 45,00,000

Computation of customs duty payable:-

Particulars
                                           `
Assessable Value 









         45,00,000.00

Basic Customs Duty @ 10% 








           4,50,000.00

Additional Duty Of Customs (CVD) @ 12% of ` 49,50,000 



           5,94,000.00

Education Cess 3% of ` 10,44,000 








  31,320.00

SAD 4% of (45,00,000 + 4,50,000 + 5,94,000 + 31,320) 
                                                           2,23,012.80
Illustration 5: Sofo Enterprises imported some goods from USA for being used in manufacture of its final product by ship. Determine the exchange rate to be considered for computation of import duty from the following information:-
Date 


Particulars 




Rate of exchange notified by CBEC

21.10.2015 
Sofo Enterprises filed the Bill of Entry 


1 US Dollar = ` 64.50

27.10.2015 
Import general manifest was submitted by master of 
1US Dollar = `64.20

vessel

31.10.2015 
Goods were allowed to be cleared from the customs port
1 US Dollar = ` 64.60.

Solution:

As per section 14(1), rate of exchange shall be as applicable on the date on which bill of entry has been submitted i.e. rate applicable as on 21.10.2015 i.e. `64.50 per dollar 

Illustration 6: Nanak Enterprises imported machinery from USA in an aircraft. The aircraft arrived in India on 15.02.2016 and the bill of entry was presented on 05.02.2016 and the rate of import duty on the respective dates was as follows:-

Particulars 



Date 




Rate of customs duty

Date of arrival



15.02.2016 



10%


Date of presenting bill of entry 
05.02.2016 



11%

Determine the rate of import duty applicable in the given case.

Solution: As per section 15, if bill of entry has been submitted before arrival of aircraft, rate applicable on the date of arrival of the aircraft shall be taken into consideration and rate applicable shall be 10%.

Illustration 7: An importer imports a carton of goods containing 10,000 pieces with assesable value of `1,00,000 under section 14 of the Customs Act, 1962. On said product, rate of basic customs duty is 10% and rate of excise duty is 12% ad valorem. Similar product in India is assessable under section 4A of the Central Excise Act, 1944, after allowing an abatement of 30%. MRP printed on the package at the time of import is `25 per piece. Calculate the countervailing duty (CVD) under section 3(1) of the Customs Tariff Act, 1975 payable on the imported goods.

Solution: If imported goods are similar to goods covered under section 4A of the Central Excise Act, 1944, CVD is payable on basis of MRP printed on the packing less abatement as permissible.

Particulars 










         Amount (`)

Assessable value 










    1,00,000

BCD @ 10%











       10,000

Maximum retail price [10,000 pieces × 25] 






                2,50,000

Less: Abatement @ 30% 



                                                                               75,000

Assessable value 




                                                                            1,75,000

CVD @ 12% of `1,75,000






                                           21,000
EC (10,000 + 21,000) x 3% 










930
Illustration 8: (RTP) Sneha Subramanian imports a carton of goods from Germany on 10.01.2016 containing 8,000 pieces with assessable value of ` 1,20,000 under section 14 of the Customs Act, 1962. On the said product, rate of basic customs duty is 10% and rate of excise duty is 12% ad valorem. Similar product in India is assessable under section 4A of the Central Excise Act, 1944, after allowing an abatement of 30%. MRP printed on the package at the time of import is ` 30 per piece.

Calculate the countervailing duty (CVD) under section 3(1) of the Customs Tariff Act, 1975 payable on the imported goods.
Solution:

If imported goods are similar to goods covered under section 4A of the Central Excise Act, 1944, CVD is payable on the basis of MRP printed on the package less abatement as permissible. Therefore, CVD payable by Sneha Subramanian will be computed as under:

(`)
Assessable value 









           1,20,000.00
BCD @ 10%











  12,000.00
Maximum retail price [8,000 pieces × 30] 

                                                                       2,40,000.00
Less: Abatement @ 30% 



                                                                          72,000.00
Assessable value 




                                                                       1,68,000.00
CVD @ 12% of `1,68,000






                                      20,160.00
EC (12,000 + 20,160) x 3% 









       964.80
Question 8: Explain export procedure.

Answer: As per section 14(1) export duty shall be charged on the transaction value and it will be computed in the similar manner as in case of import but it will be at the time and place of exportation and exchange rate shall be as applicable on the date on which a shipping bill or bill of export has been submitted under section 50. 
The rates of export duty are given in schedule second of CTA, 1975. 
Entry of goods for exportation   Section 50 

As per section 50, every person exporting goods shall submit a document containing full particulars of goods to be exported and such document is called shipping bill/ bill of export. If goods are to be exported by ship or by aircraft, it is called shipping bill but if the goods are to be exported by land, it is called bill of export.  

Clearance of goods for exportation   Section 51
The custom officer after verifying that the goods are not prohibited goods shall pass the order for clearance and loading of the goods for exportation.   

Question 9: Write a note on Date for determination of rate of duty and tariff valuation of export goods   Section 16.
Answer: Date for determination of rate of duty and tariff valuation of export goods   Section 16

The rate of duty and tariff valuation, applicable to any export goods, shall be the rate and valuation in force, on the date on which the proper officer makes an order permitting clearance and loading of the goods for exportation under section 51.
Illustration 9: Genuine Industries exported some goods to UK in a vessel. You are required to determine the rate of exchange for the purposes of computation of export duty from the following additional information:
Particulars 
                Date 
Exchange rate notified by CBEC
Exchange rate notified by RBI

Date of presentation
18.02.2016 
 `89 per UK pound 


` 90 per UK pound

of shipping bill

Date of clearance
20.02.2016 
`85 per UK pound 


`87 per UK pound

of goods
Solution: The exchange rate in the given case will be the rate of exchange notified by CBEC on the date of presentation of shipping bill, i.e. 18.02.2016. Hence, the rate of exchange for the purposes of computation of export duty will be ` 89 per UK pound.

Illustration 10: Amitabh Export House exported some goods to Switzerland. Compute the export duty payable by it from the following information available:

(i) Assessable value `55,00,000.

(ii) Shipping bill presented electronically on 26.02.2016.

(iii) Proper officer passed order permitting clearance and loading of goods for export on 04.03.2016.

(iv) Rate of export duty are as under:

Rate of export duty

On 26.02.2016 







10%

On 04.03.2016 







8%

Solution:                                                             Computation of export duty

Particulars 










       Amount (`)

Assessable value of the export goods 







  55,00,000

Export duty @ 8%










    4,40,000

Note: In case of goods entered for export, the rate of duty shall be the rate in force on the date on which the proper officer makes an order permitting clearance and loading of the goods for exportation.
Illustration 11: Mr. X Imported certain Raw Materials for `7,00,000  and paid Basic Custom Duty @ 10% plus CVD @ 12% plus PEC @ 2% and SHEC @ 1% and SAD @ 4%.

Processing charges are `4,00,000 and Goods were sold at a profit of 40% on Cost price. Output Excise Duty Rate @ 12.5% plus VAT @ 10%.

Assessee is not Eligible for SSI Exemption. 

Show the Tax Treatment and also Compute Income Tax Liability.

Solution:












`

Cost of Raw Material

Raw Material 
(Transaction Value u/s 14(1))






           7,00,000.00

Add: BCD @ 10% u/s 12(1) 









  70,000.00

Add: CVD @ 12% u/s 3(1) ((7,00,000+70,000) x 12%)




              92,400.00
Add: PEC @ 2% on (70,000+92,400)






                3,248.00
Add: SHEC @ 1% on (70,000+92,400)






                1,624.00
Amount before SAD







                                   8,67,272.00
Add: SAD @ 4% 









           
  34,690.88
Total 







                                                           9,01,962.88
Input Tax Credit

CVD
  










              92,400.00 

SAD  










           
              34,690.88
Computation of Sale Price 

Raw Material







                                               7,74,872.00
Processing Charges









           4,00,000.00

Profit @ 40% on cost i.e. 40% of 11,74,872





                       4,69,948.80
Sale Price before Tax (Transaction Value as per section 4)




         16,44,820.80
Excise Duty @ 12.5%






                                               2,05,602.60      

Amount before VAT






                                             18,50,423.40
Add: VAT @ 10% 









           1,85,042.34
Total 







                                                         20,35,465.74
Computation of Net Tax Payable

                                                  

 Excise Duty            


   VAT

Output Tax                             


   2,05,602.60            


  1,85,042.34
Less: Input Tax Credit                     

CVD 



 

      92,400.00                                                   -          
SAD                                         

      34,690.88                                                   -                                   

Net Payable                                                          78,511.72                                         1,85,042.34
Rounded Off                          


      78,512.00                                         1,85,042.00

Computation of Total Income & Tax Liability

Income under the Business Profession 



                                               4,69,948.80
Total Income (Rounded Off u/s 288A)


                                                           4,69,950.00

Tax Normal Income at slab rate 







              21,995.00

Less: Rebate u/s 87A 









             (2,000.00)

Tax before PEC & SHEC 







                          19,995.00

Add: PEC @ 2% 










       399.90

Add: SHEC @ 1% 









           
       199.95
Tax Liability







                                                  20,594.85
Rounded Off u/s 288B








              20,590.00
EXAMINATION QUESTIONS

NOV-2015
Question 6(b). 









           (4 Marks)
X importers, imports a carton of goods from Japan on 10.11.2015 containing 5000 pieces valued `1,00,000.

On the said product Custom Duty – 10% and excise duty at 12.5% ad valorem is leviable.

Similar products in India are assessable u/s 4A of Central Excise Act 1944 after allowing an abatement of 30% MRP printed on package at the time of import is `30.

Special CVD u/s 3(5) of Customs Tariff Act 1975 is also applicable to the product.

Determine the total duties payable under Custom Act.

Solution 6 (b):

If imported goods are similar to goods covered under section 4A of the Central Excise Act, 1944, CVD is payable on basis of MRP printed on the packing less abatement as permissible.

Particulars 










         Amount (`)

Assessable value 









           1,00,000.00

BCD @ 10%











  10,000.00

Maximum retail price [5,000 pieces × 30] 






           1,50,000.00
Less: Abatement @ 30% 



                                                                          45,000.00
Assessable value 




                                                                       1,05,000.00
CVD @ 12.5% of `1,05,000






                                      13,125.00

EC (10,000 + 13,125) x 3% 









       693.75

Total 











           1,23,818.75

Add: Special CVD u/s 3(5) @ 4%








    4,952.75

Total Custom Duty Payable







                          28,771.50

Rounded off u/s 154









              28,772.00
MAY-2015
Question 3(c). 









           (3 Marks)
Rajeshwari Industries imported a machinery from Germany in an aircraft. The bill of entry was presented on 12.07.2015 and the aircraft arrived in India on 25.07.2015. The rate of import duty are :
	Particulars
	Date
	Rate of Custom Duty

	Bill of entry on
	12.07.2015
	12%

	Arrival of aircraft on
	25.07.2015
	l5%


In the above case, determine the applicable rate of import duty.

Solution: As per section 15 of Customs  Act 1962, rate of custom duty shall be as applicable on the date on which a bill of entry has been filed but if bill of entry has been filed before the date of arrival of the aircraft, the bill of entry shall be deemed to have been presented on the date of arrival of the aircraft hence in the given case the duty applicable on the date of arrival i.e. 25.07.2015 shall be applicable and not the duty applicable on 12.07.2015. The rate of duty shall be taken as 15%.  

NOV-2014

Question 1(c). 









           (4 Marks)
The following data relating to an importer for the previous year 2015-16 is available:
(i) Customs Value (Assessable Value of imported goods) is 




  4,00,000

(ii) Basic Customs Duty payable 








          l0%
(iii) If the goods were produced in India, Central Excise Duty would have been 


          16%

Primary Education Cess and Secondary Higher Education Cess are as applicable.

Special CVD at appropriate rate is applicable 

Find the customs duty Payable.

How much Cenvat credit can be availed by importer if the importer is a manufacturer?
Solution:

Computation of customs duty payable:-   

                                                                                    `
Assessable Value/transaction value under section 14(1)




           4,00,000.00

Basic customs duty @ 10% 









  40,000.00
CVD/Additional custom duty under section 3(1) of CTA, 1975
(4,00,000 + 40,000) x 16%








              70,400.00
PEC (40,000 + 70,400) x 2%

                                                                                                  2,208.00
SHEC (40,000 + 70,400) x 1%







                1,104.00
SAD/Special CVD under section 3(5) of CTA, 1975

(4, 00,000 + 40,000 + 70,400 + 3,312) x 4%





  
             20,548.48
If the importer is manufacturer, as per rule 3(1) of CCR, 2004, tax credit shall be allowed for CVD/SAD and is as given below:
CVD/Additional custom duty








              70,400.00
SAD/Special CVD  







    

             20,548.48
Total












  90,948.48

CENTRAL SALES TAX
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Question 1 (V. Imp.): Explain Central Sales Tax. 

Answer: Central Sales Tax was introduced in 1956 through Central Sales Tax Act 1956. Prior to 1956, Central Government did not have any power to make any law with regard to sales tax because power were given to the state government vide Entry No. 54 of State List and there was no entry in the Union List. Accordingly, State Governments use to charge sales tax even in case of inter-state sales and there was multiple taxation on the basis of nexus (connection) theory e.g. If seller was in Punjab and buyer was in U.P., both of the States collected sales tax because of nexus i.e. connection of the sales transaction with each of the state. 

In order to check the problem of multiple taxation, a new Entry No. 92A was created in the Union List and Central Government had the powers to make law with regard to inter-state sale and Central Sales Tax Act was enacted (to pass a law) in 1956 and in case of Inter State sale, Central Sales Tax was levied and as per section 9 of central sales tax, Central Government has allowed that central sales tax will be collected by the State Government from where the sales has been effected. It is collected by the State Government on behalf of the Central Government but as per provisions of Central Sales Tax Act, the tax so collected shall be retained by the respective State Government. As the purpose of levying of CST was not to collect Central Sales Tax by the Central Government rather the purpose was to check multiple taxation. 

Question 2: Explain tax credit provision.

Answer: Tax credit provision

If Central Sales Tax has been paid in one particular State as input tax and output tax is to be paid in some other State, tax credit shall not be allowed for such input tax e.g. A registered dealer of Delhi Mr. D has purchased certain goods from Punjab for `1,00,000 and paid Central Sales Tax to the Punjab Government `2,000 @ 2% and subsequently the same goods were sold in Delhi for `1,50,000 and has charged local sales tax @ 12.5% amounting to `18,750, in this case CST credit of `2,000 shall not be allowed and entire amount of `18,750 shall be paid to the Delhi Government. 

If the Dealer has purchased goods from Delhi and has sold the goods in U.P. and has collected Central Sales Tax from the buyer in U.P., in this case such CST has to be paid to Delhi Government hence VAT credit for input tax paid in Delhi shall be allowed.    
e.g. Mr. X is a dealer in Delhi and he has purchased goods for `5,00,000 plus VAT @ 10% and goods for sold under inter-state sale for `7,00,000 plus CST @ 10% in this case tax treatment shall be as given below:

Cost of goods purchased









    5,00,000 

Add: VAT @ 10%










       50,000

Tax credit allowed 










       50,000

Cost + Profit











    7,00,000

Output CST @ 10% 










       70,000

Net Tax Payable (70,000 – 50,000)








       20,000

Question 3: Explain Levy and collection of Central Sale Tax.
Answer: As per section 6(1), Central sales tax shall be charged on the sale or purchase of goods in the course of Inter-State trade or commerce i.e. CST is payable only on inter-state sale. No CST shall be charged on the sale of electrical energy. 
As per section 9, central sales tax shall be levied by government of India but it will be collected by the state government from where the movement of goods has commenced. 

As per section 9A, if any person has effected any inter-state sale, such person must apply for compulsory registration under section 7(1) and only registered dealer shall be allowed to charge central sale tax.   
Rounding off of tax, etc.  Section 9B

The amount of tax, interest, penalty, fine or any other sum payable, and the amount of refund due, under the provisions of this Act shall be rounded off to the nearest rupee and, for this purpose, where such amount contains a part of a rupee consisting of paise, then, if such part is fifty paise or more, it shall be increased to one rupee and if such part is less than fifty paise, it shall be ignored.

Question 4: Explain Sale or Purchase in the course of Inter-State trade or commerce.
Answer: As per section 3 a sale or purchase of goods shall be deemed to take place in the course of inter-State trade or commerce if—
1. Any sale or purchase which occasions the movement of goods from one State to another  Section 3(a)

In order to constitute interstate sale, there must be a contract of sale and further the goods should move from one state to the other to comply with the contract of sale e.g. Mr. P of Punjab has given orders to Mr. D of Delhi for supply of certain goods. Mr. D has dispatched the goods from Delhi to Punjab. In this case, it will be considered to be an interstate sale. Mr. D shall collect Central Sales Tax from Mr. P and shall pay it to the government of Delhi.
If Mr. P himself has come to Delhi and has purchased the goods in Delhi and subsequently he himself has dispatched the goods from Delhi to Punjab, it will not be considered to be interstate sale because the goods are moving from one state to the other without any contract of sale.  
Where the movement of goods commences and terminates in the same State, it shall not be deemed to be a movement of goods from one State to another even if in the course of such movement the goods pass through the territory of any other State. E.g. Mr. H of Hissar has sold goods to Mr. F of Faridabad but the goods have passed through Delhi. In this case, the sale shall not be considered to be interstate sale.

2. Any sale or purchase which is effected by a transfer of documents of title to the goods during their movement from one State to another  Section 3(b)
If any person has effected any sale by transferring the documents of title to the goods when the goods are moving from one state to another, it will also be considered to be interstate sale. E.g. Mr. D of Delhi has dispatched certain goods for his own Branch in Punjab and when the goods were moving from Delhi to Punjab, the branch of Mr. D has effected a sale by transferring the documents of title to the goods, in this case, it will also be considered to be interstate sale.

Illustration 1: Mr. ‘A’ of Chennai sent a consignment of goods to his branch at Bengaluru, without any prior contract of sale. When the goods were in transit, Mr. ‘B’ of Bengaluru bought the said goods from A’s branch office. A’s branch office endorsed the railway receipt in favour of Mr. ‘B’ who took the delivery of goods. Is the transfer of goods by Mr. ‘A’ to his branch office an inter-State sale?
Solution: Since the goods are sold from A’s Branch Office when the goods were in transit and the  branch has not taken the delivery of goods rather the branch has further effected a sale by making endorsement on document of title to the goods, it will be inter state sale under section 3(b).

Question 5: Write a note on Taxability of goods supplied to any foreign diplomatic mission or consulate in India or the United Nations or any other similar international body.
Answer:  As per section 6(3), No Central Sales Tax shall be charged in respect of sale of any goods under interstate sale to  

(i) any foreign diplomatic mission or

(ii) the United Nations or any other similar international body, 

The goods may be purchased either for himself or for the organizations mentioned above.

Under section 6(4), the person purchasing the goods must submit a declaration in the prescribed form i.e. Form ‘J’.
Question 6: Write a note on Stock Transfer/consignment transfer.
Answer: If stock has been transferred from one state to the other, it will not be considered to be interstate sale as per section 6A. However, the person in-charge of the place where the goods are required has to issue Form ‘F’ and it will be signed by the person in-charge of that place and also it will contain full particulars of the goods required.

Example 
If MRF has its factory in Tamil Nadu and sales depot in Delhi, in this case, movement of stocks from Tamil Nadu to Delhi shall not be considered to be interstate sale provided the branch at Delhi has issued ‘Form F’.

If any Branch has received orders and subsequently further orders were placed with the Head Office for supply of goods, it will be considered to be a sale by the Head Office to the customer as decided in 
Indian Oil Corporation Ltd. v Union of India [1981] (SC)
In the above case, Indian Explosive Ltd., Kanpur has placed orders with Indian Oil Corporation, Kanpur for supply of ‘Naptha’. However Indian Oil Corporation, Kanpur did not have Naptha in stock, hence they have placed orders with Indian Oil Corporation, Barauni, Bihar. Accordingly Naptha was supplied by Indian Oil Corporation, Barauni to Indian Oil Corporation, Kanpur and then to Indian Explosives Limited, Kanpur. Supreme Court held that it is an interstate sale from Indian Oil Corporation, Barauni to Indian Explosives Limited, Kanpur.
Tax credit in case of stock transfer

In case of stock transfer to some other states, tax credit shall be allowed after retaining tax @ 2% of the purchase price e.g. ABC Ltd. purchased certain goods from Delhi for `10,00,000 and paid DVAT @ 10% amount of `1,00,000 and the goods were stock transferred to its branch in U.P., in this case tax credit allowed shall be 10,00,000 x 8% =  80,000

Illustration 2: (RTP) 

Dinar Enterprises, a dealer in Hyderabad, purchased raw material worth ` 90,00,000 (excluding VAT) and manufactured finished goods worth ` 1,60,00,000 from such raw material in the month of December, 2015. It received an order for the said finished goods from its Bangalore branch in January, 2016. Hence, it transferred these finished goods to Bangalore in the same month.
Compute the amount of input tax credit available and net VAT payable under the State VAT Law by Dinar Enterprises for the month of January, 2016 and the balance input tax credit carried forward to next month, if any. Input VAT rate is 12.5% and output VAT rate is 4%. 

Solution:

Computation of input tax credit and Net VAT payable for January, 2016:

Particulars 










        Amount (`)

Output VAT payable (Note-1) 








        Nil

Less: Input tax credit 
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[Note-2]                                                                        9,45,000
Net VAT payable 










             Nil
Balance input tax credit carried forward to next month                                                                         9,45,000
Notes:

1. Inter-State stock transfers do not involve sale and, therefore they are not subjected to VAT or CST.

2. VAT paid on inputs used in the manufacture of finished goods which are stock transferred (inter-State) will be available as input tax credit after retention of 2% of purchase price by the State Government.
Question 7: Write note on Registration of dealers.

Answer: Compulsory Registration  Section 7(1)

If any dealer has effected any inter-state sale, such dealer must apply for compulsory registration. 

Voluntary Registration  Section 7(2)

If any dealer is registered in the state VAT, such dealer shall be allowed to take voluntary registration under central sales tax under section 7(2).
Question 8: Write a note on rate of tax under Central Sales Tax.

Answer: Rate of Central Sales Tax in case of sale to registered dealer   Section 8(1)/Section 8(3)/Section 8(4)

As per section 8(1), if the goods are sold to a dealer registered in CST, rate of CST shall be equal to LST but highest rate shall be 2%.

The goods should be as mentioned in section 8(3) i.e. the goods which are mentioned in the registration certificate of the dealer/ goods to be used in the manufacture or processing of goods/packing material or containers for the packing of goods for sale. It will also include goods to be used for telecommunications network or in mining or in the generation or distribution of electricity or any other form of power. 
As per section 8(4), the registered dealer purchasing goods should issue Form ‘C’ to the dealer from whom the goods are being purchased. 

Sale to unregistered dealer 

As per section 8(2), if the goods are being sold to the person other than registered dealer, rate of CST shall be equal to LST and it can be shown in the manner given below:

	Sales   tax   rate   for   sale within the State
	CST rate in case of sale to registered dealers
	CST rate in case of sale to unregistered dealers

	Nil
	Nil
	Nil

	1%
	1%
	1%

	2%
	2%
	2%

	3%
	2%
	3%

	4%
	2%
	4%

	5%
	2%
	5%

	8%
	2%
	8%

	10%
	2%
	10%

	12.5%
	2%
	12.5%

	20%
	2%
	20%


Power of State Government to grant exemption  Section 8(5)

State government shall have the powers to grant exemptions from central sales tax either in general or in specific cases. 

Question 9: Write a note on Sale to developer of SEZ or units in SEZ.    

Answer: As per section 8(6), If any person has effected any sale to a registered dealer who has a unit in SEZ either it is a trading unit or it is a manufacturing unit, no Central Sales Tax shall be charged. Similarly if goods are sold to the developer of SEZ, no CST shall be charged 
As per section 8(7), the goods shall be the goods as are specified in the certificate of registration of the registered dealer. 

As per section 8(8),  The person effecting sale should obtain declaration in Form ‘I’. 
Question 10: Define Sale Price.
Answer: Under section 2(h), Sale Price: means any amount charged by a dealer for sale of various goods including any amount charged for extra goods supplied less discount. It will not include installation charges or freight charges collected by the dealer provided freight charges or installation charges have been shown separately, however, it will include any Central Sales Tax.

Question 11: Write a note on Determination of turnover.
Answer:  Determination of turnover Section 8A
Determination of turnover  


Section 8A: — Turnover in case of a dealer means:-


Aggregate of the sale prices of the various goods sold by him during a particular period


Less:
Goods returned within a period of 6 months from the date of delivery.


Less:
Goods rejected at any time.

   Less:
Central Sales Tax included in the sale prices.

Question 12: Explain Inclusions/exclusion for charging CST.
Answer: Inclusion/Exclusion shall be as given below:
1. Transit Insurance

Insurance charges are not part of sale price, if shown separately, but if it is included in the price itself and not charged separately, it will be a part of sale price.

2. Dharmada 

Charity or dharmada collected by the dealer will form part of the sale price. 
3. Weighment dues shall be included. 
4. Indemnity/Guarantee charges 

Indemnity / guarantee charges recovered from the buyers to compensate for the loss during transit at buyers’ request do not form part of the sale price.

5. Discount shall be allowed to be deducted.

6. Government subsidies
Where a product is ‘controlled’ and has to be sold at ‘controlled price’ subsidies are granted by the Government to manufacturers to compensate the cost of production. Such subsidy will not be added to such controlled price.
7. Additional amount paid to supplier/manufacturer 
Any amount paid to suppliers to ensure scheduled delivery is includible. 
8. Design Charges shall be added.  
9. Deposits for returnable containers/bottles shall not be added. 
10. Free of cost material supplied by customer is not includible in sale price.
Illustration 3: ABC Ltd. has sold certain goods for `10 lakh and has allowed discount @ 5% and has charged additional amounts as given below:

(i) Packing charges










     20,000 

(ii) Charity / Dharmada 









     10,000

(iii) Transportation charges









     50,000

(iv) Transit insurance 










       5,000

(v) Installation charges









     30,000

(vi) Central Sales Tax
@ 2%

Compute amount of CST payable.

Solution:

Sale value of goods sold 









  10,00,000

Less: Discount @ 5%










    (50,000)

Add: Packing charges










       20,000

Add: Charity/ Dharmada









       10,000

Turnover 








                                        9,80,000 

Central Sales Tax @ 2%









       19,600
Illustration 4: Mr. D, a first stage dealer in packing machinery in the State of Gujarat furnishes the following data: 










             `
(i) Total inter state sales during F.Y. 2015-16 





           92,50,000

   CST not shown separately 
(ii) Above sales include: 
      Excise duty








                          9,00,000

    Freight











  1,50,000
   (of this `50,000 is not shown separately in invoices ) 
    Insurance charges incurred prior to delivery of goods 





      32,000

    Installation and commissioning charges shown separately 




      15,000

       Design charges (shown separately) 







      30,000  
Determine the turnover and CST payable, assuming that all transactions were covered by valid ‘C’ Forms and State Sales Tax rate is 5%.
Solution:

Computation of Mr. D’s turnover and central sales tax payable

                      `
Total inter-state sales








                     92,50,000.00

Less: Freight shown separately in the invoices





        (1,00,000.00)  Less: Installation and commissioning charges shown separately
                                               (15,000.00) Aggregate of sale prices  








         91,35,000.00

CST payable (91,35,000 × 2/102)  







           1,79,117.65
Rounded off u/s 9B
       1,79,118.00

Turnover


                                                                                                         89,55,882.00

Illustration 5: Mr. X reported sales turnover of ` 36,20,000. This includes the following :
(i) Excise duty ` 3,00,000 

(ii) Deposit for returnable containers and packages ` 5,00,000.

Central Sales Tax was not included separately in the sales invoice.

Compute tax liability under the CST Act, assuming the rate of tax @ 2%.
Solution:

Computation of Central Sales Tax liability of Mr. X
Turnover  (including  Central  sales  tax  and  deposit  received  towards returnable            36,20,000.00
containers and packages)


Less: Deposit received towards returnable containers and packages not to be considered      (5,00,000.00)
in turnover


Aggregate of sale prices
31,20,000.00
Less : Central sales tax thereon = 31,20,000 x 2/102 = 61,176.47
Rounded off u/s 9B
                                                                                                                (61,176.00)
Turnover
30,58,824.00
Illustration 6: Mr. A’s turnover is ` 52,00,000 for the year ended 31.03.2016. Further, goods sold in March, 2016 have been returned by the customers to the value of ` 5,20,000 in May, 2016. He had not charged tax separately in the sale invoices. Assuming the tax rate is 2%, compute his tax liability under the Central Sales Tax Act.
Solution:


             `
Total Sales
52,00,000

Less : Sale price of goods returned                                                                                                      (5,20,000)

(within 6 months from the date of delivery of the goods)


Aggregate of sale prices
46,80,000
Central Sales tax liability = 46,80,000 x 2 / 102  (Rounded off u/s 9B) 
                                           91,765

Illustration 7: From the following details, compute the central sales-tax payable by a First stage dealer carrying on business in New Delhi:
	
	`

	Total turnover for the year which included
	16,00,000

	(i) Trade   commission   for   which   credit   notes   have   to   be   issued separately
	48,000

	(ii) Installation charges
	25,000

	(iii) Excise duty
	80,000

	(iv)  Freight, insurance and transport charges recovered separately in the invoice
	60,000

	(v) Goods returned by dealers within six months of sale, but after the end of the financial year
	40,000

	(vi) Central Sales tax (Buyers have issued ‘C’ forms for all purchases)
	


Solution:

`
Gross turnover










         16,00,000.00
Less : Trade commission 








           (48,000.00)

Less : Installation charges  








           (25,000.00)

Less : Freight, transport charges 







           (60,000.00)

Less : Goods returned within 6 months






           (40,000.00)

Aggregate of sale prices







 
         14,27,000.00
Central Sales Tax (`14,27,000 х 2 / 102)






              27,980.39

Rounded off u/s 9B








                       (27,980.00)

Turnover









    
         13,99,020.00

Illustration 8: Mr. Mohandas, a first stage dealer of a machine in the State of Maharashtra, furnishes the following data:
S. No. 

Particulars 










`
(i) 

Total inter-State sales during F.Y. 2015-16 (CST not shown separately)

  93,87,000

(ii) 

Above sales include:

Dharmada 









    9,00,000

Freight 









    3,20,000

(`1,20,000 is not shown separately in invoices)

Cost of corrugated boxes specially designed for packing of the machinery

       56,000

Installation and commissioning charges shown separately 



       52,000

Design charges charged separately 






       23,000

Determine CST payable assuming that all transactions were covered by valid ‘C’ Forms and sales tax rate within the State is 5%.

Solution:


Computation of Mr. Mohandas’s CST payable

Particulars 











            `
Total inter-state sales 









         93,87,000.00
Less: Freight shown separately in the invoices  


                                            (2,00,000.00)
Less: Installation and commissioning charges shown separately

                                   (52,000.00)
Aggregate of sale prices








         91,35,000.00
CST payable = 91,35,000 
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           1,79,117.64
Rounded off u/s 9B









           1,79,118.00
Illustration 9: Solaris India Pvt. Ltd.’s total inter-State sales @ 4 % CST for the Financial Year 2015-16 is `1,50,00,000 (CST not shown separately). In this regard, following additional information is available:

(i) Goods sold to Mr. A for `1,50,000, on 16.07.2015 were returned by him on 12.12.2015.

(ii) A buyer, Mr. B, to whom goods worth `55,000 were dispatched on 16.04.2015, rejected such goods. The said goods were received back on 15.11.2015.

(iii) Goods sold to Mr. C for `5,00,000, on 16.04.2015 were returned by him on 12.12.2015.

Determine the amount of taxable turnover and tax liability of Solaris India Pvt. Ltd.
Solution:
Computation of taxable turnover and tax liability of Solaris India Pvt. Ltd.

Particulars 










          Amount (`)

Total sales 










           1,50,00,000

Less: Goods returned by Mr. A


                                                                         (1,50,000)
(deductible as returned within 6 months)

Less: Goods returned by Mr. C 









Nil

(not deductible since returned after six months)

Less: Goods rejected by Mr. B after six months  


 



    (55,000)
Aggregate of sale prices                                                                                                                   1,47,95,000

Less : Central sales tax = 1,47,95,000 x 4 / 104 (Rounded off u/s 9B)



   5,69,038

Turnover 










          1,42,25,962

Illustration 10: (RTP) Mediatek Pvt. Ltd.’s total inter-State sales @ 4% CST for the Financial Year 2015-16 is ` 2,00,00,000 (CST not shown separately). It includes the following amount.

(i) Goods sold to Amit for ` 1,50,000, on 10.07.2015 were returned by him on 08.12.2015.

(ii) A buyer, Sumit, to whom goods worth ` 45,000 were dispatched on 25.08.2015, rejected such goods. The said goods were received back on 10.03.2016.

(iii) Goods sold to Shyam for ` 3,00,000, on 11.07.2015 were returned by him on 12.02.2016.

Determine the amount of taxable turnover of Mediatek Pvt. Ltd.
Solution:

Computation of taxable turnover of Mediatek Pvt. Ltd.

Particulars 












 (`)

Total sales 










           2,00,00,000

Less: Goods returned by Amit 





                                     (1,50,000)
(deductible as returned within 6 months)

Less: Goods rejected by Sumit after six months






    (45,000)
Less: Goods returned by Shyam









    -

(not deductible since returned after six months)

Aggregate of sale prices








           1,98,05,000

Less : Central sales tax =1,98,05,000× 4/104 (Rounded off u/s 9B)



                7,61,731

Turnover 









                       1,90,43,269
Illustration 11: ABC Limited a manufacturer in Delhi has manufactured one product on 01.07.2015 cost `7,00,000 plus design charges `10,000 plus  Packing Charges `15,000 plus  Profit `1,00,000. Company has charged separately `7,000 for cost of transportation from factory to the place of buyer plus `3,000 for Installation. Company allowed Discount of `50,000 when the goods were manufactured, the goods were mentioned in CETA,1985 and rate Nil and When company removed the goods, Rate was 10%. The Goods were sold under Inter-State Sale to a Registered Dealer against Form C and Goods are covered in Section 8(3). Rate of Local VAT is 12%.

Compute Amount of Excise Duty and CST.

b) Goods are sold to an unregistered Dealer.

c) Goods Sold in Delhi and on the date of Manufacturing Rate Column was Blank in CETA, 1985.

Solution (a):
This is a Inter-state Sales and dealer is a Registered Dealer hence rate of CST shall be 2% 
Computation of Excise and CST









   `
Cost of Goods 








                            7,00,000

Add: Design Charges 









                   10,000

Add: Packing Charges









                   15,000

Add: Profit 











    1,00,000

Cost of Transport 










             Nil

Cost of Installation 










             Nil

Less: Trade Discount 










       50,000

Transaction Value 










    7,75,000

Add: Excise Duty @ 10% 









       77,500













                8,52,500
Add: CST @ 2% 










       17,050
Solution (b): 

Goods are sold to an unregistered dealer and Rate of CST shall be 12% 
Computation of Excise and CST









   `
Cost of Goods 








                            7,00,000

Add: Design Charges 









                   10,000

Add: Packing Charges










       15,000

Add: Profit 











    1,00,000

Cost of Transport 










             Nil

Cost of Installation










             Nil

Less: Trade Discount 










       50,000

Transaction Value 










    7,75,000

Add: Excise Duty @ 10% 









       77,500













                8,52,500
Add: CST @ 12% 










    1,02,300
Solution(c): 

Since the goods were not excisable at the time of manufacturing, no excise duty shall be charged. 
Computation of Excise and CST









    `
Cost of Goods 








                            7,00,000

Add: Design Charges 









                   10,000

Add: Packing Charges










       15,000

Add: Profit 











    1,00,000

Cost of Transport 










             Nil

Cost of Installation










             Nil

Less: Trade Discount 










       50,000

Transaction Value 










    7,75,000

Add: VAT @ 12% 










       93,000

Illustration 12: Discuss the validity of the following statements with reference to computation of turnover under CST Act:-

(i) Cost of freight, separately charged in the invoice, shall be deducted from sale price.

(ii) Subsidy given by Government to manufacturers (selling the product at controlled price) to compensate cost of production will form part of sale price.

(iii) Charity or dharmada collected by dealer will not form part of sale price.

(iv) Free of cost material supplied by the customer will be added to the sale price.

Solution: (i) The statement is valid. The cost of freight is excluded from the sale price where such cost is separately charged by the dealer.

(ii) The statement is not valid. Where a product is ‘controlled’ and has to be sold at ‘controlled price’, subsidies are granted by the Government to manufacturers to compensate the cost of production, which is usually higher than the ‘controlled price’. Such subsidy will not form part of sale price.

(iii) The statement is not valid. Charity / Dharmada collected will form part of sale price because so far as the purchaser is concerned, he has to pay the whole amount for purchasing the goods.

(iv) The statement is not valid. Under CST Act, free of cost material supplied by buyer is not required to be added.

EXAMINATION QUESTIONS

NOV-2015
Question 1(c). 









           (4 Marks)
The total CST sales of ‘X’ Ltd. for the Financial Year 2015-16 are `75 lakhs. Company provides the following additional information:

(i) Goods sold to Mr. A for `1,00,000 on 16.04.2015, were returned by him on 10.07.2015.

(ii) A buyer Mr. B to whom goods worth `50,000 were dispatched on 12.05.2015 rejected such goods. The said goods were received back on 15.11.2015.

(iii) Goods sold to Mr. C for `5,00,000 on 16.06.2015 were returned by him on 12.03.2016.

(iv) The total turnover of the year includes Dharmada `30,000.

(v) All the amounts mentioned are inclusive of tax.

Determine the amount of taxable turnover and tax liability of ‘X’ Ltd. under CST Act, assuming all transactions were covered by valid C forms and VAT rate within the state is 5%.

Solution 1(c): Computation of taxable turnover and CST Payable of X Ltd.
Particulars 










          Amount (`)

Total sales 










              75,00,000
Less: Goods returned by Mr. A








 (1,00,000)
(Deductible as returned within 6 months)

Less: Goods rejected by Mr. B 








    (50,000)

              73,50,000

Less: Central sales tax 
=73,50,000 
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 (1,44,118)
Turnover Excluding CST








             72,05,882

Question 6(c). 









           (4 Marks)
Briefly explain whether CST will be applicable:-

(i) When Goods are sent by dealer outside the state to his other place of business.

(ii) If at the time of stock transfer outside the state, dealer has an order for such purchase in hand.

Solution 6 (c):

(i)  If stock has been transferred from one state to the other, it will not be considered to be interstate sale as per section 6A. However, the person in-charge of the place where the goods are required has to issue Form ‘F’ and it will be signed by the person in-charge of that place and also it will contain full particulars of the goods required.

Example 
If MRF has its factory in Tamil Nadu and sales depot in Delhi, in this case, movement of stocks from Tamil Nadu to Delhi shall not be considered to be interstate sale provided the branch at Delhi has issued ‘Form F.
(ii) If stock has been transferred from one state to the other when the dealer has an order for such purchase in hand then it will be considered to be interstate sale and CST will be chargeable on such transactions, as decided in Indian Oil Corporation Ltd. v Union of India [1981] (SC)
In the above case, Indian Explosive Ltd., Kanpur has placed orders with Indian Oil Corporation, Kanpur for supply of ‘Naptha’. However Indian Oil Corporation, Kanpur did not have Naptha in stock, hence they have placed orders with Indian Oil Corporation, Barauni, Bihar. Accordingly Naptha was supplied by Indian Oil Corporation, Barauni to Indian Oil Corporation, Kanpur and then to Indian Explosives Limited, Kanpur. Supreme Court held that it is an interstate sale from Indian Oil Corporation, Barauni to Indian Explosives Limited, Kanpur.
MAY-2015
Question 1(c). 









           (4 Marks)

Mr. Devansh, a dealer of rice plant machinery in the State of Punjab, provide the following informations:
Total inter-state sales during the F.Y. 2015-16 is `95,00,000, CST included in this sales; This sales also include the following :
Dharmada `7,50,000

Freight `4,50,000 (`3,00,000 shown separately in the invoices)

Cost of packing boxes for machinery are of `68,500 and installation and commissioning charges shown separately are of `65,000.

Determine CST payable assuming that all transactions were covered by valid 'C' forms and the VAT rate within the state is 5%.

Solution:

                                 Computation of central sales tax payable

                      `
Total inter-state sales








                     95,00,000.00

Less: Freight shown separately in the invoices





        (3,00,000.00)  Less: Installation and commissioning charges shown separately
                                               (65,000.00) Turnover including CST 








         91,35,000.00

CST payable (91,35,000 × 2/102)  







           1,79,117.65
Rounded off u/s 9B
       1,79,118.00

Turnover excluding CST
                                                                                                         89,55,882.00

NOV-2014

Question 2(c). 









           (3 Marks)
Mr. Mani reported interstate sales of `45,00,000 for the Financial Year 2015-16. It includes the following amounts. 
(i) Freight — `2,30,000

(` 80,000 is not shown separately on Invoices)

(ii) Goods Sold to Mr. X for `45,000 on 15.05.2015 were returned on 18.10.2015
(iii) Mr. Z a buyer to whom goods worth `30,000 were dispatched on 17.04.2015 rejected such goods. The said goods were received back on 18.11.2015.

Determine the taxable turnover and CST payable, assuming that all the transactions were covered by valid “C” forms and Sales Tax rate within the state is 5%.
Solution:

Computation of taxable turnover and CST Payable of Mr. Mani
Particulars 










          Amount (`)

Total sales 










              45,00,000
Less: Freight shown separately 








 (1,50,000) 
Less: Goods returned by Mr. X








    (45,000)
(Deductible as returned within 6 months)

Less: Goods rejected by Mr. Z after six months






    (30,000)
(The period of six months for return of goods is not applicable in respect of rejected goods as it is a case of un-fructified sale.)
             42,75,000

Less: Central sales tax (Assumed CST included in sales)
=42,75,000 
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´

(Rounded off u/s 9B)







    (83,824)
Turnover Excluding CST








             41,91,176

Question 5(c)







                                               (4 Marks)
Discuss the validity of the following statement with reference to computation of liability- under CST Act:

(i) Cost of freight, separately charged in the invoice, shall be deducted from sale price

(ii) Subsidy given by Government to manufacturers (selling the product at controlled price) to compensate cost of production will form part of sale price.

(iii) Charity or dharmada collected by dealer will not form part of sale price.

(iv) Free of cost material supplied by the customer will be added to the sale price.
Solution:

(i) The statement is valid. The cost of freight is excluded from the sale price where such cost is separately charged by the dealer.

(ii) The statement is not valid. Where a product is ‘controlled’ and has to be sold at ‘controlled price’, subsidies are granted by the Government to manufacturers to compensate the cost of production, which is usually higher than the ‘controlled price’. Such subsidy will not form part of sale price.

(iii) The statement is not valid. Charity / Dharmada collected will form part of sale price because so far as the purchaser is concerned, he has to pay the whole amount for purchasing the goods.

(iv) The statement is not valid. Under CST Act, free of cost material supplied by buyer is not required to be added.
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BASIC CONCEPTS OF SERVICE TAX
Service tax was started in India w.e.f. 01/07/1994 and it was introduced by Dr. Manmohan Singh, the then Finance Minister at the recommendation of Tax Reforms Committee headed by Dr. Raja J. Chelliah and in the beginning service tax was imposed only on three services.

1. Non-life insurance

2. Telephone 

3. Stock Brokers

After that service tax was imposed on more services and there was Selective Approach but from financial year 2012-13, service tax was imposed on all the services and there was a shift to Comprehensive Approach and at present service tax is applicable on all services except the services mentioned in Negative List u/s 66D and on services given in Mega exemption, notification number 25/12 dated 20/6/2012 and also services covered in specific exemptions.

So, far there is no Service Tax Act and service tax provisions are contained in Finance Act 1994-Chapter V Section 64-100 and as per section 66B (charging section) service tax shall be charged at a rate of 14% + Swachh Bharat Cess @ 0.5% hence effective rate of service tax shall be 14.5%  and every service provider shall charge service tax from service recipient at the time of collecting the amount.

E.g. If a Chartered Accountant has issued a bill of `3,00,000, amount of service tax shall be                       `












                3,00,000

Service tax @ 14%










       42,000

Swachh Bharat Cess @ 0.5%









         1,500














       43,500

Question 1: Explain Small Service Provider’s (SSP) Exemption [Notification No. 33/2012-S.T. dated 20.06.2012] 
Answer: A service provider is exempt from payment of service tax provided the value of services rendered in the current year is not exceeding `10 lakh and also gross receipt in the preceding year not exceeding `10 lakh and if it is exceeding `10 lakh in the current year, service tax shall be charged only on the value in excess of `10 lakh e.g. A Service provider who has started rendering service in financial year 2013-14 has submitted information as given below: 

Financial year 

Value of taxable services 

    Exempt


   Taxable

2013-14

  8,00,000



  8,00,000


       Nil 

2014-15

15,00,000



10,00,000


  5,00,000

2015-16

  7,00,000



       Nil


  7,00,000

2016-17

22,00,000



10,00,000


12,00,000

2017-18

  6,00,000



       Nil


  6,00,000
If a service provider has more than one branch, value of services rendered from all the branches shall be taken into consideration. Similarly if more than one service is being rendered, value of all the services shall be taken into consideration.   
e.g. Mr. X has started rendering services in F.Y. 2015-16 from three branches  and he is rendering three services and total of all these services from all the branches is as given below: 





 Service rendered   
          Exempt


     Taxable






(` in lakhs) 

          (` in lakhs)
                (` in lakhs)
FY


15-16


  8


  8



-

FY


16-17


16


10



6

FY


17-18


  9


-



9

FY


18-19


32


10


          22

FY


19-20


  3


-


            3

Other Condition 

SSP exemption is not available if the service provider has rendered services under a brand name or trade name of any other person whether such brand name is registered or not 
Illustration 1: Basic Computer Centre (BCC) provided services of `8.4 lakh during the financial year 2015-16 in respect of repair and maintenance of computers under the unregistered brand name of “BIIT Computers”. Is BCC entitled for small service provider exemption of `10 lakh under Notification No. 33/2012 - S.T. dated 20.06.2012, in the current financial year 2015-16?
Solution: Notification No. 33/2012-S.T. dated 20.06.2012 provides threshold exemption of `10 lakh in the current financial year if the aggregate value of taxable services rendered by a provider of taxable service from one or more premises does not exceed ` 10 lakh in the preceding financial year. However, the said exemption will not be available to taxable services provided by a person under a brand name or trade name of another person, irrespective of the fact whether such brand name or trade name is registered or not.
Since in the present case, Basic Computer Centre provides taxable services under the brand name of another person-BIIT Computers even though such brand name is unregistered, it is not entitled to avail threshold exemption of `10 lakh.
Question 2 (V. Imp.): Write a note on Extent, Commencement and Application of Service Tax.

Answer: Extent, Commencement and Application     Section 64

As per section 64 the provisions of service tax are applicable all over India except Jammu & Kashmir because concurrence of the Government of J & K has not been obtained. As per Article 370 of the Constitution, any Act of Parliament applies to Jammu & Kashmir only with concurrence (approval) of State Government. Service tax will not be payable if service is provided in Jammu & Kashmir, however, if a person from Jammu & Kashmir provides the service outside Jammu & Kashmir, the service will be liable to service tax and the person receiving the service shall pay the tax under reverse charge e.g. If an architect in Delhi has constructed one building in J & K, no service tax is payable but if an architect in J & K has constructed one building in Delhi, the person receiving the service shall pay tax under reverse charge. 

Services in Indian Territorial Waters

If any person has provided services in Indian territorial waters, it will be taxable  

Services in exclusive Economic Zone 
Services in exclusive economic zone shall be taxable only if the services are related to prospecting, extraction or production of mineral oils or natural gas.  (Prospecting means  to search)
Illustration 3: With reference to the provision of Finance Act, 1994, examine whether service tax is leviable in the following situations:

(i) A Chartered Accountant rendering services in Leh (J & K).

(ii) An interior decorator based in Pehalgaam (J & K) provides professional services at New Delhi.

(iii) Services provided in a vessel stationed at a distance of 10 nautical miles from the Indian land mass.

(iv) Services provided in a vessel stationed at a distance of 54 nautical miles from Indian land mass in Exclusive Economic Zone (EEZ) of India for carrying out fishing operations.

(v) Services provided in a vessel stationed at a distance of 54 nautical miles from Indian land mass in Exclusive Economic Zone (EEZ) of India for extraction of mineral oil.
Solution: (i) No. Rendering of services by a Chartered Accountant in Leh will not be liable to service tax as Leh is a town in the State of Jammu and Kashmir.

(ii) Yes. Since service has been rendered outside J & K i.e. the taxable territory, service tax shall be paid by service recipient under reverse charge.  
(iii) Yes. Services provided in the vessel stationed at a distance of 10 nautical miles from the Indian land mass i.e., in Indian territorial waters will be liable to service tax.

(iv) No. Services in Indian territorial waters are taxable and services in EEZ shall be taxable on if they relate to mineral oils or natural gas hence in this case services are not taxable because services relate to fishing operations. 
(v) Yes. In this case, since the vessel is used for extraction of mineral oil, services provided thereat will be liable to service tax.
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Question 7(b). 









             (4 Marks)
Mr. X a practicing chartered accountant in Jammu & Kashmir provides the following information for the half year ended 31st March, 2016.

Amount (`)

(i) Audit fees received from Jammu and Kashmir Bank, Jammu




5,50,000

(ii) Audit fees received from Punjab National Bank, Delhi





8,50,000

(iii)Audit fees received from other clients in Jammu & Kashmir




2,00,000

(iv) Consultancy charges for services rendered outside Jammu & Kashmir



2,90,000

(v) Fees received as part time lecturer in a local college





1,30,000

Compute the amount of service tax payable @ 14.50% by Mr. X for the half year ended 31st March 2016.

Assume Mr. X is not eligible for small service provider. All the above amounts are exclusive of service tax.

Solution 7(b):

Computation of Service Tax payable by Mr. X

	Sl.No
	Particulars
	Value of taxable service (`)

	(i)
	Audit Fees received from Jammu & Kashmir Bank, Jammu (Not taxable since services are provided in non-taxable territory) 
	Nil

	(ii)
	Audit fees received from Punjab National Bank, Delhi [Taxable since services are provided in taxable territory]
	8,50,000

	(iii)
	Audit fees received from other clients in Jammu and Kashmir [Not taxable since services are provided in non-taxable territory]
	Nil

	(iv)
	Consultancy charges for services rendered outside Jammu and Kashmir [Taxable since services are provided in taxable territory]
	2,90,000

	(v)
	Fees received as a part time lecturer in a local college [Not taxable since services are provided in non-taxable territory]
	Nil


Further, the person liable to pay service tax in case of taxable service provided by any person located in a non-taxable territory and received by any person located in the taxable territory is the recipient of such service. Therefore, service tax on audit fees paid by Punjab National Bank, Delhi and consultancy charges paid for services rendered outside Jammu and Kashmir will be payable by the recipients of the services under reverse charge. Mr. X does not have any service tax liability.
REGISTRATION  SECTION 69 / RULE 4  STR 1994

Question 3: Write a note on Registration under service tax. 

Answer: As per section 69, Rule 4, every service provider in whose case value of taxable services has exceeded `9 lakh, shall apply for registration in Form No. ST-1, within 30 days from the date when the value has exceeded `9 lakh and he should enclosed the following documents:

(a) Copy of Permanent Account Number (PAN); (b) Proof of Residence; (c) Constitution of the Applicant; (d) Power of Attorney in respect of authorized person.
The department shall grant registration within 7 days of receiving the application in Form No. ST-2. If the registration certificate is not granted within 7 days, the registration applied for shall be deemed to have been granted.
The service provider shall be given a Registration Number by the Department which will be called STP code i.e. Service Tax Payer Code and it will be 15 digit PAN based number and first 10 digit shall be that of PAN and remaining 5 digit shall be allotted by Service Tax Department e.g. AAEPC1298D – ST-001 

The last three digit shall indicate total number of registration for the same permanent Account Number.  

If a person is providing more than one taxable service, he may give only one application. He should mention in the application all the taxable services provided by him.  

A person may apply for voluntary registration at any time and also a person may forgo (reject) the general exemption of `10,00,000. 

Question 4: Write a note on Centralized Registration under Service Tax.

Answer: Centralized Registration   Rule 4 of STR, 1994    
If a service provider is providing services from more than one premises, in such cases he can apply for separate registration for each of such premises. He may apply for a single registration called Centralized Registration provided he has either centralized accounting or centralized billing system. In such cases one of the places shall be considered to be Head Office and all other premises shall be considered to be branches. A single registration certificate shall be issued. If the service provider do not have centralized accounting and also there is no centralized billing system, he will not be allowed to apply for centralized registration.  

Illustration 4: Pinnacle Academy, an IIT JEE coaching institution, has its centres in various cities across the country from where coaching is provided to students. Its Head Office is located at New Delhi. Pinnacle Academy wants to apply for service tax registration. In what ways can Pinnacle Academy obtain registration? Explain.

Solution: As per rule 4 of Service Tax Rules, 1994, where a person, liable for paying service tax on a taxable service provides such service from more than one premises and has centralized billing/accounting system in respect of such service, he may apply for centralized registration. He has also the option to take separate registration for each branch.
Therefore, since Pinnacle Academy provides coaching from different centres spread across the country, it can opt for centralized registration if it has centralized billing/accounting system. However, if it does not have any centralized billing/accounting systems, it shall have to obtain separate registration for each of its centres.
Question 5: Write a note on Amendment of Registration Certificate. 

Answer: Amendment of Registration Certificate   Rule 4(5A) of STR, 1994
A service provider may apply for amendment in registration in the following cases:

1. Change in place of business 2. Change in the name of business 3. Change in services rendered i.e. there may be addition / deletion 4. Any other similar change 

If there is any such change, service provider should apply to the department within 30 days for effecting the change. 

Question 6: Write a note on Cancellation of Registration Certificate.
Answer: Cancellation of Registration Certificate     Rule 4(7), 4(8) of STR, 1994
Certificate shall be cancelled in the following cases:

1. Closing down of business/profession

2. Sale of business/profession

3. Death of service provider

4. At the request of the service provider 

PAYMENT OF SERVICE TAX  SECTION 68 / RULE 6  STR 1994
Question 7: Write a note on Payment of Service Tax Section 68 Rule 6.

Answer: In case of individual /proprietary firm or partnership firm service tax should be paid on quarterly basis upto 6th of subsequent quarter but for the last quarter, service tax should be paid upto 31st March. In case of other service providers, service tax should be paid on monthly basis upto 6th of next month and for the last month upto 31st March. 
E-payment of service tax is compulsory for all the persons. 
The service provider should fill in challan form GAR-7 to pay service tax. 
Payment in case of multiple service provider
A multiple service provider (a service provider rendering more than one taxable service) can use single GAR-7 challan for payment of service tax on different services. However, amounts attributable to each such service alongwith concerned accounting codes should be mentioned clearly in the column provided for this purpose in the GAR-7 challan. Alternatively, separate GAR-7 challans may be used for payment of service tax for each service provided by the service provider.
Illustration 5: SBM Ltd. provides multiple taxable services. It wants to use a single challan for payment of service tax on various services rendered by it. Please offer your views if SBM Ltd. is permitted to do so under service tax law.
Solution: A multiple service provider (a service provider rendering more than one taxable service) can use single GAR-7 challan for payment of service tax on different services. However, amounts attributable to each such service along with concerned accounting codes should be mentioned clearly in the column provided for this purpose in the GAR-7 challan.
Thus, SBM Ltd. can use a single challan for payment of service tax on various services rendered by it.

Question 8: Explain Advance payment of service tax.

Answer: Advance payment of service tax is not compulsory (as in case of income tax) rather a service provider has to pay exact amount of service tax on the due date, however a service provider is allowed to make advance payment of service tax before the due date on his own volition (will) and in that case he should inform the Service Tax Department within 15 days of making such payment and also the tax so paid should be adjusted from the subsequent payment and also information should be given in service tax return.    
Question 9: Explain adjustment of service tax where services are partly or wholly not rendered.

Answer: If any service provider has received payment in advance or has issued invoice but subsequently services were not rendered either fully or partly, in such cases service tax collected by him has to be deposited with the service tax department and the service provider is allowed to take input tax credit for service tax so paid provided the service provider has refunded the payment or has issued credit note to the service recipient e.g. Mr. X, an architect has received `10,00,000 plus service tax from Mr. Y on 20.06.2015 and Mr. Y has refused to take the services on 20.07.2015 and has taken refund of `10,00,000 plus service tax, in this case Mr. X shall be required to deposit the amount of service tax with the service tax department and can take input tax credit.  
Question 10: Explain Adjustment of excess amount paid towards service tax liability.

Answer: If any service provider has paid amount of service tax in excess, in such cases refund is not allowed however service provider is allowed to make self adjustment i.e. the excess amount can be adjusted from the subsequent payments and also no interest shall be allowed. 

If excess payment is because of interpretation of law, taxability, valuation or applicability of any exemption notification, the service provider is not allowed to make self adjustment rather service provider should claim refund as per section 11B/11BB of Central Excise Act, 1944.

Illustration 6: Mr. Rajesh Singla is a service tax assessee. His service tax liability for the quarter April - June was `35,000. However, on account of a clerical error, he paid `3,50,000 as service tax for the said quarter. Now Mr. Rajesh Singla wants to adjust the excess payment of `3,15,000 against his service tax liability for the succeeding quarter. Can he do so? What is the condition to be satisfied for it?
Solution: Where an assessee has paid to the credit of Central Government any amount in excess of the amount required to be paid towards service tax liability for a month/quarter, the assessee may adjust such excess amount paid by him against his service tax liability for the succeeding month/quarter. Such adjustment is subject to the condition that the excess amount paid is on account of reasons not involving interpretation of law, taxability, valuation or applicability of any exemption notification.
Since Mr. Rajesh Singla has paid the excess amount on account of a clerical error, he can adjust the excess payment of ` 3,15,000 against his service tax liability for the succeeding quarter.

Question 11: Explain adjustment of municipal tax while computing service tax liability.

Answer: As per rule 6(4C) of STR 1994, if any person has paid municipal tax relating to a house property on which service tax is payable, in that case, such person shall be allowed to deduct the amount of municipal tax from the amount of rent and service tax shall be payable only on the balance amount e.g. ABC Ltd. has let out one commercial building to XYZ Ltd. at a rent of `3,00,000 p.m. and has paid municipal tax `30,000 p.m., in this case service tax shall be charged in the manner given below:

(3,00,000 – 30,000) x 14.50% = `39,150
If municipal tax is due but not paid, assessee shall not be allowed to deduct the amount of municipal tax on due basis but if municipal tax has been paid subsequently, it can be adjusted from the subsequent rent within a period of one year from the date of payment of municipal tax. If in the above case municipal tax was paid in June 2015, municipal tax of `30,000 p.m. shall not be deducted in the month of April and May but in the month of June, municipal tax of `90,000 (30,000 x 3) shall be allowed to be deducted from rent of June 2015. 
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Question 3(b). (4 Marks)
Explain the provisions regarding adjustment of Excess amount of Service Tax paid in case of renting of Immovable Property Service, owing to Property Tax Payment.
Question 12: Explain Provisional payment of service tax.

Answer: If any SP is not able to compute exact amount of service tax payable, such SP may request the department to allow him to pay service tax on provisional basis and after getting permission from the department, he will be allowed to pay service tax on provisional basis but he should pay the difference amount before filing service tax return and interest shall also be charged on the amount short paid, but no penalty shall be charged. If there is excess payment, refund is not allowed rather self adjustment is allowed in subsequent month or quarter and interest shall not be paid by the department. The assessee should submit details of provisional payment and actual tax liability in Form No. ST-3A and it should be enclosed with the return ST-3.   

Question 13: Explain Service tax collected wrongly or in excess. 

Answer: As per section 73A / 73B, if any person has collected service tax wrongly or in excess, service tax so collected should be paid to the central government with immediate effect otherwise interest shall be charged @ 18% p.a. from the first of next month upto the date of payment but if turnover in the preceding year is upto `60 lakhs, interest shall be charged @ 15% p.a. 
Central Government shall refund the amount to the person who has borne the incidence of tax by giving a public notice and such person can make an application within 6 months from the date of the public notice. If no claim is made, amount shall be credited to Consumer Welfare Fund and shall be utilized for Consumer Welfare in India.     
Illustration 7: Mr. X, a service provider, has collected a sum of ` 15,000 as service tax from a client mistakenly, even though no service tax was chargeable on the service rendered by him.
Should the amount so collected be remitted to the credit of the Central Government? Explain.
Solution: Section 73A of the Finance Act, 1994 casts an obligation on every person who has collected any amount, which is not required to be collected, from any other person, in any manner as representing service tax, to forthwith remit the same to the credit of the Central Government.
Hence, Mr. X has to remit the amount collected mistakenly as service tax to the credit of the Central Government.
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Question 2 (4 Marks)










(i) What will be the obligation of service provider in respect of excess service tax collected from the recipient under the service tax law?

(ii) Can a multiple service provider use a single challan for payment of service tax for various services rendered by it?
FILING OF SERVICE TAX RETURN SECTION 70 / RULE 7 / 7B / 7C STR 1994
Question 14: Write a note on filing of return under service tax. 

Answer: As per section 70 Rule 7, every service provider liable to pay service tax shall be required to file half yearly return in Form No. ST-3 and such return should be filed upto 25th of next month i.e. return from 01.04.2015 to 30.09.2015 should be filed upto 25.10.2015 and return from 01.10.2015 to 31.03.2016 should be filed upto 25.04.2016. 
If any SP is registered under service tax, such SP is also required to file a return even if tax payable is nil.  Every return has to be filed electronically. 

The assessee should enclose with the return, the following documents: 

(i) GAR-7 challan. 
(ii) If assessee has paid service tax on provisional basis, details in Form No. ST-3A. 

As per Rule 5 of STR, 1994, at the time of filing of first return of service tax, every SP shall enclose a list in duplicate of all the books and documents maintained by him, containing the details of the followings:

(a) inputs, inputs services and capital goods 
(b) Details of output service whether taxable or exempt 
The SP should also submit a list in duplicate of all other financial records maintained by him in the normal course of business. 

All such books of accounts should be retained for a period of atleast 5 years from the end of relevant financial year. 

Illustration 8: Mr. X is a service provider and is registered under service tax. He wants to know when and at what intervals he should file a service tax return. He also wants to know if any specific form has been prescribed by the Department for the return. You are required to provide the necessary advice to Mr. X.
Solution: Service tax return should be filed on half yearly basis by 25th of the month following the particular half-year. The due dates on this basis are:
           Half year 








    Due date

1st April to 30th September 







25th October

1st October to 31st March 







25th April

If due date of filing the return falls on a public holiday, assessee can file the return on immediately succeeding working day. Return has to be filed in Form ST-3.
Illustration 9: Mr. Amarnath, a registered service provider, did not render any taxable services during the half year October - March. Is he required to file any service tax return?
Solution: Every registered assessee has to file a half yearly return. Even if no service is provided during a half year, and no service tax is payable; a NIL return has to be filed. Therefore, Mr. Amarnath is required to file a service tax return even if he did not render any taxable services during the half year October - March.

Question 15: Write a note on revision of service tax return.

Answer: Revision of Return     Rule 7B of STR, 1994
An assessee may submit a revised return, in Form ST-3, in triplicate, to correct a mistake or omission, within a period of 90 days from the date of submission of the return. If the assessee has filed the original return after the prescribed date, even in that case, revision is allowed.  
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Question 5(b). (4 Marks)
State with reasons, whether the following statements are True or False. 

(1) Mr. Vikas, an individual, is registered under service tax and he has not provided any service in the half year period of April to September. He need not file any return for this period.

(2) Mr. Sumeet has filed his Service Tax return belatedly. He wants to revise the same. He can file a revised return.
Solution:

(1) False: Even if no service has been provided during a half year and no service tax is payable, assessee has to file a Nil return within the prescribed time limit. Thus, although Mr. Vikas has not provided any service in the half year period of April to September, he is required to file a nil return for this period.

(2) True: Mr. Sumeet can file a revised return. Revised service tax returns may be filed within 90 days from the date of filing original return. Thus, even if the original return is filed belatedly, same could be revised by filing a revised return.

Illustration 10: Mr. Z is a service provider rendering multiple services. After having filed the half yearly service tax return, Mr. Z noticed an error in the return so filed. Mr. Z has approached you for advice on this issue. Examine the situation with reference to relevant statutory provisions.
Solution: Under service tax law, an assessee can submit a revised return, in Form ST-3, in triplicate, to correct a mistake or omission. Therefore, Mr. Z can submit a revised return to correct the inadvertent error. The return can be revised within a period of 90 days from the date of submission of the original return.
Illustration 11: Mr. X, a taxable service provider, submitted the return for the half year April – September on 5th October. However, he desires to submit a revised return for the said half year on 20th January of next year to correct a mistake. Examine whether he can do so.
Solution: No, Mr. X cannot file the revised service tax return for the half year April – September on 20th January of next year.
As per rule 7B of the Service Tax Rules, 1994, an assessee can submit a revised return, to correct a mistake or omission, within a period of 90 days from the date of submission of the original return.
Since, Mr. X has submitted the half-yearly return on 5th October, he cannot file the revised return after 3rd January of the next year. The period of 90 days starts from the date of submission of the original return (5th October) and not from the due date of filing the return (25th October).
Illustration 12: Prasad & Co. wants to file a revised service tax return. However, the original return was filed belatedly. You are required to advice Prasad & Co. if it is valid to do so. Your answer must be supported with reasons.
Solution: Yes, Prasad & Co. can file a revised return. Revised service tax returns may be filed within 90 days from the date of filing original return. Thus, even if the original return is filed belatedly, the same could be revised by filing a revised return.
Question 16: Write a note on delay in furnishing of service tax return.

Answer: Amount to be paid for delay in furnishing return    Rule 7C of STR, 1994
Penalty shall be payable in the manner given below:

(i) 

15 days from the date prescribed for submission of such return, an amount of `500.

(ii) 

beyond 15 days but not later than 30 days from the date prescribed for submission of such return, an amount of `1,000; and 
(iii) 
beyond 30 days from the date prescribed for submission of such return an amount of `1,000 plus `100 for every day from  the thirty first day till the date of furnishing the said return.

Provided that the total amount payable in terms of this rule, for delayed submission of return, shall not exceed `20,000.

Provided also that where the gross amount of service tax  payable is nil, the Central Excise Officer may, on being satisfied that there is sufficient reason for not filing the return, reduce or waive the penalty.

Example: BCC Ltd. is engaged in providing taxable services. For the half year ended on 30th September, it filed its return on:-
Case I: 9th November

Case II: 23rd November

Case III: 25th January

Determine the amount of late fee payable by BCC Ltd. in each of the independent cases.
Solution:
Case  I: As per Rule 7C a penalty of `500 is payable because there is delay of 15 days (6 + 9) 

Case  II: As per Rule 7C a penalty of `1000 is payable because there is delay of 29 days (6 + 23) 

Case  III: As per Rule 7C a penalty of `7200 is payable because there is delay of 92 days (6 + 30 + 31 + 25) 

1,000 + (`100 x 62) = 7,200

Illustration 13: Mr. X provided interior decorator’s services in the half year ended on 30th September, 2015. The due date of filing the return for the said half year was 25th October, 2015. Compute the amount of late fee payable by him, if any, in each of the following independent cases:
Date of filing of service tax return

Case I 









01.11.2015
Case II 








22.11.2015
Case III 








28.11.2015
Case IV 








04.12.2015
Case V 








14.12.2015
Case VI








03.05.2016
Case VII 








02.06.2016
Case VIII 








22.06.2016
Solution: As per Rule 7C of the Service Tax Rules, 1994, penalty payable shall be as given below: 

Particulars
Amount of penalty under rule 7C
Case I: Return has been filed with a delay of 7 days
= `500/-
Case II: Return has been filed with a delay of 28 days 
= `1,000/-

Case III: There is a delay of 34 days 
= `1,000/- + (`100 × 4 days) = `1,400/-

Case IV: There is a delay of 40 days 
= `1,000/- + (`100 × 10 days) = `2,000/-

Case V: There is a delay of 50 days
= `1,000/- + (`100 × 20 days) = `3,000/-

Case VI: There is a delay of 191 days 
= `1,000/- + (`100 × 161 days) = `17,100/-

Case VII: There is a delay of 221 days 
= `1,000/- + (`100 × 191 days) = `20,100/-

                                                                                            However, the total late fees payable shall not 
                                                                                            exceed ` 20,000. 

Case VIII: There is a delay of 241 days 
                    = `1,000/- + (`100 × 211 days) = `22,100/-

                                                                                            However, the total late fees payable shall not 
                                                                                            exceed ` 20,000. 

Question 17: Write a note on contents of the service tax return.

Answer: Contents of the Return

1. Half year for which return is being filed

2. Name of the assessee

3. STP Code 

4. Address

5. Constitution of the assessee like individual or partnership firm etc.

6. Assessee liable to pay service tax as service provider or service receiver under reverse charge

7. Gross amount received

8. Amount of service tax 

9. Tax credit allowed

10. Net tax payable

11. Details of service rendered 

12. Signature of service provider or service recipient under reverse charge 

Illustration 14: Mr. Raju is a multiple service provider and files only a single return. State with reasons whether he can do so.

Solution: Yes, Mr. Raju can file a single return even though he is a multiple service provider. He has to furnish the details in each of the columns of the Form No.ST-3 separately for each of the taxable services rendered by him. Thus, instead of showing a lumpsum figure for all the services together, service-wise details should be provided in the return.
Illustration 15: PS Ltd. has paid service tax of ` 20,000 during the financial year 2014-15. You are required to examine whether it is required to file service tax return electronically for the half year ended September 30, 2015.

Solution: Service Tax Rules, 1994 provide that every registered assessee has to submit half-yearly service tax return electronically, irrespective of the amount of service tax paid by him in the preceding financial year. Hence, PS Ltd. has to file service tax return electronically for the half year ended September 30, 2015.

Question 18: Write a note on Scheme for submission of returns through Service Tax Return Preparers. 
Answer: As per section 71, the department shall select and appoint STRP to assist the assessees to pay service tax and to file service tax return. For this purpose any person who has passed Senior Secondary Examination or its equivalent can apply for STRP and department shall give proper training to the candidate and they will be allowed to file service tax return and department has recommended that they can charge `1000 per return.

Question 19: Explain procedure for e-filing of service tax return and e-payment of service tax.

Answer: The SP should login the relevant site www.aces.gov.in and should register himself with the aces application (Automation of Central Excise and Service Tax) by filling in the required information and should obtain user name and password. In order to e-file the return, the assessee should fill in form no. ST-3 either online or offline and can send the return to the department and an acknowledgement shall be generated. 

In order to make e-payment of service tax, assessee should login the relevant portal i.e. EASIEST (electronic accounting system in excise and service tax). The assessee has to enter 15 digit STP code and if the Assessee code is valid, then corresponding assessee details like name, address, Commissionerate Code etc. will be displayed and assessee can fill in the relevant details in GAR-7 challan form and should mention the name of the bank where assessee has maintained net banking account and EASIEST portal shall connect it to the site of the relevant bank and assessee can confirm the payment to the bank by using user name and password for the bank and payment will be effected by the bank to the service tax department and an  acknowledgement shall be generated and it will contain CIN i.e. challan identification number which is a 20 digit number. First 7 digit are BSR code of the branch (Basic Statistical Return Code) next 8 shall be Date and last 5 serial number and the SP has to quote this number with regard to the payment.                

Benefits of EASIEST to the taxpayer

(a) Only one copy of the challan has to be filed instead of earlier four copies.

(b) Facility of online verification of the status of tax payment using CIN.

PAYMENT OF INTEREST UNDER SECTION 75

Question 20: Explain Interest on delayed payment of service tax   Section 75.

Answer: Interest for delayed payment of service tax    Section 75
Every SP should pay service tax in time otherwise interest shall be charged for the period of delay in the manner given below:

If delay is upto 6 months, rate shall be 18% p.a. and 24% p.a. for the subsequent period upto 6 months and 30% p.a. for the period beyond 1 year e.g. If SP has to pay service tax of `2,00,000 and there is delay of 1 year and 7 months, interest payable shall be 

(2,00,000 x 18% x 6 / 12)+(2,00,000 x 24% x 6/12)+(2,00,000 x 30% x 7/12) = 18,000 + 24,000 + 35,000 

                                                                                                                             = 77,000

If turnover of the service provider is upto `60,00,000 in the preceding year, interest rate shall be reduced by 3% i.e. rates will be 15%, 21% and 27%. 

Illustration 16: Vibha Ltd. is engaged in providing management consultancy services. It was liable to pay service tax amounting to `10,000, electronically, for the month of August, 2015. However, due to some unavoidable circumstances, it could not pay service tax on due date and paid the same on 30th November, 2015. You are required to compute the interest payable by Vibha Ltd. on delayed payment of service tax.
Solution: Computation of interest payable on delayed payment of service tax by Vibha Ltd.

Due date of payment of service tax for a corporate




06.09.2015
assessee in case of e-payment

Actual date of payment 







30.11.2015
No. of days of delay (24+31+30) 






85

Amount of service tax 







`10,000/-

Calculation of interest under section 75 @ 18% per annum 



10,000 x 18% x 85/366
Amount of interest payable 



                                                              418.03
Rounded off u/s 37D



  





`418/-
Illustration 17: Compute the interest payable on delayed payment of service tax by service providers in following cases:

Name of the service provider 


XYZ Ltd. 


Mr. Pravin

Service tax liability 




`1,23,600 


`2,16,000

Delay in payment of service tax 


6 months 


8 months

Assume that service tax liability and delay given above relates to a period in the financial year 2015-16.

Solution:                                Computation of interest on delayed payment of service tax

Name of the service provider 



XYZ Ltd. 


Mr. Pravin

Service tax liability 





`1,23,600 


`2,16,000

Delay in payment of service tax 



6 months 


8 months
Rate of interest 





18% 




Interest 
 




1,23,600 x 18% x 6/12
(2,16,000 x 18% x 6/12) + 
= ` 11,124


(2,16,000 x 24% x 2/12)

                                                =`19,440 + 8,640 

                                                = `28,080
Delay in payment of service tax attracts interest @ 18%. However, the applicable rate gets reduced to 15% for service providers whose turnover of services does not exceed `60 lakh during the preceding financial year.
Presume in the above question turnover in the preceding year was upto `60,00,000, amount of interest shall be

Name of the service provider 



XYZ Ltd. 


Mr. Pravin

Service tax liability 





`1,23,600 


`2,16,000

Delay in payment of service tax 



6 months 


8 months
Rate of interest 





15% 




Interest 
 




1,23,600 x 15% x 6/12
(2,16,000 x 15% x 6/12) + 
= ` 9,270


(2,16,000 x 21% x 2/12)

                                                =`16,200 + 7,560

                                                = `23,760
Illustration 18:  (Supplementary May-2015)
Determine the interest payable under section 75 of Finance Act, 1994 on delayed payment of service tax from the following particulars:
	Service tax payable
	` 60,500

	Due date of payment
	06.11.2015

	Date of payment
	06.01.2017


Note:   Turnover of services in the preceding financial year was` 80 lakh.
Answer
The interest payable under section 75 will be computed as under:
Computation of interest payable under section 75
Particulars
Rate of interest per annum
Interest (`)
Delay from 07.11.2015-             
06.05.2016                                  18% for first six months
5,445  [`  60,500  x  18%  x 6/12]
Delay from 07.05.2016
- 06.11.2016
24% for next six months
7,260  [`  60,500  x  24%  x 6/12]
Delay from 07.11.2016
- 06.01.2017
30% for period beyond one year
3,033  [`  60,500  x  30%  x 61/365]
Total Interest
                                                        15,738
Since the turnover of the services in the preceding financial year is more than ` 60 lakh concession of 3% on applicable rate of interest cannot be availed.
Illustration 19: (RTP) 

Compute the interest payable by the service providers in the following cases on account of delay in payment of service tax:
Name of the service provider 


MNO Ltd. 


Mr. Rohan

Service tax liability 




` 1,25,800 


` 2,46,000

Delay in payment of service tax 


4 months 


15 months

Assume that the service tax liability and the delay given above relates to a period in the financial year 2015-16.
Solution:

Every SP should pay service tax in time otherwise interest shall be charged for the period of delay in the manner given below:

If delay is upto 6 months, rate shall be 18% p.a. and 24% p.a. for the subsequent period upto 6 months and 30% p.a. for the period beyond 1 year and amount of interest shall be as given below: 
1. MNO Ltd. 1,25,800 x 18% x 4/12 = 7,548

2. Mr. Rohan (2,46,000 x 18% x 6/12) + (2,46,000 x 24% x 6/12) + (2,46,000 x 30% x 3/12) 

                      = 22,140 + 29,520 + 18,450 = 70,110

NOV-2014

Question 7(b)
(4 Marks)
Compute the interest payable on delayed payment of Service Tax by Service provider in following cases:

Name of the service provider 


PQR Ltd. 


Mr. Manik

Service Tax Liability 




`1,23,600 


`2,16,000

Delay in payment of Service Tax 


  8 Months 


  18 Months
Aggregate value of taxable services rendered in previous financial year 2014-15 by PQR Ltd. was `40,00,000 and by Mr. Manik was `62,00,000.
Assume that Service Tax liability and delay given above relates to Financial Year 2015-16.

Solution:

As per section 75 interest shall be charged @ 18% p.a. for first 6 months and 24% p.a. for next 6 months and 30% p.a. for the remaining period but if gross receipt upto `60,00,000, interest rate shall be reduced by 3% p.a. Interest payable by PQR Ltd. shall be as given below: 

= [(1,23,600 x 15% x 6/12) +(1,23,600 x 21% x 2/12)]  =  `13,596

Interest payable by Mr. Manik shall be 

= [(2,16,000 x 18% x 6/12) + (2,16,000 x 24% x 6/12) + (2,16,000 x 30% x 6/12)]  =  `77,760

POINT OF TAXATION RULES 2011 
(w.e.f 01.04.2011)
Question 21: Explain Determination of point of taxation-Rule 3.

Answer:  

As per rule 3, ‘Point of taxation’ shall be the date of issue of invoice provided invoice has been issued within 30 days of completion of service but if invoice has not been issued within the specified time, date of completion of service shall be POT. If payment has been received prior to the date so selected, POT shall be the date of receiving the payment. 

Example: 
	Case
	Date of

completion of

service
	Date of invoice
	Date on which

payment received
	Point of Taxation

	I
	September 5, 2015
	September 28, 2015
	October 10, 2015
	September 28, 2015

	II
	September 5, 2015
	October 03, 2015
	September 20, 2015
	September 20, 2015

	III
	September 5, 2015
	October 8, 2015
	September 25, 2015
	September 5, 2015

	IV
	September 5, 2015
	October 8, 2015
	Amount received partly on September 3, 2015 and remaining on September 20, 2015
	September 3, 2015
and September 5, 2015 for respective amounts


Example
	S.

No.
	Date of

completion

of service
	Date of

invoice
	Date on which

payment is

received
	Point of taxation

	1.
	16.07.2015
	11.08.2015
	26.08.2015
	11.08.2015

	2.
	16.07.2015
	11.08.2015
	01.08.2015
	01.08.2015

	3.
	16.07.2015
	11.08.2015
	Part payment on 01.08.2015 and remaining on 26.08.2015
	01.08.2015 for the part payment and 11.08.2015 for the remaining amount

	4.
	16.07.2015
	11.08.2015
	Part payment on 12.07.2015 and remaining on 15.07.2015
	12.07.2015 for the part payment and 15.07.2015 for the remaining amount


Illustration 20:
Determine the Point of Taxation as per Rule 3 of Point of Taxation Rule 2011.

Date of completion
Date of Invoice           Date of Payment


01.08.2015

20.08.2015

18.08.2015
01.07.2015

20.08.2015

18.08.2015
01.07.2015

20.07.2015

01.05.2015





03.08.2015

31.08.2015

01.09.2015
Solution:
Date of completion 
Date of Invoice
Date of Payment
     POT 

01.08.2015

20.08.2015

18.08.2015

18.08.2015
01.07.2015

20.08.2015

18.08.2015

01.07.2015


01.07.2015

20.07.2015

01.05.2015

01.05.2015




03.08.2015

31.08.2015

01.09.2015

31.08.2015
As per Rule 6 of STR 1994, in case of individuals and partnership firms whose aggregate value of taxable services is fifty lakh rupees or less in the preceding year, the service provider shall have the option to  pay service  tax on receipt basis  upto a value of taxable services of `50 lakhs and thereafter rule 3 of POT Rule 2011 shall be applicable.
Illustration 21: Mr. X has started rendering services w.e.f. 01.04.2015 and it is not covered in the Negative List and also not covered in Mega Exemption. He has submitted particulars as given below:

1. Rendered services on 01.05.2015 and issued bill on 10.06.2015 for ` 6 lakhs and payment was received on 10.12.2015
2. Rendered services on 07.06.2015 and issued bill on 30.06.2015 for ` 15 lakhs and payment was received on 07.03.2016.

3. Rendered services on 12.07.2015 and issued bill on 31.08.2015 for ` 30 lakhs and payment was received on 07.01.2016.

4. Rendered services on 22.11.2015 and issued bill on 28.12.2015 for ` 60 lakhs and payment was received on 10.02.2016.

All the above amounts are exclusive of Service Tax.

Compute the Service Tax Payable for each quarter and also last date upto which Service Tax should be paid.

If there was delay of 10 days on each payment, compute interest payable under section 75.

Solution: 
1. First bill issued is of ` 6 lakhs and it is exempt from Service Tax because Service Provider is eligible for SSP exemption.
2. Second bill issued is of ` 15 lakhs, out of which ` 4 lakhs is not taxable because Service Provider is eligible for SSP exemption and balance of ` 11 lakhs shall be taxable on actual receipt basis in the 4th quarter.
3. Third bill issued is of ` 30 lakhs and is taxable on actual receipt basis in the 4th quarter.

4. Fourth bill issued is of ` 60 lakhs, out of which ` 9 lakhs (50-11-30) is taxable on actual receipt basis in the 4th quarter and balance of ` 51 lakhs shall be taxable on the basis of Rule 3 of Point of Taxation Rules, 2011 and Point of Taxation shall be 22.11.2015 and taxable in third quarter.

`
Quarter 1:











           NIL

Quarter 2:











           NIL

Quarter 3:












      

Value of Services










  51,00,000

Service Tax @ 14.5%










    7,39,500

This should be paid up to 06.01.2016.

Interest u/s 75:

7,39,500 x 15% x 10/366





 
                                        3,030.74   

Rounded off u/s 37D










    3,031.00  
Quarter 4:












      

Value of Services (11,00,000 + 30,00,000 + 9,00,000)
                                                              50,00,000

Service Tax @ 14.5%










    7,25,000

This should be paid up to 31.03.2016.

Interest u/s 75:

7,25,000 x 15% x 10/366








 
    2,971.31
Rounded off u/s 37D










    2,971.00

Illustration 22: Mr. X, a service provider has submitted information as given below:

1. Rendered services on 10.04.2015 and issued bill on 01.07.2015 ` 20 lakhs + Service Tax and payment was received on 01.01.2016.

2. Rendered services on 30.06.2015 and issued bill on 10.07.2015 ` 75 lakhs + Service Tax and payment was received on 31.12.2015.
3. Rendered services on 10.12.2015 and issued bill on 05.01.2016 ` 27 lakhs + Service Tax and payment was received on 01.04.2016.
Compute Service Tax payable for each quarter in the following situations, and if there was a delay of 20 days in each payment of Service Tax, compute interest under section 75.

I. Gross receipt in F.Y. 2014-15 was ` 30 Lakhs

II. Gross receipt in F.Y. 2014-15 was ` 65 Lakhs

Solution:                                                                                               
I: Computation of Service Tax Payable







               `
Since gross receipt in last year is 30 lakh, Mr. X shall be allowed to pay service tax upto a value of `50 lakhs on receipt basis and it will be as given below:

1. POT of first bill of `20 lakhs shall be date of receiving the payment i.e. 01.01.2016 and service tax shall be paid in the 4th quarter 

2. POT of `30 lakhs in the second bill of `75 lakhs shall be date of receiving the payment i.e. 31.12.2015 and service tax shall be paid in the 3rd quarter and for the balance amount of `45 lakhs, rule 3 of POT rule shall be applicable and POT shall be 10.07.2015 and service tax shall be payable in the 2nd quarter. 

3. POT for `27 lakhs in the third bill shall be 05.01.2016 and service tax shall be payable in the 4th quarter. 
1st Quarter (Apr-June)









           NIL

2nd Quarter (July-Sep.)


Output Service Tax (75,00,000 – 30,00,000) x 14.5%




                6,52,500

(POT 10.07.2015)      
Service Tax Payable









    6,52,500

Interest u/s 75

`6,52,500 x 15% x 20/366








                5,348.36
Rounded off u/s 37D










    5,348.00

3rd Quarter (Oct.-Dec.)


Output Service Tax (`30,00,000 x 14.5%)





                            4,35,000

(POT 31.12.2015)

Service Tax Payable









    4,35,000
Interest u/s 75

`4,35,000 x 15% x 20/366







                            3,565.57
Rounded off u/s 37D










    3,566.00
4th Quarter (Jan-March)
Output Service Tax (`20,00,000 x 14.5%)





                            2,90,000

(POT 01.01.2016)

Output Service Tax (`27,00,000 x 14.5%)





                            3,91,500

(POT 05.01.2016)

Service Tax Payable







                           6,81,500
Interest u/s 75

`6,81,500 x 15% x 20/366





                                                    5,586.07
Rounded off u/s 37D










    5,586.00
II: Computation of Service Tax Payable





                                       `
Since gross receipt in the preceding year is exceeding `50 lakhs, POT shall be determined as per rule 3 of POT rules and shall be as given below: 

1. POT of first bill of `20 lakhs shall be 10.04.2015 and service tax shall be paid in the 1st quarter. 

2. POT of `75 lakhs in the second bill shall be 10.07.2015 and service tax shall be payable in the 2nd quarter. 

3. POT for `27 lakhs in the third bill shall be 05.01.2016 and service tax shall be payable in the 4th quarter. 
1st Quarter (Apr-June)











Output Service Tax (20,00,000 x 14.5%)



                                                    2,90,000

(POT 10.04.2015)      
Service Tax Payable




                                                                2,90,000

Interest u/s 75

`2,90,000 x 18% x 20/366






                                        2,852.46
Rounded off u/s 37D










    2,852.00
2nd Quarter (July-Sep.)


Output Service Tax (75,00,000 x 14.5%)



      

                          10,87,500

(POT 10.07.2015)      
Service Tax Payable






                                      10,87,500

Interest u/s 75

`10,87,500 x 18% x 20/366









  10,696.72
Rounded off u/s 37D










  10,697.00
3rd Quarter (Oct.-Dec.)








  
           NIL

4th Quarter (Jan-March)
Output Service Tax (`27,00,000 x 14.5%)





                            3,91,500

(POT 05.01.2016)

Service Tax Payable




                                                                3,91,500
Interest u/s 75

`3,91,500 x 18% x 20/366









    3,850.82
Rounded off u/s 37D










    3,851.00
Meaning of receiving payment   Rule 2A
Date of receiving payment shall be date on which the payment is entered in the books of accounts or date on which payment is credited to the bank account of the person liable to pay tax, whichever is earlier. e.g. If payment is entered in the books on 10.07.2015 and it is credited in the bank account on 16.07.2015, date of receiving payment shall be 10.07.2015 but if it was entered in the books of accounts on 20.07.2015, date of receiving payment shall be 16.07.2015.  

Illustration 23: (RTP) ABC Ltd. provided business support services to Mr. X on 10th March, 2016 for `50,000. The invoice for the same was issued on 20th March, 2016. ABC Ltd. received the payment against the said invoice on 15th March, 2016 vide cheque dated 12th March, 2016. The entry for the receipt of payment was made in the books of accounts on 15th March, 2016 itself. However, the amount was credited in the bank A/c on 25th March, 2016.
Determine the point of taxation in the given case.
Solution:

In the given case, since the invoice is issued within the prescribed period of 30 days from the date of completion of provision of service, the point of taxation, as per rule 3 of the Point of Taxation Rules, 2011, shall be the date of invoice (i.e. 20.03.2016) but payment has been received on 15.03.2016, POT shall be 15.03.2016.

As per rule 2A, date of payment is the :-
(1) date on which the payment is entered in the books of account (i.e. 15.03.2016) or

(2) date on which the payment is credited to the bank account of the person liable to pay tax (i.e. 25.03.2016)

whichever is earlier, i.e. 15.03.2016.

Payments in excess of amount of invoice 

Wherever the provider of taxable service receives a payment up to ` 1,000 in excess of the amount indicated in the invoice, the point of taxation to the extent of such excess amount, at the option of the provider of taxable service, shall be determined on the basis of invoice or completion of service, as the case may be, rather than payment.
Such provision is to help service providers in telecommunications, credit card businesses who regularly receive minor excess payments from their customers.
Continuous supply of service
Continuous supply of service means any service which is provided continuously, for a period exceeding three months and in such cases every part of the service shall be considered to be separate service and POT shall be determined for each such part and it will be decided by the service provider and service recipient e.g. If ABC Ltd. has given contract to XYZ Ltd. on 01.04.2015 for construction of one building with 20 floors and as per agreement, XYZ shall issue bill and take payment on completion of every 10% of the building. XYZ Ltd. has completed 10% of construction on 10.07.2015 and issued bill on 20.08.2015 and received payment of `7,00,000 plus service tax on 31.08.2015, in this case POT shall be 10.07.2015 and XYZ Ltd. shall be required to pay service tax upto 06.08.2015  
Illustration 24: ABC Builders Ltd. entered into an agreement on 28th March, 2015 for providing construction services to XYZ Hotels for an agreed consideration of `8,00,000. The construction started on 20th April, 2015. As per the terms of the contract, XYZ Hotel made the payment of `3,00,000 in advance on 28th March, 2015 and paid the balance amount in two equal installments each on 26th May, 2015 and 31st July, 2015 on completion of 50% and 100% of the construction project on 15th May, 2015 and 28th July, 2015 respectively. The invoices raised by ABC Builders Ltd. were as follows:-
Date of invoice 









       Amount    (`)

28th March, 2015 










    3,00,000

20th  May, 2015










    2,50,000

31st August, 2015 










    2,50,000
Determine the point of taxation in each of the above cases.
Solution: Since, in the given case, the construction service has been provided on a continuous basis under a contract, for a period exceeding three months, it will be considered to be continuous supply of service,  the date of completion of each such event as specified in the contract shall be deemed to be the date of completion of provision of service.
The point of taxation for a continuous supply of service shall be determined as per rule 3 of the PTR in the following manner:-
POT for advance received on 28th March 2015 shall be 28th March 2015 and POT for subsequent event shall be as given below: 
	Date of completion of the event
	Date of invoice 
	Date of payment
	Point of taxation as per rule 3 of the PTR

	15th May, 2015
	20th May, 2015
	26th May, 2015
	20th May, 2015. 

	28th July, 2015
	31st August, 2015
	31st July, 2015
	28th July, 2015. 
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Question 4(b). 









    (2 Marks each)
With reference to the service tax laws as contained in the Finance Act, 1994, kindly explain the followings:

(i) What will be the point of taxation in case of continuous supply of services?

(ii) Mohan, a service provider had received
`2,50,000 in advance, from Rakesh. Mohan had deposited service tax on such amount in the relevant half year. He finally rendered services valuing to `2,20,000 only and refunded balance amount to Rakesh. Mohan want to adjust service tax on `30,000 refunded by him from his current dues of Service Tax. Advise him.

Solution:

(i)  Continuous supply of service
Continuous supply of service means any service which is provided continuously, for a period exceeding three months and in such cases every part of the service shall be considered to be separate service and POT shall be determined for each such part and it will be decided by the service provider and service recipient.

e.g. If ABC Ltd. has given contract to XYZ Ltd. on 01.04.2015 for construction of one building with 20 floors and as per agreement, XYZ shall issue bill and take payment on completion of every 10% of the building. XYZ Ltd. has completed 10% of construction on 10.07.2015 and issued bill on 20.08.2015 and received payment of `7,00,000 plus service tax on 31.08.2015, in this case POT shall be 10.07.2015 and XYZ Ltd. shall be required to pay service tax upto 06.08.2015  

(ii) If any service provider has received payment in advance or has issued invoice but subsequently services were not rendered either fully or partly, in such cases service tax collected by him has to be deposited with the service tax department and the service provider is allowed to take input tax credit for service tax so paid provided the service provider has refunded the payment or has issued credit note to the service recipient.

As per the above provision in the given case, Mohan is allowed to adjust service tax from his current dues of service tax.

Question 22: Explain rate of service tax in case of change in rate of service tax or change in effective rate of service tax.

Answer: As per rule 4, in case there is a change in rate of service tax or effective rate of service tax, whether new rate is applicable or old rate is applicable shall depend on 3 factors:

1. Date of completion of service

2. Issue of invoice 

3. Date of receiving payment 

If any of the two factors are before the change in effective rate of service tax, old rate shall be applicable but if any two factors are on or after the date of change, new rate shall be applicable.  

“Change in effective rate of tax” shall include a change in the portion of value on which tax is payable i.e. if abatement is available and there is a change in rate of abatement, it will be considered to be change in effective rate of tax. e.g. in case of restaurant services, abatement of 60% is allowed and 40% is taxable and if there is bill of `100, service tax shall be `40 x 14.5% = `5.80 i.e. effective rate is 5.8% on gross amount. If rate of abatement is changed, effective rate of service tax will also change. If abatement is 50%, service tax shall be 100 x 50% x 14.5% = `7.25 i.e. effective rate is 7.25% on gross amount.
Illustration 25: The rate of service tax was 12% up to 31.03.2015. However, with effect from 01.04.2015, the rate of service tax has been increased to 14.5%. With reference to PTR. Determine the applicable rate of service tax in each of the following independent cases:
	Case
	Date of provision of service
	Date of issue of invoice
	Date of receipt of Payment

	I
	28.03.2015
	02.04.2015
	08.04.2015

	II
	28.03.2015
	29.03.2015
	08.04.2015

	III
	28.03.2015
	04.04.2015
	30.03.2015

	IV
	03.04.2015
	31.03.2015
	06.04.2015

	V
	03.04.2015
	29.03.2015
	30.03.2015

	VI
	03.04.2015
	07.04.2015
	31.03.2015


Solution: 

Rate of service tax applicable in the following cases shall be: 

	Case
	Date of provision of service
	Date of issue of invoice
	Date of receipt of

payment
	Applicable rate

of tax

	I
	28.03.2015
	02.04.2015
	08.04.2015
	14.5%

	II
	28.03.2015
	29.03.2015
	08.04.2015
	12%

	III
	28.03.2015
	04.04.2015
	30.03.2015
	12%

	IV
	03.04.2015
	31.03.2015
	06.04.2015
	14.5%

	V
	03.04.2015
	29.03.2015
	30.03.2015
	12%

	VI
	03.04.2015
	07.04.2015
	31.03.2015
	14.5%


Illustration 26: (RTP) 

Mr. Rajesh Singla is engaged in providing taxable services. Service Tax was chargeable at the rate of 12% up to 31.03.2015. However, with effect from 01.04.2015, the rate of service tax has been increased to 14.5%. Determine the point of taxation as well as consequent Applicable Rate of Service Tax in each of the following independent cases of provision of service:
Case 


Date of

            Date of Issue

             Date of Receipt

Provision of Service              of Invoice                                of Payment

I


 25.03.2015 


03.04.2015 


09.04.2015
II 


 06.04.2015


28.03.2015 


07.04.2015
III 


 26.03.2015 


28.03.2015 


12.04.2015
Solution:

Effective rate of service tax applicable in the following cases shall be:

	Case
	Date of

Provision of Service
	Date of Issue of Invoice
	Date of Receipt of Payment
	Applicable

Rate of Tax

	I
	25.03.2015
	03.04.2015
	09.04.2015
	14.5%

	II
	06.04.2015
	28.03.2015
	07.04.2015
	14.5%

	III
	26.03.2015
	28.03.2015
	12.04.2015
	12%


Question 23: Explain Payment of tax in cases of new services.
Answer:  As per rule 5, if any service was exempt from service tax but it has become taxable from a particular date, in such cases it will be exempt from service tax if payment has been received before such service become taxable and invoice has been issued within 14 days from the date when the service become taxable. e.g. A particular service was exempt from service tax but it has become taxable w.e.f. 01.07.2015 and service provider has rendered services on 20.06.2015 issued invoice 22.06.2015 and received payment on 27.06.2015, in this case service is exempt from service tax. If invoice was issued on 10.07.2015, still it is exempt from service tax but if invoice was issued on 20.07.2015, service is taxable. 
Illustration 27: Konark Services Ltd. started providing services with effect from 01.04.2015. It rendered services to XYZ Ltd. on 15.09.2015 for which payment was received on 20.09.2015. With effect from 01.10.2015, the said services became taxable. On 13.10.2015, Konark Services Ltd. raised the invoice on XYZ Ltd. You are required to examine whether service tax is payable on the said services.
Will your answer be different if Konark Services Ltd. raised the invoice on XYZ Ltd. On 16.10.2015?
Solution: As per rule 5 of the PTR, where a service is taxed for the first time, no tax shall be payable if the payment has been received before the service becomes taxable and invoice has been issued within 14 days of the date when the service is taxed for the first time.
In the given case, since the payment has been received before service became taxable and Konark Services Ltd. has issued the invoice on 13.10.2015 i.e. within 14 days of the service becoming taxable, no service tax is payable on the said transaction.
However, if the invoice is raised on 16.10.2015, i.e. after 14 days of the service becoming taxable, service tax will be payable on the said transaction.
Illustration 28: A particular service has been brought into service tax net with effect from 01.07.2015. Mr. Vignesh has provided this service on 20.06.2015 and issued the invoice on 02.07.2015, the payment for the same was received on 10.07.2015. Is service tax payable on the same?
Solution: As per rule 5 of the PTR, where a service is taxed for the first time, in such case if the payment is received before such service became taxable and invoice has been issued within 14 days of the date when the service is taxed for the first time, no service tax is payable. 
In the given case, payment has been received after the service has become taxable hence it will be taxable. 
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Question 4(b) (4 Marks)
Mr. Vineet a Service Provider received an advance of `1,00,000 from Mr. X on 05.04.2015 as part payment for a service. The Service was completed on 10.04.2015 and the date of invoice was 16.05.2015. He received the remaining amount of `1,50,000 on 14.06.2015.

Determine the Point of Taxation in the above case.

Would your answer be different if the above Service becomes taxable for the first time with effect from    01.06.2015?
Solution:

As per Rule 3 of the PTR 2011, POT is the date of invoice provided invoice is issued within 30 days of completion of service but if payment has been received prior to the date so selected, POT shall be date of receiving payment and in the given case `1,00,000 has been received prior to such date hence POT for `1,00,000 is 05.04.2015 and POT for remaining `1,50,000 is 10.04.2015.

As per rule 5 of PTR 2011, if service have become taxable w.e.f. 01.06.2015, amount received prior to such date shall be exempt provided invoice has been issued within 14 days from 01.06.2015 hence `1,00,000 shall be exempt but balance `1,50,000 have been received after the service became taxable, `1,50,000 shall be taxable.  

Rule 6 has been omitted 
Question 24: Explain determination of point of taxation in case of payment under reverse charge or in case of services from Associated Enterprises.
Answer: As per Rule 7, if any person has to pay service tax under reverse charge as per section 68(2) rule 2(1)(d), POT shall be the date on which the payment is made but if payment is not made within 3 months of the date of invoice, POT shall be the date immediately following the period of 3 months. E.g. ABC Ltd. has taken services from outside India and received invoice dated 10.09.2015 and company made the payment on 21.10.2015, in this case POT is 21.10.2015 and company should pay tax upto 6th November 2015 but if company has made the payment on 20.02.2016, POT shall be 10.12.2015 i.e. the date after expiry of period of 3 months and company should make the payment on 06th January 2016. 

Illustration 29: Mihir of Assam received some taxable services from Freddie Enterprises of U.K on 20.09.2015 for which an invoice was raised on 19.10.2015. Determine the point of taxation in accordance with PTR if Mihir makes the payment for the said services on:-
Case I: 17.01.2016
Case II: 25.05.2016
Solution: As per Rule 7 of PTR 2011, in Case I, payment has been made within 3 months of the date of invoice, POT shall be 17.01.2016 

As per Rule 7 of PTR 2011, in Case II, payment has been made after 3 months, POT shall be 19.01.2016 i.e. the date immediately after 3 months of the date of invoice 

"Associated enterprises", if any assessee has taken services from outside India from its associated enterprise, in such cases, the point of taxation shall be the date of debit in the books of account of the person receiving the service or date of making the payment whichever is earlier.

As per section 65B(13), "Associated enterprise" shall have the meaning assigned to it in section 92A of the Income-tax Act, 1961

Illustration 30: Sambhav Industries Ltd. (SIL) is an Indian Company. It has received taxable services from a UK based company-George Ltd. on 01.01.2016. George Ltd. raised on SIL an invoice of £ 45,000 on 27.01.2016. SIL debited its books of accounts on 07.02.2016 and made the payment on 25.03.2016.
George Ltd. and SIL are associated enterprises. Determine the point of taxation using aforesaid details.
Solution: In case of “associated enterprises”, where the person providing the service is located outside India, the point of taxation shall be:-
(a) the date of debit in the books of account of the person receiving the service

or

(b) date of making the payment

whichever is earlier.

Hence, in the given case, the point of taxation shall be earlier of the following two dates:-
(a) the date of debit in the books of account of SIL i.e. 07.02.2016
or

(b) date of making the payment i.e. 25.03.2016
Thus, the point of taxation is 07.02.2016.

Illustration 31: (Supplementary May – 2015) 
What would be the point of taxation and due date of payment of service tax in each of the following independent cases:
	S. No
	Date of invoice
	Date of payment

	(i)
	15.10.2015
	10.11.2015

	(ii)
	20.10.2015
	15.02.2016


Note: In both the above cases, service tax has been paid by the service recipient (a private limited company) under section 68(2) of the Finance Act, 1994.
Answer. Rule 7 of Point of Taxation Rules, 2011 provides that point of taxation in respect of persons required to pay tax as recipients of service in respect of services notified under section 68(2) of the Finance Act is the date of payment. However, where the payment is not made within a period of 3 months of the date of invoice, point of taxation will be the date immediately following the said period of 3 months. Thus, point of taxation and due dates in the following cases will be:

	S.
No
	Date
of invoice
	Date of payment
	Point
of taxation
	Due  date  of payment

	(i)
	15.10.2015
	10.11.2015 (within three months of the date of invoice)
	10.11.2015
	06.12.2015

	(ii)
	20.10.2015
	15.02.2016  (beyond  three  months from the date of invoice)
	20.01.2016
	06.02.2016
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Question 4(b). 









           (4 Marks)
Mr. X who was the Recipient of services, provides the following data. He requests you to explain the (i) Point of taxation and (ii) Due date of payment of service tax as per the Service Tax Law and procedures.


Dates of Invoice


Dates of payment

(i)
15.10.2015



10.11.2015

(ii)
20.10.2015



15.02.2016

Solution 4(b):

As per Rule 7 of POT Rules,2011 Point of taxation in case of recipient of services is date of payment but if payment is not made within 3 months of the date of invoice then the point of taxation shall be the date immediately following the said period of three months. 

Case (i) 

Point of Taxation:  10.11.2015 

Due date of payment: 06.01.2016

Case (ii) 

Point of Taxation:  20.01.2016 

Due date of payment: 31.03.2016

Question 25: Explain determination of point of taxation in case of copyrights, etc.   

Answer: Rule 8 applies where in case of royalties and payments pertaining to copyrights, trademarks, designs or patents, the amount of the consideration for the provision of service is not ascertainable at the time when service was performed, and subsequently the use or the benefit of these services by a person other than the provider gives rise to any payment of consideration.

In such a case, the service shall be treated as having been provided each time when:-
(a) a payment in respect of such use/benefit is received by the provider in respect thereof

or

(b) an invoice is issued by the provider

whichever is earlier.
Illustration 32: Pranav Desai is a well known author of a book on management. Hindustan Publishing House enters into an agreement with him and obtains the copyright of the said book on 20.04.2013 at a consideration fixed @ `15/- per book sold by Hindustan Publishing House. The no. of books sold by Hindustan Publishing House during different financial years as well as other relevant details is given in the following table:
	Relevant

Year
	No. of books

sold
	Date of issuance of invoice by Pranav Desai
	Date of receipt of payment from Hindustan Publishing House

	2013-14
	5,00,000
	29.07.2014
	16.08.2014

	2014-15
	8,00,000
	03.06.2015
	23.05.2015

	2015-16
	2,00,000
	16.06.2016
	16.06.2016


Determine the point of taxation in each of the above financial years.
Solution: Since in the given case, whole amount of the consideration for the provision of service is not ascertainable at the time when service was performed and subsequently, the use of these services by a person other than the provider gives right to any payment of consideration, both the conditions specified in rule 8 get satisfied. The point of taxation for various financial years, determined as per rule 8, is as under:
	Financial Year
	Point of taxation
	Reason

	2013-14
	29.07.2014
	Date of issuance of invoice [29.07.2014] falls before date of payment [16.08.2014]

	2014-15
	23.05.2015
	Date of payment [23.05.2015] precedes date of issuance of invoice [03.06.2015]

	2015-16
	16.06.2016
	Date of issuance of invoice [16.06.2016] as well as date of receipt of payment [16.06.2016] is same.


Illustration 33: (RTP) 

Sam Limestone Ltd. is the owner of a limestone-mine in Jaisalmer. It obtained a patent from the concerned competent authorities in relation to the limestone mine in January, 2013. Further, the company entered into an agreement with LMN Ltd in May, 2013 for allowing the later party to extract limestone for the next three years. The consideration payable by LMN Ltd. for using the limestone mine has been fixed @ ` 2000 per tonne of the limestone extracted. The quantum of limestone extracted by LMN Ltd and other relevant details are given in the following table:
	Relevant Year
	Relevant output [in tonnes]
	Consideration for using the coal-mine @ ` 2000/- per tonne
	Date of issuance of invoice
	Date of receipt of payment

	2013-14
	1,000
	20,00,000
	08.08.2014
	23.09.2014

	2014-15
	2,000
	40,00,000
	15.05.2015
	05.05.2015

	2015-16
	3,000
	60,00,000
	13.02.2016
	28.03.2016


You are required to determine the point of taxation in the above case.
Solution:

Since in the given case, whole amount of the consideration for the provision of patent is not ascertainable at the time when service was performed and subsequently the use of these services by LMN Ltd. gives right to payment of consideration, both the conditions specified in rule 8 get satisfied. Therefore, the point of taxation of Sam Limestone Ltd. for various financial years, determined as per rule 8, is as under:
Point of Taxation 




Reason/Remarks

08.08.2014     Date of issuance of invoice [08.08.2014] falls before the date of payment[23.09.2014]

05.05.2015     Date of receipt of payment [05.05.2015] precedes the date of issuance of invoice [15.05.2015]

13.02.2016     Date of issuance of invoice [13.02.2016] falls before the date of payment  [28.03.2016]
Illustration 34: Rishabh Professionals Ltd., engaged in providing services which became taxable with effect

from December 01, 2015, furnishes you the following information for the month of December, 2015:
                                 Particulars 







          Amount (`)

Advance received for the services to be performed in February, 2016 



    9,00,000

Free services rendered to the friends (Value of similar services is ` 20,000)

Services received from its associated enterprise located in UK



                5,00,000
(Books of accounts were debited on December 14, 2015, but payment has not yet been made)

Other services rendered during the month







    8,00,000
(Invoices raised for the same in December, 2015) 
Note: The amounts given above are inclusive of service tax wherever applicable.

Compute the service tax liability of Rishabh Professionals Ltd. for the month of December, 2015.
Solution:
Computation of service tax liability of Rishabh Professionals Ltd:-

Amount (`)

Service tax payable on taxable services provided:

Advance received for the services to be performed in February, 2016. 

                            9,00,000

Value of free services rendered to the friends 
 





             Nil

Other services rendered during the month 







    8,00,000

Total 












  17,00,000

Less: Exemption available to small service providers (Note-1) 




  10,00,000
Value of taxable services 









    7,00,000
Service tax payable = 7,00,000 x 14.5/114.5                                                                                       88,646.29
Service tax payable on taxable services received:

Services received from its associated enterprise located in UK (Note-2)                                         5,00,000.00
Service tax payable on services received =(5,00,000×14.5/100)                                                         72,500.00
Total service tax liability 








           1,61,146.29
Rounded off u/s 37D









           1,61,146.00
Notes:-

1. Since, services provided by Rishabh Professional Ltd. became taxable on December 01, 2015, aggregate value of taxable services rendered in preceding financial year 2014-15 is Nil.

Hence, Rishabh Professional Ltd. is eligible for small service provider’s exemption. 
2. In case where the taxable services are provided by any person which is located in a non taxable territory and received by any person located in the taxable territory, entire service tax is payable by service receiver. SSP exemption is not available in respect of services taxed under reverse charge mechanism.

Further, in case of “associated enterprises”, where the person providing the service is located outside India, POT is date of debit in the books of account of the person receiving the service or date of making the payment whichever is earlier. [Rule 7 of the POTR]
OPTION TO PAY SERVICE TAX AT A RATE DIFFERENT FROM NORMAL RATE
Question 26: Explain Option to pay service tax at a rate different from normal rate. 

Answer: In the following 4 cases, the SP has the option to pay service tax at a rate different from normal rate. 
1. In case of air travel agent [Rule 6(7)]

An air travel agent shall have the option to pay service tax on the amount of the commission received by him or service tax can be paid as 0.725% of basic fare in case of domestic booking and 1.45% of basic fare in case of international bookings. Such option can be changed from the beginning of subsequent year.  

Illustration 35: Compute the service tax liability of Mr. A, an air travel agent, for the quarter ended March 31, 2016 using the following details:-
Particulars 










         Amount (`)

Basic air fare collected for domestic booking of tickets 





50,00,000

Basic air fare collected for international booking of tickets 





80,00,000

Commission received from the airlines on the sale of domestic and international tickets

  5,00,000

In the above case, would the service tax liability of Mr. A be reduced if he opts for the special provision for payment of service tax as provided under rule 6(7) of the Service Tax Rules, 1994 instead of paying service tax @ 14.5%.

Note: Mr. A is not eligible for the small service provider’s exemption and service tax has been charged separately.

Solution: The service tax liability of Mr. A would be computed as under:

 






  `
Commission received from the airlines on the sale of domestic and
international tickets

    5,00,000
Value of taxable service 









    5,00,000
Service tax @ 14.5% 


 







       72,500

However, if Mr. A opts for the special provision for payment of service tax as provided under rule 6(7) of the Service Tax Rules, 1994, service tax liability would be computed as under:
 












`
0.725% of the basic air fare collected for domestic booking of tickets



       36,250

[`50,00,000 × 0.725%]

1.45% of the basic air fare collected for international booking of tickets

[`80,00,000× 1.45%] 










    1,16,000
Service tax 











   1,52,250

No, the service tax liability of Mr. A would not be reduced in the aforesaid option.

Illustration 36: Mr. X is an air travel agent, who discharges his service tax liability at special rates provided under the Service Tax Rules, 1994. Compute his service tax liability for the quarter October –December, 2015 with the help of following particulars furnished by him:
	Particulars
	Basic fare as per rule 6(7) of Service Tax Rules, 1994 (`)
	Other charges and

fee (`)
	Taxes (`)
	Total value of

tickets (`)

	Domestic Bookings
	1,00,900
	9,510
	4,990
	1,15,400

	International Bookings
	3,16,880
	20,930
	15,670
	3,53,480


Mr. X wants to pay service tax at the general rate of 14.5% in respect of bookings done by him during the quarter January – March, 2016. Can he do so? Explain.
Solution: Computation of service tax liability of Mr. X for the quarter October-December, 2015
Particulars 











              `
Basic fare in case of domestic bookings 







    1,00,900

Service tax @ 0.725%


 







       731.53
Basic fare in case of international bookings 







    3,16,880

Service tax @ 1.45% 


 







    4,594.76
Total service tax payable 









    5,326.29
Rounded off u/s 37D





 



                5,326.00
The option once exercised, applies uniformly in respect of all the bookings for air travel made by the air travel agent and cannot be changed during a financial year under any circumstances. Therefore, Mr. X cannot pay service tax @ 14.5% for the quarter January – March, 2016 and will have to discharge his service tax liability for the said quarter by paying service tax at the special rates mentioned above. However, he can change the option and pay service tax @ 14.5% from financial year 2016-17.
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Question 1(b). (6 Marks)

Compute the Service Tax liability of Mr. X, an Air Travel Agent for the quarter ended 31.03.2016 using the following details:
	
	Particulars
	`

	(i)
	Basic Air fare collected for Domestic booking of tickets
	45,00,000

	(ii)
	Basic Air fare collected for International booking of tickets
	90,00,000

	(iii)
	Commission received from the airlines towards the sale of above tickets
	12,00,000


In the above case, would the Service Tax liability of Mr. X be reduced if he opts for special provision for payment of Service Tax as provided under Rule 6(7) of the Service Tax Rules, 1994 instead of paying Service Tax @ 14.5%.

Mr. X is not eligible for Small Service Providers exemption, also Service Tax has been charged separately.

Solution: The service tax liability of Mr. X would be computed as under:








  `
Commission received from the airlines on the sale of domestic and
international tickets

  12,00,000
Value of taxable service 









  12,00,000
Service tax @ 14.5%  


 







    1,74,000

However, if Mr. X opts for the special provision for payment of service tax as provided under rule 6(7) of the Service Tax Rules, 1994, service tax liability would be computed as under:
 
 












`
0.725% of the basic air fare collected for domestic booking of tickets



       32,625
[`45,00,000 × 0.725%]

1.45% of the basic air fare collected for international booking of tickets

[`90,00,000× 1.45%] 










    1,30,500
Service tax 











   1,63,125
Yes, the service tax liability of Mr. X would be reduced in the aforesaid option.

2. Insurer carrying on life insurance business [Rule 6(7A)]

A person engaged in life insurance business shall have the option to pay service tax @ 14.5% of risk premium or he has the option to pay service tax on the amount of gross premium in the manner given below:

First year at the rate of 3.625% of gross premium 
Subsequent year at the rate of 1.8125% of the gross premium
Option can be changed from the beginning of subsequent year.

3. Sale/purchase of foreign currency including money changing [Rule 6(7B)]

A foreign exchange broker has the option to pay service tax on the amount of commission computed as per rule 2B of service tax (determination value) rules 2006 OR service tax can be paid on the exchange value in the manner given below:

	S. No.
	For an amount
	Service tax shall be calculated on the exchange value at the rate of

	1.
	Upto `100,000
	0.145% 

	2.
	Next `9,00,000 
	0.0725% 

	3.
	Balance amount 
	0.0145% 


If the total amount of service tax collected from any person is less than `36.25 in that case service tax payable shall be `36.25 and if amount so computed is more than `7,250, service tax payable shall be `7,250.

Option can be changed from the beginning of subsequent year. 

Illustration 37: (RTP)  

Miss Diya, an authorized dealer in foreign exchange, exchanged in the following gross amount of currency in the month of December, 2015:-
                                                         `
Case-I 




22,000

Case-II 



26,000

Case-III                                            1,50,000

Case-IV                                          21,00,000
Case-V



      600,00,000

Compute the amount of service tax liability in each of the aforesaid independent cases assuming that Miss Diya has opted for option available for payment of service tax under Rule 6(7B) of the Service Tax Rules, 1994. Miss Diya is not eligible for small service providers’ exemption.

Solution:

Computation of service tax liability:-

Case 

Gross amount of currency exchanged 
  Service tax liability

I 


`22,000 



  `22,000 ×0.145% = `31.90
Since amount of service tax is less than `36.25, service tax payable shall be `36.25
                                                                                                                      `36.25 or 36
II 


`26,000 


             `26,000 ×0.145% =`37.70
Rounded off u/s 37D






 
    = `38
III


`1,50,000 


               1,00,000 x 0.145% = 145  

                                                                                                    50,000 x 0.0725% =   36.25 

                                                                                                                                = `181.25 or 181
IV 


`21,00, 000 



   1,00,000 x 0.145%  = 145 

                                                                                                 9,00,000 x 0.0725%  = 652.50
                                                                                                 11,00,000 x 0.0145% = 159.50
                                                                                                                                     = 957
V 


`600,00,000 



   1,00,000 x 0.145%  = 145 

                                                                                                   9,00,000 x 0.0725%  = 652.50
                                                                                               590,00,000 x 0.0145% = 8,555
Since amount of service tax is exceeding `7,250, service tax payable shall be `7,250 

4. Service of promotion, marketing or organizing/assisting in organizing lottery [Rule 6(7C)]

An optional mode of payment of service tax has been provided for the taxable service of promotion, marketing or organizing/assisting in organizing lottery in the following manner instead of paying service tax at the rate of 14.5%:-
	Where the guaranteed lottery

prize payout is > 80%
	` 8,493/- on every ` 10 Lakh (or part of ` 10 Lakh) of aggregate face value of lottery tickets printed by the organizing State for a draw.

	Where the guaranteed lottery

prize payout is < 80%
	` 13,257/- on every ` 10 Lakh (or part of ` 10 Lakh) of aggregate face value of lottery tickets printed by the organizing State for a draw.


1. In case of online lottery, aggregate value of tickets sold shall be taken into consideration.
2. Option can be changed from the beginning of subsequent year. 

Illustration 38: M/s Future Gaming Solutions India Private Limited is a distributor of lottery organized by State of Sikkim provides following information:
	Particulars
	Diwali Bumper
	Diwali  Dhamaka

	Total No of Tickets 
	2,50,000
	2,50,000

	Face Value of Tickets 
	100
	100

	Value of Guaranteed Prize Payout
	51.11%
	51.11%

	Mode of conducting the scheme
	Printed
	On line

	Actual Number of ticket sold
	2,00,000
	2,00,000


Compute Service tax payable under Rule 6(7C) of service tax Rules, 1994.
Solution: 









                                      `
Printed Mode

2,50,000 x 100  x 13,257  =       







           3,31,425.00
  10,00,000
On Line Mode

2,00,000 x 100  x 13,257 




                                                           2,65,140.00
  10,00,000     
                   






                 
Service Tax 










           5,96,565.00
Illustration 39: Mr. X is a distributor of lotteries organized by the State of Haryana. He is running two schemes of lotteries as followed-
	
	Scheme A
	Scheme B

	Total No. of ticket proposed under the scheme
	22,75,000
	50,000

	Face value per ticket
	10
	250

	Value of guaranteed prize payouts 
	75%
	85%

	Mode of conducting the Scheme
	Printed  
	Online

	Actual no. of tickets sold 
	17,50,000
	46,250


Compute service tax payable under Rule 6(7C) of Service Tax Rule, 1994.  

Solution: Computation of Service Tax Liability of Mr. X
Statement showing computation of Service Tax liability under Composition Scheme (Rule 6(7C) of the STR, 1994) of Mr. X. 
	Particulars
	Scheme A
	Scheme B

	Total no. of tickets
	22,75,000
	46,250

	Face value per ticket 
	10
	250

	Aggregate value of lottery tickets
	2,27,50,000
	1,15,62,500

	Value of guaranteed prize payouts
	75%
	85%

	No. of units of 10 lakhs or part thereof 
	23
	12

	Service tax payable(for every 10 lakhs or part thereof)
	13,257
	8,493

	Service tax payable
	3,04,911
	1,01,916

	Total service tax Payable
	
	4,06,827


NOV-2015

Question 1(b). 









           (6 Marks)
Compute Service tax liability of Mr. X, a selling agent of lottery for the month of December 2015, using the following details.

(i) Lucky star- a Jackpot organized for Kerala Government where guaranteed Prize payout is              >80%

    Aggregate face value of lottery tickets sold




 
           `37,00,000 

(ii) Magic Winner – Another Jackpot organized for Kerala Government where guaranteed 

      Prize payout is                                                                                                                                    < 80%

    Aggregate face value of lottery tickets sold




 
           `55,00,000 

(iii) Commission received from the sale of above tickets, was 10% of aggregate face value of lottery tickets sold.

Will there be any difference in the Service Tax liability of Mr. X, if he opts for special provision of Service Tax, as provided under rule 6 of Service Tax Rules, 1994 instead of paying Service Tax at normal rates? Service tax charged separately and presumed assessee is not eligible for small service providers’ exemption.
Solution 1(b):                                     Computation of Service Tax Liability of Mr. X








  `
Commission received (10% of 92,00,000)







    9,20,000
Value of taxable service 









    9,20,000
Service tax @ 14.5%  


 







    1,33,400

However, if Mr. X opts for the special provision for payment of service tax as provided under rule 6(7) of the Service Tax Rules, 1994, service tax liability would be computed as under:
	Particulars
	Lucky Star
	Magic Winner

	Aggregate value of lottery tickets
	37,00,000
	55,00,000

	Value of guaranteed prize payouts
	>80%
	<80%

	No. of units of 10 lakhs or part thereof 
	4
	6

	Service tax payable(for every 10 lakhs or part thereof)
	8,493
	13,257

	Service tax payable
	33,972
	79,542

	Total service tax Payable
	
	1,13,514


VALUATION OF TAXABLE SERVICES FOR CHARGING SERVICE TAX (SECTION 67)
Question 27: Explain valuation of taxable services for charging service tax.

Answer: Section 67 provides for the valuation of taxable services. The provisions of this section are discussed below:

1. Consideration in Cash exclusive of service tax: If the consideration for a taxable service is in terms of money, the value of such service shall be the amount so charged. e.g. If a TV Programme Production services charges `5,00,000 (exclusive of service tax) as fee from its client, the value of the taxable service rendered will be `5,00,000 and service tax payable shall be `72,500 (5,00,000 x 14.5%).

2. Consideration in cash inclusive of service tax: Where the gross amount charged by a service provider, for the service provided or to be provided is inclusive of service tax payable, the value of such taxable service shall be such amount as, with the addition of tax payable, is equal to the gross amount charged.
E.g. If total amount charged is `5,00,000 and service tax has not been charged separately, in that case amount of service tax shall be 5,00,000 / 114.5 x 14.5 = `63,318.78 Rounded Off `63,319
Illustration 40: A tour operator booked a package tour for a client. He billed the client for his services but did not charge any service tax though he is liable to pay service tax under the relevant provisions. It is the contention of the operator that since he has not collected any service tax from the client, he will not deposit the same with the Government. Do you think the contention of the tour operator is correct in law? Explain.

Solution: Section 68 of Finance Act, 1994 casts the liability to pay service tax upon the service provider. This liability is not contingent upon the service provider realizing or charging service tax at the prevailing rate. Statutory liability does not get extinguished if service provider fails to realize or charge service tax from service receiver. Therefore, action taken by tour operator is not correct in law. He will have to deposit service tax even if he has not collected the same from his client and amount collected by him shall be considered to be inclusive of service tax.

3. Consideration in kind: If consideration is in kind, market value of such consideration shall be considered to be value and it will be considered to be inclusive of service tax.

E.g. One service provider has rendered services and service recipient has given one gold watch with market value `50,000, in this case amount of service tax shall be 50,000 / 114.5 x 14.5 = `6,331.88 rounded off `6,332
4. Consideration is partly in cash and partly in kind: If consideration is partly in cash and partly in kind, it will be total of cash plus market value of consideration in kind and it will be considered to be inclusive of service tax. e.g. A Survey and Map Making Agency provides taxable professional services to one of its clients and it charges `1,00,000 in cash and `75,000 in kind, in this case total consideration shall be `1,75,000 but it will be inclusive of service tax and accordingly amount of service tax shall be – 

1,75,000 x 14.5/ 114.5 = `22,161.57
Rounded off u/s 37D = `22,162
5. Free services: No service tax is payable in case of free services.
Illustration 41: Mr. X has conducted a market survey for Mr. Subramanian. However, Mr. X has not charged any fee for such services as Mr. Subramanian happens to be his best friend. Is service tax payable on such free service? Explain.

Solution: 
As per section 67 no service tax is payable in case of service provided free of cost hence Mr. X  is not liable to pay service tax .

Illustration 42: ABC Ltd. has submitted information as given below:

1. Rendered services on 10.05.2015 and issued bill on 07.06.2015 `12 lakhs, payment was received on 10.12.2015 and no service tax is charged.

2. Rendered services on 20.06.2015 and issued bill on 13.07.2015 and payment was received on 21.08.2015 in kind and market value is `18,00,000.

3. Rendered free services on 10.09.2015 and market value of service is `11,00,000.
4. Rendered services on 18.12.2015 and issued bill on 07.01.2016 `60,00,000 and no service tax was charged and the company has received payment on 31.03.2016.
5. Company has taken input services on 10.02.2016 and paid `10,00,000 + Service Tax.
6. Company has incurred expenses of `7,00,000 in rendering services.
7. Company has paid Service Tax of `11,00,000 in F.Y. 2014-15.
Compute Service Tax Payable for each month and also the Income Tax Liability. Company has paid Service Tax on 20th of the month instead of due date. Compute interest u/s 75. 

Solution:

Computation of Service Tax Payable







               `
1. POT for first bill shall be 07.06.2015 

2. POT for second bill shall be 13.07.2015 

3. Free services are exempt from service tax

4. POT for forth bill shall be 07.01.2016
April 2015











           NIL
May 2015











           NIL

June 2015













Total amount charged (inclusive of Service Tax)






  12,00,000

(POT 07.06.2015)

Amount of Service Tax Payable (12,00,000 x 14.5/114.5)



                       1,51,965.07
Rounded off u/s 37D









           1,51,965.00

Interest u/s 75

`1,51,965 x 18% x 14/366








                1,046.32
Rounded off u/s 37D










    1,046.00
July 2015
Total amount charged (inclusive of Service Tax)





         18,00,000.00
(POT 13.07.2015)

Amount of Service Tax Payable (18,00,000 x 14.5/114.5)



                       2,27,947.60
Rounded off u/s 37D









           2,27,948.00

Interest u/s 75

`2,27,948 x 18% x 14/366









    1,569.48
Rounded off u/s 37D







                                        1,569.00
August 2015  










                       NIL

September 2015  








                       NIL 
October 2015  









           NIL
November 2015 








 
           NIL
December 2015 









           NIL

January 2016












Total amount charged (inclusive of Service Tax)





         60,00,000.00
(POT 07.01.2016)

Amount of Service Tax Payable (60,00,000 x 14.5/114.5)



                       7,59,825.33
Rounded off u/s 37D









           7,59,825.00

Interest u/s 75

`7,59,825 x 18% x 14/366









    5,231.58
Rounded off u/s 37D










    5,232.00
February 2016 










             

Input services








         10,00,000.00

Service Tax (10,00,000 x 14%)





                                   1,40,000.00
Add: Swachh Bharat Cess @ 0.5%








    5,000.00






                                                           1,45,000.00

Input tax credit








           1,40,000.00

Tax credit of `1,40,000 shall be carried forward and shall be adjusted from output tax in future. Tax credit of Swachh Bharat Cess is not allowed.
March 2016 









           NIL

Computation of Income Tax liability:

Receipt from rendering of services

June (12,00,000 – 1,51,965)








         10,48,035.00

July (18,00,000 – 2,27,948)








         15,72,052.00

January (60,00,000 – 7,59,825)





                                 52,40,175.00

Total receipt










         78,60,262.00

Less: Input Services (10,00,000 + 5,000)






         10,05,000.00

Less: Other expenses









           7,00,000.00

Less: Interest (1,046 + 1,569 + 5,232)






                7,847.00                 

Income under the head Business/Profession




 
                     61,47,415.00          

Gross Total Income








                     61,47,415.00          

Less: Deduction u/s 80C to 80U








           NIL

Total Income









                     61,47,415.00          

Rounded off u/s 288A








                     61,47,420.00          

Tax on 61,47,420 @ 30%






                                 18,44,226.00     

Add: PEC @ 2%








                          36,884.52       

Add: SHEC @ 1%








                          18,442.26      
Tax Liability







 
                                 18,99,552.78     

Rounded off u/s 288B







                                 18,99,550.00     

Illustration 43: Guru Coaching Classes Ltd. is a coaching centre. During the year ended 31.03.2015, it has collected a sum of `10.2 lakh as service tax. The details pertaining to the month of December, 2015 are as under:

Particulars 










          Amount (`)

Free coaching rendered to a batch of 100 students

(Value of similar services is `20,000)

Coaching fees collected from students for the classes to be held in Jan, 2016


  14,50,000

Advance received from a college for teaching their students, on 31.12.2015. 


    3,37,080

However, due to some unavoidable reasons, no coaching was conducted

and the advance money was returned on 12.01.2016
Determine the service tax liability for the month of December, 2015 and indicate the date by which service tax has to be deposited by the assessee. The above amounts are inclusive of service tax.
Solution: Computation of service tax liability of Guru Coaching Classes Ltd. for the month of December, 2015
                              Particulars 


                                               Amount of service tax (`)

Free coaching rendered 
 









Nil

Coaching fees collected from students 

14,50,000 / 114.5 x 14.5








           1,83,624.45
Advance received from a college 

3,37,080 / 114.5 x 14.5







                         42,686.99
Total service tax liability for the month of December, 2015 




           2,26,311.44
Rounded off u/s 37D









           2,26,311.00
Notes:

Advance received from a college for teaching their students will also be chargeable to service tax. It is immaterial that no coaching was conducted and the money was returned on 12.01.2016.

The amount of service tax included in the amount refunded in the next month i.e. January, 2016 would be eligible for tax credit.

Illustration 44: ABC Ltd., rendering a taxable service, furnishes you the following information for the month of January, 2016:

Particulars 










          Amount (`)

Total bills raised for which payment was received (including `1,80,000 for



  15,00,000

the services rendered in Jammu & Kashmir)

Advance received for services to be rendered for which bills were not raised


  18,00,000

(services were actually rendered in the month of March, 2016)

Services rendered to associated enterprise outside India in January 2016


                4,50,000

(No bill was raised, but accounting entries were made in the books of account)

Note: The amounts given above are inclusive of service tax wherever applicable.

Compute the value of taxable service and service tax liability of ABC Ltd. for the month of January, 2016.

Solution: Computation of value of taxable service and service tax payable by ABC Ltd. for the month of January, 2016:

S. No. 


Particulars 





                                 Amount (`)

(i) 
Total bills raised 
 





                                13,20,000.00

            (`15,00,000-`1,80,000)

(ii)        Advance received 
 







         18,00,000.00

(iii)       Services rendered to associated enterprise in non taxable territory


                        Nil
             Total amount (inclusive of service tax) 





         31,20,000.00

             Value of taxable service [31,20,000 × (100/114.5)] 



         27,24,890.82
            Service tax [31,20,000 × (14.5/114.5)]




                       3,95,109.17
            Total service tax liability (rounded off) 





           3,95,109.00
Illustration 45: Mr. X, a service provider who pays service tax regularly, was of the opinion that a particular service rendered by him was not liable to service tax. He, therefore, did not charge service tax in his bill. He received the payment for the bill amount without service tax. However, it was later confirmed that service tax is payable on said service. How will service tax liability of Mr. X be determined in such a case?

Solution: Section 68 casts the liability to pay service tax upon the service provider. This liability is not contingent upon the service provider realizing or charging service tax at the prevailing rate. Statutory liability does not get extinguished if service provider fails to realize or charge service tax from service receiver.

Thus, in this case, the amount received from the service receiver will be taken to be inclusive of service tax. Accordingly, service tax payable by the service provider shall be ascertained by making back calculations in the following manner:- Amount received x 14.5 / 114.5
Illustration 46: ABC Architects entered into a contract with BTC Group of Hotels to design the architecture of one of its hotels at an agreed consideration of `20 lakh. Out of the total consideration, it asked BTC Group of Hotels to pay `12,50,000 to its material supplier-Khanna Manufacturers. Will the payment of part of consideration by the service receiver to a third party on behalf of the service provider be included in the value of taxable services?
Solution: Service tax chargeable on any taxable service is on the basis of gross amount charged by service provider for such service provided or to be provided by him. It is not necessary that the service receiver should pay the consideration only to the service provider; any money paid to the third party is also includible. Hence, payment made to Khanna Manufacturers would be includible in the value of taxable services.

Illustration 47: Royal Security Agency Ltd. entered into a contract on January 1, 2016 for providing security services to BB Jewellers for a jewellery exhibition held between January 15, 2016 and January 26, 2016. At the time of signing the contract for providing the said service, it received `2,00,000 by an account payee cheque. It received `5,00,000 by credit card and `4,00,000 by a pay order in the same month.

Determine the value of taxable service and the service tax payable by Royal Security Agency Ltd. for the month of January, 2016.

Note: Royal Security Agency Ltd. is not eligible for small service provider’s exemption under Notification No. 33/2012-ST dated 20.06.2012 and service tax has been charged separately.
Solution: 

Computation of taxable service of Royal Security Agency

Particulars 












`
Advance received by an account payee cheque 
 





    2,00,000

Amount received through credit card 
 






    5,00,000

Amount received by a pay order 
 







    4,00,000
Value of taxable service 









  11,00,000
Calculation of service tax liability of Royal Security Agency

Service tax @ 14.5% on `11,00,000 








    1,59,500

Illustration 48: Pareesh & Co., is a partnership firm engaged in the business of recruitment and supply of labourers. It furnishes the following details pertaining to the quarter ended 31.03.2016:


(` )

(i) Amounts collected for pre-recruitment screening 



    


   2,50,000

(ii) Amounts collected for recruitment of

      Permanent staff 










    3,00,000

      Temporary staff 










    4,00,000

(iii) Advances received from prospective employers for conducting campus interviews 

    1,00,000
       in colleges in June, 2016
      (Such campus interviews could not be conducted due to shortage of staff. Hence, the 
       advance received was returned to the employers)

None of the clients of Pareesh & Co. was a body corporate during the relevant quarter. Compute the value of taxable services rendered and the service tax payable by the assessee for the relevant quarter assuming that Pareesh & Co. is not eligible for small service providers’ exemption in the financial year 2015-16. The above amounts are exclusive of service tax.
Solution: Computation of value of taxable services and service tax payable by M/s Pareesh & Co.:-
	Particulars
	Amount of taxable services (`)
	Amount of service tax (`)

	Amounts collected for pre-recruitment screening
	2,50,000
	36,250

	Amounts collected for recruitment of permanent staff
	3,00,000
	43,500

	Amounts collected for recruitment of temporary staff
	4,00,000
	58,000

	Advances received from prospective employers for conducting campus interview in colleges (Note)
	       1,00,000
	   14,500

	Total 
	10,50,000
	1,52,250


Note: Amounts received as advance are also liable to service tax.

Illustration 49: ABC Private Limited is engaged in providing the services liable to service tax. Compute the service tax payable by it for the month of December, 2015 from the information furnished below:-
Particulars 










          Amount (`)

Services rendered to poor people free of cost (Value of the services computed on comparative 
basis is `40,000)

Advances received in December, 2015 from clients for which no service has been rendered so far
       50,000

Renting of agro machinery for agricultural purpose 






    5,00,000

Amount received for the services rendered in October, 2015 (Bills for the same were issued on 
       60,000
October 29, 2015)

Note: 1. ABC Private Limited is not eligible for small service providers’ exemption in the financial year 2015-16. 

2. The above amounts are exclusive of service tax.
Solution: Computation of Service Tax Payable by Sambhav Private Limited in the month of December, 2015:-
	Particulars
	Amount(`)

	Services rendered to poor people free of cost 
	Nil

	Advances received in December, 2015 from clients 
	50,000

	Renting of agro machinery for agricultural purpose 
	Nil

	Amount received for the services rendered in October, 2015 
	Nil

	Value of taxable services
	50,000

	Service tax @ 14.5% = `50,000 × 14.5%
	7,250


Notes: Point of taxation in respect of the services rendered in October, 2015 is October 29, 2015. Hence, receipts of `60,000 is not chargeable to service tax in December, 2015 [Rule 3(a) of the Point of Taxation Rules, 2011].
MAY-2015

Question 6(b). 









             (4 Marks)
Ms. Vasundhara, a service provider, who pays service tax regularly, was of the opinion that a particular service rendered by her was not liable to service tax. She therefore, did not charge service tax in her bill. She  received  the  payment  for  the  bill  amount  without  service  tax. However, it was later confirmed that service tax is payable on said service. How will service tax liability of Ms. Vasundhara be determined in such a case?
Answer: Section 68 of Finance Act, 1994 casts the liability to pay service tax upon the service provider. This liability is not contingent upon the service provider realizing or charging service tax at the prevailing rate. Statutory liability does not get extinguished if service provider fails to realize or charge service tax from service receiver. Therefore, Ms. Vasundhara will have to deposit service tax even if she has not collected the same from his client and amount collected by her shall be considered to be inclusive of service tax.

SERVICE TAX (DETERMINATION OF VALUE) RULES, 2006
Notification No.12/2006-ST, dated 19.04.2006. (applicable from 19.04.2006)
Question 28: Explain determination of value of service in relation to money changing.
Answer: As per Rule 2B, value for the purpose of charging service tax shall be computed in the manner given below:  

(a) Conversion of foreign currency into Indian currency or Indian currency into foreign currency: For a currency, when exchanged from, or to, Indian Rupees (INR), the value shall be equal to the difference in the buying rate or the selling rate, as the case may be, and the Reserve Bank of India (RBI) reference rate for that currency at that time, multiplied by the total units of currency.

(b) Where the RBI reference rate for a currency is not available, the value shall be 1% of the gross amount of Indian Rupees provided or received, by the person changing the money.
(c) Where neither of the currencies exchanged is Indian Rupee: Where neither of the currencies exchanged is Indian Rupee, the value shall be equal to 1% of the lesser of the two amounts the person changing the money would have received by converting any of the two currencies into Indian Rupee on that day at the reference rate provided by RBI.
Illustration 50: Siddhi Ltd. exported some goods to Samson Inc. of USA. It received US $ 9,000 as consideration for the same and sold the foreign currency @ ` 61 per US dollar. RBI reference rate for US dollar at that time is ` 62 per US dollar. Compute the value of taxable service under rule 2B of the Service Tax (Determination of Value) Rules, 2006. 
(b) RBI reference rate for US dollars is not available.

(c) What would be the value of taxable service if US $ 9,000 are converted into UK £ 4,500. RBI reference rate at that time for US $ is ` 63 per US dollar and for UK £ is `101 per UK Pound.

Solution: For a currency, when exchanged from, or to, Indian Rupees (INR), the value shall be equal to the difference in the buying rate or the selling rate, as the case may be, and the Reserve Bank of India (RBI) reference rate for that currency at that time, multiplied by the total units of currency.

Hence, in the given case, value of taxable service would be as follows:-

(RBI reference rate for $ – Buying rate for $) × Total units of US $

=`(62-61) × 9,000 =` 9,000
Service tax 9,000 x 14.5% = `1,305
(b) If the RBI reference rate for a currency is not available, the value shall be 1% of the gross amount of Indian Rupees provided or received, by the person changing the money.

Hence, in the given case, value of taxable service would be as follows:-

1% of ` (61 × 9,000) = `5,490

Service tax 5,490 x 14.5% = `796.05
Rounded off u/s 37D = `796
(c) In case neither of the currencies exchanged is Indian Rupee:

The value shall be equal to 1% of the lesser of the two amounts the person changing the money would have received by converting any of the two currencies into Indian Rupee on that day at the reference rate provided by RBI.

Hence, in the given case, value of taxable service would be 1% of the lower of the following:-

(a) US dollar converted into Indian rupees = $ 9,000 × `63 = `5,67,000

(b) UK pound converted into Indian rupees = £ 4,500× `101 = ` 4,54,500

Value of taxable service = 1% of ` 4,54,500 = `4,545

Service tax 4,545 x 14.5% = `659.03
Rounded off u/s 37D = `659.00
MAY – 2014 (4 Marks)
Ajit who entered into a roll over contract, approached ABC Bank Ltd. for selling US $ 46000 at the rate of 60 per US dollar. RBI Reference rate at that time was `60.50 per US Dollar. However, the rate of exchange declared by CBEC for the day is `61.50 per US dollar. Calculate the value of taxable service with reference to rule 2B of the service tax (Determination of value) Rules, 2006 and Service Tax payable thereon.
Solution:

As per rule 2B of the Service Tax (Determination of Value) Rules, 2006, when a currency is exchanged to Indian Rupees, the value of taxable service is equal to the difference in the buying rate and the Reserve Bank of India (RBI) reference rate for that currency at that time, multiplied by the total units of currency.

Hence, value of taxable service = (RBI reference rate for $ – buying rate for $) × Total units

Value of taxable service is ` (60.50 - 60) × 46,000 = ` 23,000

Service tax payable = ` 23,000 × 14.5% = ` 3,335 
Question 29: Explain Manner of determination of value in case value is not ascertainable.  
Answer: As per rule 3, where value is not ascertainable, it will the value of similar type of services rendered to any other person and if similar services have not been rendered to any person, in that case, value shall be equal to money value of consideration received but it cannot be less than the cost of rendering of such services.

Illustration 51: (RTP) 

Mr. Ramvilas Mehta, a Chartered Accountant, rendered professional advice to its client ABC Ltd. on the matters relating to tax optimization. As a consideration for the said services, ABC Ltd. gave a souvenir to Mr. Ramvilas Mehta. The said souvenir was an artefact especially designed and made by the craftsmen as per the specifications suggested by ABC Ltd.
Mr. Ramvilas Mehta contends that he need not pay service tax on the services provided by him as value thereof could not be ascertained. Is Mr. Ramvilas Mehta’s contention correct? Critically examine the case.

Assume that Mr. Ramvilas Mehta is not entitled to the exemption available to small service providers.
Solution: In this case, value shall be determined as per rule 3 i.e. value of similar type of services rendered by Mr. Ramvilas Mehta to other persons shall be taken into consideration but if such services have not been rendered to any other person, money value of souvenir received shall be taken into consideration but it should not be less than the cost of services rendered. 
Question 30: Explain power of service tax officer to determine the value of taxable services.

Answer: As per rule 4, where the Central Excise Officer is satisfied that the value so determined by the service provider is not in accordance with the provisions of the Act, he shall issue a notice to such service provider to show cause why the value of such taxable service for the purpose of charging service tax should not be fixed at the amount specified in the notice.

The Service Tax Officer shall, after providing reasonable opportunity of being heard, determine the value of such taxable service for the purpose of charging service tax in accordance with the provisions of the Act and these rules.

Illustration 52: The value of taxable services determined by the person responsible to pay service tax cannot be rejected by the Department. Examine the validity of the statement.

Solution: No, the statement is not valid. As per rule 4 of the Service Tax (Determination of Value) Rules, 2006, the value determined by the person responsible to pay service tax can be rejected by the Service Tax Officer if he is of the opinion that the value determined by such service provider is not in accordance with the provisions of the Finance Act, 1994 or these rules.

In such a situation, the Service Tax Officer shall issue a show cause notice and the service provider would then be required to show cause why the value of taxable service should not be fixed at the amount specified in such notice.

The Service Tax Officer, after giving such service provider an opportunity of being heard, will determine the value of such taxable service in accordance with the provisions of the Finance Act, 1994 and these rules.

Question 31: Explain Pure Agent.

Answer: As per rule 5, if service provider is working as an agent of service recipient, no service tax shall be charged on the amount received as pure agent e.g. If a Chartered Accountant has charged `2,00,000 for the service rendered by him, service tax shall be payable on such amount but if CA has collected `5,00,000 from the client for depositing the same amount as income tax on behalf of the client, no service tax shall be charged on `5,00,000 because amount has been collected as pure agent. If a coaching centre has collected `20,000 as tuition fee and `2,000 to be deposited with ICAI on behalf of the student, in this case service tax shall be charged only on `20,000 and not on `2,000 because `2,000 has been collected as pure agent.  
Example: The principal job of a custom house agent (CHA) is to get the import/export consignments cleared through customs. However, at times, similar arrangement can occur for payment of statutory levies like custom duties etc. leviable on the said goods.

In this case CHA is working as a pure agent and no service tax is payable on such charges. 

Question 32: Discuss chargeability of service tax in case of free servicing of motor car by an authorised service station.  

Answer: In case of free servicing, authorised service station will not charge any amount from the customer but they will charge the amount from the manufacturer hence they have to collect service from the manufacturer and it should be paid to the government. 
MAY-2014 (4 Marks) 
Mr. X provides some taxable services to Mr. Y. In the course of providing such services, Mr. X. incurs some expenditure such as travelling, Telephone, etc. and includes these amounts in the value of taxable services.

Discuss whether Service Tax has to be charged on these items of expenditures. 
Will your answer be different if Mr. X indicates these items separately in the invoice?
Solution:

Yes, service tax shall be charged on the expenditure incurred by Mr. X in the course of provision of taxable services.

As per rule 5 of the Service Tax (Determination of Value) Rules, 2006, the expenditure or costs incurred by the service provider in the course of providing taxable service should be treated as consideration for the taxable service and should be included in the value for the purpose of charging service tax on the said service.

Further, even if such expenditure or costs are separately indicated in the invoice or bill issued by the service provider, same shall be includible in the value of taxable service for discharging service tax liability. Therefore, even if Mr. X indicates these items separately in the invoice, such expenditure shall be included in the value of taxable service.

NEGATIVE LIST OF SERVICES 

SECTION 66D

Question 33: Write a note on negative list of services.
Answer: The charging section-section 66B of the Finance Act, 1994, inter alia, provides that service tax shall be levied on all services, except the services specified in the negative list. Accordingly, section 66D of the Act has specified the list of services consisting of 17 heads of services which is termed as 'Negative List'. In a comprehensive tax regime, this 'Negative List' is of paramount importance because every activity not covered under this list is chargeable to service tax.

The negative list shall comprise of the following services, namely:—

1. 66D(a) services by Government or a local authority shall be exempt from service tax but the following services shall be taxable—
(i) services by the Department of Posts by way of speed post, express parcel post, life insurance, and agency services, however if such services are given to the government, they will be exempt from service tax. Other services like Basic mail services, Transfer of money through money orders, Operation of saving accounts, post card, inland letter etc. are exempt in every case.  
(ii) services in relation to an aircraft or a ship, inside or outside an airport or a sea port;

(iii) transport of goods or passengers. 
(iv) any other service provided to business entities shall be taxable (like security services/ renting of immovable property/ advertisement / logistic services etc.) 
2. 66D(b) services by the Reserve Bank of India but services to RBI shall be taxable. If RBI has taken services from outside India in relation to management of foreign exchange, it will be exempt.
3. 66D(c) services by a foreign diplomatic mission located in India or services to Diplomatic Missions located in India shall be exempt.
4. 66D(d) Services rendered by any person in connection with agriculture and it will include 
(i) supply of farm labour, testing of seeds, cultivation, plant protection, fumigating, pruning, harvesting, threshing, packing, loading, unloading, storage or warehousing of agricultural produce or other similar activities. (ii) Services by any Agricultural Produce Marketing Committee. (iii) Service provided by a commission agent for sale or purchase of agricultural produce. (iv) Rearing (bring up) of all life-forms of animals, except the rearing of horses. (v) Renting of agricultural machinery or agricultural land for any of such purpose. (vi) Agricultural extension services i.e. farmer education or training. 
(Threshing means The process of separating grains and husk)
(Rearing means the process of caring for animals as they grow up)

(Fumigating means to use special chemicals, smoke or gas to destroy the harmful insects or bacteria in a place)
5. 66D(e) trading of goods;
6. 66D(f) services by way of carrying out any process amounting to manufacture or production of goods on which excise duty is payable.
7. 66D(g) selling of space for advertisements in print media.
8. 66D(h) service by way of access to a road or a bridge on payment of toll charges.
9. 66D(i) betting, gambling or lottery.
10. 66D(j) omitted
11. 66D(k) transmission or distribution of electricity by an electricity transmission or distribution utility;
12. 66D(l) services by way of—
(i) Education up to higher secondary school including play school;

(ii) Education by recognised organisation for recognised course;

(iii) Vocational education course run by industrial training institute and approved by National Council for vocational training or State Council for vocational training (like courses for electrician/plumber/carpenter/tailor etc.) 
13. 66D(m) services by way of renting of residential dwelling for use as residence;
(Dwelling means a house, flat)
14. 66D(n) services by way of—
(i) loan / deposit to earn interest / discount;

(ii) inter se (among) sale or purchase of foreign currency amongst banks or authorised dealers;
15. 66D(o) service of transportation of passengers—
(i) a stage carriage e.g. travelling by DTC/Haryana Roadways etc.
            (ii) railways (except first class or air-conditioned class) 
(iii) metro, monorail or tramway;
(iv) metered cabs or auto rickshaws (but services of motor cab and radio taxi are taxable) 
(v) inland waterways;
(vi) Transport in a vessel (ship) between places located in India but it is taxable if it is mainly for tourist.
(Travelling by air shall be taxable)  
16. 66D(p) services by way of transportation of goods—
(i)  by road except the services of a goods transportation agency or a courier agency;

(ii) by inland waterways;

            (Transportation of goods by air or ship or railways shall be taxable)
17. 66D(q) funeral, burial, crematorium (high-temperature burning) or mortuary (building in which dead bodies are kept) services including transportation of the deceased. 
(Mortuary means a room or building, for example part of a hospital, in which dead bodies are kept before they are buried or cremated (= burned))
(Funeral means a ceremony, usually a religious one, for burying or cremating (= burning) a dead person)

(Crematorium means a building in which the bodies of dead people are burned)

(Burial means the act or ceremony of burying a dead body)

Illustration 53: Department of Posts provided following services to persons other than Government during the quarter ended 31.03.2016:-

Services rendered 






        Amount charged for such services

                                                (` in lakh)

Basic mail services 











100

Transfer of money through money orders 








500

Operation of saving accounts 










150

Rural postal life insurance services 









200

Distribution of mutual funds, bonds and passport applications 





500

Issuance of postal orders 










300

Collection of telephone and electricity bills 








100

Pension payment services 










  50

Speed post services 











500

Express parcel post services 










200

Compute the service tax liability of Department of Posts for the quarter ended 31.03.2016.

Notes:

1. Point of taxation for all the aforesaid cases fall during the quarter ended 31.03.2016.

2. All the service charges stated above are exclusive of service tax, wherever applicable.

3. Small Service Providers’ exemption need not be taken into account while solving the aforesaid question.

Solution: Services provided by the Government or a local authority are not chargeable to service tax as they are included in the negative list. However, following services provided to a person other than Government, by the Department of Posts are excluded from the negative list:-

(i) Speed post

(ii) Express parcel post

(iii) Rural postal Life Insurance

(iv) Agency services which include distribution of mutual funds, bonds, passport applications, collection of telephone and electricity bills, etc.

Hence, the aforesaid services are taxable.

Thus, the amount of service tax payable by the Department of Posts for the quarter ended 31.03.2016 would be as follows:-                                                                  



         Amount (` in lakh)

Basic mail services 











Nil

Transfer of money through money orders 








Nil

Operation of saving accounts 










Nil

Rural postal life insurance services 









200

Distribution of mutual funds, bonds and passport applications 





500

Issuance of postal orders 










Nil

Collection of telephone and electricity bills 








100

Pension payments 











Nil

Speed post services 











500

Express parcel post 











200

Value of taxable service 









         1,500

Service tax @ 14.5% [15,00,00,000×14.5%]







         217.5
Illustration 54: ‘Big Agro Handlers’ furnishes the following details with respect to the activities undertaken by them in the month of December, 2015:
	Sl. No
	Particulars
	Amount in (`)

	(i)
	Supply of farm labour 
	58,000

	(ii)
	Warehousing of biscuits 
	1,65,000

	(iii)
	Commission on sale of paddy
	68,000

	(iv)
	Training of farmers on use of new pesticides and fertilizers developed through scientific research 
	10,000

	(v)
	Renting of vacant land to a stud farm 
	1,31,500

	(vi)
	Testing undertaken for seeds 
	1,21,500

	(vii)
	Leasing of vacant land to a poultry farm 
	83,500


Compute the Service Tax Liability of ‘Big Agro Handlers’ for the month of December, 2015.

Assume that the point of taxation in respect of all the activities mentioned above falls in the month of December, 2015 itself and all the amounts mentioned above are exclusive of service tax.
‘Big Agro Handlers’ has paid service tax of `7,00,000 during the Financial Year 2014-15.

Solution:

Computation of Service Tax Liability of Big Agro Handlers for December, 2015
	Sl. No
	Particulars
	Amount in (`)

	(i)
	Supply of farm labour 
	Nil

	(ii)
	Warehousing of biscuits 
	1,65,000

	(iii)
	Commission on sale of paddy 
	Nil

	(iv)
	Training of farmers on use of new pesticides and fertilizers developed through scientific research 
	Nil

	(v)
	Renting of vacant land to a stud farm 
	1,31,500

	(vi)
	Testing undertaken for seeds 
	Nil

	(vii)
	Leasing of vacant land to a poultry farm 
	Nil

	
	Total
	2,96,500

	
	Service Tax @ 14.5% 
	42,992.50

	
	Rounded off u/s 37D
	42,993


Illustration 55: ‘Rock Farmer Association’ is engaged in providing services relating to agriculture. It furnishes the following details with respect to the activities undertaken by them in the month of December, 2015:
	Sl. No.
	Particulars
	Amount (`)

	(i)
	Cultivation of ornamental flowers
	42,000

	(ii)
	Packing of tomato ketchup
	54,000

	(iii)
	Warehousing of potato chips
	1,65,000

	(iv)
	Sale of tea leaves (agricultural produce) on commission basis
	68,000

	(v)
	Packaging of pulses in the agricultural field 
	42,000

	(vi)
	Training of farmers on use of scientific tools and agro machinery
	10,000

	(vii)
	leasing of vacant land to a stud farm
	1,63,000

	(viii)
	Grading of wheat according to its quality
	42,000

	(ix)
	Testing of samples from plants for pest detection
	1,21,500

	(x)
	Rearing of silk worms
	83,500


Compute the service tax liability of ‘Rock Farmer Association’ for the month of December, 2015. Assume that the point of taxation in respect of all the activities mentioned above falls in the month of December, 2015 itself and all the amounts mentioned above are exclusive of service tax.
‘Rock Farmer Association’ has paid service tax of `7,14,000 during the Financial Year 2014-15.
Solution:
Computation of service tax payable by Rock Farmer Association for December, 2015
	Sl. No.
	Particulars
	Amount (`)

	(i)
	Cultivation of ornamental flowers 
	-

	(ii)
	Packing of tomato ketchup 
	54,000

	(iii)
	Warehousing of potato chips 
	1,65,000

	(iv)
	Sale of tea leaves (agricultural produce) on commission basis 
	-

	(v)
	Packaging of pulses 
	-

	(vi)
	Training of farmers on use of scientific tools and agro machinery 
	-

	(vii)
	leasing of vacant land to a stud farm 
	1,63,000

	(viii)
	Grading of wheat according to its quality 
	-

	(ix)
	Testing of samples from plants for pest detection 
	-

	(x)
	Rearing of silk worms 
	-

	
	Total
	3,82,000

	
	Service Tax @ 14.5% 
	55,390


MAY-2014

Question 1(b). (5 Marks)
Farm Heroes is engaged in providing services for the last five years.  The value of taxable services provided by Farm Heroes during the preceding financial year was `45 lakhs. It has received the following sums (Exclusive of service tax) in the month of January 2016. Calculate the value of taxable services and tax payable thereon for the month of January 2016.







  `
(1) Supply of farm labour 









       55,000

(2) Testing of soil of farm land 








    1,65,000
(3) Value of Services provided free 








       50,500
(4) Processing of raw material to make it fit for production and 
      this process is not liable to Excise Duty 







    6,35,000
(5) Advance Received for services to be provided in May 2016



                2,13,000

Solution:

Computation of value of taxable services and service tax payable by Farm Heroes for January, 2016
Particulars 












 `
Supply of farm labour






 




Nil

Testing of soil of farm land 










Nil

Value of services provided free 









Nil

Processing of raw material to make it fit for production

[A process which is liable to excise duty under section 3 of Central Excise Act,

1944 is covered under negative list of services. Therefore, since the given

process is not liable to excise duty, it will not be covered in negative list of

services and thus, be liable to service tax.]






           6,35,000.00
Advance Received for services to be provided in May 2016



                       2,13,000.00

Value of taxable services 








           8,48,000.00
Service tax @ 14.5%









           1,22,960.00
Illustration 56: Robinson Bank Ltd. furnishes the following information relating to services provided and the gross amount received during the month of December, 2015. Compute the value of taxable service and service tax payable:                                                                                                                                    ` (Lakhs)

(i) Amount of commission received for debt collection service                                                                   10.0
(ii) Discount earned on bills discounted                                                                                                         4.5

(iii) Inter se sale or purchase of foreign currency amongst banks                                                                  5.7

(iv) Charges received on credit card and debit card facilities extended                                                         3.8

(v) Penal interest recovered from the customers for the delay in repayment of loan                                     2.6

(vi) Commission received for service rendered to Government for tax collection                                        6.0

(vii) Interest earned on reverse repo transaction                                                                                           25.0

(Show the workings with explanation wherever required)

Presume all the above amounts are inclusive of service tax and also presume that SSP exemption is not applicable.

Solution: Computation of value of taxable service and Service Tax Payable by Robinson Bank Ltd.
	Sl. No
	Particulars
	Amount in  (`)

	(i)
	Amount of commission received for debt collection service 
	10,00,000

	(ii)
	Discount earned on bills discounted 
	Nil

	(iii)
	Inter se sale or purchase of foreign currency amongst banks
	Nil

	(iv)
	Charges received on credit card and debit card facilities extended 
	3,80,000

	(v)
	Penal interest recovered from the customers for the delay in repayment of loan 
	Nil

	(vi)
	Commission received for service rendered to Government for tax collection 
	6,00,000

	(vii)
	Interest earned on reverse repo transaction 
	Nil

	
	Total
	19,80,000

	
	Value of Taxable Services [ 19,80,000/114.5 x 100]
	17,29,257.64

	
	Service Tax Payable @ 14.5%
	2,50,742.36

	
	Rounded Off u/s 37D
	250,742.00


Repo Rate is the rate at which commercial banks borrows money from Reserve Bank of India.

Reverse Repo Rate is the rate at which Reserve Bank of India borrows money from commercial banks. 

Illustration 57: Euro Bank Ltd. furnishes the following information relating to services provided and the gross amount received (excluding service tax):
Particulars                                                                                                                                       Amount (`)

Interest on overdraft 










    5,00,000

Interest on loans with a collateral security 







    6,00,000

Interest on corporate deposits 








  10,00,000

Administrative charges (over and above interest) on loans, advances and deposits


    6,00,000

Sale of foreign exchange to general public 







15,00,000*

Service charges relating to issuance of Certificates of Deposit (CDs) 



20,00,000

Compute the value of taxable service and the service tax liability of Euro Bank Ltd. considering the rate of service tax at 14.5% assuming that it is not eligible for small service providers’ exemption under Notification No. 33/2012 – ST dated 20.06.2012.
*It represents the value of taxable service computed as per rule 2B of the Service Tax Valuation Rules.
Solution: Computation of value of taxable service and service tax liability of Euro Bank Ltd.

Particulars 




          Amount (`)

Interest on overdraft 

 









Nil

Interest on loans with a collateral security 
 







Nil

Interest on corporate deposits 
 








Nil

Administrative charges (over and above interest) on loans, advances and 



    6,00,000

deposits 

Sale of foreign exchange to general public 
 






  15,00,000

Service charges relating to issuance of CD 
 






  20,00,000
Value of taxable service 









  41,00,000
Service tax @ 14.5% [`41,00,000 ×14.5%] 







    5,94,500

Illustration 58: ABC & Co., a partnership firm, is engaged in providing a taxable service. For the quarter ended June 30, 2015, its gross receipts were `18,00,000 (inclusive of service tax). The break-up of these receipts is as follows:

Month in which services are performed 





      Amount received (`)

April, 2015 (includes ` 1,00,000 for the betting services) 





    4,00,000

May, 2015 (includes `1,25,000 for services rendered in Indian territorial waters) 


    3,00,000

July, 2015 (includes `1,50,000 for services rendered in State of Jammu & Kashmir)

  11,00,000

State the amount of service tax payable for the quarter ended June 30, 2015.

Note: The turnover of ABC & Co. in the financial year 2014-15 was ` 12 lakh. Since its turnover was less than `50 lakh in the preceding financial year, ABC & Co. has exercised the option provided under rule 6 of the Service Tax Rules, 1994, to pay service tax on receipt basis in the financial year 2015-16.

Solution: Rule 6 of the Service Tax Rules, 1994 provides an option to service providers which are individuals and partnership firms whose aggregate value of taxable services provided from one or more premises is fifty lakh rupees or less in the previous financial year, to pay tax up to a total of rupees fifty lakhs in the current financial year on receipt basis. Thus, the amount of service tax payable would be computed as follows:-
                                             Particulars 



 

                                       `
Services performed in April, 2015 

 






    3,00,000

Services performed in May, 2015 

 






    3,00,000

Services performed in July, 2015 

 






    9,50,000

Total taxable services including service tax 







  15,50,000

Service tax payable on above= 
[image: image15.wmf]5

.

114

5

.

14

000

,

50

,

15

´

           




           1,96,288.21
Rounded off u/s 37D 









           1,96,288.00
Illustration 59: Sarvshiksha, an Educational Trust, runs a play school, ‘Tiny Tots’ and a higher secondary school, ‘Pinnacle Academy’. It also runs a coaching centre which provides coaching for IIT JEE entrance examinations to meritorious students of economically weak background. It also provides coaching classes for examinations of Certified Public Accountant, USA.

With reference to the provisions of Finance Act, 1994, examine the leviability of service tax in the above case.

Solution: As per section 66D of Finance Act, 1994, services by way of inter alia —

(i) education up to higher secondary school or equivalent;

(ii) education as a part of a curriculum for obtaining a qualification recognised by any law for the time being in force 

are included in the negative list of services.

Therefore, service tax will not be leviable on services relating to education rendered by the play school (pre-school), ‘Tiny Tots’ and the higher secondary school, ‘Pinnacle Academy’ run by Sarvshiksha, the Educational Trust.
Since, coaching given by private coaching institutes/centres is not a part of a curriculum for obtaining recognized qualification, the same is not covered under the negative list of services. Therefore, coaching classes for IIT JEE entrance examination and CPA examinations will not be covered under negative list of services and thus, will be liable to service tax. It is immaterial that coaching is given to economically weak students or for a national level entrance examination or an international examination.
Illustration 60: Industrial Training Institute (ITI), Manikpuri runs an approved vocational educational programme approved by prescribed authority. Revenue raised a demand for service tax on the services provided by ITI Manikpuri.

Examine whether the demand raised by Revenue is correct in law.

Solution :Services by way of education as a part of an approved vocational education course are included in the negative list, hence ITI Manikpuri will not be liable to pay service tax.

Therefore, the demand raised by Revenue is not correct in law.

Illustration 61: Mr. A boarded Rajdhani Express (fully AC train) from Kanpur on January 5, 2016 and disembarked at New Delhi. He hired a car from a local cab operator for the whole day on a lumpsum consideration and visited Delhi’s historical monuments. In the night, he took the Metro to International Airport and boarded a flight to Mumbai. At Mumbai Airport, he used a radio taxi for going to his Hotel. Mr. A returned to Kanpur from a different train, Pushpak Express in sleeper class.

With reference to the provisions of Finance Act, 1994, examine the leviability of service tax on the various modes of travel undertaken by Mr. A.

Solution: In the given case, service tax leviability on the various passenger transportation services used by Mr. A will be determined as under:

(i) Rail travel in AC train – Not covered under negative list and thus, liable to service tax.

(ii) Travel in a car rented for the whole day on a lumpsum consideration – Since travel by only metered cabs and auto rickshaw is covered in negative list, travel in a car rented for the whole day on a lumpsum consideration will be liable to service tax.

(iii) Metro travel – Covered in negative list and hence, not taxable.

(iv) Air travel – Not covered under negative list and thus, liable to service tax.

(v) Radio taxi travel – Not covered in negative list and hence taxable.
(vi) Rail travel in sleeper class - Covered in negative list and hence, not taxable.

Illustration 62: With reference to the provisions of Finance Act, 1994, examine the validity of following statements:

(i) Health care services provided by a Municipality owned hospital are not covered under negative list of services.

(ii) Postal services provided by Department of Posts to various State Governments are liable to service tax.

(iii) Services provided to and by Reserve Bank of India are covered in negative list of services.

(iv) Pisciculture (breeding of fish) is not liable to service tax as the same is covered under negative list of services.

(v) Entry to a ‘Nukkad Natak’ is not covered in negative list.

Solution: (i) Invalid. Services provided by Government and local authorities are covered in negative list of services.

(ii) Invalid. Services provided by Government and local authorities are covered in negative list of services with a few exceptions. Services by Department of Posts provided to a person other than Government is one of such exceptions. Thus, Postal services provided to various State Governments will be covered in negative list of services and hence, would not be liable to service tax.

(iii) Invalid. Only services provided by Reserve bank of India, and not to Reserve Bank of India are covered in negative list of services.

(iv) Valid. Services relating to agriculture are covered in negative list of services. Agriculture means the cultivation of plants and rearing of all life-forms of animals, except the rearing of horses, for food, fibre, fuel, raw material or other similar products. Therefore, breeding of fish, being agriculture, would be covered under negative list of services and thus, be not liable to service tax.

(v) valid. Entry to entertainment event is not included in negative list of services. Entertainment event means an event or a performance which is intended to provide recreation, pastime, fun or enjoyment.

Illustration 63: Mr. X started rendering services w.e.f. 01.04.2015 and has submitted information as given below: (Service tax has been charged separately).
(i) Rendered services to an agricultural farm relating to agricultural operation of `40,00,000 received on 10.12.2015.

(ii) Renting of agro machinery  to an agricultural farm of `10,00,000, received on 05.06.2015
(iii) Advertisement  to APL Ltd. on T.V. `20,00,000, received on 10.10.2015
(iv) Renting of commercial property for `25,00,000 to XYZ Ltd., received `10,00,000 on 10.03.2016 and balance on 20.04.2016
(v) Rendered service to ABC Ltd. for `25,00,000 on 10.03.2016, issued bill on 20.03.2016, received on 01.03.2016.

Compute Service Tax Payable for F.Y. 2015-16.

Solution: Computation of Service Tax Payable
	Particulars
	`

	Rendered services to an agricultural farm in relating to agricultural operation
	Exempt

	Renting of agro machinery
	Exempt

	Advertisement on T.V
	20,00,000

	Renting of commercial property
	10,00,000

	Rendered service to ABC Ltd.
	25,00,000

	Value of Taxable Service
	55,00,000

	Less: SSP exemption
	10,00,000

	Value of taxable services
	45,00,000

	Service Tax Payable  `45,00,000 x 14.5%
	6,52,500


Notes: 1. Rendered services to an agricultural farm in relating to agricultural operation is exempt under section 66D
2. Renting of agro machinery exempt under section 66D
Illustration 64: Following services are provided by various service providers, state whether services are taxable or not?
1. Speed post service provided by post office to Delhi govt.

2. Express parcel post service provided by post office to Rajasthan Ltd.

3. Services provided to RBI

4. Service provided by Delhi Metro Rail Corporation for transport of passengers

5. Services provided by an Indian railway for the transport of passengers in first class AC.  

6. Service provided in non taxable territory
Solution:
	S. No.
	Particulars
	Taxable / Not Taxable

	1.
	Speed post service provided by post office to Delhi Govt.
	Not Taxable

	2.
	Express parcel post service provided by post office to Rajasthan Ltd.
	Taxable

	3.
	Services provided to RBI
	Taxable

	4.
	Service provided by Delhi Metro Rail Corporation for transport of passengers
	Not Taxable

	5.
	Services provided by an Indian railway for the transport of passengers in first class AC  
	Taxable

	6.
	Service provided in non taxable territory
	Not Taxable


NOV-2013

Question 1 (5 Marks)

Professionals Ltd. is engaged in providing services which became taxable with effect from Jan 01, 2016. Compute the service tax payable by Professionals Ltd. on the following amounts (exclusive of service tax)

received for the month of March, 2016:
	Particulars
	Amount (`)

	Services performed before such service became taxable (Invoice issued on 28th Nov, 2015).
	5,00,000



	Services by way of renting of residential dwelling for use as residence
	1,50,000

	Free services rendered to the friends of directors
	20,000

	Advance received for services to be rendered in July, 2016
	5,00,000

	Other receipts
	12,00,000


Rate of service tax is 14.5%. 

Solution:
Computation of service tax payable by Professional Ltd. 

	Particulars
	Amount 

(`)

	Services performed before such service became taxable 
Services by way of renting of residential dwelling for use as residence 
Free services rendered to the friends of directors 
Advance received for the services to be rendered in July, 2016 
Other receipts

Total

Less: Exemption available to small service providers 
Value of taxable services

Service tax @14.5%
	5,00,000
Nil

Nil

5,00,000

12,00,000

22,00,000
10,00,000

12,00,000
1,74,000


NOV-2014

Question 2(b). (5 Marks)
ABC private Ltd. is engaged in providing taxable Services. The aggregate value of taxable services provided and invoiced during January 2016 are `18,00,000. The invoices of `18,00,000 include the following:

`1,00,000 relating to betting.

`1,25,000 for services rendered within the Indian territorial waters.

`1,75,000 for services rendered to its associated enterprise.

`1,50,000 for services rendered in state of Jammu & Kashmir.

Note : All the invoices are inclusive of service tax.

In the Financial year 2014-15 ABC Private Ltd. had paid `2,10,000 as service tax @ 14.5%. Compute the Service Tax payable for the month of January 2016.
Solution: 

The amount of service tax payable would be computed as follows:-
                                               



 

                                       `
Total Services Performed and invoiced during January 2016




  18,00,000

Less: Betting services









             (1,00,000)

(Services are included in the negative list of services. Hence, these are not taxable.)

Less: Services rendered within the Indian territorial waters






 Nil

(India includes Indian territorial waters. Hence, services rendered within Indian territorial waters are liable to service tax)
Less: services rendered to its associated enterprise                                                                             (1,75,000)

(It is assumed that associated enterprises is outside India.)
Less: services rendered in state of Jammu & Kashmir





 (1,50,000)
(services rendered in J & K are not taxable because Levy of service tax extends to whole of 
India excluding Jammu and Kashmir.      

Total taxable services including service tax 





         13,75,000.00
Service tax = 13,75,000 x 14.5 / 114.5

                                                                       1,74,126.64
Rounded off u/s 37D









           1,74,127.00
Note: Since the aggregate value of taxable services of ABC Private Ltd. in the preceding financial year i.e., F.Y. 2014-15 is more than `10,00,000, it will not be entitled to exemption for small service providers in F.Y. 2015-16.
MAY-2015

Question 2(b). 









           (5 Marks)

Rahul & Co.  is  a  firm  engaged  in  the  business of  recruitment  and supply of Manpower. It furnishes the following details pertaining to the quarter ended 31.03.2016:
                                                                                                                                                         Amount

                                                                                                                                                    (`)

(i) Amount collected from clients for recruitment of

 
Permanent Staff









5,00,000

Temporary Staff









3,00,000

(ii) Amounts collected from clients for pre-recruitment screening 




 2,50,000

(iii) Domestic helps arranged for friends & relative

      (Value of similar services is `45,000 to other customers)

(iv) Amount collected
from a
warehouse of agricultural produce for labour provided 

      for loading and unloading.                                                                                                             1,75,000
(v) Advances received from prospective employers for conducting campus interviews 
      in colleges to be held in May 2016. 







 2,00,000

     (Such campus interviews could not be conducted due to student's strike in those 
     colleges. Hence, the advances received was later on returned to the employers)

None of the clients of Rahul & Co. was a body corporate during the relevant quarter. Compute the value of taxable services rendered and the total service tax payable @ 14.5% by the assessee for the relevant quarter assuming that Rahul & Co. is not eligible for the small service provider's exemption in the financial year 2015-16. All above amounts are inclusive of service tax, where applicable.
Solution: Computation of value of taxable services and service tax payable by M/s Rahul & Co.:-
	Particulars
	Amount (`)

	Amounts collected from clients for recruitment of permanent staff
	5,00,000

	Amounts collected from clients for recruitment of temporary staff
	3,00,000

	Amounts collected from companies for pre-recruitment screening

Domestic helps arranged for friends & relative (Services without consideration is not considered as service)

Amount collected from a warehouse of agricultural produce for supply of labour provided for loading and unloading. 
	2,50,000

Nil

1,75,000

	Advances received from prospective employers for conducting campus interview in colleges (Amounts received as advance are also liable to service tax.)
	     2,00,000

	Total 

Value of Taxable services (14,25,000/114.5 x 100)

Service Tax Payable 
Rounded off u/s 37D
	   14,25,000

12,44,541.48
1,80,458.52
1,80,459.00


Question 5(b). 









             (4 Marks)
State whether the following services are covered under negative list of services under Section 66D. Need not assign any reason.

(i) Service provided by the Department of Post by way of speed post, express parcel post, Life Insurance and agency services provided to a person other than Government.

(ii) Service provided by way of supply of farm labour relating to agriculture.

(iii) Services by way of renting of residential dwellings for use as residence.

(iv) Services for funeral, burial, crematorium or mortuary and transportation of the deceased,

(v) Services relating to education as a part of an approved vocational education course.

(vi) Service of transportation of passengers with or without accompanied belongings, by Railways in an air conditioned coach.

(vii) Services by way of transportation of goods by road by a goods transportation agency.

(viii) Selling of space or time slots for advertisement broadcast by FM Radio.

Answer:

(i)   Not covered under Negative List. 
(ii)  Covered under Negative List.
(iii) Covered under Negative List.
(iv)  Covered under Negative List.
(v)   Covered under Negative List.
(vi)   Not Covered under Negative List.
(vii)  Not Covered under Negative List.
(viii) Not Covered under Negative List.
NOV-2015
Question 2(b). 









           (5 Marks)
D & Company is engaged in the sales of spaces for advertisements in different medias. It furnishes the following information for the quarter ending 31.12.2015.

Amount (`) 
(i) Sales of space for advertisement in Zee TV





              25,00,000

(ii) Sale of space for advertisement in various websites





  12,00,000

(iii) Sale of space for advertisement in DNA Newspaper





    5,50,000 

(iv) Sales of space for advertisement in various multiplexes




  
  32,00,000

D & Company also assist it’s clients in the preparation of advertisement for which it earned `8,50,000 during the said quarter.

Invoices were issued within 30 days of completion of service and the payment was received in the month of January, 2016.

Compute the service tax liability @ 14.5% for the quarter ending 31.12.2015 assuming the above mentioned amounts are exclusive of service tax.
 
Solution 2(b):

Computation of service tax liability of D & Company for the quarter ended on 31.12.2015

	Sl. No 
	Particulars
	Amount in `

	   (i)
	Sale of space for advertisement in Zee TV
	25,00,000

	  (ii)
	Sale of space for advertisement in various website
	12,00,000

	  (iii) 
	Sale of space for advertisement in DNA Newspaper 
	Nil

	  (iv)
	Sale of space for advertisement in various multiplexes
	32,00,000

	  (v)
	Assisted in preparation of advertisement 
	8,50,000

	
	Total Value of taxable service 
	77,50,000

	
	Service Tax @14.5%
	11,23,750


MEGA EXEMPTIONS

NOTIFICATION NO. 25/2012-ST, DATED 20-6-2012 

Question 34: Write a note on mega exemptions. [Notification No. 25/2012-ST dated 20.06.2012].
Answer: Certain services has been exempted from service tax and are listed in the notification no 25/2012 and such exemption are called mega exemptions and are as given below: 
1. Health Care Services 

Health care services i.e. diagnosis service, medical treatment or medical care service shall be exempt from service tax. The service should be provided by registered medical practitioner in the recognised system of medicine i.e. Allopathy/ Ayurveda/ Homeopathy/ Naturopathy/ Yoga/ Siddha/ Unani. 

(Naturopathy means a system for treating diseases or conditions using natural foods and herbs and various other techniques, rather than artificial drugs)
It will also include services of para-medics i.e. physiotherapist / nursing staff / technician or lab assistant etc. 
It will include plastic surgery for treatment of congenital (present at the time of birth) defects, developmental abnormalities, injury or trauma (serious injury to the body) or other diseases.   
(Trauma means shock)
(Congenital means of a disease existing before birth)
It will also include pregnancy.

It will not include hair transplant or cosmetic surgery (i.e. surgery for beautification).

Reiki and pranic (pranayam) are not recognised system of medicine.      
Reiki means a healing technique based on the principle that the therapist can transfer energy into the patient by means of touch, to activate the natural healing processes of the patient's body. 

Services provided by cord blood banks shall also be exempt from service tax.
If any person has provided services to hospitals/ clinics etc., it will be taxable but services provided by operators of the Common Bio-medical Waste Treatment Facility to a clinical establishment by way of treatment or disposal of bio-medical waste shall be exempt from service tax. 
Services provided by way of transportation of a patient in an ambulance.
Services by a veterinary clinic in relation to health care of animals or birds.
Illustration 65: Well-Being Nursing Home has received the following amounts in the month of February, 2016 in lieu of various services rendered by it in the same month. You are required to determine its service tax liability for February, 2016 from the details furnished below:-

Particulars
(`)(in lakh)
i.  Palliative care for terminally ill patients at patient’s home (Palliative care is given 
    to improve the quality of life of patients who have a serious disease)
   


            30

ii.  Services provided by cord blood bank unit of the nursing home
                 24
iii. Hair transplant services
               100
iv. Ambulance services to transport critically ill patients from various locations to nursing home
             12
v. Naturopathy treatments. 
                 80

vi. Plastic surgery to restore anatomy of a child affected due to an accident.
                 30

(Anatomy means study of the structure of human or animal bodies)
vii. Pranic healing treatments. Such treatment is not a recognized system of medicine 
               120

viii. Mortuary services
                 10

Note: All the amounts given above are exclusive of service tax. Further, Well-Being Nursing Home is not eligible for the SSP exemption. Point of taxation for the services rendered by Well-Being Nursing Home in the month of February, 2016 fall in the month of February itself.
Solution:

Computation of service tax liability of Well-Being Nursing Home for the month of February, 2016
Particulars 










        (`)(in lakh)

i. Palliative care for terminally ill patients at patient’s home






-

ii. Services provided by cord blood bank




                   

            -

iii. Hair transplant services 
 



                                                                100.000

iv. Ambulance services










 -

v. Naturopathy treatments 
 









 -

vi. Plastic surgery to restore anatomy of a child affected due to an accident 

                         -

vii. Pranic healing treatments









    120.000

viii. Mortuary services










 -

Value of taxable service 









     220.000

Service tax @ 14.5% [` 220 lakh × 14.5%] 





                               31.90
Illustration 66: Good Health Medical Centre, a clinical establishment, offers following services:

(i) Reiki healing treatments. 

(ii) Plastic surgeries. One such surgery was conducted to repair cleft lip of a new born baby.

(iii) Air ambulance services to transport critically ill patients from distant locations to the Medical Centre.

(iv) Palliative care for terminally ill patients. On request, such care is also provided to patients at their homes. (Palliative care is given to improve the quality of life of patients who have a serious or life-threatening disease).

(v) Alternative medical treatments by way of yoga.

(vi) Good Health Medical Centre also operates a cord blood bank which provides services in relation to preservation of stem cells.

Good Health Medical Centre is of the view that since it is a clinical establishment, all the service provided by it as well as all the services provided to it are exempt from payment of service tax.

You are required to examine the situation in the light of relevant statutory provisions.

Solution: 

(i) Not Exempt. Since Reiki healing is not a recognized system of medicine. 

(ii) Plastic surgery conducted to repair a cleft lip will be eligible for exemption as it reconstructs anatomy or functions of body affected due to congenital defects (cleft lip).

(iii) Air ambulance service to transport critically ill patients shall be eligible for exemption.
(iv) Exempt. 
(v) Exempt. 
(vi) Services provided by cord blood banks is exempt.  
Health care services provided BY a clinical establishment shall be exempt but not the services provided TO a clinical establishment. Therefore, Good Health Medical Centre’s contention that since it is a clinical establishment, all the services provided to it are also exempt from service tax is not correct in law.
2. Services by Hotel / Restaurant 

Services by a hotel, inn, guest house, club or campsite, by whatever name called, for residential or lodging purposes shall be exempt from service tax provided rent per day is below `1000 per day and it will also include rent for other facilities provided in the room like furniture, air-conditioner, refrigerators etc. and if any discount is given, rent before giving any discount shall be taken into consideration but service tax shall be charged on the amount after deducting discount e.g. if rent per day is `800 and rent for facilities is `300 per day and discount of `200 is given, in this case service tax is payable but service tax shall be charged on `800 + `300 – `200 i.e. on `900 however abatement of 40% shall be allowed and service tax payable shall be `900 x 60% = `540 x 14.5% = 78.30 rounded off 78. 
(Campsite means a place where people on holiday/vacation can put up their tents)

Illustration 67: An adventure sports company organizes trekking tours in Gangotri basin and provides accommodation in camps during the trek. As per the brochure of the company, tariff for a single camp is `800 per day and in addition, ` 300 per day is also chargeable for special sleeping suits provided in the camp to keep the trekkers warm during night. The company is offering a discount of 20% on `800.

Discuss whether service tax is payable on the services provided by the adventure sports company by way of renting of camps. If your answer is yes, what would be the value of taxable service in that case and amount of Service tax payable?

Solution: In the given case, since `300 per day is chargeable additionally for an amenity provided in the camp, it will be included in the tariff and service tax shall be payable on `1,100 – `160 i.e. `940 and service tax shall be 940 x 60% x 14.5% = `81.78 rounded off `82 (in case of such services abatement of 40% is allowed and service tax shall be charged on balance amount of 60%)
In case of restaurant, eating joint or a mess etc., no service tax shall be payable but service tax shall be payable in case of restaurant etc. having the facility of air-conditioning or central air-heating in any part of the establishment, at any time during the year. Abatement shall be allowed @ 60% and service tax shall be charged on balance 40%. 
In case of a canteen maintained in a factory covered under the Factories Act, 1948, no service tax is payable even if it has air-conditioning facilities.  
3. Educational services 

Services provided by the education institutions covered  under negative list shall be exempt from service tax if services have been provided to its students, faculty and staff.

Similarly services provided to such institution shall be exempt from service tax but only the following services 

(i) transportation of students, faculty and staff; 

(ii) catering, including any mid-day meals scheme sponsored by the Government. 

(iii) services of security / cleaning / house-keeping.
(iv) services relating to admission / conduct of examination.
e.g. ICAI has outsourced the work relating to admission and conduct of examination to outside agency which has charged `10,00,000 from ICAI, in this case no service tax shall be payable. 
If a transport operator has given a passenger vehicle on contract to a recognised college for traveling of students and faculty and has charged `3,00,000, in this case no service tax is payable.  
4.  Legal Services 
Services provided by
(i) If services have been provided by an individual as an advocate or a partnership firm of advocates, it will be exempt if services have been provided to  
(i) an advocate or partnership firm of advocates providing legal services ; 

(ii) any person other than a business entity

        (iii) to any business entity with turnover not exceeding `10,00,000 in the preceding financial year 


It will be taxable if services have been provided to a business entity with a turnover more than rupees ten lakh in the preceding financial year
(ii) Arbitral tribunal to any person shall be exempt from service tax but it will be taxable if services have been provided to a business entity with a turnover more than rupees ten lakh in the preceding financial year and reverse charge shall be applicable 

Business entity means ‘any person ordinarily carrying out any activity relating to industry, commerce or any other business or profession’. Thus, it includes sole proprietors as well. The provisions relating to arbitral tribunal are also on similar lines.
Example of services by Arbitral Tribunal / Advocates 
	Sl.No.
	Service Provider
	Service Receiver
	Taxable/Exempt
	Taxability

	01.
	Arbitral Tribunal
	Mr. A
	Exempt
	

	02.
	Arbitral Tribunal
	ABC Ltd.

 (Turnover `8 Lakh in the preceding year)
	Exempt
	

	03.
	Arbitral Tribunal


	ABC Ltd. 

 (Turnover `15 Lakh preceding year)


	Taxable
	Reverse Charge applicable and Service Recipient shall be liable to pay service tax.

	04.
	Ram Jethmalani 

(An individual advocate)
	Harish Salve 

(an individual advocate)
	Exempt
	

	05.
	Harish Salve 

(an individual advocate)
	Mr. A
	Exempt
	

	06.
	Mukul Rohatgi

(An individual advocate)
	ABC Ltd. 

 (Turnover `7 Lakh in the preceding year)
	Exempt
	

	07.
	Luthra & Luthra (Partnership firm of Advocates)


	ABC Ltd. 

 (Turnover ` 33 Lakh preceding year)


	Taxable
	Reverse Charge applicable and Service Recipient shall be liable to pay service tax.


5. Transportation by rail, ship or goods transport agency 

Services by way of transportation by rail /ship / goods transport agency shall be exempt if it is within India but only for the following goods  

(a) relief materials for victims of disasters, calamities etc.

(b) defence or military equipments

(c) newspaper or magazines 

(d) Agricultural produce 

(e) milk, salt and food grain including flours, pulses and rice 

(f) Chemical fertilizer, organic manure and oil cakes 

(g) Cotton, ginned or baled 

(h) railway equipments or materials by railways 

In case of goods transport agency if transportation charges for booking of full vehicle is upto `1,500, it is exempt. Similarly if consignment of different persons is being taken in one vehicle and amount charged from any particular person is upto `750, it will be exempt from service tax and if amount is exceeding `1,500 / `750, service tax shall be charged on full amount. 

Illustration 68: Answer with respect to applicability of service tax in the following cases during the month of June, 2015:

(i) Service provided by a private transport operator to a recognised School in relation to transportation of students to and from a School.

(ii) Services provided by way of vehicle parking to general public in a shopping mall.

(iii) Transport of milk, salt and food grain including flours, pulses and rice and newspaper registered with 
the Registrar of Newspapers by a goods transport agency in a goods carriage.

(iv) Transportation of petroleum and petroleum products and household effects by railways.

(v) Transportation of postal mails or mail bags by a vessel.

Solution:

(i) Exempt. educational services provided TO a recognised educational institution are exempt from service tax.
(ii) Taxable. Services provided by way of vehicle parking to general public are not exempt from service tax.

(iii) Exempt. Services provided by a goods transport agency by way of transportation of milk, salt and food grain including flours, pulses and rice and newspaper registered with the Registrar of Newspapers are exempt from service tax.
(iv) Taxable. Transportation of petroleum and petroleum products and household effects by railways are not exempt from service tax.

(v) Taxable. Transportation of postal mails or mail bags by a vessel are not exempt from service tax.
Illustration 69: Discuss whether service tax is leviable in respect of transporation services provided by Raghav Goods Transport Agency in each of the following independent cases:
	Customer
	Nature of services provided
	Amount charged

	A
	Transportation of milk 
	` 20,000

	B
	Transportation of books on a consignment transported in a single goods carriage
	` 3,000

	C
	Transportation of chairs for a single consignee in the goods carriage
	` 600


Solution: 
	Customer
	Nature of services Provided
	Amount

Charged
	Taxability

	A
	Transportation of Milk  
	`20,000
	Exempt. Transportation of milk by goods transport agency is exempt. 

	B
	Transportation of books on a consignment transported in a single goods carriage
	`3,000
	Service tax is leviable. Exemption is available for transportation of goods only where the gross amount charged for transportation of goods on a consignment transported in a single goods carriage does not exceed `1,500

	C
	Transportation of chairs for a single consignee in the goods carriage
	`600
	Exempt. Transportation of goods where gross amount charged for transportation of all goods for a single consignee does not exceed `750/- is exempt. 


6. Services by an artist in folk or classical art forms of (i) music, or (ii) dance, or (iii) theatre shall be exempt from service tax if the consideration charged for such performance is not more than one lakh rupees but if such artist is working as brand ambassador, it will be taxable. 
"Brand ambassador" means a person engaged for promotion or marketing of a brand of goods etc. 
Whether the following activities are exempt under this head or taxable?

	S. No.
	Activities
	Taxable or exempt

	1.
	Activities by a performing artist in folk or classical art forms of music, dance, or theatre and amount charged is `50,000
	Exempt

	2.
	All other activities by an artist in other art forms e.g. western music or dance, modern theatres, performance of actors in films or television serials
	Taxable

	3.
	Services provided by an artist as brand ambassador.
	Taxable


Illustration 70: RXL Pvt. Ltd. manufactures beauty soap with the brand name ‘Forever Young’. RXL Pvt. Ltd. has organized a concert to promote its brand. Ms. Ahana Kapoor, its brand ambassador, who is a leading film actress, has given a classical dance performance in the said concert. The proceeds of the concert will be donated to a charitable organization.

Explain whether Ms. Ahana Kapoor will be required to pay any service tax.

Solution: Services provided by a performing artist in folk or classical art forms of (i) music, or (ii) dance, or (iii) theatre, excluding services provided by such artist as a brand ambassador are exempt. 
Ms. Ahana Kapoor is the brand ambassador of ‘Forever Young’ soap manufactured by RXL Pvt. Ltd., the services rendered by her by way of a classical dance performance in the concert organized by RXL Pvt. Ltd. to promote its brand will be taxable.

7. Services by way of training or coaching in recreational activities relating to arts, culture or sports i.e. exemption is available to coaching or training relating to all forms of dance, music, painting, sculpture making, theatre, sports etc., however activities of artists in such art forms i.e. painting, sculpture making etc. shall be Taxable.
(Sculpture means a work of art that is a solid figure or object made by carving or shaping wood, stone, clay, metal, etc)
8. Services provided to a recognised sports body by an individual as a player, referee, umpire, coach or team manager shall be exempt from service tax. Similarly services provided by one recognized sports body to another recognised sports body shall be exempt from service tax. 

"Recognized sports body" means - (i) the Indian Olympic Association, (ii) Sports Authority of India, (iii)  National Sports Federation (iv) the International Olympic Association or other notified organisation. 

Whether the following services are exempt or taxable?
	S. No.
	Service provided
	Exempt /taxable

	1.
	Services provided to a recognized sports body by an individual as a player, referee, umpire, coach or team manager for participation in a sporting event organized by a recognized sports body
	Exempt 

	2.
	Service of a player to a franchisee which is not a recognized sports body
	Taxable

	3.


	Services by a recognized sports body to another recognized sports body
	Exempt 

	4.
	Services by individuals such as selectors, commentators, curators (custodian), technical experts
	Taxable

	5.


	Services of an individual as umpire, referee when provided directly to a recognized sports body
	Exempt 


Illustration 71: An individual acts as a referee in a football match organized by Sports Authority of India. He has also acted as a referee in another charity football match organized by a local sports club. Discuss whether he is required to pay any service tax.

Solution: In the first case, the football match is organized by Sports Authority of India, which is a recognized sports body, services provided by the individual as a referee in such football match will be exempt. When he acts as a referee in a charity football match organized by a local sports club, he would not be entitled to exemption as a local sports club is not a recognized sports body and service tax will be payable.
9. Research and development cess

If any person has imported any technology in India, such person has to pay tax on such import in the similar manner as in case of custom duty on import of goods and also such person is required to pay service tax, hence a person importing technology in India shall be allowed to set off R & D cess paid on import of technology from the amount of service tax and only the balance amount of service tax has to be paid.  

Research and Development cess is levied, on the payment of technical fees/consultancy/royalty or know-how etc. involving the ‘import of technology’, under section 3 of the Research & Development Act, 1986. The purpose of levying this cess is to encourage the commercial application of indigenously developed technology. Rate of cess: Rate of research and development cess is 5%.

As per Notification No. 14/2012-S.T, dated 17.03.2012, the amount of Research and development cess payable shall be allowed as a deduction from the service tax payable on the taxable service involving the import of technology.

Illustration 72: X Techies Ltd. imported a taxable service (involving transfer of technology) for `12,00,000 from USA on 10th June, 2015. The exporter raised an invoice for the same on 01.07.2015. X Techies Ltd. paid the said amount on 31.08.2015. The Research and Development cess (R & D cess) of ` 60,000 leviable on such import of technology was paid by X Techies Ltd. on 22.07.2015. You are required to answer the following with respect to the given transaction:

(i) Who is liable to pay service tax?

(ii) What is the point of taxation?

(ii) What is the amount of service tax payable on the said taxable service?

Note:

(1) ` 12,00,000 is exclusive of service tax and R & D cess.
Solution:

(i) In case where the taxable services are provided by any person located in a non-taxable territory and are received by any person located in the taxable territory, person liable to pay service tax is the recipient of such service under reverse charge mechanism. Thus, in the given case, X Techies Ltd. is liable to pay service tax on the taxable service imported by it.

(ii) As per the Point of Taxation Rules, 2011, the point of taxation in respect of the persons required to pay tax under reverse charge mechanism is the date on which payment is made provided payment is made within a period of 3 months from the date of invoice.

Since in the given case, X Techies Ltd. has made the payment within 3 months from the date of the invoice, the point of taxation is the date of payment i.e., 31.08.2015.

(iii) The amount of R&D cess payable is allowed as a deduction from the service tax payable on the taxable service involving the import of technology:- 

Therefore, service tax payable by X Techies Ltd. would be computed as under:

Particulars 












(`)

Service tax (`12,00,000 × 14.5%) 








    1,74,000

Less: Research and development cess paid 







       60,000

Net service tax liability 









    1,14,000
10. Services provided to the United Nations or a specified international organization
"Specified international organization" means International Civil Aviation Organisation/World Health Organisation/International Labour Organisation or other similar organisation. 
11. The taxable services given to a unit located in a Special Economic Zone and Developer of SEZ shall be exempt from service tax. If services are consumed within SEZ, no service tax shall be charged but if services are consumed outside SEZ, the service provider shall claim service tax but the service recipient can claim refund subsequently.  
12. Services provided by a Charitable Trust covered under section 12AA of Income Tax Act shall be exempt from service tax.
13. OTHER SERVICES
(i) Services by a Religious Organisation by way of renting of its premises shall be exempt from service tax also payments taken for conducting any religious ceremony shall be exempt from service tax. 
(ii)  Services by an organizer to any person in respect of a business exhibition held outside India. 

(iii) Services received from a provider of service located in a non- taxable territory by Government / local authority / charitable trust shall be exempt. If any individual has taken services for personal purpose, it will also be exempt. 
Illustration 73: Mr. Yogi, located in taxable territory receives taxable services provided from a non-taxable territory by a U.K. based company. Examine whether Mr. Yogi is liable to pay service tax. 

Solution: Yes. Mr. Yogi is liable to pay service tax under reverse charge but if services have been taken for personal purpose, it will be exempt from service tax. 

(iv) Services of public libraries by way of lending of books, publications or any other knowledge- enhancing content or material.
(v) Services by way of public conveniences such as provision of facilities of bathroom, washrooms, lavatories, urinal or toilets.
(vi) Services provided by a tour operator to a foreign tourist in relation to a tour conducted wholly outside India.
(vii) Services by way of pre-conditioning, pre-cooling, ripening, waxing, retail packing, labelling of fruits and vegetables which do not change or alter the essential characteristics of the said fruits or vegetables.
(viii) Services by way of admission to a museum, national park, wild life sanctuary, tiger reserve or zoo. Also service by way of admission to exhibition of cinematographic film, circus, dance or theatrical performance including drama or ballet or recognized sporting event. 
(ix) Carrying out an intermediate production process as job work in relation to agriculture e.g. no service tax shall be charged in case of Paddy milled into rice on job work basis. 
Illustration 74. (Supplementary May – 2015) 
With reference to the position of service tax law, determine the applicability of service tax in each of the following independent cases:

(i) External  asset  management  services  received  by  Reserve  Bank  of  India  from overseas financial institutions.

(ii) Service provided by an Indian tour operator to Mr. B, a Japanese National, for a tour conducted in Europe

(iii) Services provided to a Higher Secondary School affiliated to CBSE Board by an IT company in relation to development of a software to be used for enhancing the quality of classroom teaching.

Answer

(i) Exempt. Services received by Reserve Bank of India from outside India in relation to management of foreign exchange reserves have been exempted from service tax. External asset management services received by Reserve Bank of India from overseas financial institutions is a specialized financial service in the course of management of foreign exchange reserves.
(ii) Exempt. Services provided by an Indian tour operator to a foreign tourist in relation to a tour wholly conducted outside India have been exempted from service tax.
(iii) Taxable. The following specific services provided TO an educational institution (which provides education covered under negative list of services) have been exempted from service tax:
(i) transportation of students, faculty and staff;
(ii) catering, including any mid-day meals scheme sponsored by the Government;
(iii) security or cleaning or house-keeping services performed in such educational institution;
(iv) services  relating  to  admission  to,  or  conduct  of  examination  by,  such institution.
However, the services of a development of software provided to it are not covered under any of the specific services given above. Thus, the same will be liable to service tax. 
Illustration 75: (RTP) Mrs. Kiran has provided you the following details in respect of various services received/availed by her during December, 2015:-

(i) Deposited ` 1,00,000 in her Savings Bank A/c. Interest of ` 5,000 was credited in her account on 31.12.2015.

(ii) Availed services of a mobile network operator and received a monthly bill for ` 2,000.

(iii) Visited an Orthopaedician (MBBS, MS) as she had severe backache and paid consultancy fee of `1,000.

(iv) Availed beauty treatment services from a salon for ` 6,000.

Notes:

1. All the amounts given above, are exclusive of service tax, wherever applicable.

2. All the service providers who have provided services to Mrs. Kiran are not eligible

for small service provider’s exemption, wherever service tax is applicable.

3. Wherever applicable, service tax is to be recovered from the service receiver.

Compute the amount of service tax leviable on services availed/received by Mrs. Kiran.

Solution:

Computation of service tax leviable on services received/availed by Mrs. Kiran

	Particulars
	Value of Taxable Service received (`)
	Service tax @ 14.5%(`)

	Amount deposited in the saving bank account and interest earned 
	-
	-

	Services of mobile network operator 
	2,000.00
	290

	Visit to an orthopaedician on complaint of severe backache 
	                -
	-

	Beauty treatment services 
	6,000.00
	 870

	Total service tax payable on services availed/received
	
	1,160


MAY-2015

Question 1(b). 









           (6 Marks)

MCSS Tech Solutions is providing taxable Information Technology Software services, and provide the following information related to the services rendered, invoice issued and payment received for these services, for the half year ended on 31st March 2016.

               




Particulars




       Amount (`) 
(i) Advance received on 31st March, 2016 for upgradation and enhancement of software

service to be rendered in the month of April, 2016





           7,50,000

(ii) Service provided to United Nations in New Delhi for Analysis, design and programming

of latest information technology software






           6,00,000

(iii) Service billed to various clients. (Including the services provided to United Nations)
         56,00,000

Service tax have been charged separately in all the bills.
Compute the value of total taxable services and the total service tax payable by MCSS Tech. Solutions @ 14.5% for the half year ended on 31st March, 2016.

Solution:     computation of total taxable services and service tax payable
                




Particulars




          Amount 
(i) Advance received on 31st March, 2016 for upgradation and enhancement of software

Service to be rendered in the month of April, 2016
(7,50,000/114.5 x100)

                       6,55,021.83
(ii) Service provided to United Nations in New Delhi for Analysis, design and programming

of latest information technology software (Exempt as per Mega Exemption)

                        Nil

(iii) Service billed to various clients. 
                                                                                             50,00,000.00

Total value of taxable service 







         56,55,021.83
Service Tax @ 14.5%





                                                           8,19,978.17
Rounded off u/s 37D









           8,19,978.00
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Question 5(b). 









           (4 Marks)
Discuss whether the following services are chargeable to service tax or not?

(i) Paddy milled into rice on job work basis.

(ii) A hockey player gets fees from Indian Hockey Federation for participating in an International event.

(iii) Sonakshi Sinha a brand ambassador of XYZ Ltd. gets `15,00,000 for advertising its products.

(iv) Testing of newly developed drugs by an approved clinic research organization.

Solution 5(b):

(i) Exempt: Paddy is an agricultural produce but rice is not an agricultural produce however processing of  agricultural produce is exempt as per Mega Exemption, hence Paddy milled into rice on job work basis is exempted under mega exemption.
(ii) Exempt: Services provided to a recognized sports body by an individual as a player shall be exempt from service tax. It is presumed that Indian Hockey Federation is a recognized sports body.  
(iii)  Taxable: Services provided by an artist as brand ambassador is a taxable service.
(iv)  Taxable: Since testing of newly developed drugs is not covered under negative list or mega exemption hence testing of newly developed drugs is a taxable service.
ABATEMENT

(Concession / Reduction)

[Notification No. 26/2012-ST dated 20.06.2012]

Question 35: Write a note on Abatement (Concession / Reduction)  [Notification No. 26/2012-ST dated 20.06.2012]

Answer: Abatements in respect of various taxable services
If any service provider is using goods as well as services, in such cases service tax shall be payable only on service portion but if service portion can not be separated from the gross value, in such cases abatement is allowed for the goods portion and service tax is payable on the balance amount and it is as given below: 
	Sl. No.
	Description of taxable service
	%  of 

abatement
	% of 

taxable 

portion

	1.
	Transport of goods/passenger by rail
	70
	30

	2.
	Transport of passengers by air in
(i) economy class

(ii) other than economy class
	60

40
	40

60

	3.
	Transport of goods in a vessel
	70
	30

	4.
	Transport of passengers by a contract carriage/a radio taxi/a motorcab
	60
	40

	5.
	Services of goods transport agency
	70
	30

	6.
	Services by a tour operator in relation to a package tour
	75
	25

	7.
	Other tour 
	60
	40

	8.
	Renting of hotels etc. for residential purposes.
	40
	60

	9.
	Restaurant 
	60
	40

	10. 
	Outdoor catering 
	40
	60


In general if abatement is allowed, tax credit for input and capital goods is not allowed 

"Package Tour" means a tour wherein transportation, accommodation for stay, food, tourist guide, entry to monuments and other similar services in relation to tour are provided by the tour operator as part of the package tour to the person undertaking the tour.
Illustration 76: (Supplementary May – 2015)
XYZ Travels Pvt. Ltd., located in New Delhi, is engaged in providing services of renting of motor cab. Value of services rendered by the company during the month of December, 2015 is ` 5,50,000. 
Determine the net service tax liability of XYZ Travels Pvt. Ltd. for the month of December, 2015.

Solution: 
Computation of net service tax liability of XYZ Travels Pvt. Ltd. for December, 2015
	Particulars
	(`)

	Value of services
	5,50,000

	Less: Abatement @ 60% 
	3,30,000

	Value of taxable service
	2,20,000

	Service tax @ 14.5%
	31,900


Illustration 77: (Supplementary May-2015) 

ABC Pvt. Ltd., a manufacturer, has furnished the following information:
	S.
No.
	Particulars
	Excise duty/ Service tax (`)

	(i)
	High Speed Diesel Oil
	Invoice dated 01.03.2016
	26,240

	(ii)
	Input ‘A’
	Invoice dated 05.03.2016
	1,56,000

	(iii)
	Input ‘B’
	Invoice dated 10.03.2016
	1,35,000

	(iv)
	Machinery falling under Chapter 82
	Invoice dated 12.03.2016
	3,54,670

	(v)
	Cement and iron rods used in making a structure for support of the machinery at point (iv) above
	Invoice dated 15.03.2016
	1,88,290

	(vi)
	Input ‘C’
	Invoice missing
	89,460

	(vii)
	Input service ‘X’
	Invoice dated 19.03.2016 12.03.20155
	45,340

	(viii)
	Input service ‘Y’
	Invoice dated 20.03.2016
	68,240

	(ix)
	GTA service for bringing raw materials to the factory [Payment for services and service tax has been made]
	Invoice dated 25.03.2016

	       12,600

	(x)
	Security services for guarding the factory [Payment for services and service tax has been made]
	Invoice dated 28.03.2016

	21,000


You are required to determine the total CENVAT credit that can be availed by ABC Pvt. Ltd. for March 2016.
Note: ABC Pvt. Ltd. is not entitled to SSI exemption under Notification No. 8/2003 CE dated 01.03.2003.
Solution:
Computation of CENVAT credit that can be availed during the month of March, 2016
	Particulars
	`

	High Speed Diesel Oil 
	-

	Input ‘A’ 
	   1,56,000

	Input ‘B’
	1,35,000

	Machinery falling under Chapter 82 [50% of ` 3,54,670] 
	1,77,335

	Cement and iron rods 
	-

	Input ‘C’ 
	-

	Input service ‘X’
	45,340

	Input service ‘Y’ 
	        68,240

	GTA service 
	 12,600

	Security service 
	 21,000

	Total CENVAT credit that can be availed during the month of March, 2016
	6,15,515


REVERSE CHARGE

Notification No. 30/2012-ST, dated 20-6-2012
Question 36: Write a note on Reverse Charge under section 68(2)/Rule 2(1)(d) of Service Tax Rules, 1994 and Notification No. 30/2012-ST, dated 20-6-2012.
Answer: As per section 68(2)/Rule 2(1)(d) of Service Tax Rules, 1994, in certain cases service tax is to be paid by the service receiver himself and it is called Reverse Charge mechanism and it is applicable in the following cases: 

1. Services from non-taxable territory to taxable territory 

Reverse charge shall be applicable in respect of any taxable services provided or agreed to be provided by any person who is located in a non-taxable territory and received by any person located in the taxable territory. 
2. Sponsorship Services 

Reverse charge shall be applicable if sponsorship services have been provided to any body corporate or partnership firm, but if such services have been provided to other persons like individual , HUF etc., reverse charge shall not be applicable rather the organizer shall collect service tax from the sponsorer and shall pay to the Government. 

Example

(i) Sponsorer is in Delhi and organizer of programme is also in Delhi and it is company or partnership firm, Reverse charge is applicable and service tax shall be paid by the sponsorer.

(ii) If programme has been sponsored by an individual/HUF, the organizer shall collect service tax from individual/HUF and shall pay it to the Government. 
Illustration 78: Mr. A sponsored a dance competition organized by ‘Taal Academy’, a dance school run by an individual. The dance competition was named as ‘Mr. A’s Dance Show’ by ‘Taal Academy’. Who is liable to pay service tax in this case? Will your answer be different if ‘Taal Academy’ is run by a partnership firm?

Solution: In case of service provided by way of sponsorship to any body corporate or partnership firm, person liable to pay service tax is the person receiving such service i.e. reverse charge is applicable, but if services are given to any other person, reverse charge is not applicable.  
In the given case sponsorship service is provided to an individual, the person liable to pay service tax will be service provider i.e., ‘Taal Academy’. Further, since the status of service receiver is relevant for determining as to who would pay service tax, status of service provider is immaterial. Therefore, as long as sponsorship service is rendered to an individual, service tax will be payable by service provider i.e., ‘Taal Academy’ irrespective of whether the same is run by an individual or a partnership firm.

3. Goods Transport Agency 

Reverse charge shall be applicable in respect of goods transport agency but it is applicable only if the person making payment of freight is any of the persons mentioned below:

(a)  any factory; (b)  any society; (c)  any co-operative society; (d)  First stage dealer or second stage dealer; (e)  any body corporate; or (f)  any partnership firm;

Example

(i) ABC Ltd., consignor is in Delhi and consignee XYZ Ltd. is in UP and GTA, Z Ltd. is in Delhi and freight is to be paid by ABC Ltd., in this case reverse charge is applicable and service tax shall be paid by ABC Ltd. and if freight is to be paid by XYZ Ltd., reverse charge shall be applicable and XYZ Ltd. has to pay service tax under reverse charge.
If the person making payment of freight is individual or HUF, reverse charge shall not be applicable and the service provider i.e. GTA shall collect service tax from the person liable to pay freight and shall pay it to the Government. 

(ii) ABC Ltd., consignor is in Delhi and consignee Mr. X is in U.P. and GTA, Z Ltd. is in Delhi and freight is to be paid by Mr. X, in this case reverse charge is not applicable rather service tax shall be collected by GTA, Z Ltd. from Mr. X and shall be paid to the Government.   

Illustration 79: ABC Ltd., a carrying and forwarding agency, started its operations on October 1, 2015. It utilized the services of Big Carriers, a goods transport agency, in the month of November, 2015. Big Carriers have communicated to ABC Ltd. that service tax on the services provided by them is required to be paid by ABC Ltd. under reverse charge. However, ABC Ltd. has written to Big Carriers that it is eligible for small service provider exemption in the year 2015-16. Consequently, it will not pay service tax under reverse charge also.

You are required to critically examine each stand of the two parties and arrive at the final conclusion.

Solution: In case of goods transport agency, reverse charge is applicable and service tax shall be paid by the service recipient i.e. ABC Ltd. and not by Big Carriers. In case of reverse charge, SSP exemption is not allowed to the service recipient, hence ABC Ltd. has to pay service tax under reverse charge even if it is eligible for SSP exemption. 
4. Services by individual advocate or firm of advocates  

Reverse charge shall be applicable and service tax shall be paid by the recipient of service. 
(Some of the services by individual advocate or firm of advocates are exempt as per mega exemption and is as given below:

An individual as an advocate or a partnership firm of advocates by way of legal services to-

(i) an advocate or partnership firm of advocates providing legal services ;

(ii) any person other than a business entity; or

(iii) a business entity with a turnover up to ` 10 lakh in the preceding financial year.)
Illustration 80: Vakil & Vakil, a firm of lawyers rendered legal advice to Mr. B, an architect, and MNO Ltd., an advertising agency during December, 2015. Both Mr. B and MNO Ltd. are not entitled for small service provider exemption in the year 2015-16. Who is liable to pay service tax in this case? Will your answer be different if Mr. B and MNO Ltd. sought legal advice from Mr. A, a lawyer?
Solution: In case of taxable services provided to any business entity located in the taxable territory by an individual advocate or a firm of advocates by way of legal services, person liable to pay service tax is the person receiving such service.

Further, services provided by an individual advocate or a partnership firm of advocates by way of legal services to a business entity with a turnover up to `10 lakh in the preceding financial year are exempt from service tax.

In the given case, turnover of services of both Mr. B and MNO Ltd. would have been more than ` 10 lakh in the preceding financial year as they are not entitled to small service provider exemption in the year 2015-16 and hence, legal services provided by Vakil and Vakil (firm of advocates) or Mr. A (individual lawyer) during December, 2015 will be taxable.

Therefore, service tax will be payable by service receivers, Mr. B and MNO Ltd. irrespective of whether the legal advice is sought from a firm of lawyers or from Mr. A, an individual lawyer.
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Question 6(b)
(5 Marks)
Gupta Associates, a firm of lawyers rendered legal Advice to Mr. Das, an Architect and Surya Ltd. an Advertising agency during December, 2015. Both Mr. Das and Surya Ltd. are not entitled for Small Service Provider exemption in the year 2015-16.

Who is Liable to pay Service Tax in this Case? Will your answer be different if Mr. Das and Surya Ltd. sought Legal Advice from Mr. Dev a Lawyer.

Solution: 

In case of taxable services provided to any business entity located in the taxable territory by an individual advocate or a firm of advocates by way of legal services, service tax is payable under reverse charge, however services provided by an individual advocate or a partnership firm of advocates by way of legal services to a business entity with a turnover up to `10 lakh in the preceding financial year are exempt from service tax.

In the given case, turnover of both Mr. Das and Surya Ltd. would have been more than ` 10 lakh in the preceding financial year as they are not entitled to small service provider exemption in the year 2015-16 and also they are business entity hence legal services provided by Gupta Associates (firm of advocates) during December, 2015 shall be taxable and service recipient will be required to pay tax under reverse charge.
It will not make any difference if services have been taken from Mr. Dev an individual lawyer.  

5. Services by Arbitral Tribunal 

Reverse charge shall be applicable and service tax shall be paid by the recipient of service. 
(Some of the services by a arbitral tribunal are exempt as per mega exemption and is as given below:

An arbitral tribunal to -

(i) any person other than a business entity; or

(ii) a business entity with a turnover up to ` 10 lakh in the preceding financial year.)

6. Services by way of renting of motor vehicle 

Reverse charge shall be applicable in respect of services provided by way of renting of a motor vehicle but only if service provider is any individual / Hindu Undivided Family / partnership firm / AOP / BOI (i.e. other than a company) and service recipient is a company and in any other case, reverse charge is not applicable. 

If service provider and service recipient are engaged in renting of motor vehicle, reverse charge is not applicable. 
Example 
(i) Renting of motor vehicle by individual / HUF / Firm / AOP / BOI to a company: Reverse charge is applicable  

(ii) Renting of motor vehicle by individual / HUF / Firm / AOP / BOI to persons other than a company: Reverse charge is not applicable

(iii) Renting of motor vehicle by a company to individual / HUF / Firm / AOP / BOI or any other person: Reverse charge is not applicable

7. Supply of manpower or security services 

It will be applicable in respect of services provided by way of supply of manpower or security services by any individual / Hindu Undivided Family / partnership firm / AOP / BOI (i.e. other than company) and services have been given to a company. Reverse charge shall not be applicable in any other case. 
Example

(i) Services given by individual / Hindu Undivided Family / partnership firm / AOP / BOI (i.e. other than company) to a company, for supply of manpower or security services: reverse charge applicable.

(ii) Services given by individual / Hindu Undivided Family / partnership firm / AOP / BOI (i.e. other than company) to any person other than a company, for supply of manpower or security services: reverse charge 
not applicable.

(iii) Services given by a company to any person, for supply of manpower or security services: reverse charge not applicable.

8. Services by Government or local authority

Reverse charge shall be applicable in respect of services provided by Government or local authority, however reverse charge shall not be applicable in the following cases: 

(1) Services by the Department of Posts by way of speed post, express parcel post, life insurance, and agency services provided to a person other than Government;
(2) Services in relation to an aircraft or a vessel, inside or outside the precincts of a port or an airport;
(3) Transport of goods or passengers; or
(4) Renting of immovable property 
9. Services by Director to the company/body corporate   

Reverse charge shall be applicable and company/body corporate shall pay service tax to Government under reverse charge. 

10. Insurance Agent Services 

In respect of services provided or agreed to be provided by an insurance agent to any person carrying on insurance business. E.g. Mr. X is an agent in LIC and he has to receive a commission of `5 lakh in connection with insurance business, in this case, he will not charge any service tax from LIC rather LIC has to pay service tax under reverse charge. 
11. Recovery Agent Services 

In respect of services provided by a recovery agent to a banking company or a financial institution or a non-banking financial company, reverse charge shall be applicable i.e. the bank etc. shall pay service tax on 100% of the amount.
12. Services by a selling or marketing agent of lottery tickets to a lottery distributor.

If a lottery distributor is providing services of sale of lottery tickets to the state government, lottery distributor shall collect service tax from the state government and shall pay it to the central government. If such lottery distributor has further appointed sub-agents to sell lottery tickets and is paying commission to such sub-agents for sale of lottery, in such cases the sub-agents shall not collect service tax from lottery distributor rather lottery distributor shall pay service tax under reverse charge. e.g. ABC Ltd. is lottery distributor for Haryana Government, in this case ABC Ltd. shall collect service tax from Haryana Government and shall pay it to the Central Government. If ABC Ltd. has further appointed agents for sale of lottery tickets and has paid commission to such agents, such agents shall not collect service tax from ABC Ltd. rather ABC Ltd. shall pay service tax under reverse charge.      
Other provisions for reverse charge: 
(i) As per notification no. 33/2012, SSP exemption is not available to the service recipient with regard to value of services for which service tax is being paid under reverse charge mechanism.
(ii) As per rule 3(4) of CCR 2004, CENVAT credit cannot be used for payment of service tax in respect of services where the person liable to pay tax is the service recipient. E.g. ABC Ltd. has sponsored one programme and has to pay ` 10 lakh plus service tax `1,45,000 and company has cenvat credit of `3,00,000, in this case company is not allowed to adjust `1,45,000 from cenvat credit rather company should pay `1,45,000 and can take credit for `1,40,000 (credit of `5,000 of Swachh Bharat Cess is not allowed) and total tax credit available shall be `4,40,000.

DEFINITION OF SERVICE 

SECTION 65B(44)
As per section 65B(44), "Service" means any activity carried out by a person for another for consideration, and includes a declared service, but shall not include—

(a) an activity which constitutes merely,—

(i) sale of goods or immovable property 

(ii) deemed sale under article 366(29A) of the Constitution
(iii) a transaction in money 

(iv) actionable claim
(b) a provision of service by an employee to the employer 

(c) fees taken in any Court or tribunal 
Explanation 1.— nothing contained in this clause shall apply to,—

(A) the functions performed by the Members of Parliament, Members of State Legislative Assembly, Members of Panchayats, Members of Municipalities and Members of other local authorities who receive any consideration in performing the functions of that office as such member; or

(B) the duties performed by any person who holds any post in pursuance of the provisions of the Constitution in that capacity; or

(C) the duties performed by any person as a Chairperson or a Member or a Director in a body established by the Central Government or State Governments or local authority.

Explanation 2. – For the purposes of this clause, the expression “transaction in money or actionable claim” shall not include any activity relating to use of money or its conversion by cash or by any other mode, from one form, currency or denomination, to another form, currency or denomination for which a separate consideration is charged.
Explanation 3.— For the purposes of this Chapter,—

(a) an unincorporated association or a body of persons, as the case may be, and a member thereof shall be treated as distinct persons;

(b) an establishment of a person in the taxable territory and any of his other establishment in a non-taxable territory shall be treated as establishments of distinct persons.

Explanation 4.— A person carrying on a business through a branch or agency or representational office in any territory shall be treated as having an establishment in that territory;
In Simple Words

Service means any activity for consideration carried out by a person for another and includes a declared service. 

It will not include sale / purchase of goods or immovable property and it will not include deemed sales as per article 366(29A) of Indian Constitution but service portion shall be considered to be service.
It will not include transaction in money provided no commission is charged otherwise service tax shall be charged on the amount of commission as in case of foreign exchange broker.

It will not include actionable claim like LIC policy or lottery etc.  
It will not include services by employee to employer 

It will not include fee taken by any Court or Tribunal.

It will not include payments received by MPs or MLAs etc. for the functions performed by them. 

It will not include payments taken by persons who are holding any post as per constitution e.g. President or Governor etc. 

It will not include payments taken by persons who are members of any committee etc. formed by the Government. 
If any club or BOI or AOP etc. have given services to their members, they will be considered to be different persons and service tax shall be payable.
If different branches of any assessee are rendering services to each other, they will be considered to be same person and no service tax is payable but an establishment of a person in the taxable territory and any of his other establishment in a non-taxable territory shall be treated as establishments of distinct persons.

65B
(37) "Person" includes,—
(i) an individual,

(ii) a Hindu undivided family,

(iii) a company,

(iv) a society,

(v) a limited liability partnership,

(vi) a firm,

(vii) an association of persons or body of individuals, whether incorporated or not,

(viii) Government,

(ix) a local authority, or

(x) every artificial juridical person, not falling within any of the preceding sub-clauses.

Illustration 81: (RTP) BTR Association, an unincorporated body of individuals, provided warehousing services to Mr. Raman for `15,00,000. BTR Association is of the view that since it is not a natural person, warehousing service provided by it will not be a ‘service’ in terms of section 65B(44) of the Finance Act, 1994.

Examine whether the view taken by BTR Association is valid in law.
Solution:

The view taken by BTR Association is not valid in law. As per section 65B(44) of the Finance Act, 1994, service means, inter alia, any activity for consideration carried out by a person for another. The term ‘person’ is not restricted to a natural person. The definition of person under section 65B(37), includes, inter alia, body of individuals, whether incorporated or not.

Thus, BTR Association is a person as it is a body of individuals and services provided by it would come under purview of definition of ‘service’ under section 65B(44) of the Finance Act, 1994.
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Question 5(b)
(2 + 2=4 Marks)
(i) “Not All the Services provided by an Employee to the Employers are outside the ambit (scope) of Service”. Explain the statement with reference to Service Tax law.
(ii) Discuss whether the following services are liable to Tax

      (1) Services provided on contract basis by a person to another 

      (2) Services provided by a casual worker to Employer who gives wages on daily basis to the workers.
Solution:

(i) As per section 65B(44), service rendered by an employee to the employer shall not be considered to be service i.e. it is outside the ambit of service and no service tax is payable. However it the employee has rendered services to the employer which is not in the capacity of employee, it will be taxable e.g. Mr. X an employee of ABC Ltd. is running one advertisement agency also and services in connection with advertisement have been rendered to ABC Ltd., such services are taxable.  

(ii)(1) If services are provided on contract basis by one person to the other, it will be considered to be service as per section 65B(44) which reads as “"Service" means any activity carried out by a person for another for consideration, and includes a declared service” and it will be subject to service tax

(ii)(2) Services rendered by employee to employer are not service even if the employee is a temporary employee or a casual worker and no service tax is payable.    

Illustration 82: (RTP) 

Briefly examine whether the following activities are liable to service tax as per the provisions of Finance Act, 1994.

(a) Mr. Aditya, a singer performs in a bus where passengers drop some coins in his bowl kept, either after feeling rejoiced or out of compassion. Also, examine would your answer be different in (a) if Mr. Aditya is called upon Mumbai to perform in an award show for ` 50,000.
(b) Mr. Ramu during long drive with his wife Sanju violated traffic rules and was imposed fine of ` 1,000.

Solution:

(a) Mr. Aditya is not liable to pay service tax as service tax is leviable on the services provided or to be provided. Mr. Aditya has performed an activity without consideration and any activity without consideration does not come within the ambit of definition of “service”. In this case passengers are under no obligation to pay any amount for listening to him nor have they engaged him for his services. (Ambit means scope)
If Mr. Aditya is called upon Mumbai to perform in an award show for ` 50,000, then this activity would come within the ambit of definition of “service” as it becomes an activity for a consideration. Resultantly, this activity would be liable to service tax.
(b) Service tax is not leviable in this case as in order to be service, an activity has to be carried out for a consideration. Therefore, fine being the legal consequence of Mr. Ramu’s action is not in the nature of consideration for an activity. 

Illustration 83: With reference to service tax law as contained in Finance Act, 1994, discuss whether any ‘consideration’ is involved in following cases:
(i) Donations given to political parties.

(ii) Gifts received from friends at the time of wedding.

(iii) Grant given to a researcher to carry out a research in a particular field.

(iv) Grant given to a researcher to carry out any research of his choice. However, the researcher will have to provide Intellectual Property Rights of the outcome of such research activity.
(v) Donations given to a charitable trust with the condition that such trust would display the name of the donor in a fair organized by it.

(vi) X agrees to construct a shopping mall for Y on land owned by Y, and in return, Y agrees to provide two shops in such mall to X.

(vii) Fine imposed by Traffic Police on over speeding vehicles on an expressway.

(viii) Services are provided by A to B. However, payment for the services is made by C, a debtor of B, on the instructions of B.

Solution: ‘Consideration’ means everything received or recoverable in return for a provision of service. Tax treatment in various cases shall be as under:

(i) No, as the donation is not given in return for provision of any service.

(ii) No, as in this case also gifts are given out of free will and not in lieu of any provision of service.

(iii) Yes, as there is a direction to carry out a specific activity, i.e., a research in a particular field in this case.

(iv) Yes. Though grants given for a research where the researcher is under no obligation to carry out a particular research is not a consideration, grant given with counter obligation on the researcher to provide Intellectual Property Rights on the outcome of research undertaken with the help of such grants is a consideration for the provision of service of research.
(v) Yes. Donations to a charitable organization are not consideration unless charity is obligated to provide something in return. Since in this case, donations are given to the charitable trust with the condition that such trust would display the name of the donor in a fair organized by it, the donations would amount to consideration.

(vi) Yes, as consideration also includes consideration of non-monetary nature which essentially means compensation in kind. Since doing or agreeing to do an act in return for provision of service is a form of non-monetary consideration, Y agreeing to provide two shops to X is a non-monetary consideration for construction service rendered by X to Y.

(vii) No. Since fines and penalties are legal consequences of a person’s actions and not a consideration for any activity, fine imposed by Traffic Police on over speeding vehicles on an expressway is not a consideration.
(viii) Yes. The consideration for a service may be provided by a person other than the person receiving the benefit of service as long as there is a link between the provision of service and the consideration. Since in the given case, payment for the service is made by C, a debtor of service receiver B, on the instructions of B, the payment will be treated as consideration of service provided by A to B.

Illustration 84: XYZ & Co. is a consultancy firm based in New Delhi. It has two branch offices at Mumbai and Singapore. Services are provided by Mumbai branch to Head Office at New Delhi and by Head Office at New Delhi to Singapore branch. Explain which of the activities will constitute ‘service’ under service tax law.

Solution: Services provided by Mumbai branch to Head Office at New Delhi will not be ‘service’ in terms of section 65B(44) since both the establishments namely, Branch office and Head office are located in the taxable territory and are thus, one and the same person. 
When services are provided by Head Office at New Delhi to Singapore branch (located in non-taxable territory), the two establishments are treated as establishments of distinct persons and thus, the services provided in this case will constitute ‘service’, however no service tax shall be charged because services have been provided in non-taxable territory. 
Illustration 85: (RTP) 

Examine the chargeability of service tax in each of the following independent cases:-
(i) Mr. Raju, an employee provides his service on contract basis to an associate company of Vikram Enterprises, the employer.

(ii) ABC Institute is engaged in providing private tuitions to the students of Graduation Level.

All the above activities are being carried out in lieu of specific monetary consideration.
Solution:

(i) Section 65B(44) of the Finance Act, 1994, which defines service, specifically excludes from its scope the services that are provided by the employee to the employer in the course of employment. However, services provided outside the ambit of employment for a consideration would be a service. Since, services provided on contract basis i.e. principal-to-principal basis are not services provided in the course of employment, services provided on contract basis by a person to another would be treated as provision of “service”.

Thus, services provided by Mr. Raju, an employee, on contract basis to the associate company of Vikram Enterprises, the employer, would be treated as provision of service and charged to service tax.

(ii) Providing private tuitions to the students of Graduation Level for a consideration is a service. 

Since, private tuitions are not covered in negative list, they would be chargeable to service tax.
Illustration 86: Mr. X has received a sum of ` 5,00,000 from his employer on premature termination of his contract of employment. Mr. X needs your advice as to whether such receipts are liable to service tax.

Solution: No, Mr. X need not pay any service tax on such amount. Amounts paid by the employer to the employee for premature termination of a contract of employment are treated as amounts paid in relation to services provided by the employee to the employer in the course of employment. Hence, amounts so paid would not be chargeable to service tax.
Question 37 (Imp.): Write a note on Constitutional validity of Service Tax.
Answer: At the time of imposing of service tax, there was no specific entry in the Union List or Concurrent List but still parliament has levied service tax and powers were derived from Entry No. 97 of Union List which reads as given below: 
“97 – Any other matter not enumerated in List II or List III including any tax not mentioned in either of those Lists.”

If any matter is not given in State List or Concurrent List, in that case as per Entry No. 97, parliament has the powers of make law with regard to such matter hence parliament has taken powers from Entry No. 97 to impose service tax and it can be said that provisions of service tax are constitutionally valid, however subsequently a new entry 92C was created in the Union List, which reads as given below:  
“92C – Taxes on services” 

Question 38 (V. Imp.): Write a note on sources of Service Tax Law.

Answer: Sources of Service Tax Law are as given below:
Sources of service tax law are 

1. Finance Act, 1994 Section 64 to 100 

2. Rules on Service Tax like 
(i) 

Service Tax Rules, 1994

(ii) 

Point of Taxation Rules, 2011
(iii)   Service Tax (Determination of Value) Rules, 2006

(iv)   Place of Provision of Services Rules, 2012

(v) 
  CENVAT credit Rules, 2004

3. Notifications / circulars etc. 

4. Judicial pronouncements 

Illustration 87: Briefly explain as to how and when the amendments made in Finance Bill, in respect of service tax matters come into force?

Solution: Amendments made by the Finance Bill, in respect of service tax matters, come into force from the date when Finance Bill becomes Finance Act i.e. from the date when it receives the assent of the President of India. However, if it is specifically mentioned in the Act that a particular amendment shall be applicable from a particular date, in such cases that particular amendment shall be applicable only from that date. Under Income Tax Act in general amendments are applicable from the beginning of the Assessment Year. 

Question 39: Write a note on Administration of Service Tax.  
Answer: Ministry of Finance has two main Departments

1. Department of Revenue 

2. Department of Expenditure 

All the taxes are covered under the Department of Revenue and the Department of Revenue has two Board of Taxes:

1. Central Board of Direct Taxes

2. Central Board of Excise and Customs

Service Tax is administered by CBEC and the administration of service tax is as given below in the descending (decreasing) order:    

1. Central Board of Excise and Customs

2. Chief Commissioners of Central Excise

3. Commissioners of Central Excise

5. Joint Commissioner

4. Additional Commissioner

6. Assistant Commissioner/Deputy Commissioner

7. Superintendent

8. Inspector
Director General of Service Tax

The work relating to service tax is also under the control of CBEC, however in 1997 a new post of Director General (Service Tax) was formed. 

MISCELLANEOUS
Question 40 (Imp.): Write a note on role of a Chartered Accountant in service tax. 
Answer: A Chartered Accountant is well equipped to position himself in the new role as an advisor and facilitator for due compliance of service tax law. The nature of services are:

1.
Accounting and Advisory services: A Chartered Accountant is required to provide accounting services keeping in view the latest accounting principles and also advice with regard to tax planning and other procedures.  

2. 
Procedural compliance: The service tax law requires Registration, Payment of tax, Filing of returns etc. A Chartered Accountant is well suited to assist the assessee in all the above functions and ensure compliance.

3. 
Certification and audit: A Chartered Accountant is authorised to certify various documents and statements including Financial Statements. 

4. 
Representational Services: A Chartered Accountant is allowed to represent his clients before service tax authorities and also he is allowed to appear before the Commissioner (Appeals) or Appellate Tribunal. 

EXAMINATION QUESTIONS

MAY-2015
Question 3(b). 









           (5 Marks)
BC Pvt. Ltd., a manufacturer, has furnished the following information:

	Sr. No.
	Particulars
	Excise Duty/ Service Tax paid (`)

	(i) 
	Input ‘A’
	Invoice dated 23.09.2015
	1,56,000

	(ii) 
	Input ‘B’
	Invoice dated 10.04.2016
	1,35,000

	(iii) 
	Input ‘C’
	Invoice missing
	89,460

	(iv)
	Input Service ‘X’
	Invoice dated 12.11.2015
	45,340

	(v)
	Input Service ‘Y’
	Invoice dated 20.09.2015
	68,240

	(vi) 
	Machinery (being eligible capital goods under Chapter 82)
	Invoice dated 12.09.2015
	3,54,670

	(vii)
	GTA service for bringing raw materials to the factory (payment has not been made to GTA but service tax has been paid under reverse charge)
	Invoice dated 14.04.2016 


	12,600


BC Pvt. Ltd. is not entitled to SSI exemption. You are required to determine the total CENVAT credit that can be availed by BC Pvt. Ltd. during the month of April, 2016. 
Solution:

Computation of CENVAT credit that can be availed during the month of April, 2016
	Particulars
	`

	Input ‘A’   
	   1,56,000

	Input ‘B’
	1,35,000

	Machinery falling under Chapter 82 [50% of ` 3,54,670] 
	1,77,335

	Input ‘C’ (credit is not allowed without invoice) 
	    -

	Input service ‘X’
	   45,340

	Input service ‘Y’ 
	68,240

	GTA service (credit is allowed as the service tax is paid under reverse charge)
	12,600

	Total CENVAT credit that can be availed during the month of April, 2016
	5,94,515


Question 7(b). 









             (4 Marks) 

Ashok, a taxable service provider outsourced a part of work by engaging Suresh, a subcontractor. Service tax is charged and paid by Ashok for the total work. Whether Suresh, the sub contractor is liable to charge and pay any service tax?

Answer: Services rendered by sub-contractor are liable to service tax. A sub-contractor is essentially a taxable service provider. The fact that services provided by such subcontractors are used by the main service provider for completion of his work does not in any way alter the fact of provision of taxable service by the sub-contractor.
In the given case Suresh has rendered services to Ashok and shall charge service tax from Ashok and Ashok shall be entitled to take tax credit for the service tax paid to Mr. Suresh. 

MAY-2014

Question 2(b). (4 Marks)
Raj Associates is a consultancy firm. During the financial year 2015-16, it received 18 lakh as professional fee on which tax has been deducted u/s 194J. You are required to compute the value of taxable service and service tax liability of Raj Associates for the year 2015-16. Raj associates has not charged any service tax and it is not eligible for SSP exemption.   
Solution:

Computation of value of taxable service and service tax liability of Raj Associates

Particulars 












`
Amount received (Net)









  18,00,000

Add: Tax deducted at source under section 194J of the Income-tax Act, 1961 @ 10% 
[` 18,00,000 x 10/90]









                2,00,000

Value of taxable service 









  20,00,000 

Service tax liability = ` 20,00,000 x 14.5%/114.5% 



                       2,53,275.11
Rounded off u/s 37D









           2,53,275.00
NOV-2013

Question 3 (4 Marks)










List out the documents to be submitted along with the first service tax return.

Solution: Refer answer given in the book
Question 4 (4 Marks) 
Mr. Suresh Karthik, a service provider, received an advance of `3 lakhs from Mr. Dinesh Raina on 12.04.2015. Even when the advance was received, there was some doubt as to whether any service will be rendered. No services were rendered to Mr. Dinesh Raina and ultimately on 12.03.2016, Mr. Suresh Karthik refunded the amount to him. Mr. Suresh Karthik wants to know whether:
(i) 
Any service tax is payable when the advance was received, and

(ii) 
He can make self adjustment of service tax while remitting service tax due for the quarter ended 31.03.2016.
Solution: 

(i) Refer answer given in the book
(ii) Refer answer given in the book
Question 5 (4 Marks) 
Mr. X, who has been regularly assessed to service tax for the past four years, with gross receipts of ` 21 lacs in the earlier financial year, furnishes the following details for the quarter ended 31.03.2016:

	Nature of receipt
	Amount (`) 
(inclusive of service tax) 

	Accounting services rendered to charitable trusts
	26,00,000

	Selling time slots for T.V. advertisements
	32,00,000

	Selling time slots for advertisements in newspapers
	24,00,000


Compute the value of taxable services and the total service tax payable by him.

Is he required to e-file his service tax return for the half year ended on 31.03.2016?

Solution:
Computation  of  value  of  taxable  services  and  total  service  tax  payable  by  Mr. X for the quarter ended 31.03.2016
	Particulars
	Amount (`)

	Accounting services rendered to charitable trusts
	26,00,000

	Selling time slots for T.V. advertisements 
	32,00,000

	Selling space for advertisements in newspapers 
	            Nil

	Value of taxable services 
	 58,00,000

	Service tax payable (rounded off) = 58,00,000 ×14.5/114.5
	7,34,498


Mr. X is required to e-file his service tax return for the half year ended on 31.03.2016 as now every registered assessee is required to submit service tax return electronically.

Question 6 (4 Marks)
In the context of chargeability of service tax, what are the implications of the term “provided or agreed to be provided”?

Solution:

Section 66B, the charging section of the Finance Act, 1994, inter alia, provides that service tax shall be levied on the services provided or agreed to be provided. Therefore, the phrase “provided or agreed to be provided” has the following implications:-

· Services which have been provided are chargeable to service tax.

· Services which have only been agreed to be provided but are yet to be provided and advance has been taken, are also chargeable to service tax.
· Advances that are retained by the service provider in the event of cancellation of contract of service by the service receiver become chargeable to service tax as these represent consideration for a service that was agreed to be provided.

Question 7 (4 Marks)
Describe briefly the manner of determination of value for service tax purposes, when consideration is not wholly/partly consisting of money.

Solution: Refer answer given in the book
MAY-2013
Question 1 (5 Marks)
Q Ltd. is engaged in providing the taxable services. Ascertain the amount of service tax payable by it in the month of September, 2015 from the information given below:
	Particulars
	Amount (`)

	Supply of farm labour for agriculture purpose.
	1,00,000

	Service to people free of cost.
	60,000

	Advance received in September, 2015 from clients for which no service has been rendered till date.
	     85,000



	Amount received for the services rendered in June, 2015 (bills for the same were issued on 25th June,  2015)
	90,000

	Bill raised for the services rendered in the month of September, 2015 against which no amount is received so far.
	75,000


The above amounts are exclusive of service tax.  Q Ltd is not eligible for small service provider's exemption in the financial year 2015-16.

The rate of Service Tax is 14.5%.
Solution:
Computation of service tax payable by Q Ltd.:
	Particulars
	Amount (`)

	Supply of farm labour for agricultural purpose 
	Nil

	Services to people free of cost 
	Nil

	Advances received in September, 2015 from clients for which no service has been rendered till date 
	85,000

	Amount received for the services rendered in June, 2015 (Note-1)
	Nil

	Bills raised for the services rendered in the month of September, 2015 against which no amount is received so far 
	75,000

	Value of taxable services
	1,60,000

	Service tax @ 14.5% = `1,60,000 × 14.5%
	23,200


Note:

1. Since, point of taxation (POT) for a service is the date of issue of invoice or receipt of payment, whichever is earlier, POT for services rendered in June, 2015 would be June 25, 2015. Hence, receipts of `90,000, having been already charged to service tax in the month of June, 2015, will not be chargeable to service tax again in September, 2015.

Question 2 (4 Marks) 

What is "Negative list of services"? Which services by Government or a local authority are not included in the negative list of services?
Solution: Refer answer given in the book
Question 3 (4 Marks) 

What is meant by EASIEST scheme? Enlist the benefits of Easiest scheme to an assessee under the Service Tax Provision. 

Solution: Refer answer given in the book
Question 4 (4 Marks) 

State with reasons whether the following statements are correct or incorrect under the Service Tax Provision: 

(1) Mr. P provides the services on 10th March 2015. He issues invoice on 07.04.2015. He receives the payment by cheque on 30.03.2015 and enters the payment in the books of accounts on 31.03.2015 and the cheque is cleared on 15.04.2015. The point of taxation of this service will be 15.04.2015. 

(2) Postal services for registered post are liable to service tax. 

(3) M/s SR Brothers having office in Jammu, provide the services to M/s QR Ltd. in Patna. These services are not liable to service tax. 

(4) Jaipur Branch of ABC Ltd. provides services to Baroda Branch of ABC Ltd. These services are not liable to service tax. 

Solution:
(1) The statement is not correct. The POT shall be 31.03.2015  because the date of payment is 31.03.2015. 
(2) The statement is not correct. Postal services relating to registered post are not liable to service tax because such services are included in the negative list of services.

(3) The statement is not correct. Though M/s SR Brothers have office in Jammu (non-taxable territory), the services provided by them to M/s QR Ltd. in Patna would be liable to service tax as service tax is levied on all taxable services provided in the taxable territory (Patna).

(4) The statement is correct. Services provided by the Jaipur Branch of ABC Ltd. to its Baroda Branch are not liable to service tax. Since both the branches of ABC Ltd. are located in the taxable territory, they cannot be treated as establishments of distinct persons and services provided to oneself are not taxable.

Question 5 (4 Marks) 

ABC & Co. is a partnership firm engaged in the business of recruitment and supplying of labours. The firms, which had rendered taxable services to the tune of ` 30 lacs in the financial year 2014-15, furnishes the following details pertaining to the half year ended on 31.03.2016: 

	Sl. No.
	Particulars
	`

	1.
	Amounts collected for pre-recruitment screening. 
	3,00,000

	2.
	Amounts collected for recruitment of 

- Permanent staff 

- Temporary staff
	1,80,000

4,50,000

	3.
	Advances received from prospective employers for conducting campus interviews in colleges. 
	80,000


Service tax has been charged separately and received from clients. 

None of the clients of ABC & Co. was a body corporate during the half year. Compute the value of taxable services rendered and the service tax payable by the assessee for the relevant half year. The rate of service tax is 14.5%. 

Solution:    Computation of value of taxable services and service tax payable by ABC & Co. for the half year ended 31.03.2016:
	Particulars
	Amount (`)

	Amounts collected for pre-recruitment screening
	3,00,000

	Amounts collected for recruitment of-

- Permanent staff

- Temporary staff
	1,80,000

4,50,000

	Advances received from prospective employers for conducting campus interviews in colleges [Point of taxation in case of receipt of an advance is the date of receipt of each such advance]
	    80,000

	Value of taxable service
	10,10,000

	Service tax = `10,10,000 ×14.5%
	1,46,450


Note: Since the value of taxable services rendered by ABC & Co. exceeds `10 lakh in the financial year 2014-15, it shall not be eligible for the small service provider’s exemption in the financial year 2015-16.
Question 6 (4 Marks) 

Mr. Rajesh, a proprietor of Z enterprise provides taxable services. He received the following amount during the financial year 2015-16: 

(i) `1,25,000 as advance while signing a contract. 

(ii) `6,00,000 by pay order during process of providing service. 

(iii) `5,25,000 by credit card after completion of service as on 31st Dec., 2015. 

Compute the value of taxable services and amount of service tax payable by him. Assume service tax has been charged separately. Z enterprise is not eligible for small service provider’s exemption in the financial year 2015-16. 

The rate of service tax is 14.5%. 

Solution:              Computation of Taxable Service of Mr. Rajesh for Financial Year 2015-16:
As per section 67 service tax is payable on the gross amount received and payment can be received in cash / cheque/ pay order / Credit card or in any other manner, hence service tax is payable on the entire amount and amount of service tax shall be computed in the manner given below: 

	Particulars
	`

	Advance received while signing a contract 
	1,25,000

	Amount received while providing service by pay order 
	6,00,000

	Amount received on completion of service through credit card 
	  5,25,000

	Value of taxable service
	12,50,000


Calculation of Service Tax Liability
	Particulars
	`

	Service tax `12,50,000 x 14.5%
	1,81,250


Question 7 (4 Marks) 
How is the value of the service under service tax provisions determined where such value is not ascertainable? 
Solution: Refer answer given in the book
   NOV – 2012

Question 1 (5 Marks)
Mr. Ghosh is a practicing Chartered Accountant. He has furnished the following information for the quarter ending on 31st March 2016. 
(i) A bill for annual professional service was raised on Amco Ltd., for `7,20,000 on 02nd January, 2016 

(ii) An advance of `3,00,000 was received from Atul Ltd., for services to be provided in the month of April and May.

(iii) Services were provided to a friend free of cost in January 2016 for which Ghosh normally charges `1,20,000 from other clients.

(iv) `1,00,000 was received on 20th January 2016 from client ‘C’ whom Ghosh represented on 12th January, 2016 in the Income-tax Appellate Tribunal which sent a notice to Mr. C.

(v) `1,00,000 was received on 18th January 2016 for services rendered as a part time lecturer in local college on 15th January, 2016.

Mr. Ghosh provides the following additional informations:

(i) In all the aforesaid cases the service tax has not been charged separately.

(ii) He is not eligible for the exemption available to the small service provider.

Compute the service tax payable by Mr. Ghosh for the month of January 2016. The rate of service tax is 14.5%.

Solution:
Computation of taxable services and service tax
	Particulars
	`

	(i) Amount received from Amco Ltd.                                                                          
	7,20,000  

	(ii) Advance from Atul Ltd.  
	3,00,000

	(iii) Free services                                                                                                               
	  Nil

	(iv) Representative services to C                                                                                   
	1,00,000

	(v) Part time lecturer                                                                                      
	1,00,000

	Total Taxable Services
	12,20,000 

	Value of taxable services (12,20,000 x 100) / 114.5
	10,65,502.18


Service tax @ 14.5%                                                                                                                         1,54,497.82
Rounded off u/s 37D







                                   1,54,498.00

Question 2 (4 Marks)
D & Co. has been providing taxable services for the past few years. Its gross value of taxable services provided during the financial year 2013-14 and 2014-15 is 12 lakhs and 8.75 lakhs respectively. During the financial year 2015-16 it provided service for `13 lakhs. Calculate the service tax liability of D & Co. for the financial year 2015-16. Rate of service tax 14.5%. Service tax is not charged separately.  
Solution:
For the financial year 2015-16, the preceding financial year shall be financial year 2014-15. In F.Y.2014-15, the aggregate value of taxable services provided is `8.75 lakhs which is less than ` 10 lakhs. Hence, D & Co. shall not pay any service tax upto first `10 lakhs. It is treated as small service provider. The balance `3 lakhs is taxable. 

Since the question uses “gross value of taxable services” it means `3 lakhs includes Service Tax.

Value of taxable service including service tax                                       
      
                       3,00,000.00

Service tax= (3,00,000/114.5 x 14.5)
                                                                                                  37,991.27
Rounded off u/s 37D                                                                                                                            37,991.00 

Question 3 (4 Marks)

State whether the following are true or false giving reasons to substantiate your answer:

(i) A multiple service provider should file multiple service tax returns, one for each service provided.

(ii) A Ltd., a foreign company incorporated in the U.K., provides taxable services in India to B Ltd., an Indian company incorporated in Mumbai. In the instant case, the service recipient and not the service provider is liable to service tax.

(iii) Even if no service has been provided by a registered service provider during a half year and no service tax is payable; the assessee has to file a nil return within the prescribed time limit.

(iv) The assessee cannot file a revised return under Service Tax Law.

Solution:

(i) False, instead one return for multiple premises and multiple services.
(ii) True, reverse charge is applicable.
(iii)  True, even if no taxable service is provided during the year, return must be filed.
(iv)  False, return can be revised within 90 days of date of filing of original return.
Question 4 (4 Marks)

Pranav Private Ltd., is engaged in providing a taxable service and furnished you the following information:

	Services billed and received
	Amount (`)
Exclusive of service tax 

	December, 2015 (includes `2,00,000 for the services rendered to the United Nations Organistation)
	5,00,000

	January, 2016 (includes `1,50,000 for the services rendered within the Indian territorial waters)
	4,00,000

	February, 2016 (includes `1,75,000 for services rendered to the RBI)
	5,00,000

	March, 2016 Advance receipt for services to be rendered in April 2016 (includes `1,60,000 for services rendered in the State of Jammu & Kashmir)
	5,00,000


Compute the taxable services for the year ended 31.03.2016.                                                      

Solution:

Computation of taxable Services for the year ended 31st March, 2016
	                               Particular
	Amount

	December, 2015 – Services rendered to UNO is exempt. Therefore taxable services is
	3,00,000

	January, 2016- Services rendered within territorial waters is taxable.
	4,00,000

	February, 2016-Services rendered to RBI is taxable. Therefore, taxable services is
	5,00,000

	March, 2016-Services rendered in J&K is not taxable. Therefore taxable services is
	3,40,000

	                         Taxable Services
	15,40,000


Question 5 (4 Marks)

What are the consequences of non-payment or delayed payment of service tax?

Solution: Refer answer given in the book
Question 6 (4 Marks)

 Briefly explain the provision relating to advance payment of Service Tax.

Solution: Refer answer given in the book
Question 7 (4 Marks)

Explain the treatment for excess amount of service tax collected from the Recipient under Service Tax.

Solution: Refer answer given in the book

MAY-2012

Question 1 (4 Marks)
What is EASIEST scheme and state the benefits in the context of service tax ?

Solution: Refer answer given in the book
Question 2 (4 Marks)
(i) 
Can the service tax return be revised? If so, state the relevant period before which it can be done?

(ii) 
Mr. Amarnath, a registered service provider did not render any taxable services during the financial year 2015-16. Whether he is required to file service tax return? Is he liable for penalty for non-filing? If so, how much?

Solution:
(i) Refer answer given in the book 
(ii) Refer answer given in the book 
NOV-2011

Question 1 (4 Marks)
ABC Partnership firm, is engaged in providing a taxable service. For the quarter ended on 31st March 2016, its gross receipts were ` 18,00,000 (No amount was received in preceding quarters). The break-up of these receipts (inclusive of tax) are as follows:
	Month in which services are performed
	Receipt

(`)

	July, 2015 (includes ` 1,00,000 for the services in relating to betting)
	4,00,000

	August, 2015 (includes ` 1,25,000 for the services rendered with the Indian territorial waters)
	3,00,000

	January, 2016 (includes ` 1,75,000 for services rendered to its associated enterprise in India)
	5,00,000

	February, 2016 (includes ` 1,50,000 for services rendered in the State of Jammu & Kashmir)
	6,00,000


In the financial year 2014-15, ABC Partnership firm, had paid `2,90,000 as service tax (@ 14.5%). State the amount of Service Tax Payable for the quarter ended on 31st March 2016.

Solution: 

Computation of service tax payable by ABC partnership firm for the quarter ended on 31st March, 2016
	Particulars
	`

	Services performed in July, 2015 [Refer Note 1]
	3,00,000

	Services performed in August, 2015 [Refer Note 2]
	3,00,000

	Services performed in January, 2016 [Refer Note 3]
	5,00,000

	Services performed in February, 2016 [Refer Note 4]
	  4,50,000

	Total taxable services including service tax
	15,50,000

	Service tax payable on above, rounded off 

= 
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	1,96,288


Notes:

1. Services in relation to betting is included in the negative list of services. Hence, it is not taxable.

2. Services rendered within Indian territorial waters would be liable to service tax.

3. Services rendered to associated enterprise are liable to service tax..

4. Levy of service tax extends to whole of India excluding Jammu and Kashmir. Hence, services rendered in Jammu and Kashmir would not be liable to service tax.

5. The aggregate value of taxable services of ABC partnership firm in the preceding financial year i.e., F.Y. 2014-15 is more than ` 10,00,000 as it has paid service tax of ` 2,90,000. Hence, it will not be entitled to exemption for small service providers in F.Y.2015-16 and would be liable to service tax.

Question 2 (4 Marks)
Chandra Limited started providing taxable services. The services became taxable from 01.10.2015.

Chandra Limited for the month of March, 2016, received following receipts (inclusive of service tax)
	S. No.
	Particulars
	Amount (`)

	1.
	Amount received in respect of services rendered in July and August, 2015.
	10,30,000

	2.
	Services rendered to its auditors against audit fee Payable.
	5,15,000

	3.
	Advance received for services to be rendered in May, 2016.
	6,18,000

	4.
	Market Value of Services provided to office staff and their relatives free of cost
	20,000


Out of advance received, 50% was returned on 15.04.2016 to the party, as they have closed their operations from 31.03.2016.

Compute the value of taxable services and service tax payable for March, 2016 by Chandra Limited.
Solution:
Computation of amount of service tax collected by Chandra Limited:-
	       Particulars
	Amount (`)

	1. Amount received in respect of services rendered in July and August 2015 (Amount Received after the service become taxable is taxable as per rule 5 of POT Rules, 2011)
	10,30,000

	2. Services provided to its auditors against audit fee payable
	5,15,000

	3. Advance received for services to be rendered in May 2016 (advance receipt is chargeable to service tax. It is immaterial that operation has been closed from 31.03.2016 and advance was returned on 15.04.2016. As regards this month, it is chargeable to tax.)
	6,18,000

	4. Services provided to office staff and their relatives free of cost (service rendered without any consideration are not liable to service tax)
	NIL

	Gross Amount
	21,63,000

	Less: Exemption available to small service providers (since, service became taxable in 2015-16 itself, the aggregate value of taxable services in 2014-15 would be zero. Hence, Chandra Limited is eligible for small service providers’ exemption in the current financial year
	10,00,000

	Value of taxable services (inclusive of service tax)
	11,63,000

	Value of taxable services (excluding service tax) = `11,63,000 ×100/114.5
	10,15,720.52

	Service tax = `11,63,000 × 14.5/114.5 (rounded off u/s 37D)                                                          
	1,47,279.00


Question 3 (4 Marks)
ABC & Co. received the following amounts during the half year ended 31.03.2016:
	Particulars
	Amount(`)
(Inclusive of service tax)

	(i) For services performed prior to the date of levy of service tax
	3,50,000

	(ii) Advance amount received in March, 2016 (No service was rendered and the amount was refunded to the client in July 2016)
	75,000

	(iii) For free services rendered to customers, amount reimbursed by the manufacturer of such product. (for the period after the imposition of service tax)
	50,000

	(iv) Amounts realized and on which service tax is payable (excluding the items (i), (ii) & (iii) above)
	14,26,500


Calculate the Service Tax Liability duly considering the threshold limit.

Solution:
Computation of Service Tax Liability of ABC & Co.:-
	Particulars
	Amount(`)

	Amount received for the services rendered prior to levy of service tax is taxable as the amount received after the service become taxable (Rule 5 of POT Rules, 2011.) 
	3,50,000

	Advance received is liable to service tax. On refund of amount received for the services; service tax so paid would be adjusted against service tax liability of the subsequent period.
	75,000

	Amount received from manufacturer for free services rendered to customers is liable for service tax
	50,000

	Amount realized for services rendered after imposition of service tax.
	14,26,500

	Total
	19,01,500

	Less: Threshold limit
	10,00,000

	Value of taxable service
	9,01,500

	Service Tax Liability =     (`9,01,500 x 14.5)/114.5 (rounded off u/s 37D)                                                          
	1,14,164


Question 4 (4 Marks)
Briefly explain the “Exemption available to small scale service providers” in reference to service tax:

Solution: Refer answer given in the book
Question 6 (4 Marks)
Explain optional composition scheme under service tax for distributor or selling agents of lotteries.

Solution: Refer answer given in the book
Question 7 (4 Marks)
Write short notes on Service Tax Code Number and the objective sought to be achieved thereunder.
Solution:
Service Tax Code Number is a 15-digit alphanumerical number allotted by the system to the assessee based on the PAN number or temporary number (if PAN is not submitted). The assessee applies for it in a prescribed form. This code is available in the registration certificate issued to the assessee by the Assistant Commissioner/Deputy Commissioner of the Division. It is also known as assessee code or registration number.
The first 10 digits of the STC code are 10 character PAN issued by Income tax authorities. Next two are ‘ST’. Last three are numeric code 001, 002, 003 etc.
Objective sought to be achieved

1. 
The objective is to identify the assessees, exporters or importers as also the concerned office where the person would be assessed or registered.

2.
 It helps in online processing of the information in relation to the assessee.
Question 8 (4 Marks)
State the service tax provisions regarding adjustment of service tax paid when service was not provided either wholly or partly.
Solution: Refer answer given in the book
Question 9 (4 Marks)
Briefly explain the important points to be kept in mind while paying service tax.

Solution:
The important points to be kept in mind while paying service tax are as follows:

1. 
The service provider should ensure that services are taxable and also correct rate of service tax should be applied.

2. 
Service tax is to be paid on the value of taxable services which is charged by an assessee. Any income tax deducted at source is included in the charged amount. Therefore, service tax is to be paid on the amount of income tax deducted at source also. 

For example, if invoice is for ` 9,000 and payment received is ` 8,500 after deducting a TDS of `500, service tax will be payable on ` 9,000.

3. 
Payment should be rounded off in multiple of rupee one.
4. 
Payment should be made electronically by filling in challan no. GAR-7 

5.
If service tax has not been collected, amount received shall be considered to be inclusive of service tax.  
Question 10 (4 Marks)
State the contents of Service tax return.

Solution: Refer answer given in the book
MAY-2011

Question 1 (4 Marks)
During the year ended 31.03.2015, Kohli & Co., running a coaching centre, has collected a sum of ` 10.2 lacs as service tax, ` 70,000 was met through Cenvat credit and the balance was paid by cheques on various dates. The details pertaining to the quarter ended 30.06.2015 are as under:
	Particulars
	Amount (`)

	Value of free coaching rendered
	20,000

	Coaching fees collected from students (Service tax collected separately)
	14,50,000

	Advance received from a college for coaching their students, on 30.6.2015. However, no coaching was conducted and the money was returned on 12.04.2016
	3,00,000


Determine the Service Tax Liability for the quarter and indicate the date by which the service tax has to be remitted by the assessee.

Solution:
Computation of Service Tax Liability of Kohli & Co. for the quarter ended 30.06.2015:-
	Particulars
	Amount of service tax (`)

	Free coaching rendered
	Nil

	Coaching fees collected from students (14,50,000 x 14.5%)
	2,10,250.00

	Advance received from a college for coaching their students (3,00,000 x 14.5/114.5)
(presuming it to be inclusive of service tax)
	   37,991.27

	Total Service Tax Liability for the quarter ended 30.06.2015
	2,48,241.26

	Rounded off u/s 37D
	2,48,241.00


Notes:

1. Free coaching is not exigible (liable to tax) to service tax

2. Coaching fees collected from students will be liable to service tax @ 14.5%.

3. Advance receipt is chargeable to service tax. It is immaterial that no coaching was conducted and the money was returned on 12.04.2016. However service provider can take tax credit for the service tax returned by him.  
4. The last date for making the payment of service tax by Kohli & Co. for the quarter ended 30.06.2015 is 6th July, 2015.

Question 2 (4 Marks)
Ahmed & Co. of Srinagar rendered taxable services both within and outside the State of Jammu & Kashmir. It received ` 26,12,000 for the services rendered inside the State of Jammu & Kashmir and ` 18,00,000 for the services rendered outside the State of Jammu & Kashmir. 

Compute its taxable service value and service tax liability.

In case, Ahmed & Co. was situated in Mumbai, what would be value of its taxable service and service tax liability?

Solution:
Eligibility to service tax for services rendered in Jammu & Kashmir and other places:-

The services rendered inside the State of Jammu and Kashmir are not liable to service tax and hence, `26,12,000 is not chargeable to service tax.
The services rendered outside the State of Jammu and Kashmir are liable to service tax and service tax should be paid by the service recipient under reverse charge.
Value of taxable service = `18,00,000

The service tax liability would be `18,00,000 x 
[image: image17.wmf]100

5

.

14

= ` 2,61,000
In case Ahmed & Co. was in Mumbai, the services rendered in the State of Jammu and Kashmir would not be liable to service tax levy and the services rendered at any place other than Jammu and Kashmir would be liable to service tax. 

Hence, receipts of ` 18,00,000 is liable to service tax.
Value of taxable service = `18,00,000 x 
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= ` 15,72,052.40
The service tax liability would be `18,00,000 x 
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= ` 2,27,947.60 rounded off u/s 37D `2,27,948
Note: It has been assumed that Ahmed & Co. is non SSP.

Question 3 (4 Marks)
State the provisions which enable the Central Government to make rules for administering service tax.  For what purposes are such rules made?  Name any four such rules issued by the Central Government so far.

Solution:
Section 94 of Chapter V and section 96-I of Chapter VA of the Finance Act, 1994 grants power to Central Government to make rules for carrying out the provisions of these Chapters.  Rules should be read with the statutory provisions contained in the Act.  Rules can never override the Act and in case of conflict Act will prevail.

So far, the Central Government has issued the following rules for administering service tax –
(a)
Service Tax Rules, 1994

(b)
Point of Taxation Rules, 2011

(c)       Place of Provision of Service Rules, 2012

(d)
Service Tax (Determination of Value) Rules, 2006 
Question 4 (4 Marks)

State with reasons whether the following are liable for service tax :

(i) 
Services rendered by a sub-contractor.

(ii) 
Services rendered by a service provider to any of its establishment in a non-taxable territory.

Solution:
(i) 
Services rendered by sub-contractor are liable to service tax. A sub-contractor is essentially a taxable service provider. The fact that services provided by such subcontractors are used by the main service provider for completion of his work does not in any way alter the fact of provision of taxable service by the sub-contractor.

(ii) 
As per section 65B(44), services rendered by a service provider to its own establishment shall not be considered to be service if both of them are in taxable territory but if one is in taxable territory and other in non-taxable territory, they will be considered to be different persons and service tax shall be payable.  If service has been rendered in non-taxable territory, it will be exempt.  
Question 5 (4 Marks)
How can an assessee adjust the excess payment of service tax against his liability of service tax for subsequent periods? What is the basic condition for it?

Solution: Refer answer given in the book
Question 6 (2 Marks)
Briefly discuss about the adjustment of excess amount of service tax paid in case of renting of immovable property service, owing to property tax payment.

Solution: Refer answer given in the book
Question 7 (4 Marks)
Briefly explain the provisions relating to advance payment of service tax

Solution: Refer answer given in the book
Question 8 (4 Marks)
State the due dates for filing of service tax returns. Will the delayed filing of service tax return result in payment of any late fee? If so, how much?

Solution: Refer answer given in the book
NOV-2010

Question 1 (4 Marks)

Prasad & Co. seeks your advise for the following in the context of service tax:

It wants to file revised service tax return even though the original return was filed belatedly.

Your answer must be with reasons.

Solution: Refer answer given in the book
Question 2 (2 Marks)
State  with  reasons  in  brief  whether  the  following  statement  is  correct  or  incorrect  with reference to the provisions of service tax:

Service tax provisions are not applicable in Jammu and Kashmir because State Government concurrence was not obtained in respect of Finance Act, 1994.

Solution:
The statement is correct.  As per Article 370 of the Constitution, any Act of Parliament applies to Jammu and Kashmir only with the concurrence of the State Government.  Since, no such concurrence has been obtained in respect of Finance Act, 1994, service tax provisions are not applicable in Jammu and Kashmir.

Question 3 (4 Marks)
How will a taxable service be valued when the consideration thereof is not wholly or partly in terms of money?

Solution: Refer answer given in the book
Question 4 (4 Marks)
Write a note in brief on provisional payment of service tax.

Solution: Refer answer given in the book
Question 5 (4 Marks)
What do you mean by e-filing of returns? Is there any facility of e-filing of service tax returns?

Solution: Refer answer given in the book
MAY-2010

Question 1 (3 Marks)
What is the late fee payable for delay in furnishing the service tax return? Can the same be waived?

Solution: Refer answer given in the book
Question 2 (2 Marks)

Is service tax payable in respect of services provided in the Indian territorial waters?
Solution:
Yes, services provided within Indian territorial waters are liable to service tax, as the levy of  service  tax  extends  to  the  whole  of  India  except  Jammu  and  Kashmir  and  India includes Indian territorial waters.  Indian territorial waters extend upto 12 nautical miles from the Indian land mass.
Question 3 (3 Marks)
Does a service provider have an option to pay service tax at a rate different from the general rate applicable on gross value of taxable services, in the case of purchase or sale of foreign currency?
Solution: Refer answer given in the book
NOV-2009
Question 1 (2 Marks)

Whether service tax return can be furnished after the due date?
Solution: Refer answer given in the book
Question 2 (3 Marks)

Mr. Raju is a multiple service provider and files only a single return. State with reasons whether he can do so?
Solution:
Yes, Mr. Raju can file a single return though he is a multiple service provider. He has to furnish the details in each of the columns of the Form No.ST-3 separately for each of the taxable services rendered by him. Thus, instead of showing a lump sum figure for all the services together, service-wise details should be provided in the return.

Question 3 (3 Marks)
List the documents to be submitted alongwith the first service tax return.

Solution: Refer answer given in the book 
Question 4 (5 Marks)
Miss. Priyanka, a proprietress of Royal Security Agency received ` 1,00,000 by an account payee cheque as advance while signing a contract for providing taxable service. She received ` 5,00,000 by credit card while providing the service and another ` 5,00,000 by a pay order after completion of service on January 31, 2016. All three transactions took place during financial year 2015-16. She seeks your advice about her liability towards value of taxable service and the service tax payable by her. The amount of service tax has been charged separately.
Solution:                 Computation of taxable service of Miss. Priyanka for financial year 2015-16
As per section 67 service tax is payable on the gross amount received and payment can be received in cash / cheque/ pay order / Credit card or in any other manner, hence service tax is payable on the entire amount and amount of service tax shall be computed in the manner given below: 

	Particulars
	`

	Advance received by an account payee cheque
	1,00,000

	Amount received while providing service through credit card
	5,00,000

	Amount received on completion of service by a pay order
	  5,00,000

	Value of taxable service
	11,00,000


Calculation of service tax liability

	Particulars
	`

	Service tax @ 14.5% on ` 11,00,000
	1,59,500


JUNE-2009

Question 1 (3 Marks)
What are the sources of service tax law?

Solution: Refer answer given in the book
NOV-2008
Question 1 (2 Marks)

Explain as to how and when the amendments made in Finance Bill, in respect of service tax matters come into force?

Solution: Refer answer given in the book
Question 2 (2 Marks)
Who is liable to make e-payment of service tax?
Solution: Refer answer given in the book
Question 3 (2 Marks)

Whether life insurer carrying on life insurance business has option to calculate service tax at different rate?

Solution: Refer answer given in the book
Question 4 (2 Marks)
Mr. X, a service provider who pays service tax regularly, was of the opinion that a particular service was not liable for service tax. He, therefore, did not charge service tax in his bill. He received the bill amount without service tax. How will service tax liability of Mr. X be determined in such case?

Solution:
In this case the amount received by the service provider shall be considered to be inclusive of service tax as per section 67 and amount of service tax shall be computed accordingly. 
As per section 68, every service provider has to pay service tax. This liability is not contingent upon the service provider realizing or charging the service tax at the prevailing rate. The statutory liability does not get extinguished if the service provider fails to realize or charge the service tax from the service receiver.
MAY-2008
Question 1 (2 Marks)

Who are the persons liable to file service tax returns?

Solution: Refer answer given in the book
Question 2 (4 Marks)
Miss. Priya rendered a taxable service to a client. A bill for ` 40,000 was raised on 29.04.2015; ` 15,000 was received from the client on 01.05.2015 and the balance on 23.05.2015. No service tax was separately charged in the bill. The questions are:
(a) Is Miss. Priya liable to pay service tax, even though the same has not been charged by her?

(b) In case she is liable, what is the value of taxable service and the service tax payable?
Solution:
(a) and (b) In this case the amount received by the service provider shall be considered to be inclusive of service tax as per section 67 and amount of service tax shall be computed accordingly. 

As per section 68, every service provider has to pay service tax. This liability is not contingent upon the service provider realizing or charging the service tax at the prevailing rate. The statutory liability does not get extinguished if the service provider fails to realize or charge the service tax from the service receiver.
Taxable value and tax payable will be calculated by making back calculations.
Taxable value = 40,000 / 114.5 x 100 =






              34,934.50
Tax Payable shall be 40,000 / 114.5 x 14.5 =






                5,065.50
Rounded off u/s 37D










    5,066.00

Question 3 (3 Marks)
Briefly explain about the charge of service tax.

Solution:
Section 66B is the charging section of the Act, which provides that there shall be levied a tax at the rate of 14% and Swachh Bharat Cess @ 0.5% shall also be chargeable on the value of all services, other than those services specified in the negative list, provided or agreed to be provided in the taxable territory by one person to another and collected in such manner as may be prescribed. The rate of service tax is 14.5%.
No service tax shall be payable on the service covered in Mega Exemption or which have been exempted through other notification. 
Question 4 (2 Marks)

Mr. X has collected a sum of `15,000 as service tax from a client mistakenly, even though no service tax is chargeable for such service. Should the amount so collected be remitted to the credit of the Central Government?
Solution: Refer answer given in the book
Question 5 (3 Marks)

Mr. Vasudevan has rendered service free of cost to a client which is taxable, but has not charged or received any fee from the client. Is service tax payable on such free service?
Solution:
As per section 67, no service tax is payable on services rendered free of cost. As per section 65B(44), service means any activity rendered by one person to the other for a consideration i.e. if there is no consideration, there is no service and there cannot be any service tax hence in the given case no service tax is payable.    

However, this principle applies only when there is really a ‘free service’ and not when its cost is recovered through other means.
NOV-2007

Question 1 (3 Marks)

What are the due dates for payment of service tax?

Solution: Refer answer given in the book
Question 2 (2 Marks)

Which are the documents to be submitted along with service tax return?

Solution: Refer answer given in the book
Question 3 (2 Marks)

Is a service provider allowed to pay service tax on a provisional basis?

Solution: Refer answer given in the book
Question 4 (2 Marks)
Briefly answer the following questions:-

(a) Where a service provider maintains books of accounts on mercantile basis relating to taxable services provided by him, will service tax be payable on accrual basis?
(b) A particular service has been brought into the service tax net with effect from 01.07.2015.Mr. Vignesh has provided this service on 20.6.2015 and issued the invoice on 02.07.2015,the payment for the same was received on 10.07.2015. Is service tax payable on the same?
Solution:
(a) Service tax is payable as per Point of Taxation Rules, 2011 and the method of accounting is irrelevant for making payment of service tax.

(b)  In this case service tax is payable because payment has been received after the service became taxable and as per rule 5 of POT rules, 2011, exemption is allowed only if payment has been received before the service became taxable. 

MAY-2007

Question 1 (2 Marks)
Will the payment to a hotelier of ` 10,000 on behalf of an architect, the service provider by a service receiver be included in the value of taxable services?
Solution: Service tax chargeable on any taxable service is on the basis of gross amount charged by service provider for such service provided or to be provided by him. It is not necessary that the service receiver should pay the consideration only to the service provider; any money paid to the third party is also includible. Hence, the hotel bill met by the client would be includible in the value of taxable services.
Question 2 (3 Marks)
Answer the following questions:
(a) 
Can it be said that if the value of taxable service is not capable of ascertainment, the same cannot form part of value of taxable services?

(b) 
How is the value of taxable services determined when the consideration against taxable services is received in other than monetary terms?

Solution: Refer answer given in the book
Question 3 (2 Marks)

Should service tax be paid even if not collected from the client or service receiver?
Solution: Refer answer given in the book
Question 4 (3 Marks)

An assessee who has collected service tax from a client is unable to perform the service.

Briefly explain the situations in which and the conditions subject to which he can adjust the service tax relating to above, against his forthcoming service tax liability.

Solution: Refer answer given in the book
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