PCC MAY 2008 HELD ON 7/5/2008
ANSWER ALL QUESTIONS
Wherever required, suitable assumptions shall be made by the candidate and should be clearly stated in the answer. Working should form part of the question

Q1) Answer any five from the following sub-divisions with regard to the Income Tax Act 1961 for the assessment year 2008-2009



(5 X 2 = 10 marks)
a) Mrs. Vasudha contends that sale of work of art held by her is not eligible to capital gain tax, is she correct?

b) Will a charitable trust forfeit the exemption granted to it, if it holds shares in a public sector company?

c) Deduction under section 80CCD is available only to individual employed by the central government. Discuss the correctness of this statement.

d) Mrs. Hemlata has made payment of Rs. 5 lakhs to a contractor (for business purposes) during the last two quarters of the year ended 31/3/2008. her turnover for the year ended 31/3/2007 was Rs. 45 lakhs. Is there any obligation to deduct tax at source?

e) Can an individual who is not in India, sign the return of income from outside India? Is there any other option?

f) Mr. Vatsan has transferred through a duly registered document the income arising from a godown, to his son, without transferring the godown. In whose hands will the rental income from godown be charged?

SOLUTION:

Q1 a): No, Mrs. Vasudha is not correct.

As per the amendment done by the finance act 2007 under section 2(14), the work of art has been termed as a capital asset and therefore on the sale of work of art capital gains will be chargeable.

Q1 b): No, Charitable trust shall not forfeit the exemption granted to it under section 11, if it holds shares in public sector company. 
As per the amendment done by the finance act 2007 under section 13(1)(d) any income of the charitable trust shall not be exempt from tax if, for any period during the previous year, any funds are invested or deposited in any shares other than shares in a public sector company.

Q1 c): The Statement is not correct.

As per the amendment done by the finance act 2007 under section 80CCD, deduction under this section shall be available to individuals who have been employed by central government or any other employer. 

Q1 d): Yes, Mrs. Hemlata is under obligation to do TDS under section 194C.
As per the amendment done by the finance act 2007 under section 194C Individual or HUF whose accounts are required to be audited under section 44AB during the immediately preceeding financial year has to do TDS if the payment exceeds Rs. 50000 during the PY 2007-2008 and sum is paid for the purposes which is other than personal purposes. Further rate of TDS would be 2% plus surcharge and education cess as applicable. 

Q1 e): Yes, return can be signed by the individual from outside India. 

As per section 140 return of income can be signed by individual even if he is absent from India. Alternatively, individual can give power of attorney in favor of some other individual and now the person holding power of attorney shall sign the return of income. However, such power of attorney shall be attached along with the income tax return.
Q1 f): The rental income shall be taxable for Mr. Vatsan and not for his son.

As per section 60 If an assessee owns an asset from which he derives some income and there is a transfer of such income without the transfer of such asset from which income has been earned then such income shall be chargeable to tax as the income of transferor and not as the income of transferee.

Q2) Ramesh is a Karta of Ramesh (HUF) in which the other members are his wife Padma, major son Guru and a minor daughter Champaka. The following details of HUF, a resident in India, for the financial year ended 31/3/2008 is given to you. 

(20 marks)
a) Rent (at Rs.10000 pm) received from a flat at Salem is Rs. 110000. Rent of Rs. 10000 for the month of March 2008 was received in April 2008. Property tax paid is Rs. 10000. Bank loan of Rs. 1000000 was taken for the construction of this flat bearing interest at 10% pa. Rs. 8000 as interest is in arrears pertaining to this year, which was paid by HUF in May 2008 only. Principal repayment during the year was Rs. 48000.

b) Ramesh represents the HUF in a partnership firm M/S Ashok and company which is engaged in the turmeric business. The firm has paid interest of Rs. 180000 to the HUF computed at 15% pa. 

c) For the services rendered by Ramesh to this firm as a lone working partner, the firm has paid him a remuneration of Rs. 150000 as per the provisions of the partnership deed. The book profits of the firm in terms of Section 40(b) is Rs. 135000.

d) The HUF is also running two business which are as follows:

(1) retail trade in food grains: A rough account book alone is maintained. Expense bills/ vouchers are not properly maintained. The turnover is Rs. 38 lakhs. The net profit as per rough account is Rs. 141000. this has been arrived at after considering a penalty of Rs. 8000 levied by the sales tax authority for the misuse of form C
(2) Business of civil construction: 

Cash received from the contractee



Rs. 3100000

Value of the material supplied by the contractee
Rs. 700000

No books of accounts are maintained.

e) The HUF has received dividend of Rs. 90000 from shares held in a foreign company.

f) Tuition fees of Rs. 20000 was paid for the purposes of part time education of Ms Champaka in an Indian college.  

g) The following sum has been paid by HUF in respect of life insurance premium:

	Policy holder’s name
	Insurer
	Premium 
	Late fees 

	Mrs Padma
	LIC
	30000
	500

	Guru
	IRDA approved private insurer
	42000
	1500


Part of the above premium were paid from out of agriculture income of Rs. 60000 derived from agriculture lands situated in Colombo.
You are required to compute the total income of Ramesh (HUF) for the assessment year 2008-2009, showing clearly the computation under all proper heads of income. You are also required to indicate with reasons, whether any item is to be considered in the hands of Ramesh (individual).

Solution:  Calculation of Total Income of Ramesh (HUF) for the AY 2008-2009

	Income from salary
	
	NIL

	Income from house property
	
	(23000)

	Income from business and profession
	
	577000

	Income from capital gains
	
	NIL

	Income from other sources
	
	150000

	Gross total income
	
	704000

	Less: Deductions u/s 80C
(1) tuition fees for part time education

(2) insurance premium for member of HUF

(3) repayment of principal amount of housing loan
	NIL

72000
48000
	100000

(restricted)

	Total income
	
	604000


Calculation of income from house property

	Actual rent received or receivable
	10000 X 12
	120000

	Gross annual value
	
	120000

	Less: Municipal Taxes paid by HUF
	
	10000

	Net annual value
	
	110000

	Less: deduction under section

24(a) statutory deduction= 30% of NAV
24(b) interest payable on the borrowed capital
	
	33000

100000

	Income from house property
	
	(23000)


Calculation of income from business and profession

	Partnership firm

Interest income from a partnership firm
	
	180000

	Business of Retail Trade
Net profits 

Add: Penalty charged by sales tax department
	141000

8000         
	149000

	Business of civil construction

Under section 44AD 8% of the receipts
	8% of 3100000
	248000

	Income from business and profession
	
	577000


Income from other sources
	Dividend income from foreign company
	90000

	Agriculture income from foreign country
	60000

	Income from other sources
	150000


Notes to above solution:

1) Rent from the building is chargeable to tax under section 22 on the accrual basis. As per this section rent received or receivable is chargeable to tax and therefore rent has been taken as Rs, 120000 even though Rs. 10000 has been received after the end of the previous year.

2) Interest of borrowed capital under section 24(b) is allowed on the accrual basis. So deduction shall be allowed even if interest is paid after the end of the previous year.

3) Remuneration is received by Ramesh in his individual capacity and shall be taxable for himself in his individual capacity and shall not be taxable for HUF.

4) Partnership has paid remuneration of Rs. 150000 to Ramesh. However there is a limit prescribed under section 40(b) for the payment of remuneration, which is as follows:

In case of non professional firm

On first 75000 of book profits

90% of book profits Or







Rs. 50000, 
whichever is higher

Rs.67500


On next 60000 (balance amt.)

of book profits



60% of book profits

Rs. 36000

Total remuneration







Rs. 103500

So now Rs. 46500 (Rs. 150000 less Rs. 103500) shall be disallowed to firm and further only Rs. 103500 shall be taxable for Ramesh in his individual capacity and not full Rs. 150000.

5) For the retail trade in food grain HUF is maintaining rough records and books of accounts. Therefore it has option under section 44AF, whether to have presumptive taxation done or normal taxation done. So HUF should choose lower of:

a) Presumptive income under section 44AF: 5% of Rs. 38 lakhs = Rs. 190000 

b) Profits Under normal provision: 

Net profit



Rs. 141000

Add: Penalty


Rs. 8000


= Rs. 149000

6) For the business of civil construction HUF does not maintain any records so it has to follow presumptive income under section 44AD. No expenses are allowed top be deducted and amount calculated is taken as net income of the business.

7) Tuition fees paid by HUF for member of HUF qualifies for deduction under section 80C if education is full time education and not part time education.
8) Agriculture income from land in India is exempt from tax under section 10(1) but agriculture income from land outside India is fully taxable as income from other sources. Similarly dividends from domestic company are exempt from tax under section 10(34) but dividends from foreign company are fully taxable as income from other sources.

Q3) (a) M/S Vinita & company, a partnership firm, with four partners A,B,C and D having equal shares, furnishes the following details, summarized from the valid returns of income filed by it:

	Assessment year
	Items eligible for carry forward and set off

	2006-2007
	Unabsorbed business loss Rs. 120000

	2007-2008
	Unabsorbed business loss Rs. 190000

	2007-2008
	Unabsorbed Depreciation Rs. 120000

	2007-2008
	Unabsorbed long term capital loss
a) from shares Rs. 110000

b) from building Rs. 190000


C, who was a partner during last three years, retired from the firm with effect from 1/4/2007. The summarized results of the firm for the assessment year 2008-2009 are as under:
	Income from house property
	70000

	Income from business

a) speculation business

b) non speculation business
	220000

(50000)

	Capital gains

a) short term from sale of shares

b) long term from the sale of building
	40000

210000

	Income from other sources
	60000


Briefly discuss how the items brought forward from the earlier years can be set off in the hands of the firm for the assessment year 2008-2009, in the manner most beneficial to the assessee. Also show the items to be carry forward. Computation of total income is not required.







(9 marks)
Solution: 

Set off of losses shall be done in the following manner
	Business income

Income from Speculation business

Less: Loss of non speculation business
	220000

(50000)

	Current year’s business income
	170000

	Less: brought forward business loss for AY 2006-2007
	120000

	Less: brought forward business loss for AY 2007-2008
	50000

	Taxable business income
	NIL

	Carry forward business losses
business loss of AY 2007-2008
	140000


	Capital Gains:
Short term from sale of shares
	
	40000

	Long term from the sale of building

Less: brought forward long term loss of shares

Less: brought forward long term loss of building
	210000

110000

100000
	

	Taxable LTCG
	
	NIL

	Total capital gains
	
	40000

	Loss of long term capital gains to be carry forwarded
	
	90000


	Unabsorbed brought forward depreciation:

Income from house property

Income from other sources

Income from capital gains

Less: Brought forward depreciation
	70000

60000

40000

120000

	Taxable income
	50000


NOTES TO SOLUTION
1) Section 71: Brought forward loss of capital gains or loss of business losses can not be set off from the income of house property or from income from other sources. Further business losses can be carry forward for 8 AYs and therefore loss of AY 2006-2007 has been set off before loss of AY 2007-2008.
2) Section 32(2): Brought forward unabsorbed depreciation can be set off from any income except income from salary and incomes such as gambling, lottery, card games etc.
3) Section 70: Loss of long term capital asset can not be set off from income of short term capital asset.
Q3 (b) Following benefits have been granted by Ved Software Ltd. to one of its employees Mr. Badri

(1) Housing loan @ 6% pa. Amount outstanding on 1/4/2007 is Rs. 6 lakhs. Mr. Badri pays Rs. 12000 pm on 5th of each month.
(2) Air-Conditioners purchased 4 years ago for Rs. 200000 have been given to Mr. Badri for Rs. 90000

Compute the chargeable perquisites in the hands of Mr. Badri for the assessment year 2008-2009. The lending rate of State Bank of India as on 1/4/2007 for housing loan may be taken as 10%.








(6 marks)
Solution: (1) Taxable perquisite value for housing loan: Value to be calculated on the maximum outstanding monthly balance at the end of every month. Further rate of interest charged by the employer shall be compared with the rate of interest charged by SBI as on 1/4/PY.

	Month ending
	Outstanding balance
	PV =(10% - 6%)=4%
	Amount

	30/4/2007
	588000
	588000 X 4% /12
	1960

	31/5/2007
	576000
	576000 X 4% /12
	1920

	30/6/2007
	564000
	564000 X 4% /12
	1880

	31/7/2007
	552000
	552000 X 4% /12
	1840

	31/8/2007
	540000
	540000 X 4% /12
	1800

	30/9/2007
	528000
	528000 X 4% /12
	1760

	31/10/2007
	516000
	516000 X 4% /12
	1720

	30/11/2007
	504000
	504000 X 4% /12
	1680

	31/12/2007
	492000
	492000 X 4% /12
	1640

	31/1/2008
	480000
	480000 X 4% /12
	1600

	29/2/2008
	468000
	468000 X 4% /12
	1560

	31/3/2008
	456000
	456000 X 4% /12
	1520

	Taxable value of the perquisite value
	20880


(2) Perquisite Value of transfer of computers: 


Book Value of asset


160000

Less: 
Sale price of asset



90000


Taxable perquisite value of AC
70000
Calculation of book value of asset


Cost of AC




200000


Less: Depreciation @ 10% SLM

20000



Book Value




180000


Less: Depreciation @ 10% SLM

20000



Book Value




160000

EITHER
Q4(a) Ms. Vasumati purchased 10000 equity shares of Rajesh Co. Pvt Ltd on 28/2/2004 for Rs. 120000. The company  was wound up on 31/7/2007. the following is the summarized financial position of the company as on 31/7/2007
	Liabilities
	Rs.
	Assets
	Rs.

	60000 equity shares
	600000
	Agricultural land
	4200000

	General reserve
	4000000
	Cash at bank
	650000

	Provision for taxation
	250000
	
	

	Total
	4850000
	Total
	4850000


The tax liability towards dividend distribution tax was ascertained at Rs. 300000 after considering refund due to the company. The remaining assets were distributed by company to the shareholders in the proportion of their shareholding. The market value of 6 acres of agriculture land (in an urban area) as on 31/7/2007 is Rs. 1000000 per acre. 

The agriculture land received above was sold by Ms Vasumati on 29/2/2008 for Rs. 1500000. Discuss the tax consequences in the hands of both company and Ms Vasumati. Cost inflation index for financial year 2002-2004 is 463 and for 2007-2008 is 551. 










(8 marks)
Q4(b) Mr. Narinder, who retired from the services of Hotel Samode Ltd on 31/1/2008 after putting in services of 5 years, received the following amounts from the employer for the year ended 31/3/2008. 

1) salary @ 16000 pm comprising of basic salary of Rs. 10000, DA of Rs. 3000, city compensatory allowance of Rs. 2000 and Night Duty allowance of Rs. 1000

2) Pension @ 30% of the basic salary from 1/2/2008.
3) Leave salary of Rs. 75000 for 225 days of leave accumulated during 5 years @ 45 days leave in each year.

4) Gratuity of Rs. 50000

Compute the total income of Mr. Narinder for the assessment year 2008-2009.

(6 marks)

Solution: 

Calculation of total income of Mr. Narinder

	Income from salary
	223500

	Income from house property
	NIL

	Income from business and profession
	NIL

	Income from capital gains
	NIL

	Income from other sources
	NIL

	Gross total income
	223500

	Less: Deduction under section 80C to 80U
	NIL

	Total income
	223500


Calculation of income from salary for Mr. Narinder
	Basic salary
	10000 X 10
	120000

	Dearness allowance
	3000 X 10
	30000

	City compensatory allowance
	2000 X 10
	20000

	Night duty allowance
	1000 X 10
	10000

	Pension 
	(30% of 10000) X 2
	6000

	Leave salary

Less: Exempt u/s 10(AA)
	75000

50000
	25000

	Gratuity

Less: Exempt y/s 10(10)
	50000

37500
	12500

	Gross salary
	
	223500

	Less Deductions u/s 16
	
	NIL

	Taxable Salary
	
	223500


Calculation of exemption of leave salary
	Least of the following is exempt from tax

	a) actual amount received
	75000

	b) maximum limit of
	300000

	c) 10 X Average salary
	100000

	d) Avg salary / 30 X unavailed leave as per income tax law
10000 / 30 X 150
	500000


Calculation of unavailed leave

	Particulars
	As per company
	As per income tax law

	Years of job
	5
	5

	Leave allowed per year
	45
	30

	Total leave allowed
	225
	150

	Availed Leave
	NIL
	NIL

	Unavailed leave
	225
	150


Calculation of exemption of gratuity assuming gratuity act is applicable
	Least of the following is exempt from tax

	a) actual amount received
	50000

	b) maximum limit of
	350000

	c) 15/26 X salary X completed years of job + excess of 6 months to be rounded off as 1 year = 15/26 X 13000 X 5
	37500


OR

Q4(a) Mr. Dhaval and his wife Mrs. Hetal furnishes you the following data:

	Salary income computed of Mrs. Hetal
	460000

	Income of minor son B who suffers from disability as specified in section 80U
	108000

	Income of minor daughter C from singing
	86000

	Income from profession of Mr. Dhaval
	750000

	Cash gift received by C on 2/10/2007 from a friend of Mrs. Hetal on winning a singing competition
	48000

	Income of minor married daughter A from a company deposit
	30000


Compute the total income of Mr. Dhaval and Mrs. Hetal for the assessment year 2008-2009. 










(9 marks)
Solution: 

Computation of total income of all members of family

	Particulars
	Mr. Dhaval
	Mrs. Hetal
	A
	B
	C

	Own income
	750000
	460000
	
	
	

	Income of minor married daughter-A
	Not to be clubbed
	Not to be clubbed
	30000
	NIL
	Nil

	Income of minor son who is physically disabled
	Not to be clubbed
	Not to be clubbed
	NIL
	108000
	NIL

	Income of minor daughter C from singing
	Not to be clubbed
	Not to be clubbed
	NIL
	NIL
	86000

	Cash gift received by C 48000

Less: Exempt u/s 
10(32)                          1500
	46500
	
	
	
	

	Total income
	796500
	460000
	30000
	108000
	86000


Notes to the solution
1) Income of minor child shall be taxable for mother or father who so ever has higher income before clubbing such income. Keeping this in mind cash gift received by C has been clubbed in the income of Mr. Dhaval. 

2) Parent in whose income, income of minor child has been clubbed is entitled to exemption of Rs. 1500 pa under section 10(32).

3) Income earned by minor child from skills, talent etc shall not be clubbed with the income of parent. Keeping this in Mind income of C fro singing has not be clubbed.

4) Income of minor married daughter shall be taxable for herself and not for parent.

5) Income earned by minor child who is suffering from physical disability under section 80U shall not be clubbed with the income of parent.
Q4(b) Mr. Kalpesh borrowed Rs. 30 lakhs from  National Housing Bank  towards purchase of a residential house. The loan amount was directly disbursed by the bank to the flat promoter. Though the construction was completed in May 2008, repayment towards principal and interest had been made during the year ended 31/3/2008.
State in the light of the above:

1) Whether Mr. Kalpesh can claim deduction under section 24 in respect of interest for the assessment year 2008-2009.

2) Whether the deduction under section 80C can be claimed for the above assessment year, even though the construction was completed only after the closure of the year.











(6 marks)
Solution: 
Q4(b) 1): Yes, Kalpesh can claim deduction under section 24(b) for the amount of interest payable on the housing loan. For this we have to keep in mind the following:

(i) If the house is let out then there is no limit for the deduction of interest under section 24(b) and full amount of interest shall be allowed as a deduction. 

(ii) If the house is self occupied then the limit for deduction shall be Rs. 150000 pa if the loan was taken on or after 1/4/1999. if loan is taken before 1/4/1999 then the limit would be Rs. 30000. 

Q4(b) 2): Yes, Kalpesh can claim deduction under section 80C for the assessment year 2008-2009 because of the repayment of loan amount. Further only principal amount would qualify for deduction under section 80C subject to the maximum limit of Rs. 100000. 
Q5) Answer any four of the following sub-division with regard to the provisions of the income tax act 1961







(4 marks each)
a) How is the advance salary taxed in the hands of the employee? Is the tax treatment same for the advance against salary?
b) Briefly discuss about the interest chargeable under section 234A for the delay in furnishing return of income.

c) List six items of expenses which shall not be allowed as deduction, unless payment is actually made within the due date for furnishing the return of income under section 139(1). When can the deduction be claimed if paid after the said date?

d) What are the due dates of installment and the quantum of advance tax payable by the companies?

e) Briefly explain the term substantial interest. State any two situations in which same assumes importance.

Solution: 

a) Advance salary: There is a difference between advance salary and advance against salary. Advance salary means that assessee has received salary well in advance before it has accrued. Advance salary shall be taxable in the year of receipt as per section 15. 


Advance against salary:  Advance against salary means that the employee has taken a loan out of salary which he will receive in future. Now in future he will receive salary which shall be reduced by the amount of loan repaid by him. In this case full amount of salary shall be taxable since deduction of amount of loan will be considered as application of his income.
b) Default in furnishing Return Of Income: Section 234A: If the ROI is furnished after the due date or is not furnished at all then assessee has to pay interest under section 234A:
(1) Rate of interest payable shall be 1% pm or part of the month.

(2) If ROI is filed after the due date : Interest shall be paid for the period starting from the date next to the due date of ROI and ending on the date when ROI is filed. 

(3) If no return is filed: Interest shall be paid for the period starting from the date next to the due date of ROI and ending on the date when best judgment assessment is over by the department. 
(4) If assessee has paid his amount of tax before the due date of filling of ROI but has not filed his ROI then he is not liable to pay interest under section 234A as was decided in the case of Dr. Prannoy Roy by Delhi high court in the year 2002.

c) Section 43B: Deduction on The payment basis: Expenditure given in the table below is allowed as deduction only in the PY in which it has been actually paid. 


Exception: If such sum is actually paid on or before due date of ROI under section 139(1) then the deduction shall be allowed in the PY in which such liability was incurred. This will be applicable only if assessee is following accrual system of accounting.

	 NATURE OF EXPENSES
	STIPULATED TIME PERIOD

	1. Any tax, duty, cess or fees under any law in force.

2. Any sum payable to an employee as bonus or commission.

3. Interest on loan from any public financial institution or state financial corporation.

4.  Interest on any term loan or advance from a scheduled bank.

5. Payment of leave encashment to employee.

6. Contribution by employer to any RPF or superannuation fund or gratuity fund or ESI or any other fund for the welfare of employees
	1) Due amount should be paid on or before due date of furnishing the income tax return under section 139(1). 

2) If paid after due date then deduction can be claimed only in the year of payment. 




d) Installments of advance tax for companies: Section 211

	Due date of installment
	Amount payable

	On or before 15/06/PY

On or before 15/09/PY

On or before 15/12/PY

On or before 15/03/PY
	15% of advance tax payable

45% of advance tax payable as reduced by any amount already paid.

75% of advance tax payable as reduced by any amount already paid.

100% of the advance tax payable as reduced by any amount already paid.


NOTES

1) Any payment of advance tax paid before 31/3/PY shall also be treated as advance tax paid during the year and therefore no interest shall be charged under section 234B. 

2) If on the last date for payment of tax banks are closed then the assessee can make the payment on the next date when the banks are open and in such a case no interest shall be levied on the assessee. 

Q5 e) Substantial interest: Section 2(32)
A) In case of a company it means that individual should hold 20% or more of equity shares at any time during the previous year.

B) In case of other concerns it means that individual should be entitled to 20% or more of profits at any time during the previous year. 

The term substantial interest is significant in the following 2 situations:

A) where remuneration of spouse is clubbed under section 64(1)(ii)

B) where the payment is made to a relative in cash and assessing officer is of the opinion that such expenditure is excessive in nature under section 40A(2).

Q6) Answer any five of the following:  




(2 marks each)
a) Briefly explain the nature of the service tax.

b) A particular service has been brought into service tax net with effect from 1/6/2007. Mr. Vignesh has provided this service on 20/5/2007, the payment for the same was received on 10/6/2007. Is the service tax payable on the same?

c) Mr. Saravanan has collected sum of Rs. 15000 as a 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?

d) Who are the persons liable to file service tax return?

e) Briefly explain the income variant of VAT.

f) What are the demerits of VAT from the view point that it is form of consumption tax? 

Solution 

Q6 a): Nature of service tax: Service tax is an indirect tax the burden of which is passed on the the ultimate consumer of services. This is a special tax on the service sector of the economy. However all services are not taxable. Service tax is imposed on taxable services only which are provided or are to be provided in future by the service provider. Services to be provided in future shall be chargeable to service tax only if the advance payment for it is received. Taxable services are mentioned in section 65(105) of Finance Act 1994. Service tax is charged at the rate of 12%. Primary education cess @ 2% and higher and secondary education cess of 1% is also to be charged. Threshold limit of Rs. 8 Lakhs has been prescribed. Till this limit value of all taxable services provided by the service provider is fully exempt from service tax.

Q6 b): Services rendered before they were taxable: No, service tax is not payable by Mr. Vignesh since services were not taxable when they were rendered. The time of the receipt of payment towards value of the services is not relevant for this purpose. (Proviso to rule 6(1) of service tax rules 1994)
Q6 c): Service tax must be paid to central government: Section 73A
Any person who has collected service tax, which is not required to be collected, from any person representing as service tax then such person should immediately pay the amount so collected to the credit of the central government.
Q6 d): Filing of service tax return:
(1) Service provider whose services are not exempt: Section 70: Every person liable to pay the service tax shall himself assess the tax due on the services provided by him and shall furnish to the Superintendent of Central Excise, a return in form ST-3 in triplicate on the half yearly basis. 
(2) Importer of services: Since non resident is not liable to pay service tax therefore importer of service tax has to pay service tyax and has to file return of service tax. (concept of reverse charge)

(3) Notified persons: A service provider whose aggregate value of taxable services are less than the limit of Rs. 8 lakhs but more than Rs. 7 lakhs is liable to file service tax return. 

(4) NIL return: Even NIL return has to be filed if assessee has not rendered any services. 

Q6 e) The income variant: Features

(a) This Variant of VAT allows for deductions on purchases of raw materials and components as well as depreciation on capital goods. 

(b) This method provides incentives to classify purchases as current expenditure to claim set-off. 

(c) In practice, however, there are many difficulties connected with the specification of any method of measuring depreciation, which basically depends on the life on an asset as well as on the rate of inflation. 

(d) This method can be compared with economic base of Net National Product (NNP).

Q6 f) Demerit of VAT: VAT is a tax on the consumption of goods. It is imposed on the consumer sale price of goods, which are sold to ultimate consumer. Since poor people spend high portion of their earnings on the consumable goods and basic necessities as compared to rich people, the incidence of VAT seems higher on poor. Thus VAT is regressive in nature. However government tries to cut this down by charging VAT at lower rates on necessities and by providing exemptions on necessities. 
Q7) Ms Priya rendered taxable services to a client. A bill of Rs. 40000 was raised on 29/4/2007. Rs. 15000 was received from a client on 1/5/2007 and the balance on 23/5/2007. No service tax was separately charged in the bill. The questions are: 

a) Is Ms 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 services and the service tax payable?









(2+4 marks)
Solution:

a) Yes. Ms Priya is liable to pay service tax to the credit of central government even though she has not charged it from her client. (it is assumed that she is not a small service provider and no exemption is available to her and her services are fully taxable). In this case the amount charged for the services shall be considered to be inclusive of service tax i.e. cum service tax.

b)                        Calculation of taxable services and service tax
	Amount charged for the services rendered
	Rs. 40000 (cum service tax)

	Value of taxable services
	40000 / 112.24 X 100
	35638

	Amount of service tax
	35638 X 12.24%
	4362


Note: Education cess shall be taken as 2%. This is because higher and secondary education cess of 1% became effective from 11/5/2007 but in this case services were provided on 29/4/2007
Q8) Answer any three of the following:




(3 marks each)

a) Briefly explain the charge of service tax.

b) Mr. Vasudevan has rendered freely, a service to a client which is taxable, but has not charged or received any fee from a client. Is service tax payable on such free services?

c) What are the different stages of VAT? Can it be said that the entire burden falls on the final consumer?

d)  Briefly explain, how VAT helps in checking tax evasion and in achieving neutrality.

Solution:

Q8 a) CHARGE OF SERVICE TAX: 
(1) Section 66 of Finance Act 1994 is a charging section and provides the scope of service tax. As per section 66 service tax @ 12% has to be imposed on the taxable services which have been specified in section 65(105) of the Finance Act 1994.
(2) Scope: Service tax is imposed on taxable services provided or to be provided in future by the service provider. Services to be provided in future shall be chargeable to service tax only if the advance payment for it is received. 
(3) Rate: Service tax is charged at the rate of 12% and education cess as applicable.
(4) Value: To impose service tax we have to calculate the value of services as per section 67 read with Service Tax (Determination of Value) Rules 2006.
(5) Limit of exemption: WEF 1/4/2007 a threshold limit of Rs. 8 Lakhs has been prescribed. Till this limit value of all taxable services provided by the service provider is fully exempt from service tax.
(6) Payment of service tax: The method of payment of service tax is mentioned in Service Tax Rules 1994. Service tax has to be paid by the service provider on the receipt of consideration. If any advance has been receipt then service tax shall be imposed on such advance. 
(7)  Services to unincorporated bodies: As per to section 65(105) service tax is payable when services are rendered by one person to another person. As per explanation to the above section a club and its members have been treated as 2 different entities and therefore the services rendered by club to its members shall be chargeable to service tax.
Q8 b) No, Mr. Vasudevan is not liable to pay any service tax on the services provided freely to his client. 

If the services are provided free of cost, there shall be no service tax payable even if services are taxable, as per the circular no 62/11/2003 issued by CBEC.

Q8 c) Different stages of VAT

The Value Added Tax (VAT) is a multistage tax levied as a proportion of the value added (i.e. sales minus purchase) which is equivalent to wages plus interest, other costs and profits. To illustrate, a chart of transactions is given below:
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Note: The rate of tax is assumed to be 12.5 per cent on the transaction relating to goods manufactured by A.

For a manufacturer A, inputs are products X and product Y which are purchased from a primary producer. In practice, even these producers use inputs. For examples, a farmer would use seeds, feeds, fertilizer, pesticides, etc. However, for this example their VAT impact is not considered. B is a wholesaler and C is a retailer. 

The inputs X and Y are purchased at Rs. 100 each on which tax is paid @ 12.5% and 4% respectively. The manufacture A would, therefore, take the credit for tax paid by him for the use of such inputs. The input price of Rs. 200 plus tax would include wages, salaries and other manufacturing expenses. To all this, he would also add his own profit. Assuming that after the addition of all these costs his sale price is Rs. 300, the gross tax (at the rate of 12.5 per cent) would be Rs. 37.50. As manufacture A has already paid tax on Rs. 200, he would get credit for this tax (i.e. 12.50 + 4 = 16.50). Therefore, his net VAT liability would be Rs. 37.50 minus Rs. 16.50.  Thus, manufacture A would pay Rs. 21 only (because of this he would take the cost of his inputs to be only Rs. 200)

Similarly, the sale price of Rs. 400 fixed by wholesaler B would have net VAT liability of Rs. 12.50 (Rs. 50-37.50 = Rs. 12.50) and the sale price of Rs. 500 by Retailer C would also have net VAT liability of Rs. 12.50 (Rs. 62.50 – 50 = Rs. 12.50).  Thus, VAT is collected at each stage of production and distribution process, and in principle, its entire burden falls on the final consumer, who does not get any tax credit thus, VAT is a broad-based tax covering the value added to each commodity by parties during the various stages of production and distribution. 

Q8 d) Benefits of VAT: 

Since input tax is allowed to be set off from the ultimate tax burden thus it leads to avoidance of multiple taxation. It totally eliminates cascading effect. Thus, VAT helps in lowering tax burden which leads to reduction in prices.
No tax evasion: Under VAT, credit of tax paid is allowed against the liability on the final product manufactured or sold.  Therefore, unless proper records are kept in respect of various inputs, it is not possible to claim credit.  Hence, suppression of purchases or production will be difficult because it will lead to loss of revenue. 

Simple method which provides neutrality:  VAT will help in simplification of tax imposition system. Since it is simply based on the transactions and is applied to all sales in the business thus there is no scope of misinterpretation and therefore it is easy to understand. Thus there is no need to go through complicated definition like sales, sales price, turnover of purchases and turnover of sales.  The tax is also broad-based and applicable to all sales in business leaving little room for different interpretations.  Thus, this system brings certainty to a great extent. 
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