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INCOME-TAX

| ncome u/h Salaries

Motor Car

Motor Car owned or hired by Employer

[72)

Used exclusively for Used exclusively for Used partly official and partly private purpose
official purpose private purpose

Not a perquisite it Aggregate of: Running & maintenance exp. by

specified documents— Actual exp. on car Employer Employee

maintained* — Remuneration of3 1,800pm for carI 600pm for car upto
chauffeur upto 1.6ltrs. cc 1.6ltrs. cc

— 10%pa of cost of
car or actual hireI 2,400pm for carZ 900pm for cai

charges, as the caséxceeding 1.6ltrs. cc| exceeding 1.6ltrs. cc
may be < 900pm additional if chauffeur provided by
employer

Owned by employef@nd expenses incurred/reimbursed by employer)

Motor Car Any other automotive
Used exclusively Used exclusively Used partly| Used exclusively Used partly
for official | for private | official and partly | for official | official and
purpose purpose personal purpose partly personal
Not a perquisite Actual exp.| Actual exp. Not a perquisite Actual exp.
if specified| incurred by theg incurred by the if specified| incurred by the
documents employer employer less: documents employer less:
maintained* — 1800/2400pm* | maintained* — 900pm*
— 900pm for
chauffeur*

Explanations:
I. If more than one motor car is provided by the emp@io(otherwise than wholly and

exclusively in the performance of official dutiet)en:

a. Value of T car : as if used partly for official purpose and partbr private
purpose

b. Value of other car(s} as if used exclusively for private purpose

ii.  *Specified documents to be maintained by employer:

a. Complete details of journey undertaken for offigmirpose which may include
date of journey, destination, mileage and the armainexpenditure incurred
thereon

b. A certificate by the employer to the effect thae tbxpenditure was incurred
wholly and exclusively for the performance of oifilcduties.
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QFP 1. Z has been provided with the benefit of car(s) isyemployer B Pvt. Ltd. Compute the

perquisite value for AY 2010-11

a) Car (1.8 Itrs.) owned by B provided to Z for officivork. Running expenses equals
to 9,000 (including driver) borne by B.

b) Car (1.4 Itrs.) owned by B provided to Z for hisrqmmal use only. Car cost
4,00,000. Running & maintenance expend&8,000.

c) Car (1.2 Itrs.) owned by B provided to Z partly feersonal use and partly for
official use. Running & maintenance expenses<e®0,000 and driver’s salary for
the period is?30,000, both borne by B.

d) In case (c) above, what will be the answer in césg book is maintained
specifying that 25% use was for personal purposes @emaining for official
purposes.

e) In case (c) above, what will be the answer if espsnwere borne by Z.

f) Car (1.1 Itrs.) owned by Z but running & maintenarexpensesg(28,000) met by
B. Compute the taxable value of perquisite in foil@ cases:

a. Car used for personal purposes-only

b. Car used for official purposesonly

c. 30% for personal benefit and remaining for offigmirposes

d. 20% for personal benefit and remaining for offiglrposes
g) Z provided with 2 cars for personal & official purges

BMW > 1.6 ltrs. Santro < 1.6ltrs.
Cost of car 6,50,000 2,00,000
Running & maintenance 55,000 25,000
Driver’s salary 18,000 18,000

Sweat Equity Shares

Value ofsweat equity sharesr specified securities (e.g. Employees’ Stocki@pPlan) allotted
to employee by emplayer or former employer shaliex@ble in the hands of employee.

Value_of perquisite:Fair Market Value of shares on the date on which optiorex&rcisedby
the employee.

“Sweat Equity Shares’meansequity shares issued by a company to its employees ectdis at
a discount or for consideration other than cashpt@viding know-how or making available
rights in the nature of intellectual property riglor value additions, by whatever name called.

Fair Market Value:
If securities are listed:Average of opening & closing prices on the recagdistock exchange
(stock exchange recording highest volume of tradiniipat security) on the exercising date

If securities not listedFMV as determined by merchant banker
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Rent free accommodation

UNFURNISHED ACCOMMODATION
Private sector employedse. other than CG/SG employees)
Accommodation Value of perquisite in hands of employee

Accommodation provided in a cityWalue of perquisite
where population as per 2001 census

owned by employer & is: — 7.5% of salary

provided to employee < 10 lakhs — 10% of'salary
> 10 lakhs buk 25 lakhs — 159 of Sa|ary
> 25 lakhs

taken on lease /rent Lower of

by the employer & — Actual rent paid/payable by the employer

provided to employee — 15% of salary

Salary(to be taken odue basi}

includes: excludes:
+ basic pay —. Other DA
+ DA (if under terms of employment) — . employer’s contribution to PF
+ taxable portion of allowances — lump-sum retirement benefits
+ bonus or commission — Exempt allowances
+ any other monetary payment — perquisites u/s 17(2)

QFP 2. Mr. Resy has provided you with following informatior AY 2010-11

Basic Salary ¢6,000pm
DA (20% is for retirement benefits) ¢ 1,000pm
Lunch Allowance ¢300pm
Children Education allowance (1 child) < 150pm

(i) Compute the value of rent free accommodatioavigled to him in a city with
population 6,00,000 (accommodation provided fronvy R@09 to Mar 2010).

(i) What will be the answer in cagE200pm is recovered from him by the employer in
this regard?

(ii) What'will be the answer in case accommodaimitaken on rent by the employer
@ <600pm and Mr. Resy was required to g&400pm as rent to the employer?

(iv) What will be the answer if alongwith accommibai® Air conditioner costing®
20,000 and television (taken on rent&f50pm) are provided to the Mr. Resy?

Central & State Government employees
License fee determined by CG or SG

Note: In case accommodation provided to CG/SG emplggeeing on deputationvaluation of
rent-free accommodation shall be made as if emplogea private sector employee and
accommodation is owned by employer. i.e. as peuladipn of city and salary of employee

CA. Pankaj Saraogi 9654624201 #4#
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FURNISHED ACCOMMODATION (whether CG/SG or private sector employee)
First compute value as if accommodation is unfimedsand then add the value of furniture as
follows:

10%pa of theoriginal cost of the furniture less recovery, if

owned by employer any

taken on_hire by the employer actual hire charges payable by employer less regpifeny

Furniture shall include TV sets, radio sets, refrigeratangl ather household appliances, air-
conditioning plant or equipment or other similapbgnces or gadgets.

Concessional accommodation:
Value computed as per above provisions shall becestiby the amount recovered from/paid by
the employee.

Accommodation in a hotel:
Value of perquisite shall dewer of:
a. 24% of salary
b. Actual charges of hotel for the said period

There shall be no perquisite in hands of employeetommodation provided for a period of
maximum 15 daysnd that to on thgansfer of employee from one place to another.

Accommodation at the time of transféiwo accommaodationsn transfer):

On account of transfer, employee provided with agoodation at new place and is allowed to
retain the accommodation at old place:

For thefirst 90 days — Value of one accommodation which has the lovedwes shall be taxable
Thereafter (i.e. 91 days onwards) — Value of both the accommodations shall be taxabl

Nothing shall be taxable as rent-free accommodatip@rquisite: If

e accommodation located in a remote aves of a temporary naturand

e provided to an employee working at a mining sitetmre oil exploration site/project
execution site/dam site/power generation site/offslsite

CA FINAL — DIRECT TAX LAWS by CA. PANKAJ SARAOGI

Batch starting in November 2010
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| ncome u/h Profits & Gains of Business or Profession

Deduction in respect of expenditure on specified business

Section 35AD

Date of
Specified business Eligible assesgee commencement of
business on or after

Setting up & operating a@old chain facility for
agricultural produce, meat, poultry products,Any assessee April 1, 2009
processed food, etc.

Setting up & operating aarehousing facility for
storage of agricultural produce

Any assessee April'd, 2009

Laying & operating a cross-country natural galsdian company

pipeline network for distribution including storage or consortium of April 1, 2007
facilities such companies

Laying & operating a cross-country crudelndian company

petroleum oil pipeline network for distribution| or consortium of April 1, 2009
including storage facilities such companies

Deduction

100% deduction ofapital expenditure incurred during the previous year.

100% of capital expenditure incurred prior to comg®ment of business shall be allowed in
year of commencement of business only if same hasn bcapitalized on the date of
commencement of business.

Capital expenditurshall not includeland, goodwill & financial instrument.

Other provisions

1.

2.

3.
4.

Business should be new business i.e. should néirbeed by splitting/reconstruction of old
business.

Business should not be set up by transfer of cdahtp& machinery. Old plant & machinery
should not be more than 20% of total plant & maehjrused for the business.

Deduction u/c VI-A shall not be allowed in respetsuch business for any assessment year.
Actual cost of the asset for which deduction hasnb&llowed under section 35AD shall be
taken as NIL.

QFP 3. GAJ Ltd. commenced business of cold-chain faadiityMay 1, 2009. The company

incurred capital expenditure o0 lakh during the period January to April, 2009
exclusively for the above business, and capitalthedsame in its books of account as
on May 1, 2009. Further, during the previous ye&02-10, it incurred capital
expenditure of?400 lakh (out of which?l00 lakh was for acquisition of land)
exclusively for the above business. Compute theatietd under section 35AD for the
A.Y.2010-11, assuming that GAJ Ltd. has fulfilldd the conditions specified in
section 35AD.

CA. Pankaj Saraogi 9654624201 #6#
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Assets partly used for business purposes
Section 38

Expenses u/s 30-32 (repairs, insurance, taxesedefion, etc.) on assets being building, plant &
machinery and furniture, used partly for businaappses and partly for other purposes, shall be
allowed proportionately.

QFP 4. Assessee purchased a car on 01/07/09er,00,000 (depreciation rate 15%). He
submitted with you the following statement for adestion:

Income u/h PGBP 2,00,000
(before car depreciation)

Less: Depreciation on car (as per books) 45,000
Income u/h PGBP 1,55,000

He further submitted that he used car 60% for bessnpurposes and 40% for
personal purposes. Compute his income u/h PGBRA¥R2010-11. Assume no other
car is owned by assessee.

WDV in case of Assets used partly for Business &
partly for Agricultural purposes

Where the income of an assessee is derived, infeant agriculture and in part from business
chargeable to income-tax under the head "Profitd @ans of business or profession”, for
computing the written down value of assets acquiefdre the previous year, the total amount of
depreciation shall be computed as if the entireonme is derived from the business of the
assessee under the head "Profits and gains ofdsssor profession” and the depreciation so
computed shall be deemed to be the depreciatiaralctllowed under this Act.

l.e. For computing opening WDV (WDV as on 01-04-QQ)1depreciation pertaining to
agricultural activities shall be deemed to be aéldvwn prior years. E.g.

Opening WDV as.on 01-04-2009 % 2,00,000
Add: Purchases as on 05-05-2009 < 1,00,000
Less: Sales NIL
WDV 3,00,000
Depreciation @ 15% 45,000
Opening WDV as on 01-04-2010 2,55,000
Depreciation allowable in PY 2009-10 18,000

(40% of 45,000)
(that can be claimed for computing business préfits-agricultural activity profits))

Earlier, depreciation amount & 45,000 was used to apportioned between agriclbigtavities

(say 60%) and business activities (say 40%). Ih ¢hae opening WDV as on 01-04-2010 had
beerk 3,00,000 less 40% of 45,00&=2,82,000.
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Since income from agricultural activities is exemtiterefore, expenses pertaining to such
activities shall not be allowed henceforth.

Note: This provision shall be applicable only in casebofsiness activities vs. agricultural
activities. In case asset used for business asasétir personal use, section 38 shall prevail.

Depreciation Rate

Rate of depreciation for new commercial vehicle ahhis acquired on.or after the 1st day of
January, 2009 but before the 1st day of Octobed9 2dhd is put to use before the 1st day of
October, 2009 for the purposes of business or gsada shall be 50%.

| ncome u/h Capital Gains

Sharesor any other security

Nature of share

COA

POH

Bonus share

Nil

From date of allotment

Normal share

Actual payment

From date of allotm
OR
From date of purchase

Right shares

Actual payment

From date of allotmen

Right offer

Nil

From date of offer

Right share for other tha
offeree

nPrice for offer & actual payment to ca.

From dateltotment

Sweat equity shares

FMV ' taken
Valuation

for

FBT/Perquisits

b From date of allotment

ent
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All India 25" Rank in CA Final, 14" Rank in PE-II
CFA from CFA (US), B.com (H) from SRCC with 3" rank
From 16 Nov-31 Jan 2011, TTS - 7:00am to 9:30am

CA. Pankaj Saraogi 9654624201

#8#



T D-9, 4th Floor, Goyal Complex, Near Sai Mandir, Above Navrang Electronics,
GAJ Laxmi Nagar, Delhi-110092. 9212492601, 9868356946, 8010767188,
: ' 01147350649. www.gajeducation.com, gajindia@gmail.com

SERVICE TAX

Tax & return - electronically

Tax: Service tax shall be deposited electronically asecassessee has paid service t&k 50
lakhs or more in preceding year or current yeare.¥V01/04/2010 — Assessee has to deposit
service tax electronically in case he has depossedice tax oR 10 lakhs or more in the

preceding financial year.

Return: W.e.f. 01/04/2010 —

If assessee has depositedceeaiax of3 10 lakhs or more in the

preceding financial year, then he has to submiirnetlectronically.

Contents of the Return

Month -wise details of:

amount
service

amount received in advance towards  Vvii.

received towards taxable Vi.

notification number of abatement and
exemption
service tax payable

taxable service to be provided viii. * ‘education cess payable

iii.  amount billed for exempted services iXx. GAR-7/TR-6 challan date & number
and services exported. without X. credit details for service tax
payment of tax provider/recipient

iv. amount billed for services.on which xi. Name & identification of STR
tax is to be paid preparer

v. abatement claimed — value

Documents:

copies of relevant GAR-7 challans

Form ST-3A, in case of provisional assessment

First Return:list in duplicate of the following
all the records prepared or maintained by the assefor accounting of transactions in

regard to,-

a.providing of any service, whether taxable or exexdpt
b. receipt or procurement of input services and payrfegrsuch input services;
c. receipt, purchase, manufacture, storage, saleeloredy, as the case may be, in

regard of inputs and capital goods;

d. other activities, such as manufacture and sal®ofds, if any.
all other financial records maintained by him ie tlormal course of business.

CA. Pankaj Saraogi 9654624201
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ONLY FOR IPCC STUDENTS

Taxable Services
Section 65(105)

1. Commercial Training or Coaching ServicdS$ection 65(105)(zzc)}

= shall mean any service provided or to be provided
= to any person,
= by any institute or establishment providing comrraiitaining or coaching
= for imparting skill or knowledge or lessons
= on any subject or field,
= whether with or without issuance of a certificate,
= and
= includes

0 coaching or tutorial classes

0 computer training institute

Exemptions:

v sports
v’ preschool
v issuance of law recognized degree/certificate

o If institute/establishment not recognized by lawtla time of conducting the
course, then such service shall be taxable
v’ training or coaching forming essential part of s@icurriculum of law recognized
degree/certificate
o Exemption not.available if charges directly paidraining centre
v vocational training — skills to enable person teksemployment (including self-
employment)
recreational training — dance, singing, etc.
services by individuals at the premise of receiver

AN

Clarifications/Explanations:
v “Intention of profit motive is irrelevant. In eithease service tax shall be leviable.

v' Recreational training institutemeans a commercial training or coaching centrechwhi
provides coaching or training relating to recreagioactivities such as dance, singing,
martial arts, hobbies.

v/ Computer training institute meansa commercial training or coaching centre which
provides coaching or training relating to compueftware or hardware.

CA. Pankaj Saraogi 9654624201 #10#
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v' Vocational training institute means a commercial training or coaching centre hwhic
provides vocational coaching or training that intpskills to enable the trainee to seek
employment or undertake self-employment, directigrasuch training or coaching.

o Institutes offering following shall not be coverathder vocational training
institute (i.e. shall not be exempt) because thely amprove the chances of
success for a candidate possessing required sidlld® not impart training to
enable the trainee to seek employment or self-eynpdat:

= general course on improving communication skills;

= how to be effective in group discussions or perkonerviews;
= personality development;

= general grooming & finishing;

= efc.

v Vocational training institute(w.e.f. 27/02/2010jneans an Industrial Training Institute or
an Industrial Training Centre affiliated to the Natl Council for Vocational Training,
offering courses in designated trades as notifretbuthe Apprentices Act, 1961

o W.e.f. 29/04/2010, service provided in relation Mwdular Employable Skill
courses approved by the National Council of Voewtidraining, by a Vocational
Training Provider registered under the Skill Deyeh@nt Initiative Scheme with
the Directorate General of Employment and TrainiNbpistry of Labour and
Employment, Government of India shall also be exemp

2. Legal Consultancy ServicelSection 65(105)(zzzzm)}
shall mean any service provided or to be provided
to a business entity,

by any other business entity

in relation to advice, consultancy or technicaisiasce
in any branch of law,in any manner

Ld Uil

U

However, any service provided by way of appearapefre any court, tribunal or
authority shall not amount to taxable service.

J

“Business. entity” includes an association of pessdiody of individuals, company or
firm, but does not include an individual

Exemptions:
Any service provided by way of appearance befosecanirt, tribunal or authority

The service provider and/or service recipient isnaividual.

AN

3. Mandap Keepers ServicgSection 65(105)(m)}
= shall mean any service provided or to be provided
= to any person,
= by a mandap keeper

CA. Pankaj Saraogi 9654624201 #11 #
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= in relation to the use of a mandap in any manner
= including the facilities provided and
= also the services provided as a caterer

Exemptions/Abatements:
v Use of precincts of a religious place as a mansi@xeémpt from levy of service tax.
o Religious place means a place which is meant fodgot of prayers or
worship pertaining to a religion

v' Abatement of 40% of the gross amount charged ifdhewing conditions are satisfied:
o Catering services are also provided alongwith sesviof mandap whethdry a
hotel or by any other persqr&
o Bill issued for this purpose indicates that it iclusive of charges for catering
services
» Food means a substantial and satisfying meal.
= Hotel means a place that provides boarding andrgdgcilities to
public on commercial basis.

Clarifications:

v Service tax is leviable on services provided byelsstestaurants in relation to letting out
of halls, rooms, etc. for organizing any officiagicial or business function under mandap
keeper service.

v' Dance, drama or music programme or competitionssacgal functions and allowing
temporary occupation of a hall for a considerafmmorganizing such functions are liable
to service tax under mandap keeper service.

v Mandap Keepemeans a person who allows temporary occupati@nnoandap.

v Mandapmeans any immovable property and includes anyttum fixtures, light fittings
and floor coverings therein let out for considematfor organizing any official, social or
business function.

v Social functionshall include marriage.

v/ Caterer means any person who supplies, either directhndirectly, any food, edible
preparations, alcoholic or non-alcoholic beveragesrockery and similar articles or
accoutrements for any purpose or occasion.

4. Information Technology Software ServicdSection 65(105)(zzzze)}
= shall mean any service provided or to be provided
= to any person,
= by any other person
= in relation to information technology software
= for use in the course, or furtherance, of busioesommerce

CA. Pankaj Saraogi 9654624201 #12 #
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Information technology software includes:
I.  development of information technology software
ii.  study, analysis, design and programming of inforometechnology software
iii.  adaptation, upgradation, enhancement, implementagiod other similar services
related to information technology software
Iv.  providing advice, consultancy and assistance ontemsatrelated to information
technology software
v. providing the right to use ITS for commercial extdton
vi.  providing the right to use software componentstf@ creationtof and inclusion in
other ITS products
vii.  providing the right to use ITS supplied electrofiica

Information _technology softwaremeans any representation of instructions, datandar
image, including source code and object code, decbin a machine readable form, and
capable of being manipulated or providing interattito a user, by means of computer or an
automatic data processing machine or any othecderi equipment.

5. Services in respect of membership of Clubs or Asstians {Section 65(105)(zzze)}
shall mean any service provided or/to be provided

to its members,

by any club or association

in relation to provision of services, facilities alvantages

for a subscription or any other amount

R AR Y

Exemptions/Abatements:
Club or association shall not include
0 any body established or constituted by or underlanwy
0 any person or body of persons engaged in the aes\wf trade unions, promotion of
agriculture, horticulture or animal husbandry
0 any person or body of persons engaged in activitéesng nature of public service
and are of a charitable, religious or politicalurat
= Charitable nature is to be determined on the bafsie facts and
circumstances. Exemption under Income-tax Act shaWe no
relevance here.
0 ‘any person or body of persons associated with presedia
v' Such services provided by a RWA to its membersl dlalfully exempt provided that
consideration received does not exc&e8,000/month/individual member. Otherwise it
shall be fully taxable. (RWA may be a co-operasuoeiety also)

<

v' Twenty seven export promotion councils have beemgted from service tax under this
category e.g.

Federation of Export Promotion Council

Engineering Export Promotion Council

Sports Goods Export Promotion Council

The Plastics Export Promotion Council

© O OO
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1. Answer the following with reasons having regardhe Provisions of the Income tax Act,

3.

1961 for the Assessment Year 2010-11 : [ 5x 2 malks ]

a) State the scope of total income in the case omhdividual, whose residential status is
'non-resident’ with reference to Section 5(2) ef Act.

b) Mr. X a citizen of India received salary from th@v&rnment of India for the services
rendered outside India. Is the salary income cladnigeto tax?

c) Mr. Anil earnecR 5,00,000 from sale of Coffee grown and cured (pssed) by him. He
claims the entire income as agricultural incomecdeeexempt from tax. Is he correct?

d) What is the time limit for filing applicatio seeking registration in the case of
Charitable Trusts/Institutions under Section 12AAhe Act?

e) In what status and tax rate Limited Liability Panship (LLP) is taxed under the Act?

Mr. Raman (aged 70 years), Karta of a Hindu Undslidcamily (HUF) furnishes the
following information for the Financial Year 2009-1 [ 20 marks ]
i. Income from the business of Poultry farm#g,00,000.
ii. Income by way of winning from Horse ra€e0,000 (Horse race won on 28.2.2010)
iii. Net profit from the business of dealing in Equityases 88,500. (Computed after
deducting Securities Transaction Tax (STT¥ df1,500).
iv. Brought forward business loss relating to cadiginued automobile business
38,500 (relates to Assessment Year 2007-08).
v. Payment of Life Insurance Premium (on s€&IH2,500.
vi. Contribution to Pension Fund of LRC17,500.
vii. Contribution made in the name of a member of HUPublic Provident Fund Account
< 20,000.
viii. Interest income from Company depo&it$5,100.
ix. Housing Loan principal repai30,000.
X. Interest on Housing loah36,000 (actually paid@ 25,000).
xi. The HUF gave the right to receive furniture ren€ 6,000 per annum by #Raman
without transferring the ewnership rights in herdar.

The HUF owns a residential property which has thdeatical residential units. Unit 1 and
Unit 2 are self-occupied by the. members of the HbalFesidential purpose. Municipal tax
paid @3 5,000 per annum for each residential unit.

Unit 3 is let out for a rent & 8,000 per month. The tenant paid the Municipaliterespect
of Unit 3 as per.agreement.

The Assessee realis&dl, 20,000 on 16.4.2009 as per court order towanmdsiarent for the
period from 1.1.2007 to 31.12.2008.

Compute the Total Income and tax payable for thee8sment Year 2010-11.

a. Mr. John commenced a proprietary business in tlae $800. His capital as on 1.4.2008
was¥ 6,00,000. [ 8 marks ]
On 10.4.2008 his wife gifted 2,00,000 which he invested in the business orséme
date. Mr. John earned profit from his proprietanginess as given below :
Previous year 2008-09 Pratit3,00,000
Previous year 2009-10 Protit4,40,000
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Compute the Income from business chargeable tontdlxe hands of Mr. John for the
Assessment Year 2010-11.

During the Financial Year 2009-10, he sold a vacsdtet which resulted in chargeable
long-term capital gain & 5,00,000 (computed). The vacant site was sold0oh222009.
Compute the total income and tax liability of Moh#h and the installments of advance
tax payable for the Financial Year 2009-10.

b. Mr. Prakash has the following Assets which areilgiggfor depreciation at 15% on

Written Down Value (WDV) basis : [ 7 marks ]
01.04.2006 WDV of plant 'X' and Plant Y’ < 2,00,000
10.12.2009  Acquired a new plant 'Z' for < 2,00,000
22.01.2010 Sold Plant ‘Y’ for < 4,00,000
Expenditure incurred in connection with transfer <10,000

Compute eligible depreciation claim/chargeable tehmain if any, for the Assessment
Year 2010-11.

a. State with reasons, whether tax deduction at soprceisions are applicable to the
following transactions and if so, the rate of taxldction : [ 8 marks ]

i. An Insurance Company pafd45,000 as Insurance Commission to its agent Mr.
Hari.

i. X & Co. (Firm) engaged in wholesale business assigm contract for
construction of its godown building to Mr. Ravicantractor. It pai& 25,00,000
to Mr. Ravi as contract payment.

iii. AB Ltd. allowed a discount & 50,000 to XY & Co. (a firm) on prompt payment
of its dues towards supply of automobile parts.

iv. Y & Co. engaged in real estate business conductadks dip and gave Marulti
car to a prize winner.

Note : Assume that all the facts given above ralaténancial Year 2009-10.

b. Mr. Banerjee furnishes you the following details tioe year ended 31.3.2010:

[6 marks ]
Income (loss) from house property 3
House-1 36,000
House-2-Self occupied (20,000)
House-3 60,000
Profits and gains from Business or Profession
Textile Business 2,00,000
Automobile Business (3,00,000)
Speculation Business 2,00,000
Capital Gains
Long-term capital gain from sale of shares (STpai 1,50,000
Long-term capital gain from sale of vacant site 02000
Short-term capital loss from sale of building 100

(Note : Assume that the figures given above areputed and arrived at after
considering eligible deductions).
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Other sources :

Gift from a Friend (non-relative) on 5.6.2009 6@M00
Gift from Maternal Uncle on 25.2.2010 1,00,000
Gift from Grandfather's Younger Brother on 10.2201 1,00,000

Compute the total income of Mr. Banerjee for thsgssment Year 2010-11.

5. Answer the following with reference to Income-tagtA1961 : [4 x4 =16 marks ]
i. Briefly explain the term ‘Manufacture' defined iacBon 2 (29BA).
il. In whose hands the income from an asset is chdegabax in the case of transfer which
is not revocable during the life time of the beaetiy/transferee?
lii. List the conditions for deduction under Section 18D-for hotels located in specified
district having "World Heritage Site".
iv. State the provisions for self-assessment prescrihddr Section 140A of the Act.

6. Answer the following : [5x2 =10 Marks ]
i. Is Service tax payable on free-service ?

ii. State the due dates for payment of Service tahénchse of an individual rendering
taxable service.

iii. A Company located in the State of Jammu & Kashemdered service in Delhi. Is the
service provided by the Company liable for Serveoe?

iv. Do you agree with the statement that 'Tax cann@vla€eed under VAT system' ?

v. Mr. Raj rendered taxable service in February, 20h@ amount was however realised on
18.4.2010. What is the due date for payment ofiSetax ?

7. X & Co. received the following amounts: [ 6 marks ]
Date_ of Natu_re of Amount Time of providing Service
receipt receipt

20.4.2009 © For service < 1,00,000 Services rendered in July, 2009

30.6.2009. Advance for 3 5,00,000 Services were rendered in July and
service August, 2009

5.8.2009 For service ¥ 50,000 For services rendered in March, 2009

10.9.2009 * Advance for < 3,50,000 A sum of 50,000 was refunded in
service April, 2010 after termination of

agreement. For the balance amount,
service was provided in September,
2009

Compute:

i. The amount of taxable service for the first two m@e®s of the

Financial Year 2009-10.
ii. The amount of Service tax payable.
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a. Compute the VAT liability of Mr. P Kapoor for theanth of October, 2009, using the

'Invoice method' of Computation of VAT. [ 3 x 3 =aMaarks |
Purchases from the local market (Includes VAT @ 4% % 65,000
3 750

Storage cost incurred

Transportation Cost 31,750
Goods sold at a margin of 5% on the cost of swddg. VAT rate on Sales 12.5%.

. State briefly about Provisional payment of Sentae
. What are the three variants of VAT? Which of thesethods is most widely used and

why?
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Solutions

Computation of Total Income of HUF for AY 201Q-1

Income from House Property (WN1)
Unit 1 & 2 (Self-occupied)

Unit 3 (Let-out)

Arrears of rentY 1,20,000 — 30%)

(24,000)
55,200
84,000

Income u/h Profits & Gains of Business or Prof@sgWN2)

Income from other sources (WN3)
Gross Total Income
Less: Deductions u/c VI-A

Life insurance premium

Contribution to pension fund of LIC

(not allowed to HUF)
Contribution to PPF

Housing Loan principal repaid

Total Income

22,500
NIL

20,000

30,000

Computation of Tax Liability of HUF for AY 2010-11
Tax at special rates: Income on horse race win38g)00 x 30%)

Tax at normal rates:

On first¥ 1,60,000

On nexf 1,40,000 @ 10%
On nexfk 2,00,000 @ 20%
On nexR 63,800 @ 30%

Add: Education Cess @ 2% & SHEC @ 1%

Tax Liability
Tax Liability (R/0)

Working Notes:

1.

Income from House Property

Particulars

GAV

Less: MT

NAV

Less: Deductions u/s 24
SD @ 30%
Interest

Income from HP

PGBP

Poultry Farming

Income from share trading business
Less: Set off of automobile business loss

CA. Pankaj Saraogi 9654624201

NIL
14,000
40,000
10,140

Self-occupied
NIL
_NIL
NIL

NIL
24,000
(24,000)

1,15,200
4,50,000

71,100
6,36,300

72,500
5,63,800

9,000

64,140
73,140

2,194.20
75,334.20

75,330

Let-out
96,000

_NIL
96,000

28,800
12,000
55,200

4,00,000
88,500
38,500

4,50,000
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3.

Income from other sources

Income from Horse Race 30,000

Interest on company deposits 15,100

Rent of furniture 26,000
71,100

Where asset transferred to spouse is investedhe proprietary business then
proportionate share being calculated in followingnmer shall be clubbed in the hands of
transferor:

Profits of the business x investment out of gift as on first day of PY

Total Investment in the business as on first day of PY

4,40,000 x 2,00,000
= — 80,000
11,00,000

Hence, Rs.80000 shall be clubbed in the hands ef M&thn and balance Rs.360000 (plus
Long term capital gain of Rs.500000) shall be téx@aibhands of Mr. John

Computation of total investment in.the busines4-@k2009

Particulars Amount
Investment as on 1-4-2008 Rs.600000
Add : Investment of gift from wife on 10-4-2008 s.R00000
Add : Net profit earned during the year 2008-09

(assumed reinvested in the business) Rs.300000
Total investment in the business as on1-4-2009 s.1R®0000

Income arising from accretion to transferred asbkatl not be liable to clubbing. Assume,
Net profit earned during the year 2008-09 is regdim the business.

Computation of Advance Tax Liability of Mr. Johrrfihe previous year 2009-10

Particulars Long term capital gain Other income
Income 500000 360000
Tax rate 20% Slab Rate
Tax on above 100000 26000
Add: Education cess & SHEC 3000 780
Advance tax payable 103000 26780

Advance tax to be paid on specified dates

Date Advance tax on LTCG Advance tax on incomall o
other than LTCG
Working Amount (a) Working Amount (b)
(a) (b) (a+b)

15-09-2009 Nil 30% of Rs.26780 8034 8034
15-12-2009 Nil 30% of Rs.26780 8034 8034
15-03-2010 100% of Rs.103000 103000 40% of ¥8Q 10712 113712
Total 103000 26780 129780
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3. b. Computation of Depreciation

Particulars Amount
WDV as on 01/04/06 200000

Less : Depreciation @ 15% 30000
WDV as on 01/04/07 170000

Less : Depreciation @ 15% 25500
WDV as on 01/04/08 144500

Less : Depreciation @ 15% 21675
WDV as on 01/04/09 122825

Add : Purchase of Plant on 10/12/09 200000

322825

Less : Sale Consideration restricted to Rs.322825 322825
WDV as on 31/03/10 Nil
Depreciation Nil

Computation of Short Term Capital Gain for A.Y. BOl1

Particulars Amount Amount
Full Value of Consideration on transfer of Plant Y 400000

Less : Deductions u/s 50(1)

- Expenses on Transfer 10000

- WDV of Plant X & Plant Y as on 01/04/2009

- Cost of Plant Z 200000 332825
Short Term Capital Gain 67175

4. b. Computation of total income of Mr. BanerieeA.Y. 2010-11

Particulars Amount Amount
Income from House Property

House 1 36000

House 2 (20000)

House 3 60000 76000
Profits and Gains from Business or Profession

Textile Business 200000

Speculation Business 200000

Automobile Business (300000) 100000
Capital Gains

LTCG on sale of Shares [Exempt 10(38)] Nil

LTCG on sale of Site 200000

STCG on sale of Building (100000) 100000
Income from Other Sources

Gift from Friend on 5/06/2009 60000

Gift from Maternal Uncle, a relative [Exempt] iIN

Gift from Grand Father's Brother 100000 160000
Total Income 436000
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Computation of value of taxable service axdiereon

Particulars Quarterl Quarter2
Amount received on

- 20/04/2009 100000

- 30/06/2009 500000

- 05/08/2009 50000

- 10/09/2009 350000
Total Receipt during the Quarter 600000 400000
Less : Service tax included therein

[600000 * 10.3%/110.3%] 56029

[400000 * 10.3%/110.3%] 37353
Value of taxable service 543971 362647
Service tax 56029 37353

- Service Tax 54397 36265

- Education Cess 1088 725

- SHEC 544 363
Notes:

1. Tax is payable on receipt basis

2. Treatment of refund of Rs.50000: W here ansass=has paid service tax in respect
of a taxable service, which is not so provided by, Hor any reason, the assessee
may adjust the excess service tax so paid by h@maghis service tax liability
for the subsequent period (calculated on a prolvatas), provided the assessee
has refunded the value of taxable service anddheace tax thereon to the person
from whom it was received.

3. It is assumed that receipts are inclusive ofise tax. Further, it is assumed that
assessee is not-asmall service provider.

Computation of Sale Price and Output VAT

Particulars Amount
Raw material purchased from local market [Rs.650004 * 100] 62500
Storage‘cost 750
Transportation cost 1750
Cost of production 65000
Add : Profit earned @ 5% on Rs.65000 3250
Sale Price 68250
VAT @ 12.5% on sales 8531
Computation of VAT payable by P. Kapoor
Particulars Amount
VAT on sale price 8531
Less : Set-off of VAT on local purchases _ 2500
Net VAT payable 6031

CA FINAL — DIRECT TAX LAWS by CA. PANKAJ SARAOGI

Batch starting in November 2010
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1. Mr. Dinesh Karthik, a resident individual aged 4Grnishes the following information
pertaining to the year ended 31.3.2010: [ 16Kg14r
a) He is a partner in Badrinath & Co. he has recethedollowing amounts from the firm:
Interest on capital at 15%300000
Salary as working partner (at 1% of firm's sa&%)000

b) He is engaged in a business in which he manufactuheat flour from wheat. The Profit
and Loss account pertaining to this business (summethform) is as under:

To 3 By 3
Salaries 120000 Gross profit 1250000
Bonus 48000 Interest on Bank FD 45000
Car expenses 50000 (Net of TDS 5,000)
Machinery repairs 234000 Agricultural income . 0060
Advance Tax 70000 Pension from LIC
Depreciation : Jeevandhara 24000
Car 300000
Machinery 125000
Net profit 432000
1379000 1379000
Opening WDV of assets are as under:
%
Car 300000
Machinery 650000
(Used during the year for 170 days)
Additions to machinery
New purchased on 23.09.2009 200000
New purchased on 12.11.2009 300000
Old purchased on 12.4.2009 125000

(All assets added during the year were put tamseediately after purchase)

Of the total bonus amoui,15,000 was paid on 11.10.2009
One-fifth of the car expenses are towards estichpersonal use of the assessee.

c) In March, 2008, he had sold a house at Chennaea#srof rent relating to this house
amounting t&75000 was received in February, 2010.

d) Details of his Savings and Investments are as under 3
Life Insurance Premium for policy in the namehtf major son employed
in LMN Ltd. at a salary o6 lacs p.a. Sum assur&a00000 50000

Contribution to Pension Fund of National HousBank
(this was met partially from out of prematurehwitawal of
deposit in Post Office Time Deposit made on 2236

Principal compone®55000 and Intereft000) 70000
Medical Insurance Premium for his father aged 70,
who is not dependent on him 22000
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You are required to compute the total income of Binesh Karthik for the assessment year
2010-11 and the tax payable by him. Also indicatetiver interest, if any, under sections
234A and 234B are payable, assuming that the retasfiled on 28 th September, 2010.
Computation of interest, if any, is NOT required.

a) Mr. Tenzingh is engaged in composite business awigry and curing (further
processing) Coffee in Coorg, Karnataka. The whdleaffee grown in his plantation is
cured. Relevant information pertaining to the yeaded 31.3.2010 are given below:

[ 6 Marks ]
%
WDV of Car as on 1.4.2009 3,00,000
WDV of Machinery as on 31.3.2009 (15% rate) ,005000
Expenses incurred for growing Coffee 3,10,000
Expenditure for curing Coffee 3,00,000
Sale value of cured Coffee 22,00,000

Besides being used for agricultural operations, dae is also used for personal use;
disallowance for personal use may be taken at ZDBe. expenses incurred for car
running and maintenance &®80000. The machines were used in coffee curingiessi
operations.

Compute the Income arising from the above actwife the assessment year 2010-11.
Show the WDV of the assets as on 31.03.2010.

b) Mr. Raj Kumar sold a house to his friend Mr. Dhuram 1 st November, 2009 for a
consideration oR2500000. The Sub-Registrar refused to registeddwiment for the said
value, as according to _him; stamp duty had to biel & I4500000, which was the
Government guideline value. Mr. Raj Kumar preferaedappeal to the Revenue Divisional
Officer, who fixed the value of the house ¥3200000 2200000 for land balance for
building portion).The differential stamp duty waaigh accepting the said value determined.
Assuming that the fair market valuel8200000, what are the tax implications in the hands
of Mr. Raj Kumar and Mr. Dhuruv for the assessmgdr 2010-11? Mr. Raj Kumar had
purchased the land ofi' June, 2006 fo¥519000 and completed the construction of house on
1% October;. 2007 fat1400000.

Cost inflation indices may be taken as 519 for tinancial year 2006-07, 582 for the
financial year 2007-08 and 632 for the financiadry2009-10. [ 6 Marks ]

3. From the following particulars of Income furnishbyg Mr. Anirudh pertaining to the year
ended 31.3.2010, compute the total income for ssessment year 2010-11, if he is:

[10 Marks]

(i) Resident and ordinary resident;
(i) Resident but not ordinarily resident;
(iif) Non-resident:
Particulars Amoungj
(a) Profit on sale of shares in Indian Companyivezkin Germany 15000
(b) Dividend from a Japanese Company receivedparda 10000
(c) Rent from property in London deposited in akbsnLondon,

later on remitted to India through approved baglihannels 75000
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4.

(d) Dividend from RP Ltd., an Indian Company 600
(e) Agricultural income from lands in Gujarat 02

Answer the following questions with regard to threvsions of the Income tax Act,1961:
[3x4 =12 Marks ]

i) State the concessions granted to transport opsrfiton 1 st October, 2009 onwards
in the context of Cash payments under section 40&(8 deduction of tax at source
under section 194-C.

i) What are the conditions to be fulfilled by a Chalrle Trust under section 12A for
applicability of exemption provisions containedsections 11 and 12?

i) What are the particulars required to be furnishéith whe return of income, as per
section 139(6)?

Provide brief answer to the following questionsS®ervice tax: [ 4% 2 =8 Marks ]
i) Is Service tax payable in respect of services peviin the Indian territorial waters?
i) Is Service tax leviable on fee collected by Puldigthorities while performing
statutory functions under the provisions of law?
iii) Can an assessee file a revised Service tax return?
iv) Explain the term “Commercial training or Coachirente”.

a) Virat Kholi & Co., a partnership firm, is providingxable legal consultancy services, for
the second consecutive assessment year. The firislies the following information
relating to the services rendered, bills raisedy@amts received relating to this service, for

the year ended 31.3.2010. [ 8 Marks |
%

i) Free services rendered to poor people (value okémeices computed on comparative
basis) 40000

i) Advances received from clients for which no taxad@evice has been rendered so far

500000

iii) Service billed to clients Gross Amount (Service has been charged separately in all the

bills; the firm follows mercantile system of accoing) 1200000

iv) The firm has received the following amounts dutiing year: Relating to taxable services
rendered in. March, 2009 (excluding service taxpgiiaable rates and TDS under section
194-J of the IT Act;1961 to the tunedf5320) 544680
Relating to taxable services rendered in currerar \#009 (excluding Service tax at
applicable rates and TDS under section 194-J ofTil#ct, 1961 to the tune &¥120000)
(*includes50000 for appearance fee before Labour Court reddiom another firm)

980000*
Service tax has been separately received forcgpé items in (iv) above.
You are required to compute the value of taxabteises for the year ended 31.3.2010
and Service tax payable, briefly explaining thatmeent of each item above.

b) Answer the following questions on Service tax: 33 =9 Marks ]
i) What is the scope of taxable service in respectmaimbership of Clubs or
Associations? State the exception to the same.
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i) Does a service provider have an option to pay Senax at a rate different from the
general rate applicable on gross value of taxadeces, in the case of purchase and
sale of foreign currency?

iii) What is the late fee payable for delay in furnighthe Service tax return? Can the
same be waived?

7. Answer the following question on VAT: [ 4 x 28-Marks |

a) What are the items aggregated in the Addition nettwocalculate the VAT payable?
When is this method mainly used?

b) Is any threshold exemption limit fixed for dealépsobtain VAT registration, as per the
White Paper? If yes, why is the same provided?

c) Is the Vat chain continued when a purchasing degles for VAT composition scheme?
What is the loss to the seller and buyer opting tfer composition scheme, and the
subsequent buyers?

d) Can it be said that VAT brings about certainty. tog@at extent in the matter of
interpretational issues? If so, how?

a) Mr. X. a dealer in Mumbai dealing in consumer goaigmits the following information

pertaining to the Month of March, 2010: [ 8 Maufk

i) Exempt goods ‘A’ purchased f&8200000 and sold f&250000.

i) Goods ‘B’ purchased fo¥225000 (including VAT) and sold at a margin of 10%
profit on purchases (VAT rate 12.5%);

iii) Goods ‘C’ purchased fé¥100000. (excluding VAT) and sold f&150000 (VAT rate
4%);

iv) His unutilized balance in VAT input credit on 1.81D wak1500.

Compute the turnover, Input VAT, Output VAT and N&AT payable by Mr. X.

b) Answer the following questions on VAT: [ 3 x 3Marks ]
i) What are the merits of VAT in the context of taxaswn, neutrality and
transparency?

i) State the importance of VAT invoice/tax invoiceadiministering VAT.
iii) Discuss the tax consequences of Stock transfer thel@ AT scheme
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Solutions

1. Computation of total income of Dinesh Karthak A.Y.2010-11
Particulars Details Amount Amount

Income from House Property
Receipt of Arrear Rent 75000
Less : Standard Deduction u/s 24(a) [being 30%boive] 22500 52500

Profit & Gains of Business or Profession
Net profit as per Profit & Loss A/c from Prop. 8oess 432000
Add : Expenses disallowed but debited to Proflidss A/c

Advance Tax 70000

Depreciation as per Profit and Loss Alc

[Rs.300000 + Rs.125000] 425000

Unpaid Bonus 33000

Personal Expenses relating to Car 10000 538000
970000

Less : Expenses allowable under the head budetnted to Profit & Loss Alc

Depreciation as per the Act 274750

Less : Income not taxable under the head buitedetb Profit & Loss Alc

Interest on Bank FD 45000

Pension from LIC Jeevandhara 24000

Less : Income not taxable under the head buitedetb Profit & Loss Alc

Agricultural Income 60000 403750

Income from Proprietorship Business 566250

Add : Interest on Capital from Badrinath & Co.

[Rs.300000/15%*12%] [Note 2] 240000

Add.: Salary from Badrinath & Co. [Note 2] 9@no 896250
Income from Other Sources

Interest on Bank FD [Rs.45000 + Rs.5000 (TDS)] 50000

Pension from LIC Jeevandhara 24000

Interest on Post Office Time Deposit 5000 00
Gross Total Income 1027750
Less : Deduction u/s 80C

LIC (Maximum upto 20% of sum assured) 40000

Contribution to Pension Fund of National HousBank 70000

110000
Subject to maximum of 100000

Less : Deduction u/s 80D

Medical Insurance Premium for father, a senibzen

[Maximum Limit] 20000 120000
Total Income (Rounded off u/s 288A) 907750
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Note
1. Computation of Depreciation as per Income-tak A

Particulars Details Amount
Block 1: Plant and Machinery @ 15%
W.D.V. as on 1/4/2009 650000
Add : Purchase during the year
- On 12/04/2009 125000
- On 23/09/2009 200000
- On 12/11/2009 300000

1275000
Less : Sale during the year -

1275000
Depreciation @ 15% [Rs.300000 * 15% * %2 + Rs. Wb 15%)] 168750
Additional depreciation @ 20% [Rs.200000 * 20%s-300000 * 10%] 70000

238750
(No additional depreciation is available on setband machinery)
Block 2: Car @ 15%
W.D.V. as on 1/4/2009 300000
Add : Purchase during the year -
300000
Less : Sale during the year -
300000

Depreciation @ 15% [Rs.300000 * 15%]*4/5 36000
Depreciation allowed u/s 32 274750

2. Interest and remuneration to partner shall kel in the hands of partner, to the
extent it is exempted in the hands of firm. Inte@s12% is exempted in hands of firm.
Further, it is assumed that salary to Mr. Kartlsilan allowable expenditure in hands of
Badrinath & Co.

Computation of tax liability of Mr. Dinesh Karthfor A.Y. 2010-11

Particulars Amount
Tax on Rs.967750

(i.e. agra.income Rs.60000 + non-agro income H$.90) 194325
Less : Tax.on Rs.220000

(i.e. agroincome Rs.60000 + maximum exempted Rsi160000) _6000
Tax liability 188325
Add : Education cess & SHEC @ 3% 5649.75
Tax.and cess liability 193974.75
Less: TDS 5000
Advance tax payable 188974.75
Less : Advance Tax paid 70000
Tax and cess payable (Rounded off) 118970

Levy of interest u/s 234A and 234B

Interest u/s 234A : Under this section interegpagable for non filling of income tax
return till the due date mentioned u/s 139(1). Wsuane that Mr. Dinesh is liable to
file his income tax return on or before 30/9/20%0hce he filed his return of income on
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28/09/2010 i.e. within due date of furnishing retof income, hence, interest u/s 234A
is not applicable.

Interest u/s 234B : Under this section interegtagable if at least 90% of the advance
tax due has not been paid till 31 st March of trevipus year. In this case Mr. Dinesh
is liable to pay advance tax of Rs.188970 but leegead only Rs.70000, which is less
than 90% of Rs.188970. Therefore, he is liable a9 mterest u/s 234B @ 1% on

Rs.118970 for 6 months i.e. April to September,2@®ssuming tax alongwith interest

has been paid on or before furnishing of returmodme.

Note : Assessee is also liable to pay interes284<

Computation of income of Mr. Tenzingh failyA2010-11

Particulars Rs . Rs.
Sale value of cured Coffee 2200000

Less:

Expenses incurred for growing Coffee 310000

Expenditure for curing Coffee 300000

Expenses on running & maintaining carincurretusiness

[Rs.50000 - Rs.10000] 40000

Depreciation on Car [Note 1] 36000

Depreciation on machine 191250 877250

1322750

Less : Agricultural Income [75% of above] 992(8
Profit and Gains of Business or Profession 8300

Computation of Written Down Value as on 31.03@0

Particulars Car Machine
WDV as on 31.3.2009 - 1500000
Less: Depreciation actually allowed for PY 2008-09 - 225000
[1500000*15%]
W.D.V. as on 1/4/2009 300000 1275000
Add : Purchase Nil Nil
300000 1275000
Less : Sale Nil Nil
WDV as on-31.03.2010 300000 1500000
Less : Depreciation for the year ending on 31.QBX2
(2275000*15%) 191250
(300000*15%*80%) 36000
Notes:

1. Depreciation on car is Rs.45000 but only 80%haf would be considered as a
business expense.

2. As per amendment to section 43(6), where thennecof the assessee is derived,
partly from agriculture and partly from businessl @sset are used for both of said
purposes then amount of depreciation shall be el as if entire income is
derived from the business of the assesse undehahd of Profit and Gains of
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Business or Profession and depreciation so compshall be deemed to be the
depreciation actually allowed.

2. b. Tax Treatment in hands of Mr. Dhuruv
As per the newly introduced sec.56(2)(vii) w.efLA2009, If an immovable property
is received for a consideration which is less tti@nstamp duty value of the property
and the difference between the two exceeds Rs.5(@88equate consideration),the
difference between the stamp duty value of suclpgrtyg and such consideration shall
be taxed as the income of other sources for thpiest.
In this case, stamp duty value is Rs.3200000 aadctimsideration given to Mr. Raj
Kumar is Rs.2500000. Therefore the difference betwbe two i.e. Rs.700000 shall be
considered as income from other sources for Mrulhr

Tax Treatment in hands of Mr. Raj Kumar
Computation of Capital Gainfor A.Y.2010-11

Particulars Land Building
Sale consideration 2200000 1000000
Less : Expenses on transfer Nil Nil
Net sale consideration 2200000 1000000
Less : Indexed cost of acquisition
519000 * 632/519 632000
Less : Cost of acquisition 1400000
Less : Indexed cost of improvement Nil
Less : Cost of improvement Nil
Long term capital gain 1568000
Short term capital gain (400000)

Note: It is to be noted that in the given case lend long term capital asset however
building is a short term capital asset.

3. Computation of total income of Mr. Anirudh fibve A.Y.2010-11
Particulars ROR RNOR NR
Profit on sale of shares in Indian Company
received in Germany 15000 15000 15000
Dividend from a Japanese Company received
in Japan 10000 - -
Rent from property in London deposited in a
bank in London, later on remitted to India 75000 - -

through approved banking channels
Dividend from RP Ltd., an Indian Company - - -
Agricultural income from lands in Gujarat - -
Income liable to tax in India 100000 15000 a0

Note:

1. Dividend from an Indian company is exempti0634)
2. Agricultural income from a land situated imlimis exempt u/s 10(1).
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6. a.

Computation of value of taxable service @xdhereon

Particulars Details Amount
Free services rendered to poor people Nil
Advances received from clients 500000
Service billed to clients Nil
Receipt of value of taxable services provided aréh, 2009 Nil
Receipt of value of taxable services providedurnrent year 2009

Net Receipt 980000

Add : TDS 120000

1100000

Less : Fee for appearance before Labour Coudu#rority _ 50000 1050000
Value of taxable services 1550000
Service Tax thereon [Rs.1550000 * 10.3%)] 159650

- Service tax 155000

- Education Cess 3100

- SHEC 1550
Note:

1. Free service is not taxable.

2. Service tax is payable on receipt ©of value ofalde service provided or to be
provided. Thus, advance received shall be taxable.

3. Legal Consultancy service is covered under theigw of taxable service from 01-

09-2009, hence receipt against services providémdeuch date is not taxable.

4. It is assumed that all service provided durlmg c¢urrent year is provided on or after
01-09-2009.

If one assumes that services are provided evenipgithe current year, then value of
taxable services provided during the current ybal $e reduced proportionately.

5. It is to be noted that service tax IS separatbigrged in the bill and accordingly
received.

Computation of turnover

Particulars Exempted 12.5% 4%
Goods A Exempted Nil
Goods B [Rs:225000/112.5% * 100%] * 110% 220000
Goods C 150000
Turnover Nil 220000 150000
Output tax Nil 27500 6000
Computation of VAT Payable

Particulars Amount Amount
Opening balance of unutilized Input Credit 1500
Add : Input Credit availed during the period

On purchase of Goods A, being exempted Nil

On purchase of Goods B [Rs.225000/112.5% * 12.5%] 25000

On purchase of Goods C [Rs.100000/104% * 4%] __ 0040 29000
Input credit available 30500
Less : Output VAT

On sale of Goods B 27500

On sale of Goods C __ 6000 33500
VAT Payable to the Government 3000
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1.

(a)
(b)
()

(a)
(b)

Is an unincorporated association, formed dfs¢dJune, 2006, liable to pay any service tax?

Briefly explain the nature of service tax.

Explain as to how and when the amendments rimaéi@éance Bill, in respect service tax mattermeo
into force?

What are the sources of service tax law?
Which Act and Rule govern the levy of serviae in India?

Will the payment to a hotelier of Rs.10,000 on Beb&an architect by a service receiver be inchlide the
value of taxable services?

(@)

(b)
()

Can it be said that if the taxable serviceas eapable of ascertainment, the.same cannot famngd
value of taxable services from May, 2006 onwards?

Briefly explain about the charge of service ta

How is the value of taxable services deterahineghen the consideration against taxable servises i
received in other than monetary terms?

Ms. Priya rendered a taxable service to a clienbillAfor Rs. 40,000 was raised on 29.4.2009; Rs0Q0 was
received from the client on 1.5.2009 and the baant23.5.2009. No service tax was separately elargthe
bill. The questions are:

(a)
(b)

Is Ms. Priya liable to pay service tax, evenugh the same has not been charged by her?
In case she is liable, what is the value rélde service and the service tax payable?

J.C. Professionals, a partnership firm, gives thewing particulars relating to the services pdrd to various
clients by them for the half-year ended as on 3099

(i)
(ii)

Total bills raised for Rs. 8,75,000 out of whibill for Rs. 75,000 was raised on an approveerivational
Organisation and payments of bills for Rs. 1,00,8@0e not received till 30.09.09.

Amount of Rs. 50,000 was received as an adedrom XYZ Ltd. on 25.09.09 to whom the servicesev

to be provided in October, 09.

You are required to work out the:

(a)
(b)

taxable value of services
amount of service tax payable.

Ms. Priyanka, a proprietress of Royal Security Agereceived Rs.1,00,000 by an account payee chague
advance while signing a contract for providing tagaservice. She received Rs.5,00,000 by credd wdnile
providing the service and another Rs.5,00,000 pgyaorder after completion of service on January2810.
All three transactions took place during financy@ar 2009-10. She seeks your advice about herlityabi
towards value of taxable service and the servicpagable by her.

(a)
(b)

()
(d)
(e)
®
(9)
(h)

()

Should service tax be paid even if not collédtem the client or service receiver?

Where a service provider maintains books aoants on mercantile basis relating to taxableisesv
provided by him, will service tax be payable onraet basis?

Is a service provider allowed to pay servacedn a provisional basis?

A particular service has been brought intogbrvice tax net with effect from 1.6.2009. Mr. Wggh has
provided. this service on 20.5.2009; the paymenttersame was received on 10.6.2009. Is service tax
payable on the same?

Mr. Saravanan has collected a sum of Rs. 05a80service tax from a client mistakenly, evenugtono
service tax is chargeable for such service. Shthdcamount so collected be remitted to the credibh®
Central Government?

Who is liable to pay e-payment of service tax?

Whether life insurer carrying on life insuranbusiness has option to calculate service taffatreht
rate?

Mr. X, a service provider who pays service tegularly, was of the opinion that a particulanvgze was
not liable for service tax. He, therefore, did nbarge service tax in his bill. He received thé dmhount
without service tax. How will service tax liabiligf Mr. X be determined in such case?

How can the excess payment of service taxdpasted?
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

(@ An assessee who has collected service tax &rafient is unable to perform the service. Briafiplain

the situations in which and the conditions subjectvhich he can adjust the service tax relatinglove,

against his forthcoming service tax liability.

(b)  Who is liable to pay service tax in relati@nservices provided by a goods transport agency?

(c)  Mr. Vasudevan has rendered freely, a serndgce ¢lient which is taxable, but has not chargereoeived
any fee from the client. Is service tax payableoch free service?

(d)  What are the due dates for payment of semaxe

Ajay Ltd. has agreed to render services to Mr. GUihe following are the chronological events:
Particulars Rs.
Contract for services entered into on 31.8.2009

Advance received in September, 2009 towards alicEs 60,000
Total value of services, billed in February, 2010 2,10,000
Above includes non-taxable services of 70,000

Balance amount is received in March, 2010
When does the liability to pay service tax aried #or what amount? Contract contains clear detdikervices;
consideration and service tax are charged separatemutually agreed upon.

Mr. Y, a consulting engineer raised a bill of R®24720 (including service tax) on his client fansulting
services rendered by him in June, 2007. A partéaingent of Rs. 1,68,540 was received by Mr. Y in dar
2008. Compute the service tax amount payable by YWand the due date by which service tax can be
deposited.

(@ Is e-filing of service tax return permitted?

(b)  Which are the documents to be submitted aleitly service tax return?
(c)  What are the due dates for filing of servige teturns?

(d)  Who are the persons liable to file servicertarns?

(e)  Whether service tax return can be furnisheet éfie due date?

(&) Can service tax return be revised by a person?
(b) Ms. Amrapali, a registered service providet @ot render any services during the financial y&#9-10.
Whether she is requiredto file service tax return?

A club exempt from payment of income-tax under ligome-tax Act, 1961 on the ground of being a publi
charitable institution will be compulsorily exemfippbm payment of service tax also. Examine the wglidf the
statement.

Discuss the special provision for payment of sertax in case of services provided in relation dochase or
sale of foreign curreney including money changing.

List the documents to be submitted along with &isertax return.

Suyogya Consultancy Services (SCS) is engaged anighng management consultancy services during the
financial year 2009-10. Examine, whether SCS shalliable to pay the late fee for delay in furnighithe
return for the half-yearly period ending Septen®@r2009 in the following cases:-

(a) Itfiles its return of service tax on Octol2&r, 2009.

(b) It filesits.return on November 15, 2009.

Prahlaad has paid the amount of service tax forgterter ending June 30, 2009 by cheque. The date o
presentation of cheque to the designated banklys5Jl2009 and it is realised by the bank on Jyl2@09?
What is the date of payment of service tax in tase? Whether any interest and penalty is attrantélis
case?

Explain the special provision for payment of seeviax in case of an air travel agent.

State briefly whether the services provided by es@e having a place of business in the State ofrland
Kashmir providing services in any other place idiénare taxable under the Finance Act, 1994 as detth

CA. Pankaj Saraogi 9654624201 #35#



T D-9, 4th Floor, Goyal Complex, Near Sai Mandir, Above Navrang Electronics,
GAJ Laxmi Nagar, Delhi-110092. 9212492601, 9868356946, 8010767188,
. ' 01147350649. www.gajeducation.com, gajindia@gmail.com

Only for | PCC Students

21. With reference to legal consultancy services, stditether service tax is applicable in the followoases:
i. Mr. Ramesh, an advocate, providing consultancyisesvto Omega Ltd. in relation to company law

matters.

ii. Mehta and Sons, a law firm, providing legal assistato Omega Ltd. in relation to civil cases filed
against the company.

iii. Mehta and Sons providing advisory services to Miriesh in respect of his property matters.

iv. Mehta and Sons providing service of appearancerbe®essions Court to Omega Ltd. in relation to
criminal cases filed against the company.

22. With reference to commercial training or coachirgvices, state whether service tax is applicablehin
following cases:
i. Pinnacle Institute offering courses on personaéyelopment and grooming.
ii. BTL Engineering College offering B.Tech to student®wever, the college has been derecognized by
the All India Council for Technical Education.

23. Aarush, a software consultant, has developed avaddtfor Beta.Ltd. He has raised a bill of Rs.2)80, on
Beta Ltd. On 02.03.2010. A sum of Rs.1,50,000 vezeived from Beta Ltd. on.15.03.2010 and the balamc
23.06.2010. The questions are:

i. Is the service provided by Aarush liable to sentaee? If yes, then whether Aarush will be liablepty
service tax, even though the same has not beegexhay him?

ii. In case Aarush is liable to service tax, what es\thlue of taxable service and the service taxigayay
him for the financial year 2009-107?
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Solutions
1. (a) With effect from 01.05.2006, the Finance Ad0®& inserted an explanation after section 65(121the
Finance Act, 1994. The explanation states thatbiaxservice includes any taxable service providetbde
provided by any unincorporated association or bafdyersons to a member thereof, for cash, defgragthent
or any other valuable consideration.
Thus, an unincorporated association providing sertd its members can also be a “person” for purpafs
service-tax, and be liable to pay service tax.

(b) Service tax is a tax on services. This is ndé&xaon profession, trade, calling or employmernt ilsuin
respect of service rendered. If there is no sentfoere is no tax. Basically, service is a valuditiah that can

be perceived but cannot be seen, as it is intamgitdbwever, usage of some goods during the course o
rendering the service would not mean that theriservice’. It is the predominant factor in eaase, which

is to be studied to arrive at a conclusion.

(c) Amendments made by the Finance Bill, in respécervice tax matters, come into force from thédof
enactment of the Finance Bill i.e., the date onciwhhe Finance Bill receives the assent of the itkas of
India. However, wherever it is specifically provitiso in the Finance Bill, certain amendments likes taxable
services introduced vide the Finance Bill and alien in the scope of existing taxable servicegobee
effective from a date to be notified after the emamt of the Finance Bill.

2. (a) There is no independent statute on servicagaget. However, the sources of service tax law are
() Finance Act, 1994
(i) Rules on service tax
(i) Notifications on service tax
(iv) Circulars or Office Letters (Instructions) service tax
(v) Orders on service tax and
(vi) Trade notices on service tax

(b)  Finance Act, 1994 and the rules made theremgadvern the levy of service tax in India. Thenffigant
rules relating to service tax are the Service Take® 1994, Service Tax (Determination of Value)
Rules, 2006, Export of Services Rules, 2005 etc.

3. Service tax chargeable on any taxable service itherbasis of gross amount charged by service geovor
such service provided- or to be provided by himislhot necessary that the service receiver shoajdtpe
consideration only to the service provider; any mopaid to the third party is also includible. Henthe hotel
bill met by the client would be‘includible in thalue of taxable services.

4. (a) No, it cannot be said so. With effect from 18006, the Finance Act, 2006 has introduced detaile
provisions for valuation of taxable services. Thevisions of section 67, as amended, state clehdyif the
consideration for a taxable service is not asaeatde, the value of such service shall be the atasimay be
determined in the prescribed manner.

(b) Section 66 is the charging section of the FoeaAct, 1994 (“the Act") which deals with the leapd

collection’ of service tax. It provides the applieabate of service tax which is to be levied on tadue of

various taxable services. The prescribed mannerdiection and payment of tax is provided in theevice Tax

Rules, 1994. With effect from 18.04.2006, the @tservice tax prescribed by section 66 is 12%hefwalue of
taxable services referred to in section 65(105hefAct.

However, it may be noted that Notification No. 8I20ST dated 24.02.2009 exempted all the taxabidcesr
specified in sub-section (105) of section 65 of Hieance Act from so much of service tax levialllereon

under section 66 of the Finance Act, as is in exa&sthe rate of 10% of the value of taxable sawic
Therefore, the effective rate of service tax is 10%

(c) Section 67 of the Finance Act, 1994 as amemedides that if the consideration for a taxablevise is
not wholly or partly in terms of money, then thdueof such service shall be such amount in mowné, the
addition of service tax charged, is equivalentitonsideration.

5. Section 68 of the Finance Act, 1994 casts thelifglib pay service tax upon the service provideupon the
person liable to pay service tax as per rule 2§1){tis liability is not contingent upon the sewiprovider
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realizing or charging the service tax at the piaairate. The statutory liability does not getiegtiished if the
service provider fails to realize or charge thevisertax from the service receiver. Hence, Ms. &igy/liable to
pay service tax.

However, sometimes it may happen that the assésse# able to charge service tax because of thaaaf
service or he fails to recover the service tax ftbmn client / customer as he is not aware thaséisices are
taxable. Hence, in these cases, the amount reabffema the client in lieu of having rendered thevise will

be taken to be inclusive of service tax and acoofgi tax payable will be calculated by making back

calculations.
The rates of service tax payable are:
Basic rate 10%
Education cess (2% of 10%) = 0.20%
Secondary and higher education cess (1% of 10%) = 0.10%
Effective rate of service tax = 10.30%

Service tax is payable on receipt basis
Gross amount charged X 100

1004effective rate

Value of taxable service =

) 40,000X 100
Value of taxable service = . . U = Rs. 36,265
110.30
) 40,000 X 10.30
Service tax payable = ———— =Rs.3,735
110.30

6. Computation of taxable value of services providgdtlee J.C. Professionals for the half year endinmg o
30.09.2009:

Particulars Rs. Rs.
Total bills raised 8,75,000
Less: Bill raised on an approved International Qiggtion 75,000
(Note 1)
Less: Bills for which payments have not been realiz 1,00,000 1,75,000
(Note2) e e
7,00,000
Add: Advance received for the services to be predith 50,000
October'09 (Note 3) e
Taxable value of services 7,50,000
Computation of service tax payable . s
Taxable value of services 7,50,000
Service tax @ 10% 75,000
Add: Education cess @ 2% 1,500
Add: Secondary and higher education cess @ 1% 750
Total Service tax payable 77,250

Notes:

1. Services provided to an International Organisatire exempt from the service tax vide Notificatio.
16/2002 ST dated 02.08.2002.

2. Service tax is payable only when the value gélide services is actually received [Rule 6 of Seevice
Tax Rules, 1994].

3. Any advance received for providing any taxaldevises forms part of the value of taxable service
[Section 67 of the Finance Act, 1994].

7. Computation of taxable service of Ms. Priyankaffoancial year 2009-10

Particulars Rs.
Advance received by an account payee Cheque 1,00,000
Amount received while providing service throughditeard 5,00,000
Amount received on completion of service by a paleo 5,00,000
Value of taxable service 11,00,000
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8.

Calculation of service tax liability

Particulars Rs.
Service tax @10% on Rs.11,00,000 1,10,000
Add: (i) Education cess @ 2% on service tax 2,200
Add: (ii) Secondary and higher education cess @oh%ervice tax 1,100
Total service tax payable 1,13,300
Notes:

1. Money includes any cheque, pay order, currepcgmissory note, letter of credit, draft, traveler

cheque, money order, postal remittance and othalasiinstruments but does-not include currency tha
is held for its numismatic value.

2. Gross amount charged includes payment by ceadit, cheque, deduction.from account and any form
of payment by issue of credit notes/debit notestkarak adjustment.

(a) Section 68 of the Finance Act, 1994 castsiti#lity to pay service tax upon the service pr@vidr upon
the person liable to pay service tax as per rulg(@) of the Service Tax Rules, 1994. This liapilis not
contingent upon the service provider realizing loarging the service tax at the prevailing rate. $tautory
liability does not get extinguished if the serviomvider fails to realize or charge the service fimm the
service receiver.

(b) Service tax is not payable on accrual basistaadnethod of accounting is irrelevant for makpayment
of service tax. Service tax is payable to the Gowvemt only when any payment is received-whethaidivance
or after the bill is raised-from the client or Seevreceiver for the taxable services provided.

(c) In case the assessee is unable to correctipagst at the time of the deposit, the actual arhotiservice
tax for any month or quarter, he may make a writtequest to. Assistant/Deputy Commissioner of Céntra
Excise for making payment of service tax on prarnsai basis. The concerned officer may allow paynoént
service tax on provisional basis on such valuexdlble service as may be specified by him.

(d) No service tax is payable for the part or wholeghe value of services, which is attributablestovices
provided during the period when such services watetaxable. The time of receipt of payment towatds
value of services will not-be relevant for this poase. For the service tax to be leviable, on tie da which the
service was rendered/it should be exigible tdekig.

In the given case, Mr. Vignesh has provided theriseron 20.05.2009 and has received the payment on
10.06.2009. Assuming that, the invoice was raised/b. Vignesh before 01.06.2009, he will not bebl&ato
collect service tax.

(e) Section 73A of the Finance Act, 1994 casts lligation on every person who has collected sertése
from any recipient of service in any manner asesenting service tax, to remit the same to theitccédhe
Central Government. On account of this provisioheme any person has collected any amount, whictotis
required to be collected from any other personaimy manner as representing service tax, he shdstd a
immediately pay the amount so collected to theitddhe Central Government.

Hence, Mr. Saravanan has to remit the service ¢lgated by him on the non taxable services toctteelit of
the Central Government before the due date.

(H With effect from 01.10.2006, the assessee whe paid service tax of Rs.50,00,000/- or abovehe t
preceding financial year or has already paid sertéx of Rs.50,00,000/- in the current financiahrybas to
compulsorily deposit the service tax liable to laédby him electronically. W.e.f. 01-04-2010 anezsee shall
deposit the service tax electronically throughriné® banking if he has paid the total service thR® 10 lakh
or more (including the amount of service tax pajydukilisation of CENVAT credit) in the precedinghincial
year.

(g) An insurer carrying on life insurance busined® is liable for paying service tax has the optiopay an
amount calculated @ 1% of the gross amount of prantharged by him towards the discharge of hisieerv
tax liability instead of paying service tax at tiage specified in section 66 of Chapter V of thé. Ac
However, such option is not available in cases wher

(i) the entire premium paid by the policy hold®pnly towards risk cover in life insurance; or
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(i) the part of the premium payable towards risker in life insurance is shown separately in ahy
the documents issued by the insurer to the polidgdr.

(h) Section 68 of the Finance Act, 1994 casts ititglity to pay service tax upon the service pravidr upon

the person liable to pay service tax as per rulg(@) of the Service Tax Rules, 1994. This liapilis not

contingent upon the service provider realizing loarging the service tax at the prevailing rate. $tautory

liability does not get extinguished if the serviomvider fails to realize or charge the service fimm the

service receiver. In this case, the amount recefk@un the service receiver will be taken to be usive of

service tax. Accordingly, service tax payable bg #ervice provider shall be ascertained by makiagkb
calculations in the following manner:-

Amt.recd. X service tax rate

Service tax payable = :
100+service tax rate

(i) Where an assessee has paid to the credit ofr@&@eBovernment any amount in excess of the amount
required to be paid towards service tax liabilidy & month or quarter, as the case may be; thesessenay
adjust such excess amount paid by him againsteligce tax liability for the succeeding month oracter, as
the case may be. However, such an adjustment vimeusdibject to the following conditions mentionetbie
(i) Self-adjustment of excess credit would notalewed in case of reasons involving interpretaid
law, taxability, classification, valuation or apgability of any exemption notification.
(i) Excess amount paid and proposed to be astjushould not exceed Rs:1,00,000 for the relevant
month or quarter except in case of assesses dptingntralized registration.
(iii) Adjustment can be made only in the succegdinonth or quarter.
(iv) The details of self-adjustment should bennaited to.the Superintendent of Central Excise iwith
period of 15 days from the date of such adjustment.

9. (a) An assessee may adjust excess payment of sd¢axicagainst his liability of service tax for sefaent
periods. Where an assessee has deposited serxide taspect of a taxable service which is not so
provided by him either wholly or partially. for amgason, he may adjust the excess service tax ddopai
him (calculated on a pro rata basis) against ma@tax liability for the subsequent period.

However, for carrying out such adjustment, theeasee must have refunded the value of taxableserv
and the service tax thereon to the person from wihevas received.

In such cases of adjustment, the assessee ige@do file the details in respect of such suo anot
adjustments done by him at.the time of filing teevice tax returns.

The return Form ST — 3 also. provides for enclesoir documentary evidence for adjustment of such
excess service tax paid.

(b) In relation to taxable service provided byamds transport agency, where the consignor or goasi of

goods is-

(a) * any factory registered under or governedchieyRactories Act, 1948,

(b) anycompany formed or registered under the@mies Act, 1956,

(c) any corporation established by or under any la

(d) any society registered under Societies Registr Act, 1860 or under any law corresponding to
that Act in force in any part of India,

(e)  any co-operative society established by oeuady law,

()] any dealer of excisable goods, who is regéstaunder the Central Excise Act, 1944 or the rules
made thereunder, or

(g) any body corporate established, or a parti@fsim registered, by or under any law.
The person liable for paying service tax is aryspn who pays or is liable to pay freight either
himself or through his agent for the transportatbsuch goods by road in a goods carriage.

(c) Section 67(1)(iii) of the Finance Act, 1994seres payment of service tax based on valuation eden
consideration is not ascertainable. However, thpgegisions apply only when there is consideratidn.
there is no consideration i.e., in case of fregiser section 67 cannot apply.

Thus, no service tax is payable when value ofises is zero, as the charging section 66 provitas
service tax is chargeable on the value of taxadreice.
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Hence if the value is zero, the tax will alsozZeeo even though the service may be taxable. Haythie
principle applies only when there is really a ‘fesgvice' and not when its cost is recovered thiatber
means.

(d) Rule 6(1) of the Service Tax Rules, 1994 pdesi that service tax on the value of taxable sesvic
received shall be paid to the credit of the CerBayernment in the following manner:-

Assessee Duration of payment Due date of payment

Individual, Quarterly (i) by the 6th day of the nbnif the duty is deposited

Proprietary electronically through internet bamkiand

concern or a (i) by the 5th day of the monthaity other case,

partnership immediately following the quartemihich the

firm payments are received, towards. the valuetafable
services.*

Any other Monthly (i) by the 6th day of the-monihthe duty is deposited

Assessee electronically through internet banléamgl

(i) by the 5th day of the month, in_any othease,
immediately following the calendar month in whidet
payments are received, towards the value of taxable
services.*

* Also, the service tax on the value of taxablevgers received during the month of March, or thartgr
ending in March, as the case may be, shall befpaftle credit of the Central Government by the 31st
day of March of the calendar year.

10. The liability to pay service tax arises at the tiofereceipt of advance in September, 2009 andeatithe of
receipt of balance consideration in March 2010viSertax is payable as soon as any advance isvezteis
the taxable service includes “service to be pravidend payments received, before during or after th
provision of taxable services form part of the gr@nount/charged for the taxable services. Further,
liability to pay service tax arises only.upon tleeeipt of the value of taxable services and notrwthe bill is

raised.

Advance portion

Particulars Rs.

Advance received towards all services in Septeng9 = 60,000

Amount billed for taxable services = 2,10,000 -000,
=1,40,000

Advance received towards taxable services = 6040034 0,000/ 2,10,000)
= 40,000

Service tax @ 10% (since, servicetax is chargpdrsgely) = 40,000 x 10%
= 4,000

Education cess @ 2% =80

Secondary and higher education cess @ 1% =40

Total service tax liability. = 4,120

In this case, the due date for payment of serarenill be 5th October, 2009.

Balance portion

Particulars Rs.

Balance amount received in March 2010 =2,10,088:60,000
=1,50,000

Amount received towards taxable services = 1,5030040,000/2,10,000)
=1,00,000

Service tax @ 10% =1,00,000 x 10%
=10,000

Education cess @ 2% =200

Secondary and higher education cess @ 1% =100

Total service tax liability =10,300

In this case, the due date for payment of serarenill be 31st March, 2010.
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11.

12.

13.

14.

The service tax is payable to the Government orthgrwpayment is received, though the service provide
charges service tax in his bill as and when theiceis provided.
In the given case, amount of service tax liablbagaid by Mr. Y

Gross amount X ef fective rate 1,68,540 X 10.30 — 15739
100+ef fective rate - 110.30 e

Mr. Y is required to deposit service tax of Rs7838 on or before 31.03.2010.

Note:

1. Service tax is payable only on the value olbda services actually received [Rule 6 of the BerTax
Rules, 1994].

2. Rate of service tax is taken to be inclusiv@%f education cess and 1% secondary and higheataotuc
cess.

(a) Yes, e-filing of service tax returns is peretttunder service tax law. Efiling is a facilityrfthe
electronic filing of service tax returns by the essee from his office, residence or any other ptdce
choice, through the internet, by using a compugeiling of returns is an assessee facilitation suza of
the Department in continuation of its modernizaiow simplification programme. It is an alternative
the manual filing of return. This facility is avalile to all service providers. W.e.f 01-04-2018ectonic
filing of returns has been made mandatory for teeasee who has paid total service tax of Rs.Kt0 la
or more including the amount of service tax paidutyjization of CENVAT credit in the preceding
financial year.

(b) Along with service tax (ST-3) return, the fMling‘documents should be attached:
(i) copies of TR-6 challans which indicate thg/meant of service tax for the months/quarter covened
the half-yearly return.
(i)  memorandum in Form ST-3A giving full detad$ the difference between the amount of provisiona
amount of tax deposited and the actual amount payab each month. This memorandum (Form
ST-3A) is to be attached only when the assessesf@pprovisional payment of service tax.

(c) The service tax return (in Form ST-3) shoutflled on half yearly basis by the 25th of the mhon
following the particular half-year. The due datestiois basis are as under:

Half year Due date
1st April to 30th September 25th October
1st October to 31st March 25th April

In case the due‘date of the filing of return @igher 25th October or 25th April falls on a pehtioliday,
the assessee can file the return on the immedisteigeeding working day.

(d) Section 70 of the Finance Act,©1994, inteaafirovides that every person liable to pay sertageshall
himself assess the tax due on the services provigduim and shall furnish a return to the Superident
of Central Excise.

Sub-section (2) of section 70 stipulates thatademotified person or class of persons shall &lsoish to
the Superintendent of the Central Excise, a retusuch form and in such manner and at such freqyuen
as may be prescribed.

(e) . A delayed return can be furnished by payirgy phescribed late fee. Section 70(1) of the Finahcie
1994 as amended, inter alia, provides for filingpefiodical return after the due date with the pribsd
late fee of not more than Rs. 2,000/-.

(&) An assessee can submit a revised return, im R¥-3, in triplicate, to correct a mistake or osios,
within a period of 90 days from the date of subimis®f the original return.

(b) Every assessee shall file a half yearly retarRorm ST-3. Even if there is no service providieging a
half year, a Nil return has to be filed. Therefdvis. Amrapali is required to file a service taxuret

The statement is not correct. Circular No. 96/7/2@T dated 23.08.2007 has clarified that exemptiodher
the Income Tax Act on the ground of being a publiaritable institution is of no consequence orvatee for
service tax purposes. Levy of service tax is elgtigpverned by the provisions contained in the RomAct,
1994 and the rules made thereunder.
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15.

16.

17.

18.

19.

20.

“Charity” is defined as “aid given to the poor,ettsuffering or the general community for religious,
educational, economic, public safety, or medicalppees”, and “charitable” is defined as “dedicateda
general public purpose, usually for the benefineédy people who cannot pay for the benefits recgiv
[Black’s Law Dictionary].

Whether a club or association is engaged in agthaving objectives which are of a charitable nator not is

to be determined purely on the basis of the faotiscircumstances of the case.

The person liable to pay service tax in relationptochase or sale of foreign currency, includingneno

changing, provided by a foreign exchange brokerlutting an authorised dealer in foreign exchangearor
authorized money changer shall have the optioratogm amount calculated at the rate of 0.25% ofytbes

amount of currency exchanged towards dischargésafervice tax liability instead of paying servies at the

rate specified in section 66 of Chapter V of the. Ac

However, such option shall not be available in sagbere the consideration for the service providetb be

provided is shown separately in the invoice, hi)las the case may be, challan.issued by the sepviwvider.

Along with ST-3 return following documents shoule &ttached:

0] copies of TR-6 challans which indicate the paynargervice tax for the.months/quarter covered in
the half-yearly return;
(i) a memorandum in form ST-3A giving full details betdifference between the amount of provisional

amount of tax deposited and the actual amount payabeach month. Form-ST-3A is to be attached
only when the assessee opts for provisional payofesgrvice tax.

(a) For the half-yearly period ending September2809, the due date for filing the return is Octob®, 2009.
However, since October 25 is Sunday, the assessdileathe return on the next immediately succegdin
working day i.e. October 26, 2009. Hence, if Suyp@onsultancy Services files its return of sertaeon
October 26, 2009, it shall not be liable to payl#te fee for delay in furnishing the return.

(b) For the half-yearly period ending Septembef20he assessee can file the return up to Oc@he2009
(as discussed above). However, Suyogya Consultaacyices files its return of service tax on Novembs,
2009. Hence, it shall be liable to pay the latedERs. 1,000 for.delay in furnishing the return.

Rule 6(1) of the Service Tax Rules, 1994, intea,ghirovides that service tax on the value of texaelrvices
received by an individual during any quarter isadalg by the 5th day of the month immediately follogvthe
said quarter. Therefore, in the given case, thedate for payment of service tax is July 5, 200@&tHer, in
case the amount of service tax.is paid by cheduedate of presentation of cheque to the desigrizded,
subject to realizationdis the date of payment. Thushis case, the date of payment will be 5tty JAD09 as
the cheque has been realizedon 7th July; 2009.

Since, the service tax has been paid onthe dee matnterest and penalty is chargeable as tbare delay in
payment of service tax.

Special provision for payment of service tax ineca$ air travel agent: Rule 6(7) of the Service Raxes,
1994 provides that the person liable for paying sbevice tax in relation to the services providgdab air
travel.agent, shall have the option:

(i) to pay an amount calculated at the rate of 0d8%e basic fare in the case of domestic bookiagd

(ii) at the rate of 1.2% of the basic fare in tlhse of international bookings, of passage for trlayeir, during
any calendar month or quarter, as the case matpWwards the discharge of his service tax liabilitgtead of
paying service tax at the rate of specified sert@e The option once exercised, shall apply unifgrin
respect of all the bookings of passage for trayedib made by him and shall not be changed durifigaancial
year under any circumstances.

For the purposes of this sub-rule, the expressimasit fare" means that part of the air fare on twhic
commission is normally paid to the air travel ageynthe airline.

As per section 64(1) of the Finance Act, 1994 asraiad, service tax provisions do not extend tcStiage of
Jammu and Kashmir. Therefore, service tax will m@tpayable if service is provided in Jammu & Kashmi
However, since service tax is a destination basstsumption tax, if a person from Jammu & Kashmir
provides the taxable service outside Jammu & Kasimmany other part of India, the service will igble to
service tax, as the location where service is pieyiis relevant. Hence, the services provided Ipgraon
having a place of business in the State of JammdiKashmir providing services in any other placénhia are
taxable under the Finance Act, 1994 as amended.
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21. With effect from 01.09.2009, legal consultancy &8 have been brought under the service tax lalg the
Finance (No. 2) Act, 2009. Section 65(105)(zzzzmyvjles that scope of legal consultancy servicdl sha
include any service provided or to be provided twusiness entity, by any other business entityelation to
advice, consultancy or assistance in any brandavaf However, any service provided by way of appree
before any court, tribunal or authority shall notaunt to taxable service.

Here, “business entity” includes an associatioparons, body of individuals, company or firm, does not
include an individual.

Thus, legal consultancy services shall not bddiat service tax in following cases:-
(a) where such service is provided by way of apgeze before any court, tribunal or authority;
(b) where the service provider and/or servicepieai is an individual.

The questions are now answered as follows:
(i) Mr. Ramesh, being an individual service preridis not a business entity..in terms of section
65(105)(zzzzm). Hence, Mr. Ramesh will not be kst service tax.

(ii) Here, both service provider and service reeeiare business entities in terms of section @5)(k@zzm).
Thus, service tax will be applicable in this case.

(i) In this case, Mr. Kamlesh, the service reegiis an individual and thus not.a business emtitierms of
section 65(105)(zzzzm). Thus, service tax will betapplicable in this case.

(iv) Here, though both the service provider ang gbrvice receiver are business entities, butéhace being
rendered is that of appearance before any coustyr@l or authority; which is excluded from the gecof
taxable service. Hence, service tax will not béliapple in this case.

22. Section 65(105)(zzc) provides that the scope oditikex service shall include any service providedoobe
provided to any person, by a commercial trainingcoaching centre in relation to commercial trainomg
coaching. As per section 65(27), a commercial ingior coaching centre means any institute or éstabent
providing commercial training or coaching for imfiag skill or knowledge or lessons on any subjectield
other than the sports, with or'without.issuanca oértificate and includes coaching or tutoriabsés but does
not include preschool coaching and training ceotrany institute or establishment which issues@antificate
or diploma or degree orany educational qualif@matiecognised by law for the time being in force.

The questions are now answered as follows:

(i) Notification No. 24/2004 ST dated 10.09.200&emalia exempts taxable services, provided intimato
commercial training or coaching by a vocationainireg institute to any person from the whole of gdevice
tax leviable thereon. Here, vocational trainingitoge means a commercial training or coaching reemtich
provides vocational coaching or training that intpskills to enable the trainee to seek employment o
undertake self-employment, directly after suchniraj or coaching.

However, Circular No. 107/01/2009 ST dated 28.00920as clarified that institutes offering genemlise on
improving communication skills, how to be effectivegroup discussions or personal interviews, peabty
development, general grooming and finishing ete. rast covered under the definition of vocationalrting
institute because they only improve the chancesiofess for a candidate possessing required skiltla not
impart training to enable the trainee to seek egmbmnt or self-employment.

Thus, Pinnacle Institute is not entitled to exemptinder the above notification and is liable tvise tax.

(i) A B.Tech degree is recognised by law and timssitutes offering such degrees are excluded fitwarscope

of the said taxable service. However, Circular N07/01/2009 ST dated 28.01.2009 has clarified #mat
institution or establishment which is derecognibgdthe professional councils (such as All India @glfor
Technical Education-AICTE, Medical Council of Inei4Cl, Indian Council for Agricultural Research-ICAR
Bar Council of India-BCl) created through indepemd&nion Acts does not fall under the category of
institutes/establishments which issue diploma otif@zate recognized by the law for the time beingforce
and hence is taxable under the category of comalargaching and training services.

Thus, BTL Engineering College being derecognizedAllyindia Council for Technical Education shall be
liable to service tax.
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23.

(a) Yes. As per clause (i) of section 65(105)(zxzdevelopment of software is liable to service tander

information technology software services.

Yes, Aarush will be liable to pay service tax. 8stt68 of the Finance Act, 1994 casts the liabititypay

service tax upon the service provider or upon thesgn liable to pay service tax as per Rule 2(1)[d)s

liability is not contingent upon the service pratidealizing or charging the service tax at thevaileng rate.

The statutory liability does not get extinguishéthe service provider fails to realize or charlge service tax
from the service receiver. Hence, Aarush will ladlé to pay service tax.

(b) When the assessee has not charged servicetaxse of the nature of service or has failed cover the
service tax from the client / customer as he isawére that his services are taxable, the amouotvezed
from the client in lieu of having rendered the $sevis taken to be inclusive of service tax. Actogtly service
tax payable is calculated by making back calcufetio

Since, service tax is payable on receipt basishénF.Y. 2009-10, only Rs.1,50,000 will be liabteservice
tax.

The rate of service tax payable:

Basic rate 10%
Education cess of 2% and Secondary and higher gdocss of 1% (3% of 10%) 10.30%

Gross amount X ef fective rate
100+ef fective rate

Value of taxable service

1,50,000 X 100
110.30

=Rs.1,35,993.00 (approx.)

1,50,000 X 10.30

110.30
= Rs.14,007.00

Service tax payable
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1. (@ Which is the most popular and common methodémnputing VAT liability and at what stage is thaext
imposed?
(b) Isitcorrect to state that VAT usually incsea the retail price, as the tax is payable offitstesale price?
(c) Does the VAT system bring certainty to a gesdéent?
(d) Can VAT be said to be non-beneficial as coragdo single stage-last point system?
(e)  Briefly explain the income variant of VAT.
(H  What is the demerit of VAT from the view poittitat it is a form of consumption tax?
() Can we say that levy of VAT will have effeat cetail price of goods?
(h)  Discuss the word “transparency” in the cont&X¢AT system.

2. (a) Briefly explain the invoice method of computitax liability under the VAT system. What are ither

names?

(b)  What are the different variants of VAT and hndeduction available for tax paid on inputs intihg
capital inputs?

(c)  What are the different stages of VAT? Careitshid that the entire burden falls on.the finaistomer?

(d)  Briefly explain how VAT helps in checking taxasion and in achieving neutrality.

(e) How can an auditor play a role to ensure ttimatax payers discharge their tax liability prap@nder the
VAT system?

® Discuss the ‘subtraction method’ for compuiatdf VAT.

() VAT would increase the working capital requirents and.the interest burden. Discuss.

3. Compute the invoice value to be charged and amuwfuiatx payable under VAT by a dealer who had pwseba
goods for Rs. 1,20,000 and after adding for exper$éers. 10,000 and of profit Rs. 15,000 had saititbe
same.

The rate of VAT on purchases and sales is 12.5%.:

4. Compute the VAT amount payable by Mr. A'who pur@sagoods from a manufacturer on payment of Rs.
2,02,500 (including VAT) and earns 10% profit oleda retailers. VAT rate on purchase and sal®i8%.

5. Mr. Goenka is a trader selling raw materials to @anuofacturer of finished products. He imports hiscktin
trade as well as purchases the same from the moagtets. Following transaction took place durinaficial
year 2009-10:-

Calculate the VAT and invoice value charged by tora manufacturer. Assume the rate of VAT @ 12.50%

Rs.
(1) Cost of imported materials (from other Staedluding tax 1,00,000
(2) Cost of local materials including VAT 2,25,000
(3) Other expenditure including storage, transpotérest and loading 87,500

and unloading and profit earned by him
6. Explain the addition method for computation of VAT.
7. Explain the role of a Chartered Accountant in prapwlementation of VAT.

8. A dealer purchases goods for Rs.2,50,000 (exclu#fi%AT). He incurs Rs.35,000 on the goods andsstbém
at a profit of Rs.15,000. Compute the invoice valdée charged and amount of tax payable under VIAE.
rate of VAT on purchases and sales is 4%.

9. Compute the net VAT liability from the following formation:-
Particulars Rs.
Raw material purchased from foreign market (inahgdiuty paid on imports @ 20%) 12,000.00
Raw material purchased from local market (includu#gl charged on the material @ 4%) 20,800.00
Raw material purchased from neighbouring statdyding CST paid on purchases @ 2%) 7,140.00
Storage, transportation cost and interest 2,500.00
Other manufacturing expenses incurred 600.00
The goods are sold at 10% profit on cost of pradactVAT rate on sale of such goods is 12.5%.

10. How is transparency ensured under VAT system?
11. Briefly explain the three variants of VAT. Which tifese methods is most widely used and why?
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13.

14.

15.

16.

17.

. Calculate the total VAT liability under the Stat\V law for the month of October 2009 from the foliog
particulars:
Particulars Rs.
Inputs purchased within the state 1,70,000
Capital goods used in the manufacture of the taxgbbds 50,000
Finished goods sold within the state 2,00,000
Applicable tax rates are as follows:-
VAT rate on capital goods 12.5%
Input tax rate within the state 12.5%
Output tax rate within the state 4%

Explain briefly, how a VAT system discourages the ¢vasion.

Only for IPCC Students

Do VAT laws allow input tax credit on capital go@d&xplain the policy as envisaged in the White Pape
Compute the total value of purchases eligible fipui tax credit from the following particulars:-
Particulars Rs.
Inputs purchased from a registered dealer whofoptsomposition scheme

under the provisions of the VAT Act 10,000
Inputs purchased for being used in the executianwbrks contract 1,00,000
Raw material purchased from unregistered dealers 70,000
High seas purchases of inputs 1,00,000

Goods purchased for sale to other parts of Indthércourse of inter-State trade or commerce 20,000
Who are not eligible for compositionischeme?

Enumerate the tax rates under-VAT.
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Solutions
Invoice method is the most common and populethod for computing the tax liability under the VAT
system. Under this method, tax is imposed at eadhe&ery stage of sales on the entire sale vahe, a
the tax paid at the earlier stage is allowed apfet

The statement is not correct as VAT is a nuiiint tax where tax is imposed at each and eviagesof
sales and tax paid at the earlier stage is allcageskt-off.

The VAT is a system based simply on transastidrhus there is no need to go through complicated
definitions like sales, sales price, turnover ofghases and turnover of sales. The tax is alscdbpaaed
and applicable to all sales in business leavirlg Itbom for different interpretations. Thus, tkigstem
brings certainty to a great extent.

VAT system has many advantages like no tasiewa transparency, certainty, reduction in casuadi
effect of taxes etc. However, since the VAT is irsgad or paid at various stages and not at last,sitage
increases the working capital requirements andriterest burden‘on the same. In this way, it may be
considered to be non-beneficial as compared tcsithgle stage-last point taxation system though to a
certain extent, this rigour can be brought dowoulyh input credits on purchases.

The income variant of VAT allows for deductsoof purchases of raw materials;and componentseds w
as depreciation on capital goods. This method gdemliincentives to classify purchases as current
expenditure to claim set-off. In practice, howevtrere are. many difficulties connected with the
specification of any method of measuring depreamtivhich basically depends on the life of an aaset
well as on the rate of inflation.

VAT is a form of consumption tax. Since theportion ofincome spent on consumption is largeittie
poor than for the rich, VAT tends to:be regressiewever, this weakness is inherent in all the ®oh
consumption tax. While it may be possible to motiertne distribution impact of VAT by taxing
necessities at a lower rate, it is.always advisablaoderate the distribution considerations thioather
programmes rather than concessions or exemptidrishwreate complications for administration.

A persistent criticism of the VAT form has Inethat since the tax is payable on the final saileepthe
VAT usually increases the prices of the goods. HareVAT does not have any inflationary impacttas i
merely replaces the existing equal sales tax. it also be pointed out that with the introductiorveXT,
the tax impact on raw material is to be totallyrétiated. Therefore, there may not be any increases
prices.

Out of total consideration paidfor purchasenaterial, the buyer knows the tax component urdéAT
system. Thus, the system ensures transparencytrahigparency enables the State Government to know
as to what is the exact amount of tax coming alh stage. Thus, it is a great aid to the Governmiile
taking decisions with regards to rate of tax etc.

Invoice method is the most common and populethod for computing the tax liability under ‘VAT’
system. Under this method, tax is imposed at etagfe0f sales on the entire sale value and thpaak
at the earlier stage is allowed as set-off. In otherds, out of tax so calculated, tax paid ateheier
stage i.e., at the stage of purchases is set4udf,ah every stage the differential tax is beinglpdihe
most important aspect of this method is that ahesiage, tax is to be charged separately in theiday
This method is very popular in western countrieslridia also, under the VAT law as introduced in
several Sates and Central Excise Law, this methfallowed.

This method is also called the ‘Tax Credit Methard'Voucher Method'.

There are three variants of VAT viz, grossduet variant, income variant and consumption varian
Gross Product Variant: Under this variant, deiducis allowed for tax paid on all inputs excluding
capital inputs.

Income Variant: Under this variant, tax paid ami+tapital inputs and depreciation on capital ispst
allowed.

Consumption variant; Under this variant, deductis allowed for tax paid on all business inputs
including capital inputs.
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(c) The Value Added Tax (VAT) is a multistage taxied as a proportion of the value added (i.ee s@hus
purchase) which is equivalent to wages plus inteatker costs and profits.
In an economy, apart from the manufacturers anal tonsumers, there would be wholesalers and
retailers also. The wholesaler might supply to ilgtaand each one of them could supply to the
manufacturer and the end consumer. VAT will beextfld at each stage, and wherever applicable, the
manufacturer or retailer will claim input credit.
Thus, VAT is collected at each stage of productad distribution process, and in principle, itsire
burden falls on the final consumer, who does nbbtgg tax credit.
Thus VAT is a broad-based tax covering the valdéed to each commodity by parties during the vario
stages of production and distribution.

(d) Itis said that VAT is a logical beauty. UndéAT, credit of duty paid is allowed against thaHlility on
the final product manufactured or sold. Therefanéless proper records are kept in respect of variou
inputs, it is not possible to claim credit. Hensappression of purchases or production will beialift
because it will lead to loss of revenue. A perfsattem of VAT will be a perfect chain where tax €va
is difficult.

Further, the greatest advantage of the systetiaisit does not interfere in the choice of decisfor
purchases. This is because the system has anéieiagceffect. How much value is added and at what
stage it is added in the system of production/tiistion is of no consequence. The system is neutital
regard to choice of production technique, as welbasiness organisation. All other things remairivey
same, the issue of tax liability does not vary dleeision about the source of purchase. VAT fatdita
precise identification and rebate of the tax orchases and thus ensures that there is no casceftiag

of tax. In short, the allocation of resources i te be decided by the free play of market foreesl
competition.

(e) Under the VAT system, trust has been reposedopayers, as there will be no regular assessofied
VAT returns, but only a few VAT returns will be &k up for scrutiny assessment. In other cases, the
return filed by the trader will be accepted. Itlwibt be also seen whether proper records have been
maintained by the trader.
As a consequence, a check on compliance becossesmtal. Chartered Accountants can ensure tax
compliance by:-
(i) helping the client in systematic record. keepi
(ii) helping the client in interpretation of tipeovisions of VAT law, and
(i) performing audit of VAT accounts.
(iv) reporting the under-assessment, if any, niadthe dealer requiring additional payment or
(v) reporting any excess payment of tax warrantafund to the tax payers.

() Under the subtraction method, the tax is chdrgnly on the value added at each stage of tieeo$dahe
goods. Since, the total value of goods sold igaln into account, the question of grant of clamset-
off ortax credit does not arise.

This method is:normally applied where the taras charged separately. Under this method for inmgps
tax, ‘value added’ is simply taken as the diffebetween sales and purchases.

(g) . One of the demerits of VAT is that it increagke working capital requirements and the intepestien.
The tax is imposed or paid at various stages ahdmtast stage only.
It increases the requirement of working capital also the interest element as compared to sgtatge-
last point taxation system.

3. Computation of invoice value:-

Particulars Rs. Rs.
Cost of goods purchased 1,20,000
Add: Expenses 10,000

Profit margin 15,000 25,000
Product Sale Value 1,45,000
Add: VAT @ 12.5% 18,125
Invoice Value 1,63,125
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Computation of amount of tax payable under VAT

VAT charged on sales 18,125
Less: Input credit of VAT paid on purchases @ ¥2dn 1,20,000 15,000
Tax Payable under VAT 3,125

Note: It has been assumed that the purchasegifrRs. 1,20,000 is exclusive of VAT.

4. Computation of VAT payable by Mr. A:-
Amount (Rs.)

Payment made to manufacturer 2,02,500
Less: VAT paid (2,02,500 x 12.5)/112.5 22,500
Purchase price 1,80,000
Add: Profit margin (10% of Sale Price) 20,000
Sale price before VAT 2,00,000
Add: VAT @ 12.5% on Rs. 2,00,000 25,000
Invoice value after 10% profit margin 2,25,000
VAT charged in invoice 25,000
Less: VAT input credit (2,02,500 x 12.5)/112.5 22,500
VAT payable by Mr. A 2,500

5. Sales Price of goods:-

Particulars Rs.
Imported material cost 1,00,000
[Since, this is not a VAT levied inside the Statayill form.part of cost of input] 12,500
Add: Cost of local materials 2,25,000

Less: VAT @12.5% 25,000

[Since, credit of Rs. 25,000 would be availalisvill not be included in cost of input] 2,00,000
Add: Other expenses‘and profit 87,500
Sales Price of goods 4,00,000
Add: VAT on the above @12.5% 50,000
Invoice value charged by Mr. Goenka to the martufac 4,50,000

VAT charged by Mr. Geenka is Rs. 50,000. e

6. Inaddition method for computing VAT, all the facfmayments including profits are aggregated tovarait the
total value addition on which the rate is appliedcalculate the tax. This type of calculation isimhaused
with income variant of VAT. A drawback of this methis that it does not facilitate matching of irses for
detecting evasion.

7. Chartered Accountants have the following key rolelay in proper implementation of VAT:

i. Record keeping : VAT requires proper record keemind accounting. Systematic records of input credit
and its proper utilisation is necessary for theceas of VAT. Chartered Accountants are well equipjoe
perform such tasks.

ii. Tax planning : In order to establish an efficiefdrpfor purchases and sales, a careful study of VAT
required. A Chartered Accountant is competent &dyare the impact of various alternatives and chdbee
most optimum method of purchases and sales in ¢odainimize the tax impact.

iii.  Negotiations with suppliers to reduce price : VA®Edit alters cost structure of goods supplied psts A
Chartered Accountant will ensure that the bendfgtuzrh cost reduction is passed on by the suppiehss
company. However, if the buyers of his company mhkesimilar demand, he must be ready with fulbdat
to resist the claims.

iv. Handling the audit by departmental officers : Theikbe audit wing in department and certain petage
of dealers will be taken up for audit every yearsoientific basis. Chartered Accountant can enptoper
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10.

11.

record keeping so as to satisfy the departmentditas. The professional expertise of a Chartered
Accountant will help him in effectively replying dit queries and sorting out audit objections.

v. External audit of VAT records : Under VAT systemydt has been reposed on tax payers as thereewill b
no regular assessment of all VAT returns but oely feturns will be scrutinized. In other casesynret
filed by dealer will be accepted.

Thus, a check on compliance becomes necessaryteG¥thiAccountants can play a very vital role inuzimg

tax compliance by audit of VAT accounts.

Computation of invoice value

Particulars Rs. Rs.
Cost of goods purchased 2,50,000.00
Add: Expenses 35,000.00
Profit margin 15,000.00 50,000.00
Product Sale Value 3,00,000.00
Add: VAT @ 4 % 12,000.00
Invoice Value 3,12,000.00
Computation of amount of tax payable under VAT
VAT charged on sales 12,000.00
Less: Input credit of VAT paid on purchases @ 4%240,000 10,000.00
Tax Payable under VAT 2,000.00
Computation of sale price and VAT payable thereon

Rs.
Raw material purchased from foreign market/(Nofg — 12,000.00
Add: Raw material purchased from local market @5800 — Rs. 800) (Note — 2) 20,000.00
Raw material purchased from neighbouring state €Na8) 7,140.00
Storage, transportation cost and interest 2,500.00
Other manufacturing expenses incurred 600.00
Cost of production 42,240.00
Add: Profit @10% on Rs.42,240 4,224.00
Sale Price 46,464.00
VAT @ 12.5% on sales 5,808.00
Computation of VAT liability:-

Rs.
VAT on sale price 5,808.00
Less: Set-off of VAT on purchases
On imports Nil
On local purchases 800.00
Net VAT payable 5,008.00
Notes:-

1. Since, the duty paid on imports is not a Stadd Mt will form part of cost of input.

2. VAT charged by the local suppliers is Rs.800c8j the credit of this would be available, it smalt be
included.in the cost of input.

3. Credit/set-off for tax paid on inter-State puasés (inputs) is not allowed.

Under VAT system, one can avail input tax credityomnder a valid tax invoice. The tax invoice clgar
specifies the tax component out of the total carsition paid for purchase of material. Hence, aebkyows
exactly how much VAT has been paid by him at adigss. Thus, the system ensures transparency. This
transparency enables the State Government to kadw ahat is the exact amount of tax coming at eaahe.
Thus, it is a great aid to the Government whilértgldecisions with regard to rate of tax etc.

VAT has three variants, viz., (a) gross productargr (b) income variant, and (c) consumption vatridhese
variants are presented in a schematic diagram dngtaw:
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13.

14.

15.

Variants of VAT

Gross Product Variant Income Variant Consumptionard

i. Gross product variant: Tax is levied on all saled deduction for tax paid on inputs excluding calpit
inputs is allowed.
ii. Income variant: Tax is levied on all sales with-gtfor tax paid on inputs and only depreciatiam o
capital goods.
iii. Consumption variant: Tax is levied on all saleshwdeduction for tax paid on all business inputs
(including capital goods).

Among the three variants of VAT, the consumptiomiasat is most widely used. Reasons for prefererfce o
consumption variant:
i. It does not affect decisions regarding investmesttaise the tax on capital goods is also set-off
against the VAT liability. Hence, the system is taautral in respect of techniques of production
(labour or capital-intensive).
ii. The consumption variant is convenient from the pofradministrative expediency as it simplifies tax
administration by obviating the need to distinguisttween purchases of intermediate and capital
goods on the one hand and consumption goods astliee hand.

Computation of the VAT liability for the month ofd@ber 2009:-

Rs
Inputs purchased within the state 1,70,000
Capital goods used in the manufacture of the taxgbbds 50,000
Input tax credit (including capital goods) (Rs.Z80 + Rs. 6,250) 27,500
Output sold in the month (within:the State) 2,00,000
Output tax @ 4% 8,000
VAT liability = Output tax.— Input tax credit (RsS@0 — Rs.27,500) Nil
Excess credit carried forward to subsequent period 19,500

Under VAT, credit of duty paid is allowed againketliability on the final product manufactured aids
Therefore, unless proper records are kept in régfa@rious inputs, it is not possible to clainedit. Hence,
suppression of purchases or production will badliff because it will lead to loss of revenue. Afpet system
of VAT will be a perfect chain where tax evasiomisiicult.

The policy in the White Paper lays down that iratieln to capital goods set off will be availablettaders and
manufacturers. Tax credit on capital goods maydjested over a maximum of 36 equal monthly instaltee
The States may at their option reduce this numbaerstalments. The State of Maharashtra has dedmgd/e

full inputtax credit in the month of purchasesyolowever, if the capital asset is sold within geriod of 36
maonths proportionate input tax credit will be withdin. There will be a negative list for capital geonot

eligible for input tax credit.

Computation of purchases eligible for input taxdite

Particulars Rupees
Inputs purchased for being used in the executicmwbrks contract 1,00,000
Goods purchased for sale to other parts of Indthdércourse of inter-State trade or commerce 20,00
Purchases eligible for input tax credit 1,20,000

Note: For the purpose of computation of value afcphases eligible for input tax credit, followingvsanot
been included:-

(1) Inputs purchased from a registered dealer wite for composition scheme under the provisiorthefAct
of worth Rs. 10,000.

(2) Raw material purchased from unregistered deaeworth Rs. 70,000.
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(3) The inputs imported from outside the territofyindia commonly known as high seas purchasesasthw
Rs.1,00,000.

16. Following are not eligible for composition scheme:-
(i) a manufacturer or a dealer who sells goodiéncourse of inter-state trade or commerce; or
(ii) a dealer who sells goods in the course of impdo or export out of the territory of India.
(iii) a dealer transferring goods outside the Sttteerwise than by way of sale or for executionnwairks
contract.

17. Taxrates under VAT:
i. Exempted category:- There are about 50 commoditlesh are legally barred from taxation and items

which have social implications.

ii. 4% VAT category:- Under 4% VAT rate category, thare largest number of goods comprising of items
of basic necessities, all agricultural and indasiriputs, capital goods and declared goods.

iii. 12.5% category:-The remaining commodities, comnwrafl the States, fall under.the general VAT rate
of 12.5%.

iv. 1% Category:-The special rate of 1% is meant fecipus stones, bullion, gold and silver ornametus e

V. Non-VAT goods:- Petrol, diesel, ATF, other motoirgpliquor and lottery tickets are kept outsidéAY.
The States may or may not bring these commoditidguVAT laws.
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1. From the following details, compute the totatdme of Siddhant of Delhi and tax payable for the
A.Y.2010-11:
Rs.
Salary including dearness allowance 3,35,000
Bonus 11,000
Salary of servant provided by the employer 12,000
Rent paid by Siddhant for his accommodation 49,600
Bills paid by the employer for gas, electricity amdter provided free of cost at
the above flat 11,000
Siddhant was provided with company’s car (self-enjalso for personal use and it is not possible to
determine expenditure on personal use and all egsenere borne by the employer.
Siddhant purchased a flat in a co-operative housoujety for Rs.4,75,000 in April, 1990, which was
financed by a loan from Life Insurance Corporatafnindia of Rs.1,60,000 @ 15% interest, his own
savings of Rs.85,000 and a deposit from a natipe@dlbank for Rs.2,50,000 to whom this flat was give
on lease for ten years. The rent payable was RQ3&r month.
The following particulars are relevant:
(&) Municipal taxes paid Rs.4,300 (per annum)
(b) Society charges for passage lights, watchmsalary Rs.1,900 (per annum)
(c) Insurance Rs.860
(d) He earned Rs.2,700 in share speculation busanas lost Rs.4,200 in cotton speculation business.
(e) In the year 2003-04, he had gifted Rs.30,000igovife and Rs.20,000 to his son who was aged 11.
The gifted amounts were advanced to Mr. Rajesh, wdm paying interest @ 19% per annum.
() Siddhant received a gift of Rs.25,000 each ffoor friends.
(g) He contributed Rs.5,600 to Public Providentdand Rs.4,000 to Unit Linked Insurance Plan.
(h) He received national award for humanitarian kvisom the. Central Government in the form of a
land whose fair market value is Rs.5,00,000 aslst Blarch, 2010.
2. (a) From the following particulars of Pankaj fhe previous year ended 31st March, 2010, conthete
income chargeable under the head “Income from Giberces”:
Rs.
(i) Directors fee from a company 10,000
(ii) Interest on bank deposits 3,000
(i) Income from undisclosed source 12,000
(iv) Winnings from lotteries (Net) 33,936
(v) Royalty on a book written by.-him 9,000
(vi) Lectures in seminars 5,000
(vii) Interest.on loan given to‘arelative 7,000
(viii) Interest on debentures of a company (listed recognised stock
exchange) net of taxes 3,600
(ix) " Interest on Post Office Savings Bank Account 500
(x) Interest on Government Securities 2,200
(xi) Interest on Monthly Income Scheme of Post €fi 33,000
He paid Rs.1,000 for typing the manuscript of bawiten by him.
(b) ~Mr. Raman is a co-owner of a house propedpgith his brother.
Rs.
Municipal value of the property 1,60,000
Fair rent 1,50,000
Standard rent under the Rent Control Act 1,70,000
Rent received 15,000 p.m.

The loan for the construction of this propertydsfly taken and the interest charged by the bank i
Rs.25,000, out of which Rs.21,000 has been paidrdst on the unpaid interest is Rs.450. To repay
this loan, Raman and his brother have taken a foeshand interest charged on this loan is Rs.5,000
The municipal taxes of Rs.5,100 have been paidéyeanant.

Compute the income from this property chargeabtéénhands of Mr. Raman for the A.Y. 2010-11.
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Compute the net taxable capital gains of Stetgha on the basis of the following information -

A house was purchased on 1.5.1997 for Rs.4,50,000nas used as a residence by the owner. The
owner had contracted to sell this property in J@88)7 for Rs.10 lacs and had received an advance
of Rs.70,000 towards sale. The intending purchdgtmot proceed with the transaction and the
advance was forfeited by the owner. The propertg s@ld in April, 2009 for Rs.15,00,000. The
owner, from out of sale proceeds, invested Rsgilaa new residential house in January, 2010.

Mr. Rajat submits the following information fthe financial year ending 31st March, 2010. He réssi
that you should:

(a)
(b)

Compute the total income and
Ascertain the amount of losses that can beechforward.

(i) He has two houses: Rs.
(@) House No. | — Income after all statutory dstuns 72,000
(b) House No. Il — Current year loss (30,000)

(i) He has three proprietary businesses :
(a) Textile Business :

(i) Discontinued from 31st October, 2009 - Catrgear loss 40,000
(i) Brought forward business loss of A.Y.2006-0 95,000
(b) Chemical Business :
(i) Discontinued from 1st March, 2008 - hencepnofit/loss Nil
(i) Bad debts allowed in earlier years recodedaring this year 35,000
(iii) Brought forward business loss of A.Y. 2008 50,000
(c) Leather Business : Profit for the currentryea 1,00,000
(d) Share of profit in a firm in which he is paat since 2003 16,550
(i) (@) Short-term capital gain 60,000
(b) Long-term capital loss 35,000
(iv) Contribution to LIC towards premium 10,000

Answer any three of the following:

(@)
(b)

(c)
(d)

Explain the consequences. of failure to dedagt dat source and payment of the same to the
Government Account under the. Income-tax Act, 1961.

What are the circumstances under which.the gséisg Officer can make a reference to the Valuation
Officer under section 55A of the Income-tax Act619

Explain the concept of reverse mortgage ancudisits tax implications.

Discuss briefly on carry forward and set offlagses in the case of change in constitutionraf fr
succession.

Answer the following:

(a)
(b)

(c)
(d)

(@)
(b)

Should service tax be paid even, if it is r@tected from the client or service receiver?

Mr. Raju is.a multiple service provider anceilonly a single return. State with reasons whdtker
can do so?

Explain the term “Vocational Training Institiitender the provisions of service tax.

State with reason in brief whether the follogvigtatement is true or false with reference to the
provisions of service tax:

Mr. Salim, an architect has received the fees @#/&8,500 after the deduction of income-tax of
Rs.51,500. Service tax will be payable on Rs.4@®3,5

Not relevant now

Answer the following:

(i) Whether export service provided by a serypcevider is excluded for the purpose of payment
of service tax?

(i) List the documents to be submitted alonguvtita first service tax return.

(i) What is the due date for payment in case-@ayment of service tax?

Answer the following:

(a)
(b)

What are the different rates under VAT system?
Under what circumstances registration candmeelled under VAT?
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Briefly explain the income variant of VAT.

(d) State with reasons in brief whether the folloyvstatement is true or false with reference ® th
provisions of value added tax.

The VAT rate on sale of lottery ticket is 4%.

Mr. X, a manufacturer sells goods to MraR]istributor for Rs.2,000 (excluding VAT). Mr.dlls
goods to Mr. K, a wholesale dealer for Rs.2,40@& Wholesale dealer sells the goods to a retaiter fo

Rs.

3,000, who ultimately sells to the consumer$¥er,000.

Compute the tax liability, input credit availeddatax payable by the manufacturer, distributor,
wholesale dealer and retailer under invoice medssliming VAT rate @ 12.5%.
Answer the following:

@)

(if)
(i)

What are the different stages of VAT? Carbdé said that entire burden falls on the final
consumer?

Discuss filing of return under VAT.

List six purchases which are not eligibta input tax credit.
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Solutions

Computation of total income and tax liabilitfySiddhant for the A.Y. 2010-11

Particulars

Salary Income

Salary including dearness allowance

Bonus

Value of perquisites:

(i) Salary of servant

(i) Car (Assumed to be of less than 1.6ltrs. d800 x 12)
(iif) Free gas, electricity and water

Income from house property

Gross Annual Value (GAV) (Rent receivable is taksrGAV in the
absence of other information) (3,500 x 12)

Less: Municipal taxes paid [See Note 2(i)]

Net Annual Value (NAV)
Less: Deductions under section 24

(i) 30% of NAV 11,310
(i) Interest on loan from LIC @15% of 1,60,000
[See Note 2(ii)] 24,000

Income from speculative business

Income from share speculation business

Less: Loss from cotton speculation business

Net Loss

Net loss from speculative business has to be chfoisvard as it

cannot be set off against any other head of income.

() Income on account of interest earned from adir@nmoney
gifted to his minor son is includible in the hamdsSiddhant as
per section 64(1A)

Less: Exempt under section 10(32)

(ii) Interestincome earned from advancing mondtedito wife has
to be clubbed with the income of the assesseerasagtion 64(1)

(i) Gift received from four friends(taxable undsection 56(2)(vi) as the
aggregate amount received during the year exdeed®,000)

Gross Total Income
Less: Deduction under section 80C
Contribution to Public Provident Fund
Unit Linked Insurance Plan
Total Income
Particulars
Tax on total income
Add: Education cess@2%
Add: Secondary and higher education cess@1%

Tax liability (rounded off)
Notes:

Rs. Rs.
3,35,000
11,000
12,000
21,600
11,000 44,600
3,90,600
42,000
4,300
37,700
35,310 2,390
2,700
4,200
1,500
3,800
1,500
2,300
5,700
1,00,000
1,08,000
5,00,990
5,600
4,000 9,600
4,91,390
Rs.
52,278
1,045.56
822.7
53,846.34
53,850

(1) National Award for humanitarian work given kyetCentral Government is exempt under section

10(17A) of the Income-tax Act, 1961.

(2) The following assumptions have been made wdolmputing income under the head “Income from

house property” -

0] It is the owner, namely, Mr.Siddhanth, whehmeid the municipal taxes;

(i)  The entire loan of Rs.1,60,000 is outstandasgon 31.3.2010; and
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(i)  Society charges of Rs.1,900 p.a. is notued in the rent of Rs.3,500 p.m. payable by the
tenant. Such charges have been recovered sepdratalthe tenant.

(3) It has been assumed that Siddhant’'s own flat @@-operative housing society, which he has dente
out to a nationalised bank, is also in Delhi. Thae he is not eligible for deduction under seattio
80GG in respect of rent paid by him for his accordatmn in Delhi, since one of the conditions to
be satisfied for claiming deduction under secti@G6 is that the assessee should not own any
residential accommodation in the same place.

2. (a) Computation of income of Pankaj chargealvideu the head “Income from other sources” for the

A.Y.2010-11

Particulars Rs. Rs.
1. Directors’ fees 10,000
2. Interest on bank deposit 3,000
3. Income from undisclosed source 12,000
4. Royalty on books written (See Note below) 9,000

Less: expenses 1,000 8,000
5. Lectures in seminars 5,000
6. Interest on loan given to a relative 7,000
7. Interest on listed debentures

Net Received 3,600

Add: T.D.S. @ 10%

3600 x 10

100 + 10 400 4,000
8. Interest on Post Office Savings Bank [exemptenrsgction 10(15)]
9. Interest on Government securities 2,200
10. Interest on Post Office Monthly Income Scheme 33,000
11. Winnings from lotteries

Net 33,936

Add: T.D.S. @ 30% 33,936 x:30

100 + 30 14,544 48,480

Income from Other Sources 1,32,680
Note —

Royalty income would be charged to tax under thedhi#ncome from Other Sources”, only if it is
not chargeable to tax-under the head “Profits andsgof business or profession”. This problem has
been solved assuming that the same is not taxaloler the head “Profits and gains of business or
profession” and hence, is chargeable to tax urddehéad “Income from other sources”.

(b) Computation of income from house property ofi &aman for A.Y. 2010-11

Particulars Rs. Rs.
Gross Annual Value (See Note 1 below) 1,80,000
Less: Municipal taxes — paid by the tenant, heratedaductible Nil
Net Annual Value (NAV) 1,80,000
Less: Deductions under section 24
(i)  30% of NAV 54,000
(i) Interest on housing loan (See Note 2 below)
Interest on loan taken from bank 25,000
Interest on fresh loan to repay old loan for gmisperty 5,000 84,000
Income from house property 96,000
50% share taxable in the hands of Shri Raman (8¢ 3below) 48,000
Notes:

1. Computation of Gross Annual Value (GAV)
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GAV is the higher of Annual Letting Value (ALV) dractual rent received. ALV is the higher

of municipal value and fair rent, but restrictecstandard rent.

Particulars Rs. Rs. Rs. Rs.
(& Municipal value of property 1,60,000

(b) Fairrent 1,50,000

(c) Higher of (a) and (b) 1,60,000

(d) Standard rent 1,70,000

(e) Annual Letting Value [lower of (c) and (d)] ,60,000

() Actual rent [15,000 x 12] 1,80,000

(g) Gross Annual Value [higher of (e) and (f)] ,80,000

2. Interest on housing loan is allowable as a diéalucinder section 24 on accrual basis. Further,
interest on fresh loan taken to repay old loarise allowable as deduction. However, interest

on unpaid interest is not allowable as deductictenisection 24.

3. Section 26 provides that where a house profpedyned by two or more persons whose shares
are definite and ascertainable, the share of eaaih gerson in the income of house property, as
computed in accordance with sections 22 to 25] bleaihcluded in his respective total income.
In this case, the problem has been solved assutm&idr. Raman, who'is a co-owner of the

house property, has 50% share in the house property

(c) Computation of net taxable capital gains of Svegha for the A.Y.2010-11
Particulars Rs.
Full value of consideration
Less: Expenses on transfer
Net sale consideration
Less: Indexed cost of acquisition (See Workingermlow)
Long term capital gain (since the period of hadglieimore than 3 years)
Less: Exemption under.section 54 (See Note 1 Below
Taxable long term capital gain

Working Note:
Indexed cost.of acquisition

Purchase price
Less: Amount forfeited (See Note 2 below)
Cost of acquisition

Indexed cost of acquisition Rs.3,80,000 x 632

15,00,000
Nil
15,00,000
725,558.91
7,74,441.09
4,00,000
3,74,441.09

4,50,000
70,000
3,80,000

7,25,558.91

331
632 is the cost inflation index for F.Y. 2009-1tda8331 is the cost inflation index for F.Y.1997-
98.
Notes:

(1) Exemption under section 54 is available if avnesidential house is purchased within two
years from the date of transfer of existing resi@d¢mouse, which is a long-term capital asset.
Since the cost of new residential house is less tha long-term capital gains, capital gains to

the extent of cost of new house, i.e., Rs.4 laklexempt under section 54.

(2) As per section 51, any advance received aralned by the assessee, as a result of earlier
negotiations for sale of the asset, shall be deduftbm the purchase price for computing the

cost of acquisition of the asset.

3. Computation of total income of Mr. Rajat for ther. 2010-11

Particulars Rs.
1. Income from house property

House No.1 72,000

House No.2 (-) 30,000

2.  Profits and gains of business or profession

CA. Pankaj Saraogi 9654624201
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Profit from leather business 1,00,000
Less: Current year loss of textile business (;D@0
60,000
Bad debts recovered taxable under section 41(4) ,0085
95,000
Less: Brought forward business loss of textileifress for
A.Y.2006-07 set off against the business incomeuofent year 95,000 Nil
3. Capital Gains
Short-term capital gain 60,000
Gross Total Income 1,02,000
Less: Deduction under chapter VI-A
Under section 80C — LIC premium paid 10,000
Total Income 92,000
Statement of losses to be carried forward to AOL®11
Particulars Rs.
Business loss of A.Y. 2008-09 to be carried fodvander section 72 50,000
Long term capital loss of A.Y. 2010-11 to be cadrforward under section 74 35,000
Notes:

(1) Share of profit from firm of Rs.16,550 is exernpder section 10(2A).
(2) Long-term capital loss cannot be set-off agastwrt-term capital gains. Therefore, it has to be
carried forward to the next year to be set-off agliong-term capital gains of that year.

4. (a) Consequences of failure to deduct and payeth [Section 201]

(i) The following persons shall be deemed to beassessee.in default if they do not deduct the
whole or any part of the tax or after deductingsféo pay the tax —

(1) Any person including the principal officer mcompany who is required to deduct any sum
in accordance with the provisions of Act, and
(2) An employer paying tax on non-monetary pesites under section 192(1A).

(i) No penalty shall be-charged from such pergoless the Assessing Officer is satisfied thahsuc
person has failed to deduct and pay the tax witgootl and sufficient reasons.

(i) Such person.shall also be liable to paymerninterest@1% for every month or part of a month
on the amount of such tax from the date on whiahgsax was deductible to the date on which
such tax'is actually paid and such interest shdaddpaid before furnishing the quarterly
statements.

(iv) Where the tax has not been paid after tléslucted, the amount of the tax together with the
amount of simple interest, shall be a charge ufich@assets of the person or the company, as
the case may be.

(b) Reference to Valuation Officer With a viewdecertaining the fair market value of a capitakgss
the Assessing. Officer may refer valuation of theitd asset to the Valuation Officer, in the
following cases:

(2) Where the value of the asset, as claimedhbyasssessee, is in accordance with the estimate
made by the registered valuer but the Assessingddffs of the opinion that the value so
claimed is less than its fair market value;

(2) - Where the Assessing Officer is of the opirtloat the fair market value of the asset exceegls th
value of the asset as claimed by the assessee teythan 15% of the value of the asset as so
claimed or by more than Rs.25,000.

(3) Where the Assessing Officer is of opinionttHsaving regard to the nature of the asset and
relevant circumstances, it is necessary to makéesance to the Valuation Officer.

(c) Reverse Mortgage Scheme and its tax implinatio
(i) The Reverse Mortgage scheme is for the benéfienior citizens, who own a residential house
property. In order to supplement their existingoime, they can mortgage their house property
with a scheduled bank or housing finance compamyeturn for a lump-sum amount or for a
regular monthly/quarterly/annual income. The segitizens can continue to live in the house
and receive regular income, without the botherabibinaving to pay back the loan.
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(i) The borrower can use the loan amount foroxetion and extension of residential property,
family’s medical and emergency expenditure etc.oragmst others. However, he cannot use the
amount for speculative or trading purposes.

(i) Clause (xvi) of section 47 clarifies thatyatransfer of a capital asset in a transactioreeérse
mortgage under a scheme made and notified by thea&l&overnment would not amount to a
transfer for the purpose of capital gains.

(iv) Clause (43) of section 10 provides that amyount received by an individual as a loan, either
lump sum or in installments, in a transaction oferse mortgage would be exempt from
income-tax.

Carry forward and set off of losses in caséshange in constitution of firm or on succession

[Section 78]

() Where there is a change in the constitutibriron, so much of the loss proportionate to the
share of a retired or deceased partner remainiagaambed, shall not be allowed to be carried
forward by the firm.

(i) Where any person carrying on any businesprofession has been succeeded in such capacity
by another person otherwise than by inheritanagh sther person shall not be allowed to carry
forward and set off against his income, any lossiired-by the predecessor.

(i) Where there is a succession by inheritanice, legal heirs (assessable as BOI) are entibleett
off the business loss of the predecessor. Sucly éamwvard and set off is' possible even if the
legal heirs constitute themselves as partnersiip fin such a case, the firm can carry forward
and set off the business loss of the predecessor.

Section 68 of the Finance Act, 1994 casdittbility to pay service tax upon the servicevider or
upon the person liable to pay service tax as pée R(1)(d) of the Service Tax Rules, 1994. This
liability is not contingent upon the service prosidrealizing or charging the service tax at the
prevailing rate. The statutory liability does net gxtinguished if the service provider fails talize

or charge the service tax from the service receiver

Yes, Mr. Raju can file a single return thoughis a multiple service provider. He has to fumrtise
details in each of the columns_of the Form No:S3eparately for each of the taxable services
rendered by him. Thus,-instead of showing a lump §igure for all the services together, service-
wise details should be provided.in the return.

Notification No. 24/2004 ST dated 10:09.200fimks a vocational training institute to mean a
commercial training or coaching centre which pregidsocational coaching or training that impart
skills to enable the trainee to seek employmentrwertake selfemployment, directly after such
training or coaching.

Vocational training institute (w.e.f. 27/02/201@eans an Industrial Training Institute or an
Industrial Training Centre affiliated to the Nata@rCouncil for Vocational Training, offering cousse
in.designated trades as natified under the ApprestAct, 1961

False. As the charge of the service tax isthen services provided, the gross receipts are to be
considered. for tax calculation. Hence, servicewidikbe payable on the gross fee of Rs.5 lakh.

Not relevant now

(i) Yes. Export of services is exempt from pent of service tax if services are exported in
accordance with the Export of Services Rules, 26Bvever, service provided to an exporter
is not excluded for the purpose of payment of sertax. The person liable to pay service tax
under sub-section (1) or sub-section (2) of sedbi®rshall pay service tax as applicable on the
specified services provided to the exporter andl diee export of such goods, and such person
shall not be eligible to claim exemption for thesified services.

(i) Every assessee shall furnish to the Supemighént of Central Excise at the time of filing the
return for the first time, a list of following doments in duplicate:

(@) all the records prepared or maintained leyabksessee for accounting of transactions in
regard to
(i) providing of any service, whether taxablee@empted;
(ii) receipt or procurement of input servicesl gryment for them;
(iii) receipt, purchase, manufacture, storagde ©r delivery, as the case may be, in
regard to inputs and capital goods;
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(iv) other activities such as manufacture arid shgoods, if any.

(b) all other financial records maintained bsnhin the normal course of business.

(iif) As per rule 6(1) of the Service Tax Rul&994, where service-tax is paid electronically tigto
internet banking, the service tax on value of téxakervice received:

(i) by an individual or a proprietary firm orpartnership firm during any quarter is payable
by the 6th day of the month immediately followirigetsaid quarter, and (ii) in other cases
(company & HUF) during any calendar month is pagaty the 6th day of the month
immediately following the said calendar month.

The due date for the month of March is 31stdar

7. (&) To reduce the multiplicity of sales-tax sbetween various States in India, it was recomet ticiat
VAT will have broadly the following tax rates:
(@) Zero rate for tax free goods,
(b) 1% on precious or semi-precious metalsalljon etc.
(c) 4% on items of basic necessities, agricultara industrial inputs, capital goods and declared
goods
(d) 20% on non VAT goods
(e) 12.5% on other goods.
(b) VAT registration can be cancelled on:
(i) discontinuance of business; or
(i) disposal of business; or
(i) transfer of business to new location; or
(iv) annual turnover falling below the specified limit.

(c) The income variant of VAT allows deductionmfrchases of raw material and components as well
as depreciation of capital goods. This method pleviincentive to classify purchases as current
expenditure to claim set off. In practice, howeuwbere are many difficulties connected with the
specification of any method of measuring depremmtiwhich basically depends on the life of an
asset as well as on the rate of inflation.

(d) False. Since VAT is not applicable on saléotiery tickets, the question of rate does notearis

8. (a) Computation of tax liability, input tax ciedvailed and tax payable under invoice method

Stage| Particulars VAT Less | Tax payable
Liability | VAT to
Credit | Government
1. X, the manufacturer, sells to B, the distributfor 250 - 250

Rs.2,000. Therefore his tax liability will be Rs®2b
(Rs.2,000 @ 12.5%). He will not have any VAT
credit.
2. B, the distributor, sells goods to K, the whales 300 250 50
dealer, for Rs.2,400. B’s tax liability will be B€0
(Rs.2,400 @ 12.5%). He will get set off of tax paid
at earlier stage of Rs.250. Thus, tax payable by |hi
will be Rs.50.
3. K, the wholesaler dealer, sells to retailer| at 375 300 75
Rs.3,000. K’s tax liability will be Rs.375 (Rs.3M0
@ 12.5%). He will get set off of tax paid at earlje
stage of Rs.300. Thus, tax payable by him will|be
Rs.75.
4, Retailer sells goods to consumers at Rs.4,060] H 500 375 125
tax liability will be Rs.500 (Rs.4,000 @ 12.5%). He
will get set off of tax paid at earlier stage of J%b.
Thus, tax payable by him will be Rs.125/-

Note: It has been assumed that sales made ldidtndbutor, the wholesale dealer and the retaiter
also exclusive of VAT.
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The Value Added Tax (VAT) is a multistagextlevied as a proportion of the value added giade
minus purchase) which is equivalent to wages piterést, other costs and profits. In an economy,
apart from the manufacturers and final consumbesetwould be wholesalers and retailers also. The
wholesaler might supply to retailer and each onthef could supply to the manufacturer and end
consumer. VAT will be collected at each stage, whdrever applicable, the manufacturer or retailer
will claim input credit. Thus, VAT is collected abch stage of production and distribution process,
and in principle, its entire burden falls on theali consumer, who does not get any tax credit. ;Thus
VAT is a broad based tax covering the value addeshth commodity by parties during the various
stages of production and distribution.

VAT returns are to be filed monthly/quarteidynually along with tax paid challans accordinghe
provisions of the State Acts. They should contatails of output tax liability, value of input tax
credit and payment of VAT and should be filed witlihe prescribed time schedule. In case of any
mistakes, revised returns may be filed. The retwilidbe checked and any deficiency in payment of
tax may have to be made good.

Filing of returns are designed with a view:

() to reduce cost of compliance

(I1) to encourage businesses to comply with thbiligations; and

(N to ensure efficient processing of data.

(i) The following purchases are not eligible faput tax credit:

(a) purchases from unregistered dealers;

(b) purchases from registered dealers who aptdmposition scheme under the provisions of
the Act;

(c) purchase of goods as may be notified byStiagée Government;

(d) purchase of goods where the‘purchase inusicet available with the claimant or there is
evidence that the same has not been issued bedisared selling dealer from whom the
goods are purported to have been purchased;

(e) purchase of goods where invoice does notshe amount of tax separately;

(f) purchase of goods which are being utilizedhe manufacture of exempted goods;

(g) purchase of goods used for personal usemswmption or provided free of charge as gifts;

(h) goods imported-from other States;

(i) goods imported from outside the territorylindia;

()) goods in.stock which have suffered tax underearlier Act but under VAT Act they are
covered under exempted items.

Out of the above, any six purchases may beiored in the answer.
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