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(V.S.Datey)
VAT
Practical Examples on VAT
The following examples illustrate the principles of Vat under various circumstances. The basic principles are – (a) Vat does not require one to one relation (b) In case of stock transfer of goods to other States, Vat credit to the extent of 2% is not allowed (c) No Vat credit if no Vat payable on sales.
Basic Concepts of Vat
1.Question - Compute the VAT amount payable by Mr. Shyam, who purchased goods from a manufacturer on payment of Rs. 4,16,000 (including VAT) and earned 20% profit on purchase price. VAT rate on both purchases and sales is 4% (CA IPCC and AT November 2010)
Answer – Net purchase price is Rs 4,00,000. Profit – Rs 80,000. Hence, selling price – Rs 4,80,000. Vat on selling price @ 4% - 19,200. Vat paid on purchases – Rs 16,000. Hence, Net Vat payable by cash – Rs 3,200 [which is 4% of value added of Rs 80,000].
2.Question - Compute the invoice value to be charged and amount of tax payable under VAT by a dealer who had purchased goods for Rs. 1,20,000 and after adding for expenses of Rs. 10,000 and of profit Rs. 15,000 had sold out the same. The rate of VAT on purchases and sales is 12.5% (CA PCC, November, 2007)
Answer – Effectively tax is payable on Rs 25,000 @ 12.5% i.e. Rs 3,125.
3.Question - From the following particulars arrive at the VAT liability for the month of January 2010 and also determine the amount of input tax credit to be carried forward for the next month: (i) Input tax rate 5% and output tax rate is 15% in the State. (ii) Inputs purchased in the month from within the State-Rs. 48,00,000. (iii) Output sold to buyers within the State during the month – Rs 15,00,000. (iv) Output sold during the month to buyers as interstate sales – Rs. 3,00,000. (CST rate 2% against C Form) (v) Inputs purchased from other States as interstate purchases against C Form @2% - Rs. 2,00,000. (Provide suitable explanations where required with appropriate assumptions if necessary.) (CA Final New Syllabus - November 2010)
Answer – Input tax credit – Rs 2,40,000 (5% of Rs 48 lakhs). No credit on inter-state purchases.

Output tax – (a) Sale within State – Rs 2,25,000 (15% of Rs 15 lakhs) (b) Inter-state sale – 6,000 (2% of Rs 3 lakhs). Total output tax – Ts 2,31,000.

Net Tax payable – Nil as credit available is more than output tax payable. The balance of Rs 9,000 will be carried forward for use in future month/s.
4.Question - Compute the VAT amount payable by Mr. A who purchases goods from a manufacturer on payment of Rs. 2,25,000 (including VAT) and earn 10% profit on sale to retailer? VAT rate on purchase and sale is 12.5% (CA PCC June 2009).
Answer – Net purchase price of Mr.  A is Rs 2,00,000 (check that by adding 12.5%, the amount comes to Rs 2,25,000). His profit is 10%. Thus, his net sale price is Rs 2,20,000. Vat on this amount @ 12.5% is Rs 27,500. He will get input tax credit (ITC) of Rs 25,000. Thus, he is liable to pay net Vat of Rs 2,500 [In effect, he is paying Vat @ 12.5% on his profit of Rs 20,000].
5.Question - Mr. X, a manufacturer sells goods to Mr. B, a distributor for Rs. 2,000 (excluding of VAT). Mr. B sells goods to Mr. K, a wholesale dealer for Rs. 2,400. The wholesale dealer sells the goods to a retailer for Rs. 3,000, who ultimately sells to the consumers for Rs. 4,000. Compute the Tax Liability, input credit availed and tax payable by the manufacturer, distributor, wholesale dealer and retailer under Invoice method assuming VAT rate @ 12.5% (CA IPCC/AT November 2009)
Ans -

	 
	X (Manufacturer)
	B (Distributor)
	K (wholesale dealer)
	Retailer

	Net Price
	2,000
	2,400
	3,000
	4,000

	Add Vat @ 12.5%
	250
	300
	375
	500

	Total Selling Price (Net plus vat)
	2,250
	2,700
	3,375
	4,500

	Vat Credit available
	Nil
	250
	300
	375

	Net Vat payable
	250
	50
	75
	125


 

Total tax paid is Rs 500 as follows – Manufacturer –Rs 250, Distributor – Rs 50, Wholesale dealer – Rs 75, Retailer – Rs 125.
6.Question - Compute the VAT liability of Mr. P Kapoor for the month of October, 2009, using the ‘Invoice method’ of Computation of Vat – (i) Purchases from the local market (Includes VAT @ 4%) Rs. 65,000 (ii) Storage cost incurred Rs. 750 (iii) Transportation Cost Rs.1,750 (iv) Goods sold at a margin of 5% on the cost of such goods. Vat rate on Sales 12.5% (CA PCC May 2010).
Answer – Net purchase cost (excluding Vat) is Rs 62,500. Vat @ 4% of Rs 62,500 is Rs 2,500. Considering storage cost and transportation cost, total cost is Rs 65,000 (62,500 + 750 + 1,750) (Vat is not to be considered in cost since the Vat amount is available as credit). Add 5% to get selling price of Rs 68,250.

Vat @ 12.5% on Rs 68,250 is Rs 8,531.25. Vat credit available on inputs is Rs 2,500. Hence, net Vat payable is Rs 6,031.25 (8,531.25 less Rs 2,500).
7.Question - Determine the taxable turnover, input tax credit and net VAT payable by a Works contractor from the details given below on the assumption that the   Contractor maintains sufficient records to quantify the labour charges. Assume  Output VAT at 12.5%:   (I) Total contract price (excluding VAT) Rs 100 lakhs  (ii) Labour charges paid for execution of the contract Rs 35 lakhs (iii) Cost of consumables used not involving transfer of   Property in goods Rs 5 lakhs (iv) Material purchased and used for the contract taxable  at 12.5% VAT (VAT included) Rs 45 lakhs. The contractor also purchased a plant for use in the contract for Rs. 10.4  Lakhs. In the VAT invoice relating to the same VAT was charged at 4%  separately and the said amount of Rs.10.4 lakhs in inclusive of VAT. Assume 100% input credit on capital goods. Make suitable assumption wherever required and show the working notes (CA Final November 2009 new syllabus) .
Answer – Vat on material purchased is Rs 5 lakhs (12.5% of Rs 40 lakhs). (It is presumed that Vat was shown separately in Invoice). Vat on machinery is 0.40 lakhs. Thus, Vat credit available is Rs 5.40 lakhs.

The contractor will get deduction of labour charges of 35 lakhs and consumable of 5 lakhs (Total 40 lakhs). Thus, he is required to pay Vat on Rs 60 lakhs (100 – 40)

Vat on Rs 60 lakhs @ 12.5% is Rs 7.50 lakhs. He has Input Tax Credit of Rs 5.40 lakhs.

Hence, he is required to pay balance Vat i.e. Rs 2.10 lakhs by cash.
8.Question -  X, a dealer in Mumbai dealing in consumer goods, submits the following information pertaining to the month of March, 2010 – Exempt goods A purchased for Rs 2,00,000 and sold for Rs 2,50,000. Goods B purchased for Rs 2,25,000 (including VAT) and sold at a margin of 10% profit on purchases (VAT rate 12.5%). Goods C purchased for Rs 1,00,000 (excluding VAT) and sold for Rs 1,50,000 (VAT rate 4%). His unutilised balance in VAT input credit on 1-3-2010 was Rs 1,500. Compute the turnover, input VAT, output VAT and net VAT payable by X. (CA IPCC May 2010).
Answer – (a) No tax is payable on goods A and no input VAT credit. (b) In respect of B, net purchase price is Rs 2,00,000 [(2,25,000 x 100)/112.5]. Input VAT credit is Rs 25,000. Net selling price is Rs 2,20,000 (by adding 10% profit to Net purchase price). Output VAT payable is Rs 27,500 [@ 12.5% of Net Selling Price (turnover)]. Hence, net Vat tax payable on B is Rs 2,500 [Rs 27,500 – Rs 25,000] (c) On goods C, Input VAT on Rs 1,00,000 @ 4% is Rs 4,000. Output tax payable on Rs 1,50,000 @ 4% is Rs 6,000. Thus, net VAT tax payable is Rs 2,000. Thus, total tax payable on goods A+B+C = Nil + Rs 2,500 + Rs 2,000 i.e. Rs 4,500. Input Vat Credit available is Rs 1,500. Hence, net VAT payable for March 2010 is Rs 3,000 [Rs 4,5000 – Rs 1,500].

 
Questions involving multiple inputs and outputs
1.Question - Purchases by S & Co. for the month of December are as follow: (1) Rs. 1,00,000 at 4% VAT (2) Rs. 5,00,000 at 12.5% VAT. Sales of S & Co. for the month of December are as follows – (1) Sales of Rs. 3,00,000 at 4% VAT (2) Sales of Rs. 3,00,000 at 12.5% VAT. Compute eligible input tax credit and VAT payable for the month (CA Final, New Syllabus, June 2009).
Answer –

(A) Vat payable for the month of December – (a) VAT payable on local sales @ 4% (3,00,000*4%) – Rs 12,000 (b) VAT payable on local sales @ 12.5%  (3,00,000*12.5%) – Rs   37,500. Total – Rs 49,500

(B) Input Tax credit on purchases (a) (1,00,000*4%)  - Rs 4000 (b) (5,00,000*12.5%) – Rs  62,500. Total -  Rs 66,500

(C) VAT Payable – Nil (As the credit exceeds the Vat payable. Balance credit of Rs 17,000 (66,500 – 49,500) can be carried forward to next month and utilised against future sales.
2.Question - The particulars regarding sale, purchase etc. of Shubham Udyog for the last quarter of the year 2009-10 are as under : (1) Purchases of raw material within the state - (i) taxable @ 1% - Rs 40,00,000 (ii) taxable @ 4% - Rs 60,00,000 (iii) taxable @ 12.5% - Rs 10,00,000 (2) Sale of goods manufactured from raw material  purchased @ 4% tax rate (i) Taxable sale within the State (tax rate 4%) – Rs 20,00,000 (ii) Exempted sale within the state – Rs 10,00,000 (iii) Sale in the course of Inter-State trade or Commerce (tax rate 4%) – Rs 10,00,000 (3) Sale of raw material purchased @ 1% tax rate – Rs 44,00,000 (4) Goods manufactured from the raw material purchased @ 12.5% tax rate were given on lease. The deemed sale Price of such goods is Rs. 12,00,000, taxable @ 12.5%. - - You may assume that input tax credit of tax on raw material used in manufacture of leased goods is available immediately. Compute the amount of Value Added Tax (VAT) payable by M/s Shubham Udyog for the relevant quarter. There was no opening or closing inventory. How can he utilise the balance of input tax credit available, if any? (CA Final May 2010).
Answer –

A. Output tax (VAT plus CST) payable – (i) On raw material (1% of Rs 44,00,000) – Rs 44,000 (ii) On sale taxable @ 4% (4% of Rs 20,00,000) – Rs 80,000 (iii) Vat on lease (12.5% of Rs 12,00,000) – Rs 1,50,000 (iv) CST on inter-State sale  (4% of Rs 10,00,000) – Rs 40,000. Total tax payable – Rs 3,14,000

B. Input tax credit (ITC) – (i) Taxable @ 1% (1% of Rs 40,00,000) – Rs 40,000 (ii) Taxable @ 4% (Tax paid on Rs 60,00,000 – 2,40,000. Eligible credit 75% as 25% is exempt sale) – Rs 1,80,000 (iii) Taxable @ 12.5% (12.5% of Rs 10,00,000) – Rs 1,25,000. Total credit – Rs 3,45,000.

C. Input Credit available is more than tax payable. Hence, no tax is payable by cash. The excess credit of Rs 31,000 can be  carried forward for utilization subsequently. If such excess credit remains un-utilizable till the time limit as specified in State Vat Act, then it will be refundable.

(Note: The excess credit is because goods purchases @ 4% were sold at a loss by the dealer, as purchase price is Rs 60,00,000 and Sale price is Rs 40,00,000. Even then full ITC shall be available, as Vat provisions do not require one to one relation. Total input credit is a ‘common pool’ which can be used for payment of Vat on sales. However, it shall be reduced proportionately to extent of tax exempt sales).

 
Transactions involving inter-state transactions or exports
1.Question - Compute net VAT liability of Rishi from the following information - * Raw materials from foreign Market (Includes duty paid on imports @20%) – Rs 1,20,000 * Raw material purchased from local market - Cost of Raw material Rs 2,50,000 Add : Excise duty @16% Rs 40,000 (sub-total – Rs 2,90,00) - Add : VAT @ 4% - Rs 11,600. Total Rs 3,01,600 * Raw material purchased from neighbouring State (Includes CST @ 2%) - Rs 51,000 * Storage and transportation cost – Rs 9,000 * Manufacturing expenses – Rs 30,000. - - Rishi sold goods to Madan and earned profit @ 12% on the cost of production. VAT rate on sale of such goods is 4% (CA PCC November 2010).
Answer – Cost of production is as follows – (i) Imported raw material – Rs 1,20,000 (ii) Local raw material – Rs 2,90,000 (Vat is not to be considered as its set off i.e. credit is available) (iii) Raw material from neighbouring State – Rs 51,000 (Set off of CST is not available. Hence, it is incudible in cost) (iv) Storage and transportation cost  Rs 9,000 (v) Manufacturing Expenses – Rs 30,000. - - Total cost of production [i to v] – Rs 5,00,000. Profit @ 12% - Rs 60,000. Hence, selling price – Rs 5,60,000. Vat @ 4% on selling price – Rs 22,400. Vat credit available – Rs 11,600. Hence, Net Vat payable – Rs 9,800 [22,400 – 11,600].
2.Question - Mr. Rajesh is a registered dealer and gives the following information. You are required to compute the net tax liability and total sales value under Value Added Tax. Rajesh sells his products to dealers in his State and in other States. The profit margin is 15% of cost production and VAT rate is 12.5% of sales (i) Intra State purchases of raw material Rs. 2,50,000 (excluding VAT @ 4%) (ii) Purchases of raw material from an unregistered dealer - Rs. 80,000 (including VAT @ 12.5%) (iii) High seas purchases of raw material are Rs. 1,85,000 (excluding custom duty @ 10% of Rs. 18,500) (iv) Purchases of raw materials from other States (excluding CST @ 2%) - Rs. 50,000 (v) Transportation charges, wages and other manufacturing expenses excluding tax - Rs. 1,45,000 (vi) Interest paid on bank loan Rs. 70,000 (CA IPCC and AT November 2010)
Answer – The total cost of production is as follows – (i) Intra State Purchases of Raw material (Net of Vat) – Rs 2,50,000 [Since Vat credit i.e. set off is available, it is not considered for calculating cost of production] (ii) Purchases from unregistered dealer - Rs 80,000 including 12.5% Vat [Really, an unregistered dealer cannot charge Vat in his invoice. Even if he has charged Vat in his invoice, the buyer cannot avail set off (Vat credit) of such amount. Hence, cost of production is considered including such Vat] (iii) High seas purchases – Rs 2,03,500 (including customs duty since its Vat credit is not available (iv) Interstate Purchases of raw materials – Rs 51,000 (including CST @ 2% i.e. Rs 1,000 since set off of CST is not available) (v) Transportation charges, wages and other manufacturing expenses – Rs 1,45,000 (vi) Interest – Not considered as it is not to be considered while calculating cost of production (Interest would have been added if the words used were ‘total cost, while here the words used are ‘cost of production’]. - - Hence, total cost of production is Rs 7,29,500 (2,50,000 plus 80,000 plus 2,03,500 plus 51,000 plus 1,45,000). Sale value is cost of production plus 15% i.e. Rs 8,38,925 (7,29,500 plus 1,09,425). Vat payable on sale value @ 12.5% is 1,04,865.63. Vat credit i.e. set off available on intra-state purchases is Rs 10,000 [4% of Rs 2,50,000]. Hence, net tax payable (after taking Vat credit) is Rs 94,865.63
3. Question - Calculate the VAT liability for the period Jan. 1, 2007 to Jan. 31, 2007 from the following particulars: Inputs worth Rs. 1,00,000 were purchased within the State. Rs. 2,00,000 worth of finished goods were sold within the State and Rs. 1,00,000 worth of goods were sold in the course of inter-State trade. VAT paid on procurement of capital goods worth Rs. 1,00,000 during the month was at 12.5%. If the input and output tax rate in the State are 12.5% and 4% respectively and the central sales tax rate is 3%, show the total tax liability under the State VAT law and under the Central Sales Tax Act. (CA Final, November 2008, New Syllabus)
Answer – Tax payable on sale within State – Rs 8,000 (4% of Rs 2,00,000)  Tax payable on inter-state sale – Rs 3,000 (3% of Rs 1,00,000). Thus, total tax payable is Rs 11,000.

Vat Credit – On capital goods – Rs 12,500. As per White Paper credit on capital goods will be spread over three years. Hence, credit available in first year is Rs 4,166.67. Balance of Rs 8,333.33 will be carried forward. On inputs – Rs 12,500 (12.5% of Rs 1,00,000). Total Vat Credit Rs16,1666.67 can be utilized in current year.

Thus, out of Vat credit of Rs 16,666.67, Rs 11,000 can be utilised to pay sales tax and balance Rs 14,000 (balance credit Rs 5,666.67 plus carry forward credit of capital goods Rs 8,333,33) will be carried forward.
4.Question - Mr. Goenka, a trader selling raw materials to a manufacturer of finished products. He imports his stock in trade as well as purchases the same from the local markets. Following transaction took place during financial year 2008-09 - (1) Cost of imported materials (from other State) excluding tax  - Rs 1,00,000 (2) Cost of local materials including VAT – Rs 2,25,000 (3) Other expenditure includes storage, transport, interest and loading and unloading and profit earned by him  - Rs 87.500. Calculate the VAT and invoice value charged by him to a manufacturer. Assume the rate of VAT @12.50% (CA PCC November 2009)
Answer – On imported material, the trader does not get credit. On local material, he gets Vat credit. The Vat paid on local material is Rs 25,000 (by back calculations). Hence, his net purchase price of local material is Rs 2 lakhs.

Hence, his net selling price would be Rs 1,00,000 + Rs 2,00,000 + Rs 87,500 i.e. Rs 3,87,500. He will charge Vat @ 12.5% i.e. Rs 48,437.50. Thus, his selling price to customer (inclusive of Vat) is Rs 4,35,937.50.

Net Vat paid is Rs 23,437.50 (Rs 48,437.50 less Rs 25,000).

(Note that if the purchase price of local material is taken as Rs 2,25,000, his actual profit will be higher than as indicated in the example).
5.Question - Compute the net VAT liability of Janak from the under-mentioned information: (i) Raw material purchased from foreign market (including duty paid on imports @ 20%) - Rs 47,000 (ii) Raw material purchased from local market (including VAT charged on the material @ 1 %) – Rs 10,100 (iii) Raw material purchased from another State (excluding CST) – Rs 20,000 (iv) Storage, transportation cost and insurance – Rs 3,000 (v) Other manufacturing expenses incurred – Rs 600. - - Janak sold the goods to Prem adding margin of profit @ 10% on the selling price. VAT rate on sale of such goods is 10% (ICWAI Final New Syllabus June 2010)
Answer – No Vat credit is available on imports and raw material purchased from other State. Vat paid on local material is Rs 100 (1% of Rs 10,000). In case of inter-state purchases, assuming that CST rate is 2%, purchase cost is Rs 20,400.

Total cost is = 47,000 + 10,000 + 20,400 + 3,000 + 600 = Rs 78,000. the margin of profit is 10% of selling price. If X is selling price, profit is 0.10X. Hence, cost = 0.90X = 78,000. Hence, selling price is Rs 86,666.67 (check that 86,666.67 – 8,666.67 = Rs 78,000). Vat @ 10% of Rs 86,666.67 is Rs 8,666.67. The dealer has Vat credit of Rs 100. Hence, he has to pay by cash Rs 8,566.67.
6.Question - M/s. Abanti Associates is a registered dealer engaged in the manufacturing of steel in the State of Maharashtra. During the year 2008-09 the firm has procured raw materials of Rs. 25,50,320 (VAT @ 4%) and purchased plant and machinery of Rs. 20,00,000 (VAT @ 4%) and Rs. 5,00,000 (CST @ 2%) for use in the manufacturing of steel. Sales of steel materials made during the year is Rs. 40,00,000 (VAT @ 4%) and inter-State sale is Rs. 5,29,000 (@ 2% CST). Besides above, branch transfer of Rs. 3,20,000 was made to Kolkata. Calculate the following as per White Paper on VAT Law in India - (i) Output tax (ii) Input tax credit to be availed during the year (iii) Balance tax payable and (iv) Input tax credit, if any, to be carried forward (ICWA Final New Syllabus June 2009)
Answer -

(A) Output tax – (a) sale within State – Rs 1,60,000 (4% of Rs 40,00,000) (b) Interstate sale – Rs 10,580 (2% of Rs 5,29,000) (c) Stock transfer of Rs 3,20,000 – No tax. Total sales (including stock transfer) – Rs 48,49,000. Total Tax payable – Rs 1,70,580

(B) Input tax credit on raw material 1,02,012.80 (4% of Rs 25,50,320 – It is presumed that the purchase price given in example is net of Vat). Total sales (including stock transfer) are Rs 48,49,000, out of which stock transfer is of Rs 3,20,000 i.e. 6.6%. Hence, on 6.6% of input raw material, 2% Input Tax Credit is disallowed. Total raw material – Rs 25,50,320. Raw material used for stock transfer (6.6%) i.e. Rs 1,68,321.12. Hence, 2% of Rs 1,68,321,12 i.e. Rs 3,366.42 is not allowed. Thus, Input Tax Credit available is Rs 98,646.38 (Rs 1,02,012.80 – Rs 3,366.42)

(C) Input credit on Plant and machinery – Rs 20,000 (4% of Rs 5,00,000 – As per White Paper, the credit is to be taken in three years. Hence, credit in first year is Rs 6,666.67. Balance Rs 13,333.33 will be carried forward.

(D) No Input tax credit of inter-state purchases of Rs 5,00,000.

(E) Hence, total credit available for use – Rs 98,646.38 + 6,666.67 = Rs 1,05,313.05.

 (F) Net tax payable by cash – Rs 65,266.95 (Rs 1,70,580 – Rs 1,05,313.05).

(G) Credit of Rs 13,333,33 on capital goods will be carried forward.
7.Question - A dealer purchased 11,000 Kgs of inputs on which Vat paid @ 4% was Rs 4,000. He manufactured 10,000 Kgs of finished products from the inputs. 1,000 Kgs was the process loss. The final product was sold at uniform price of Rs 10 per Kg, as follows – Goods sold within State – 4,000 Kgs. Finished product sold in inter-state sale against C form – 2,500 Kgs. Goods sent on stock transfer to consignment agents outside the State – 2,000 Kgs. Goods sold to Government departments outside the State – 1,500 Kgs. There was no opening or closing stock of inputs, WIP or finished product. The State Vat rate on the finished product of dealer is 12.5%. Calculate liability of Vat and CST. Find Vat credit available to dealer and tax required to be paid in cash.
Answer - CST against C form is 2%. Sale to government will be treated as sale to unregistered dealer and tax payable is 12.5%. Thus, the tax payable would be as follows –
	Description
	Quantity sold
	Value of goods sold
	CST payable Rs
	State Vat payable Rs

	Sale within State @ 12.5%
	4,000
	40,000
	 
	5,000

	Goods sent on stock transfer
	2,000
	20,000
	 
	 

	Goods sold against C form, tax rate 2%
	2,500
	25,000
	500
	 

	Goods sold to Government, tax rate 12.5%
	1,500
	15,000
	1,875
	 

	Total
	10,000
	1,00,000
	2,375
	5,000


 
Tax paid on inputs – Rs 4,000. Credit (set off) will not be available in case of goods sent on stock transfer. Tax on inputs attributable to goods sent on stock transfer is 20% i.e. Rs 800. Out of this, credit will be available of tax paid in excess of 2%.. Thus, credit of Rs 400 will be available in respect of goods stock transferred and credit of Rs 400 will not be available (since Vat rate is 4%). Thus, total credit of Rs 3,600 (tax paid on inputs) is available.
Thus, tax payable is as follows –

(A) Total Tax payable (State Vat plus CST) – Rs 7,375

(B) Set off (credit) available) – Rs 3,600

Tax payable in cash – Rs 3,775

8.Question - In aforesaid example, if 2,000 Kgs were exported (and not stock transferred), what would be the tax liability and credit available.
Answer - If finished product is exported. There is no tax liability. Further, the credit of tax paid on raw material is available. This credit can be utilised either for payment of CST or for State Vat or even for both, if required. Hence, tax payable is as follows –

(A) Total Tax payable (State Vat plus CST) – Rs 7,375

(B) Set off (credit) available – Rs 4,000

Tax payable in cash – Rs 3,375.

SERVICE TAX
Examples on taxable services A to L (Chapter 59)

1.Question - The value of service provided by a consulting engineer is Rs. 10,00,000 (exclusive of service tax). He has paid Rs. 50,000 as cess under Section 3 of the Research and Development Cess Act, 1986. What is the amount of Service tax payable by him? (CA Final Old Syllabus November 2008)
Answer – Service tax on Rs 10 lakhs is 1,03,000. R&D cess paid is Rs 50,000, which is allowable as deduction. Hence, net service tax payable s Rs 53,000.
 
 2.Question -  Calculate the value of taxable service under Cargo handling services of   Cargo Ltd., providing brief reasons where required with suitable assumptions  based on the following information for the month of April, 2009:  (i) Total amount charged for all services Rs 40 lakhs (ii)Receipts for services in relation to export cargo and   Handling of passenger baggage including in (i) above Rs 13 lakhs (iii)Charges for storage and cleaning of empty containers of  Shipping lines included in (i) above Rs 10 lakhs (iv) Charges for packing and transport of Cargo included in (i)above Rs 3 lakhs (v) Charges for handling of agricultural produce included in (i) above Rs 2 lakhs (vi)Charges for transportation of Cargo included in (i) above Rs 5 lakhs (CA Final November 2009)
Answer – Deduction of export cargo is allowed in the definition itself. Cargo handling relating to agricultural produce is exempted.  Packing and transport incidental to cargo are included in the definition itself. Charges for storage and cleaning of empty containers of shipping lines is not part of ‘Cargo Handling Service’ and hence not includible.
Thus, deduction of 13 plus 10 plus 2 can be claimed from Rs 40 lakhs and value of taxable service is Rs 15 lakhs.
 3.Question - X & Co. a partnership firm, is providing taxable legal consultancy services, for the second consecutive year. The firm furnishes the following information relating to the services rendered, bills raised, amounts received relating to this service, for the year ending March 31, 2010 – (i) free services rendered to poor people (value of the services computed on comparative basis) – Rs 40,000 (ii) Advances received from clients for which no taxable service has been rendered so far – Rs 5,00,000 (iii) Services billed to clients (gross amount) (service tax has been charged separately in all the Bills; the firm follows mercantile system of accounting) – Rs 12,00,000 (iv) The firm has received the following amounts during the year relating to taxable services rendered in March, 2009 (excluding service tax at applicable rates and TDS under section 194J to the tune of Rs 45,320) – Rs 5,44,680 (v) amount received relating to taxable services rendered in the current year 2009-10 (excluding service tax at applicable rates and TDS under section 194J to the tune of Rs 1,20,000) – Rs 9,80,000 (This amount includes Rs 50,000 for the appearance before Labour Court received from another firm. Service tax has been separately received for the applicable items in (v) above. You are required to compute the value of taxable services for the year ending March 31, 2010 and the service tax payable, briefly explaining the treatment of each item above (CA IPCC May 2010).
Answer – (i) No service tax (ii) Tax payable on service to be provided i.e. advance received. Hence value is Rs 4,53,309 [(5,00,000 x 100)/110.30] and service tax is Rs 46,691 (iii) No tax since service tax is payable on receipt basis and not billing basis (iv) Net amount received including TDS – Rs 5,90,000 (Rs 5,44,680 + 45,320) [TDS is also ‘amount received’ and hence service tax is payable (v) Taxable amount received during 2009-10 – Rs 10,50,000 [9,80,000 + 1,20,000 – 50,000] (No service tax on charges for appearing before Court, Tribunal or statutory authority)  Service tax payable is Rs 1,08,150 [10.30% of Rs 10,50,000]. Hence, total service tax payable is Rs 2,15,611.
4.Question - Smart & Express Co. is providing taxable information technology software services. The firm furnishes the following information relating to the services rendered, bills raised, amount received pertaining to this service, for the financial year ended on 31stMarch, 2010 as under - (i) Amount received being 10% of the assignment fees on 31st March, 2010 for the upgradation and enhancement of software services to be rendered during the financial year 2010-11- Rs 6,00,000 (ii) Services provided to UNICEF, an International Organisation in Gandhinagar, for analysis, design and programming of latest information technology software – Rs 5,00,000 (iii) Services billed to client – Rs 3,00,00,000 (In one of the bill amounting to Rs. 3,00,000, service tax was not charged due to conflicting nature and in another bill, the firm failed to recover the service tax from the client, which was charged separately, due to insolvency of the client, the bill details are as under - Being the charges for right to use IT software – Rs 8,00,000 plus Service tax @10% Rs 80,000 plus Education cess @ 2% Rs 1,600 plus Secondary & Higher education cess @1% Rs 800 – Total Rs 8,82,400) (iv) Amount received for services rendered during current financial year (excluding payment for 2 bills in item (iii) above for which payment received during current financial year) - Rs 1,04,78,500. - - Service tax and education cess have been charged separately in all the bills except wherever mentioned when it is not so charged separately. - - Compute the value of total taxable services and service tax payable thereon for the year ended 31-03-2010, assigning reason in brief to the treatment of all items (CA IPCC and AT November 2010)
Answer – Treatment of each item is as follows - (i) Tax payable on advance of Rs 6,00,000 (ii) The service is not in the course of or furtherance of commerce and hence Rs 5,00,000 not taxable (Note – This exclusion has been omitted w.e.f. 1-7-2010. Thus, after 1-7-2010, such service will be taxable) (iii) Service tax is not payable on billing basis but on receipt basis. Hence, figure of Rs 3,00,00,000 is not relevant (iv) Tax is payable on amount received Rs 1,04,78,500. In absence of any specific information, this amount is assumed to be inclusive of service tax charged in Bills. In respect of bill of Rs 3,00,000, in absence of any specific information, it is presumed that the service was actually taxable. Hence, the amount is to be treated as inclusive of service tax. Similarly, in respect of another bill, only Rs 8,00,000 have been received. These have to be treated as inclusive of service tax. - - Hence, total gross amount received – Rs 6,00,0000 plus Rs 1.04,78,500 plus Rs 3,00,000 plus Rs 8,00,000. Thus, total gross amount received – Rs 1,21,78,500. Hence, value of taxable service is (1,21,78,500 x 100)/110.30 i.e. Rs 1,10,41,251.13 Service tax @ 10% is Rs 11,04,125.12. Education cess @ 2% is Rs 22,082.50 and SAHE cess @ 1% of service tax is Rs 11,041.25
If amount of Rs 1,21,78,500 is treated as net amount excluding service tax, the calculations will change.
5.Question - X Bank Ltd., furnishes the following information relating to services provided and the gross amount received : (Figures in Rs lakhs) * Merchant Banking Services 8 * Asset Management (including portfolio management) 3 * Service charges for services to the Government of India 1.5 * Interest on overdraft and cash credits 2 * Banker to the issue 5 * Locker rent 2. Repayment of financial lease made by the customer to the bank Rs. 80 lakhs which includes a principal amount of Rs. 50 lakhs. Compute the value of taxable service under “Banking and other financial services” under the Finance Act, 1994 and the service tax liability of X Bank Ltd., considering the rate of service tax at 10.3% (CA Final New Syllabus November 2010)
Answer – Interest on overdraft and cash credit facility is exempt (Notification No. 29/2004-ST dated 29-9-2004).. Hence, service tax is not payable on Rs 2 lakhs. Services provided to Government for tax collection are exempt (Notification No. 13/2004-ST dated 10-9-2004). It is not clear what service was provided to Government of India. It is presumed that it was fro tax collection and hence exempt. In case of leasing, tax is payable on 10% of interest only. Hence tax is payable on 10% of Rs 30 lakhs (80 – 50), i.e. on Rs 3 lakhs. Thus, service tax is payable on gross amount of Rs 21 lakhs (8 + 3 + 5 + 2 + 3). Net value for service tax will be Rs 19,03,898.45 [21,00,000 x 100/110.30)]. Service tax @ 10% will be 1,90,389.85, education cess @ 2% Rs 3,807.80 and SAHE cess @ 1% - Rs 1,903.90. Total tax – Rs 1,96,101.55.
Examples on taxable services M to Z (Chapter 60)

1.Question - A labour contractor of manpower charges to the principal employer for the wages of their labour which amounts to Rs. 1,00,000 plus PF and ESIC contribution of labour Rs 10,000 plus their service charges of Rs. 12,000 for arranging the labour. How much service tax is payable under Manpower Recruitment and Supply service if service tax rate is 10.30%. What will be the tax payable if Principal Employer pays wages directly to workmen and PF and ESIC directly to concerned authorities?
Answer - .As per MF(DR) circular No. B1/6/2005-TRU dated 27-7-2005 para 22.4, service tax is to be charged on the full amount of consideration for the supply of manpower, whether full-time or part-time. The value includes recovery of staff costs from the recipient e.g. salary and other contributions. Thus, as per departmental circular, service tax is payable on Rs. 1,22,000. Even if employer pays Rs. 1,00,000 directly to workmen/staff, Rs. 10,000 towards ESIC/PF and Rs. 12,000 to the contractor, still service tax will be payable on Rs. 1,22,000. Thus, service tax payable is Rs 12,566 even if the labour contractor gets only Rs 12,000 for arranging the labour.
2.Question  Compute value of taxable service under “intellectual property service” using the details given below : (figures in Rs.) (1) Royalty for providing designs and patents @ 5% 20,00,000 (2) Lumpsum royalty for permanent transfer of trademark 25,00,000 (3) Royalty under brand licensing arrangement for use of brand name 15,00,000 (CA Final Old Syllabus November 2010)

Answer – (1) It is taxable (2) Not taxable (3) Taxable. The amount should be taken as inclusive of service tax and value to be found out by back calculations.
3.Question - D & Co. is engaged in the services of site preparation and clearance, excavation earth moving and demolition services. The gross amount received during the quarter ended 30-06-2009 for the services provided by them are given below : (Figures in Rs) - Core extraction services for construction 1,80,000, Land reclamation work 80,000, Services in relation to agriculture 2,00,000, Renovating or restoring water sources 3,50,000, Horizontal drilling of passage of cables or drain pipes 1,00,000, Soil stabilization 90,000, Construction of transport terminals 55,000. Calculate the value of taxable services under “Site preparation and clearance, excavation, earth moving and demolition services’ under the Finance Act, 1994 and the service tax payable at 10.3%. (Provide brief explanations where required.) (CA Final November 2010)
Answer – Work relating to agriculture and renovating or restoring of water sources has been excluded from the definition of ‘site preparation and clearance, excavation earth moving and demolition services’. Site preparation relating to construction of transport terminals has been exempted vide Notification No. 17/2005-ST dated 7-6-2005. Thus, gross amount on which service tax is payable is Rs  4.5 lakhs (1.8 + 0.8 + 1.0 + 0.9). Hence, value for purpose of service tax is Rs 4,07,978.24 (4,50,000 x 100/110.3). Service tax @ 10% is Rs 40,797.82. Education Cess @ 2% is Rs 815.96 and SAHE cess @1% is 407.98. Total tax payable is Rs 42,021.76.
4.Question - Shashwat Hotels Pvt. Ltd. has given the following information for F.Y.2009-10. You are required to compute the taxable services under Service Tax Act and the tax thereon for FY 2009-10 without assigning any reason for the treatment - (i) Reception room and vehicle parking space were let out for a film shooting for 3 months. The charges received for this Rs. 5 lacs (ii) The conference hall was let out to a Gujarati Samaj Trust for a week for a music competition for Rs. 50,000 (iii) The hotel was booked by a customer for 3 days for a marriage function. The room booking charges were received in advance (excluding service tax) in the same year of Rs. 50,000. The electricity charges separately billed Rs. 20,000, hire charges including catering charges for 3 days billed of Rs. 3,25,000 after deducting the advance (iv) During the year, the conference hall was let out to MNO Ltd. The charges received were as under - Hall rent Rs. 4 Lacs, computer & projector systems charges Rs. 25,000, electricity charges Rs. 30,000. Hall rent includes charges for snacks and cold drinks Rs. 50,000 (v) The hotel garden was let out to a political party for 2 days for a meeting. The charges received Rs. 25,000. - - The hotel charges 10% service charges which are later distributed as tips to employees. - - The above charges are excluding service tax. All the charges have been received in FY 2009-0. The hotel has already been registered under Service Tax Act in F.Y. 2008-09 (CA IPCC and AT November 2010)
Answer – It is presumed that assessee is registered for service tax under ‘mandap service’. It is also presumed that assessee is not eligible for threshold exemption of Rs 10 lakhs, as he is already registered under service tax in FY 2008-09. Taxability of each is as follows – (i) Not taxable as the service is not for official, social or business function (ii) Rs 50,000 taxable (iii) No service tax on room booking charges but electricity charges are includible. Hence, value of service is Rs 3,45,000 (iv) Total value of service – Rs 4,05,000 (Charges for snacks and cold drinks are deductible since these are ‘goods’. Value of goods is not considered while calculating value of service) (v) Political meeting is not an official, social or business function and hence the amount is not subject to service tax. - - Service charges of 10% are includible as it is part of value of service. - - Total value of Bills taxable – Rs 8,00,000 (50,000 plus 3,45,000 plus 4,05,000). Add 10% service charges Rs 80,000. Hence, total value of services for levy of service tax – Rs 8,80,000. Service tax @ 10% - Rs 88,000. Education cess @ 1% - Rs 1,760. SAHE cess – Rs 880. Total service tax payable – Rs 90,640.
5.Question - A mandap keeper is providing catering services of full meals along with mandap services. His total Bill for services came to Rs 1,00,000, including catering charges. Calculate the service tax payable, if tax rate is 10.30%.
 Answer - If a mandap keeper or hotel provides catering services of full meals, tax will be payable only on 60% of the gross amount charged to client, provided he does not avail Cenvat credit of inputs and capital goods. Hence, service tax is payable on Rs 60,000. Hence, service tax @ 10% will be Rs 6,000 plus education cess of Rs 120 (2% of Rs 6,000), plus SAHE cess of Rs 60 (1% of Rs 6,000)
6.Question - Rosy Tours Co. has arranged three package tours during F Y 2008-09. The particulars of the Services and Charges are as under :  (i) Tour 1: April, 2008 – Charges received Rs. 3.5 Lacs The package includes transportation, accommodation, food, tourist guide and entry fees for monuments (ii)  Tour 2 : October, 2008 – Charges received Rs. 6.5 lacs. The package includes transportation and accommodation for stay (iii) Tour 3 : December, 2008 – Charges received Rs. 4 lacs. The charges are solely for arranging accommodation for stay. However, the bills issued to the clients do not mention it clearly that the charges are solely for arranging the accommodation for stay. All the charges are excluding service tax. The rate of service tax is 12% plus education cess. Compute the taxable services and tax thereon (CA IPCC November 2009)
Answer – (i) Tax payable is 25% of normal tax. Hence service tax @ 25% of 12.36% of value of Rs 3.5 lakhs would be Rs 10,815.

(ii) Tax payable is 25% of normal tax. Hence service tax @ 25% of 12.36% of value of Rs 6.5 lakhs would be Rs 20,085.

(iii) The rate of 10% applies if the charge is inclusive of cost of accommodation and bill indicates that it is towards charges for such accommodation. Since these conditions are not fulfilled, the service tax would be 40% of normal tax. Hence service tax @ 40% of 12.36% of value of Rs 4 lakhs would be Rs 19,776.
7.Question - Charges received Rs. 3.5 Lacs The package includes transportation, accommodation, food, tourist guide and entry fees for monuments (ii)  Tour 2 : October, 2008 – Charges received Rs. 6.5 Lacs. The package includes transportation and accommodation for stay (iii) Tour 3 : December, 2008 – Charges received Rs. 4 Lacs. The charges are solely for arranging accommodation for stay. However, the bills issued to the clients do not mention it clearly that the charges are solely for arranging the accommodation for stay. All the charges are excluding service tax. The rate of service tax is 12% plus education cess. Compute the taxable services and tax thereon (CA IPCC/AT November, 2009)
Answer – (i) Tax payable is 25% of normal tax. Hence service tax @ 25% of 12.36% of value of Rs 3.5 lakhs would be Rs 10,815.

(ii) Tax payable is 40% of normal tax. Hence service tax @ 40% of 12.36% of value of Rs 6.5 lakhs would be Rs 32,136 (It is 40% since the tour does not fall within the definition of ‘package tour’ as defined in exemption notification)

(iii) The rate of 10% applies if the charge is inclusive of cost of accommodation and bill indicates that it is towards charges for such accommodation. Since these conditions are not fulfilled, the service tax would be 40% of normal tax. Hence service tax @ 40% of 12.36% of value of Rs 4 lakhs would be Rs 19,776.
8.Question - Calculate the net service tax payable under the provision of rule 2A of the Service tax (Determination of Value) Rules, 2006 relating to determination of value of services in the execution of a works contract from the following particulars: (i) Gross amount for the works contract (excluding VAT) Rs 1,00,000 (ii) Value of goods and materials sold in the execution of works contract Rs. 70,000 (iii) CENVAT credit on (ii) above Rs. 1,000 (iv) Service tax paid on input services Rs. 1,000 (v) CENVAT credit on capital goods issued in the provision Rs. 1,000 of works contract service (vi) Service tax rate 10.30%. Make suitable assumptions and provide explanations where required (CA Final, New Syllabus, Nov., 2008)
Answer – Service tax on ‘value of service’; i.e. on Rs 30,000 [100,000-70,000] @ 10.30% is Rs 3,090. Cenvat credit of Rs 1,500 is available [Credit of Rs 1,000 on input services and Rs 500 (50% of Rs 1,000) on capital goods is available. Cenvat credit of service tax paid on inputs of Rs 1,000 is not available]. Hence, net service tax payable is Rs 1,590.
9.Question - Calculate the value of taxable service of "X" Transport Company engaged in the business of transport of goods by road. Give reasons for taxability or exemption of each item. No freight is received from any of the specified category of Consignor/Consignee. Suitable assumptions may be made wherever required. X does not avail Cenvat credit. (1) Total freight charges received by 'X' during the year – Rs 13,50,000 (2) Freight charges received for transporting fruits - Rs 1,25,000 (3) Freight collected for transporting small consignment for persons who paid less than Rs. 750 for each consignment - Rs 75,000 (4) Freight collected for transporting goods in small vehicles for persons, who paid less than Rs 1500 per trip - Rs 1,50,000 (CA Final New Syllabus, June 2009).
Answer – All these freight charges mentioned in (1), (2) and (3) are exempt from service tax by notification. Hence, his value of taxable service is Rs 10 lakhs. It is not specified what was his turnover in previous year. If it was less than Rs 10 lakhs, ‘X’ can avail exemption from service tax in current financial year for entire amount of Rs 10 lakhs. However, if his value of taxable services in previous year were more than Rs 10 lakhs, he cannot avail exemption. In that case, he will be liable to pay service tax on Rs 10 lakhs. In case of GTA service, abatement of 75% is available. Hence, service tax is payable @ 10.30% on Rs 2.50 lakhs, i.e. service tax (including education cess and SAH cess) is Rs 25,750 [Note, if ‘X’ has not charged service tax extra in his invoice, the value of Rs 2.50 lakhs should be taken as inclusive of service tax and then tax payable should be calculated by making back calculations].
10.Question - The contract for industrial construction is for Rs. 8,00,000 which includes value of services plus material which is to be supplied by contractor. Value of material used by contractor is Rs 5,00,000 and the value of service is Rs 3,00,00 (Total Rs 8,00,000). The customer has agreed to supply steel to contractor free of cost (FOC), the value of which is Rs. 2,00,000. Its value is not considered in quotation given by contractor. The land belongs to customer. Its value is Rs. 4,00,000. Cenvat credit on input services is Rs 10,000, Calculate service tax under composition scheme and also under normal scheme assuming service tax rate of 10.30%, if (a) the contract is covered under State works contract tax and (b) The contract is not covered under works contract service.
Answer – Under composition scheme, value of material supplied by customer free of cost is required to be added. In that case, total value of contract (including material supplied by customer, but excluding value of land) is Rs. 10,00,000. The contractor can opt to pay duty @ 33% on total value i.e. on Rs. 3,30,000, if he is not covered under State works contract tax. Service tax payable will be 10.30% of Rs.3,30,000 i.e. Rs 33,990. The contractor cannot avail any Cenvat credit.

If value of land is not shown separately, then service tax will be payable @ 25% of gross amount which will include value of land plus value of material supplied by customer.

If the contract is covered under State Works Contract Tax, the service tax payable is 4.12% of Rs 10,00,000 i..e. Rs 41,200. He can avail Cenvat credit of Rs 10,000. Thus, net tax payable is Rs 31,200.

Under normal scheme of payment of service tax, the tax is payable on value of service of Rs 3,00,000 @ 10.30% i.e. Rs 30,900. Cenvat credit of Rs 10,000 can be availed. Hence, net service tax payable is 20,900.
Service tax - General - Practical Examples

Following examples illustrate principles in calculating service tax liability. The basic principles are – (a) Service tax is payable on receipt basis and not on accrual basis (b) Service tax is payable on advance received (c) The gross amount received is to be taken as inclusive of service tax and then back calculations made (d) Excess tax paid can be adjusted in later period (e) In some cases, simplified method of payment of tax or composition scheme is available.
The examples also include questions relating to various taxable services, which are discussed in later chapters.
 

General Principles of Valuation of service tax
1.Question - Choose the most appropriate answer – What would be the value of taxable service, if gross amount charged by a service provider on 5th March, 2009 is Rs.9,000 –- (a) Rs.8,010 (b) Rs.8,160 (c) Rs.9,000 (d) Rs.8,100 (CS Executive December 2009)
Answer – Rs 8,160 (rounded off).
2.Question - Ms Priya rendered taxable services to a client. A bill of Rs. 40000 was raised on 29/4/2009. Rs. 15000 was received from a client on 1/5/2009 and the balance on 23/5/2009. No service tax was separately charged in the bill. The questions are: (a) Is Ms Priya liable to pay service tax, even though the same has not been charged by her? (b) In case she is liable, what is the value of taxable services and the service tax payable, if service tax rate is 10% plus education cess as applicable? (CA PCC, May, 2008)
Answer – She is liable. Calculate by back calculations and check that assessable value is Rs 3,626.47. Service tax @ 10% is 362.65, Education cess is Rs 7.25 and SAHE cess is 3.63
3.Question - M/s. Niran & Associates, a firm of Cost Accountants, raised an invoice for Rs. 39,326 (Rs. 35,000 + service tax of Rs. 4,326) on 12th February, 2008. The client paid lump sum of Rs. 36,000 on dated 2nd April, 2008 in full and final settlement: (i) How much service tax M/s. Niran & Associates have to pay and what is the due date for payment of service tax? (ii) What will be the liability if the client refuses to pay service tax and pays only Rs. 35,000? (ICWA Final New Syllabus June 2009)
Answer – In first case, Rs 36,000 is treated as inclusive of service tax @ 10.30%. Hence, making back calculations, service tax will be Rs 3,361.74 on value of Rs 32,638.36. In second case, Rs 35,000 is treated as inclusive of service tax @ 10.30%. Hence, making back calculations, service tax will be Rs 3,268.36 on value of Rs 31,731.64
4.Question - Mr. Deshpande, Cost Accountant rendered taxable service to Vishwa Cement Ltd. In this regard the company sent 200 cement bags free of cost, for the house construction of Mr. Deshpande. Explain how the value of the taxable service will be determined in this case. Will your answer be different if the service had been rendered free of charge? (ICWA Final New Syllabus December 2008)
Answer – In first case, value of 200 cement bags will be treated as consideration for services received. It will be treated as gross value of service and service tax will be calculated by making back calculations. In second case, no service tax since 10.30% of Nil is Nil.
5.Question - Mrs. Bose is rendering taxable services, which were brought into the service tax net w.e.f. 1.5.2009. The following information are made available to you: - (i) Amount received on 10.5.2009 for services provided in April, 2009 – Rs 2,00,000 (ii) Advance received from one client on 10.5.2009 – Rs 3,39,000 (iii) For balance services of Rs. 7,00,000 bill was raised on 12.3.2010 and the amount due was received from the above client on 15.3.2010 (iv) Other taxable services billed and received during 1.5.2009 to 31.3.2010 – Rs 4,00,000 (v) Value of free services rendered in October, 2009 – 1,50,000. - - Compute the value of taxable services and service tax payable for the year ended 31.3.2010 (ICWAI Inter June 2010 New Syllabus).
Answer – Service tax is not payable on Rs 2,00,000. Service tax is payable on Rs 3,39,000 plus 7,00,000 plus 4,00,000. No service tax is payable on free services. Thus, service tax is payable on Rs 16,39,000. Mrs. Bose can claim exemption of first Rs 10 lakhs and pay service tax @ 10.30% on Rs 6,39,000 i.e. Rs 65,817.
6.Question - Ms. Priyanka, a proprietress of Royal Security Agency received Rs 100,000 by an account payee cheque, as advance while signing a contract from proceeding taxable services; she receive Rs. 5,00,000 by credit card while providing the service and another Rs. 5,00,000 by a pay order after completion of service on January 31, 2009. All three transactions took place during financial year 2008-09. She seek your advice about her liability towards value of taxable service and the service tax payable by her (CA PCC November 2009).
Answer – She is liable on entire Rs 11 lakhs, presuming that she is not eligible for exemption as small service provider. The Rs 11 lakhs are to be taken as inclusive of service tax and service tax is payable by back calculations. Assuming service tax rate as 10.30%, the ‘value’  would be Rs 9,97,280.15  and service tax @ 10.30% would be Rs 1,02,729.85.
7.Question - For certain taxable services rendered by Prem, VAT as well as service tax is leviable. The following bill was raised by Prem on Vignesh (service receiver) on 20-3-2008 - Amount of bill - Rs. 40,000, Vat – Rs. 400. Total - Rs. 40,400. On 31.03.2008, Prem received a sum of Rs. 30,000 in full settlement. What is the service tax payable? You are informed that Vignesh has incurred hotel bills of Rs. 3708 on behalf of Prem. Clearly indicate the provisions considered in arriving at the service tax payable (ICWA Final New Syllabus December 2008)
Answer – Total Rs 33,708 is taken as gross amount received for purpose of service tax.  Vat on Rs 33,708 (by making back calculations) is Rs 1,296.46 and net amount is Rs 32,411.54. This is to be taken as inclusive of service tax @ 10.30%. Hence, service tax is Rs  3,026.64 on value of Rs 29,384.90
8.Question - Ajay Ltd. has agreed to render services to Mr. Guru. The following are the chronological events – (a) contract for services entered upto 31-8-2007 (b) Advance received in September 2007 towards all services – Rs 60,000 (c) Total value of services billed in February, 2008 – Rs 2,10,000. This includes non-taxable services of Rs 70,000 (d) Balance amount was received in March, 2008. - - When does the liability to pay service tax arise and for what amount? Contract clear details of services, consideration and service tax are to be charged separately, as mutually agreed upon. Service tax rate is 10.30%  (Assuming small service provider exemption is not available) (CA PCC May 2007)
Answer  – Taxable service is Rs 1,40,000 (2,10,000 – 70,000). Out of advance of Rs 60,000, proportionate amount i.e. Rs 40,000 can be taken as received against taxable service. Service tax on that amount @ 10.30% i.e. Rs 4,120 would be payable by 5th October 2007. Balance Rs 1,00,000 towards taxable service was received in March 2008. Service tax @ 10.30% i.e. Rs 10,300 is payable by 31stMarch, 2008. 
 
TDS is also payment received
1.Question - State with reason in brief whether the following statement is true or false with reference to the provisions of Service Tax - Mr. Salim, an architect has received the fees of Rs. 4,48,500 after the deduction of Income Tax of Rs. 51,500. The Service Tax is payable on Rs. 4,48,500 (CA IPCC/AT November 2009) 
Answer – TDS is also ‘payment received’. Hence, service tax is payable on Rs 5,00,000 (including TDS)
2.Question - X & Co. is a service provider. It received Rs. 19,80,000 during the financial year 2009-10 after deduction of tax at source under Section 194J of the Income tax Act, 1961. The rate of tax deduction being 10% (i.e. after deduction of Rs. 2,20,000). – (i) calculate the service tax liability of X & Co. (CA PCC November 2010)
Answer – Even TDS is ‘amount received’ Hence, service tax is payable on Rs 22,00,000. Hence, value for purpose of service tax is Rs 19,94,560.29 (22,00,000 x 100/110.30). Service tax @ 10% is 1,99,456.03. Education cess @ 2% is 3,989.12. SAHE cess @ 1% - Rs 1,994.56. Total service tax payable – 20,5439.71
 
Advance received before provision of service
 1.Question - ABC & Co. received the following amounts during the half year ended 31-03-2010 – (i) For services performed prior to the date of levy of Service tax – Rs 3,50,000 (Assume service tax was levied from a specified date by change of law) (ii) Advance amount received in March, 2010 – Rs 75,000 (No service was rendered and the amount was refunded to the client in July 2010) (iii) For free services rendered to customers, amount reimbursed by the manufacturer of such product (for the period after the imposition of service tax) – Rs 50,000 (iv) Amounts realized and on which service tax is payable (excluding the items (i) to (iii) above) – Rs 14,26,500. - - Calculate the service tax liability duly considering the threshold limit (CA PCC November 2010).
Answer – In absence of any specific information, it is presumed that service tax is not charged separately. Hence, the amounts received are presumed to be inclusive of service tax. Tax liability of each transaction is as follows – (i) No tax payable (ii) Tax is payable on advance of Rs 75,000 as service tax is payable by 31st March itself. If assessee gets refund later, he can adjust the service tax earlier paid in subsequent return (iii) Tax is payable on Rs 50,000. Even if these are termed as ‘free’ services’, they are not actually free as the amount is received for that service from manufacturer (iv) Tax is payable on Rs 4,26,500 as assessee can claim threshold exemption of Rs 10 lakhs. - - Thus, tax is payable on Rs 5,51,500 (75,000 plus 50,000 plus 4,26,500). The amount is inclusive of service tax. Hence, net value for service tax is Rs 5,00,000 (5,51,500 x 100/110.30). Hence, service tax payable is Rs 50,000. Education cess @ 2% - Rs 1,000. SAHE cess – Rs 500. Total service tax payable  Rs 51,500.
2.Question - J.C. Professionals, a partnership firm, gives the following particulars relating to the services provided to various clients by them for the half-year ended on 30.09.06: (i) Total bills raised for Rs. 8,75,000 out of which bill for Rs. 75,000 was raised on an approved International Organisation and payments of bills for Rs. 1,00,000 were not received till 30.09.06. (ii) Amount of Rs. 50,000 was received as an advance from XYZ Ltd. on 25.09.06 to whom the services were to be provided in October, 06. You are required to work out the : (a) taxable value of services (b) amount of service tax payable. Service tax rate is 10.30% (Assuming small service provider exemption is not available) (CA PCC, November, 2007)
Answer – Tax is payable on 7.75 + 0.50 = 8.25 lakhs, as there is no general exemption to services provided to international organizations.  Hence, by back calculations, tax payable @ 10.30% is Rs 77,039.89 on value of Rs 7,47,960.11.
3.Question - X & Co. received the following amounts (i) Date of Receipt 20.04.2009- Rs.1,00,000 for services rendered in July, 2009 (ii) Date of Receipt 30.06.2009 – Advance for services to be rendered Rs. 5,00,000. Services were rendered in July and August, 2009 (iii) Date of receipt 5.8.2009 - Rs. 50,000 For services rendered in March, 2009 (iv) Date of receipt 10.09.2009 - Advance for service Rs. 3,50,000. A sum of Rs. 50,000 was refunded in 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 quarters of the Financial Year 2009-10 (ii) The amount of Service tax payable (CA PCC May 2010).
Answer – Service tax is payable on receipt basis. Service tax is payable on advance received also. Hence, for quarter April-June 2009, value of service on which tax is payable is Rs 6,00,000. For quarter July-September 2009, value of service is Rs 4,00,000.
These amounts are to be taken as inclusive of service tax and back calculations should be made. Hence, for April-June 2009, value of service is Rs 5,43,971.00. Service tax @ 10% is Rs 54,397.09. Education cess @ 2% is Rs 1,087.94 and SAHE cess @ 1% is Rs 543.97 (Total Rs 6,00,000).
For July-September 2009, value of service is Rs 3,62,647.33. Service tax @ 10% is Rs 36,264.72. Education cess @ 2% is Rs 725.30 and SAHE cess @ 1% is Rs 362.65 (Total Rs 4,00,000).
In respect of amount of Rs 50,000 refunded in April 2010, if the amount of service tax is also refunded later, the service tax amount so refunded can be adjusted against service tax liability arising during April-June 2010.
4.Question - M/s ABC Services Ltd. a service provider for the first time made an agreement on 22nd May, 2008 with XYZ Ltd. to provide different services covered under Business Auxillary Services at a price of Rs. 80 lakhs (inclusive of service tax) per annum. They are not providing any other services except as above. As per terms of contract executed by ABC Services Ltd., an advance of 15% of contract price has been received for the services to be provided which would be adjusted against final bill in the end of the year. The bills raised and amount received (in Rs lakhs) are given as follows – (1) Advance 15% of Contract price for service to be provided - Bill dated 01.06.2008 for Rs 12 lakhs – Amount received Rs 12 lakhs on 01.06.2008 - 12 lakhs (2) 1st Bill for June 2008 for service provided - Bill dated 08.07.2008 for Rs 25 lakhs. Amount received on 20.07.2008 Rs 12 lakhs (3) 2nd Bill for July 2008 for service provided – Bill dated 05.08.2008 – Rs 12 lakhs –Amount received on 18.08.2008 – Rs 25 lakhs. Service tax due as per provision has been deposited in due time. Total gross value of services provided was Rs. 37 lakhs after which the contract was terminated with mutual consent. On closure of the contract amount of advance of Rs. 12 lakhs has been refunded to M/s XYZ Ltd. Please explain the following assuming service tax payable is 10.3% (and figures are expressed in Rs. in lakhs) -(i) What action should be taken by ABC Services Ltd. on execution of agreement on dated 22nd May, 2008? (ii) Can ABC Services Ltd. avail threshold limit for the year 2008-09, if so what is the amount? (iii) Service tax payable on the advance of Rs. 12 lakhs for which no service has been provided. How much advance is taken for computation of service tax? (iv) What is the value of services taken for computation and the amount of service tax paid through designated branches and on which dates? (v) What will happen to the service tax, if any, excess deposited for which no service was provided due to termination of contract and refund of the amount thereof? (ICWAI Final New Syllabus December 2009)
Answer – (i) It should apply for registration under service tax (ii) Yes, upto first Rs 10 lakhs advance received (iii) Rs 2 lakhs to be treated as inclusive of service tax (iv) Service tax payable only on amounts actually received. These are to be treated as inclusive of service tax (v) The excess service tax paid can be adjusted against future payment of service tax. This should be shown in the ST-3 return.
 
Small service provider exemption
 1.Question - An unregistered “Service provider” provides following details in respect of taxable services provided during the Financial Year 2008-09 - * 30/06/2008 – Advance received from a customer – Rs.1,00,000 * 30/09/2008 – Part payment received against a bill of Rs. 9,50,000 raised on a customer - Rs. 5,00,000 * 31/12/2008 – Money received against taxable services provided during December, 08 – Rs. 3, 00,000 * 31/01/2009 – Taxable services rendered during January, 09 – Rs. 1,00,000 * 31/03/2009 – Taxable services provided during March, 09 – Rs. 2,00,000. The service tax provider complies with the provisions of registration and collection of service tax as per service tax laws. He gets registered during the year. He received the money against the bills raised during the months January and March 2009. Compute the service tax liability of service provider for the year 2008-09 considering the rate of service tax @ 10.30% (CA PCC June 2009)
Answer – A small service provider is entitled to exemption upto first consecutive payment of Rs ten lakhs received during the financial year. Thus, his consecutive payments are as follows – (a) 30-6-2008 – Rs 1,00,000 (b) 30-9-2008 – Rs 5,00,000 (c) 31-12-2008 – Rs 3,00,000 (d) January 2009 – Rs 1,00,000 (since payment for service provided in January is received in January). Thus, the service provider is liable to pay service tax on value of Rs 2,00,000. Service tax @ 10.30% on Rs 2,00,000 is Rs 20,600 (Back calculations are not made as he has collected service tax as per service tax laws).
2.Question - ABC Co. Ltd. provided services valuing Rs. 8 lakhs during the financial year 2008-09. During 2009-10, it has provided taxable services valuing Rs. 10 lakhs and has received payments towards payable services Rs. 8.5 lakhs. It has also received services in the nature of transport of goods by road valuing Rs. 50,000, in respect of which it is the person liable to pay service tax. Compute the service tax, if any, payable by ABC Co. Ltd. for the financial year 2008-09. It is given that goods transport service is exempt to the extent of 75% of value thereof (ICWA Inter New Syllabus June 2009)
Answer – ABC Co. Ltd. is not liable to pay service tax on his taxable service of Rs 10 lakhs. However, in respect of Goods Transport agency (GTA) service, the exemption available to small service provider is not available as service tax is payable under reverse charge. Hence, service tax is payable on Rs 12,500 (25% of Rs 50,000). Thus, service tax @ 10.30% is Rs 1,167.27 on value of Rs 11,332.73.
Examples relating to Cenvat Credit

1.Question - Mr. Happy, a service provider, has provided services of Rs. 1,00,00,000. Out of this, Rs. 70,00,000 are taxable output services and Rs. 30,00,000 are exempt output services. Mr. Happy has opted not to maintain separate inventory and accounts and pay prescribed amount on value of exempt output services. Service tax paid on his input services, excluding education cess and secondary and higher education cess (EC & SAHEC) is Rs. 6,00,000 which do not include any service specified in rule 6(5) of the CENVAT Credit Rules, 2004. Rate of service tax, excluding. EC and SAHEC, is 10%. Calculate the total amount payable including Service tax, EC and SAHEC by Mr. Happy by GAR-7 challan (CA Final new Syllabus May 2010).
Answer – Service tax payable on Rs 70 lakhs @ 105 is Rs 7,00,000. In addition, education cess @ 2% is Rs 14,000 and SAHE cess is Rs 7,000.

As per rule 6(3)(ii) of Cenvat Credit Rules, assessee can avail proportionate Cenvat credit i.e. Rs 4,20,000 (70% of Rs 6,00,000). Education cess would be Rs 8,400 and SAHE cess Rs 4,200.

Thus, assessee will be required to pay tax by GAR-7 challan as follows – (a) service tax – Rs 2,80,000 (b) Education cess – Rs 5,600 (c) SAHE cess – Rs 2,800.
2.Question - M/s. DPC & Co., a consulting engineering firm, has provided consulting engineering services to NFD Ltd. in connection with construction of power plant during the financial year 2009-10, for a value of Rs. 50 lacs, excluding service tax. While providing the services, DPC & Co. appointed Mr. X, sub-consultant, to provide services to the extent of Rs. 11 lacs, inclusive of all expenses and taxes, if any. A show cause notice has been served on Mr. X, requiring them to pay services of Rs. 11 lacs rendered by it to DPC & Co., who have utilised the same in providing the services to NFD Ltd. Mr. X is of the opinion that he is not liable to service tax since DPC & Co. have paid the service tax on the entire contract of Rs. 50 lacs. In the light of these facts, state (i) Whether the ground taken by Mr. X for non-payment of service tax is correct. (ii) If the answer is in the negative, what is the service tax payable, assuming that Mr. X has crossed threshold limit, (iii) How payment of service tax by Mr. X is beneficial to DPC & Co. (ICWA Final New Syllabus June 2010) [Refer para 55.12]
Answer – Mr X is laible to pay service tax. Rs 11 lakhs is to be inclusive of service tax. Hence, service tax payable is Rs 1,02,719.85 on assessable value of Rs 9,97,280,15. DPC Co and take Cenvat credit of service tax paid by Mr X and hence it is beneficial to DPC & Co.

 

 SSI

Exemption to SSI
1.Question -  X Ltd. is having a manufacturing unit at Faridabad. In the financial year 2008-09 the value of total clearances from the unit was Rs. 850 lakhs as per the following details: (i) Exports to USA : Rs. 100 lakhs; to Nepal: Rs. 50 Lakhs (ii) Clearances to a 100% export oriented unit : Rs. 75 lakhs (iii) Clearances as loan licensee of goods carrying the brand name of another upon full payment of duty: Rs. 200 lakhs (iv) Clearances exempted vide Notification No. 214/86-C.E. dated 25-3-86 : Rs. 125 lakhs. (v) Balance clearances of goods in the normal course: Rs. 300 lakhs. You are required to state with reasons whether the unit is entitled to the benefit of exemption under Notification No.8/2003-C.E.dated 1-3-2003 as amended for the financial year 2009-10 (CA Final New Syllabus November 2010)
Answer – Following is includible for calculating limit of Rs 400 lakhs – (i) Exports to Nepal – Rs 50 lakhs (ii) Normal clearances  Rs 300 lakhs. Total Rs 350 lakhs. Since the turnover is less than Rs 400 lakhs, X Ltd. is entitled to SSI concession in 2009-10.

2.Question - Y & Co. is a Small Scale unit located in a rural area and is availing the benefit of Small Scale exemption under Notification No. 8/2003-C.E. in the year 2007-08. Determine the value of the first clearance and duty liability on the basis of data given below: (1) Total value of clearances of goods with own brand name – Rs 75,00,000 (2) Total value of clearances of goods with brand name of other parties – Rs 90,00,000 (3) Clearances of goods which are totally exempt under another notification (other than an exemption based on quantity or value of clearances) – Rs 35,00,000. Normal rate of Excise duty—16%. Education cess @ 3% of Excise duty. Calculations should be supported with appropriate notes. It may be assumed that the unit is eligible for exemption under Notification No. 8/2003 (CA Final New Syllabus, June 2009).

Answer – While calculating SSI exemption limit of Rs 150 lakhs, goods cleared under brand name in rural area are to be included, since goods manufactured in rural area with brand name of others are entitled for SSI exemption. However, goods which are exempted from duty under notification other than exemption based on quantity or value of clearances is not required to be considered. Thus, for purpose of SSI exemption, his value of turnover is Rs 165 lakhs. His first turnover of Rs 150 lakhs is exempt. Thus, he is liable to pay service tax on Rs 15 lakhs. This will be inclusive of excise duty @ 16.48%.

Hence,  assessable value is 15,00,000 X 100/116.48 i.e. Rs 12,87,774.73. Excise duty @ 16.48% is Rs 2,12,225.27 [check that total is Rs 15 lakhs].

[Note – Current excise duty rate is 10.3%. However, duty is calculated @ 16.48% as per the rate given in the question].
3.Question - S & Co., a small scale unit, had cleared goods of the value of Rs. 750 lakhs during the financial year 2007-08. Records show that the following clearances were included in the total turnover of Rs. 750 lakhs : (i) Total exports during the year – 200 lakhs (30% of total exports were to Nepal). (ii) Job-work in terms of Notification No. 214/86 – 50 lakhs (iii) Job-work in terms of Notification No.83/94-E – 50 lakhs (iv) Clearances of excisable goods without payment of duty to a 100%  E.O.U.- 20 lakhs (v) Goods manufactured in rural area with others brand -  100 lakhs. Find out whether the unit is eligible to avail concession for the year 2008-09, under Notification No. 8/2003-CE dated 1st March, 2003, giving reasons for your answer (CA Final  June 2009).

Answer – Turnover not to be considered for Rs 400 lakhs – (i) Rs 140 lakhs (ii) Rs 50 lakhs (iii) Rs 50 lakhs (iv) Rs 20 lakhs. Excluding this turnover, his turnover during 2007-08 was Rs 490 lakhs. Since it is more than Rs 400 lakhs, he is not eligible for SSI exemption in 2008-09.

4.Question - The clearances of Akash Electric Co. Ltd. were Rs. 400 lakh during the financial year 2007-08. The following are included in the said clearances: (i) Exports to Nepal and Bhutan – Rs. 20,00,000, (ii) Exports to countries other than Nepal and Bhutan – Rs. 1,00,00,000 (iii) Job work exempted from duty under Notification No. 214/86 - Rs. 90,00,000 (iv) Sales to 100% EOU against Form CT-3 – Rs 50,00,000. The company is of the view that it is not liable to pay any duty on its clearances in the financial year 2007-08 as per Notification No. 8/2003 dated 1st March, 2003. Do you agree with the company? Give reasons for your answer (ICSI Final June 2006 adopted)

Answer - SSI exemption is available upto first clearances of Rs 150 lakhs. While calculating limit of Rs 150 lakhs, exports to countries other than Nepal and Bhutan, job work under notification No. 214/86-CE and supplies to EOU (deemed exports) are not required to be considered. However, supplies to Nepal and Bhutan are required to be considered. If these are excluded, the turnover of the assessee for purpose of calculation of limit of Rs 150 lakhs is Rs 160 lakhs. Thus, the assessee can avail exemption of Rs 150 lakhs and will have to pay duty on Rs 10 lakhs.

5.Question - A Small Scale Unit (SSI) has effected clearances of goods of the value of Rs. 460 lakhs during the financial year 2006-07. The said clearances include the following: (i) Clearance of excisable goods without payment of Excise duty to a 100% EOU unit : Rs. 40 lakhs. (ii) Export to Nepal and Bhutan : Rs. 50 lakhs. (iii) Job-work in terms of Notification No. 214/86 C.E., which is exempt from duty : Rs. 60 lakhs. (iv) Goods manufactured in rural area with the brand name of others: Rs. 70 lakhs. Write a brief note with reference to the Notifications governing SSI under the Central Excise Act whether the benefit of exemption would be available to the unit for the financial year 2007-08 (CA Final May 2004 adopted)

Answer - SSI unit will be entitled to SSI exemption in 2007-08 only if its turnover in 2006-07 was less than 400 lakhs. While calculating the turnover of Rs 400 lakhs, following are not required to be considered –

(a)   Deemed exports i.e. supplies to EOU

(b)   Job work that amounts to ‘manufacture’ done under notifications No. 214/86-CE, 83/94-CE and 84/94-CE.

Exports to Nepal and Bhutan cannot be excluded, i.e. export turnover to Nepal and Bhutan will have to be added while calculating limit of Rs 150 and 400 lakhs. It will be treated as 'clearance for home consumption', even if actually it is 'export'. The export to Nepal and Bhutan will be includible even if such export is against free foreign exchange.

If  goods are manufactured in rural area with other’s brand name, these are exempt upto Rs 150 lakhs. In such case, that turnover which is cleared without payment of duty will have to be included for calculating exemption limit of Rs 400 lakhs.

Thus, turnover in respect of sale to EOU (Rs 40 lakhs) and job work under notification No. 214/86-CE (Rs 60 lakhs) is required to be excluded for purpose of SSI exemption limit of Rs 400 lakhs. Turnover of SSI excluding these sales is Rs 360 lakhs (460-40-60 lakhs). Hence, the SSI unit will be entitled to exemption in 2007-08 upto first turnover of Rs 150 lakhs.
6.Question - A SSI unit has effected clearances of goods of the value of Rs. 475 lacs during the Financial Year 2006-07. The said clearances include the following: (i) Clearance of excisable goods without payment of excise duty to a 100% EOU unit. Rs. 120 lacs (ii) Job work in terms of notification no : 214/86 CE, which is exempt from duty – Rs. 75 lacs (iii) Export to Nepal and Bhutan – Rs. 50 lacs (iv) Goods manufactured in rural area with the brand name of the others – Rs. 90 lacs. Examine with reference to the notification governing SSI, under the Central Excise Act whether the benefit of exemption would be available to the unit for the Financial Year, 2007-08 (CA Final May 2006, ICWA Inter June 2006 adopted).

An SSI unit will be entitled to SSI exemption in 2007-08 only if its turnover in 2006-07 was less than 400 lakhs. While calculating the turnover of Rs 400 lakhs, following are not required to be considered –

(c)    Deemed exports i.e. supplies to 100% EOU (Rs 120 lakhs)

(d)   Job work that amounts to ‘manufacture’ done under notifications No. 214/86-CE, 83/94-CE and 84/94-CE (Rs 75 lakhs).

Exports to Nepal and Bhutan cannot be excluded, i.e. export turnover to Nepal and Bhutan will have to be added while calculating limit of Rs 150 and 400 lakhs. It will be treated as 'clearance for home consumption', even if actually it is 'export'. The export to Nepal and Bhutan will be includible even if such export is against free foreign exchange.

If  goods are manufactured in rural area with other’s brand name, these are exempt upto Rs 150 lakhs. In such case, that turnover which is cleared without payment of duty will have to be included for calculating exemption limit of Rs 400 lakhs.

Thus, turnover in respect of sale to EOU (Rs 120 lakhs) and job work under notification No. 214/86-CE (Rs 75 lakhs) is required to be excluded for purpose of SSI exemption limit of Rs 400 lakhs. Turnover of SSI excluding these sales is Rs 280 lakhs (475-120-75 lakhs). Hence, the SSI unit will be entitled to exemption in 2006-07 upto first turnover of Rs 150 lakhs.

 
CUSTOMS
 Practical Examples  of Customs Value Calculations
1.Question - Compute the assessable value and Custom duty payable from the following information : (i) F.O.B. value of machine – 8,000 UK Pounds (ii) Freight paid (air) – 2,500 UK Pounds (iii) Design and development charges paid in UK – 500 UK Pounds (iv) Commission payable to local agent @ 2% of F.O.B. in Indian Rupees (v) Date of bill of entry – 24.10.2007 (Rate BCD 20%, Exchange rate as notified by CBEC Rs. 68 per UK Pound) (vi) Date of entry inward – 20.10.2007 ( Rate of BCD 18%, Exchange rate as notified by CBEC Rs. 70 per UK Pound) (vii) C.V.D. payable @ 16% plus education cess as applicable (viii) Special C. V. D. – as applicable (ix) Insurance charges actually paid but details not available (CA Final, June 2009)  
 

Answer -

	 
	UK Pounds
	Amount Rs.

	FOB Value of Machine

Add: Freight charges  [Actual 2,500 restricted to 20% of FOB= 1,600 UK pounds]

Add: Transit Insurance [1.125% of FOB]

Add: Design and development charges paid in UK

Add: Selling Commission (Commission paid to Local Agent)

       CIF Value

Add: Landing Charges (1% of CIF Value)
	8,000

1,600

 

90

500

 

 

 

 
	  5,44,000.00

1,08,800.00

 

     6,120.00

  34,000.00

  10,880.00

 7,03,800.00
    7,038.00

	ASSESSABLE VALUE
	 
	 7,10,838.00


 

	Calculation of customs duty payable is as follows -
	 
	 
	 

	 
	 
	Duty %
	Amount
	Total Duty

	 (A)
	Assessable Value Rs
	 
	710,838
	 

	 (B)
	Basic Customs Duty
	20
	142,167.60
	142,167.60

	 (C)
	Sub-Total for calculating CVD '(A+B)'
	 
	853,005.60
	 

	 (D)
	CVD  'C' X excise duty rate
	16
	136,480.90
	136,480.90

	 (E)
	Education cess of excise - 2% of 'D'
	2
	2,729.62
	2,729.62

	 (F)
	SAH Education cess of excise - 1% of 'D'
	1
	1,364.81
	1,364.81

	 (G)
	Sub-total for edu cess on customs 'B+D+E+F'
	 
	282,742.93
	 

	 (H)
	Edu Cess of Customs - 2% of 'G'
	2
	5,654.86
	5,654.86

	 (I)
	SAH Education Cess of Customs - 1% of 'G'
	1
	2,827.43
	2,827.43

	 (J)
	Sub-total for Spl CVD 'C+D+E+F+H+I'
	 
	1,002,063.22
	 

	 (K)
	Special CVD u/s 3(5) - 4% of 'J'
	4
	40,082.53
	40,082.53

	 (L)
	Total Duty
	 
	 
	331,307.75

	 (M)
	Total duty rounded to
	Rs
	 
	331,308

	 
	 
	 
	 
	 

	 
	Notes – Buyer who is manufacturer, is eligible to avail Cenvat Credit of D, E, F and K above.

	 
	A buyer, who is service provider, is eligible to avail Cenvat Credit of D, E and F above. .

	 
	A trader who sells imported goods in India after charging
	 

	 
	Vat/sales tax can get refund of Special CVD of 4% i.e. ‘K’ above
	 


 

2.Question - Compute the duty payable under the Customs Act, 1962 for an imported equipment   Based on the following information:  (i) Assessable value of the imported equipment US $ 10,100.  (ii) Date of Bill of Entry 25.4.2009 basic customs duty on this date 20%  and exchange rate notified by the Central Board of Excise and customs  US $ 1=Rs. 65  (iii) Date of Entry inwards 21.4.2009 basic customs duty on this date 16%   and exchange rate notified by the Central Board of Excise and Customs  US $ 1 = Rs. 50.  (iv) additional duty payable under Section 3(1) and (2) of the Customs Tariff Act,  1975: 15%.  (v) Additional duty under Section 3(5) of the Customs Tariff Act, 1975: 4%.  (vi) Educational cess @ 2% in terms of the Finance Act (No. 2), 2004 and secondary  and higher educational cess @ 1% in terms of the Finance Act, 2007.  Make suitable assumptions where required and show the relevant working and   round off your answer to the nearest Rupee (CA Final November 2009 new syllabus) .
Answer – Foreign exchange rate relevant is 1 US $ = Rs 65. Relevant rate of customs duty is 20%.

Calculate as per standard formula and check that total duty payable is Rs 2,97,290.

 
3.Question - A consignment of 800 metric tonnes of edible oil of Malaysian origin was imported by a charitable organization in India for free distribution to below poverty line citizens in a backward area under the scheme designed by the Food and Agricultural Organization. This being a special transaction, a nominal price of US$ 10 per metric tonne was charged for the consignment to cover the freight and insurance charges. The Customs House found out that at or about the time of importation of this gift consignment there were following imports of edible oil of Malaysian origin: (1) Quantity imported (tonnes) 20 at Unit price 260 USD CIF (2) Quantity imported (tonnes) 100 at Unit price 220 USD CIF (3) Quantity imported (tonnes) 500 at Unit price 200 USD CIF (4) Quantity imported (tonnes) 900 at Unit price 175 USD CIF (5) Quantity imported (tonnes) 400 at Unit price 180 USD CIF (6) Quantity imported (tonnes) 780 at Unit price 160 USD CIF . The rate of exchange on the relevant date was 1 US $ = Rs. 43.00 and the rate of basic customs duty was 15% ad valorem. There is no countervailing duty or special additional duty. Calculate the amount of duty leviable on the consignment under the Customs Act, 1962 with appropriate assumptions and explanations where required. (CA Final New Syllabus, November, 2008)
Answer – Valuation to be under rule 4(3) of Customs Valuation Rules i.e. value on basis of identical goods. As per the rules, lowest among values available should be taken when import is in same commercial level. Hence, only 4 and 6 above can be considered as they are at same commercial level. Lowest among them is USD 160. Hence, that should be taken [see para 32.3].

Convert in Rs to get CIF price of Rs 6,880 Add 1% landing charges (Rs 68.80) to get assessable value as Rs 6,948.80 . Calculate customs duty @ 15.45% [15% basic plus customs education cess @ 3%]. Check that duty is Rs 1,073.59, per tonne. Hence, total customs duty for 800 tonnes is 8,58,872.
4.Question - From the following data, you are required to compute the customs duty payable by Sukbhir & Co: - (i) FOB value of textile machinery - 1,00,000 Euro (ii) Airfreight - 26,000 Euro (iii) Expenses incurred by seller for improving the design, at buyer-importer's request - 4,000 euro (iv) Transit Insurance - 2,000 Euro. (v)  Exchange rate 1 Euro = Rs. 60 (vi) Basic duty 25%, Rate of CVD 16%, Rate of SAD 3% (vii)  The price offered to the importer is a special discounted price. The buyer-importer has been specifically directed not to disclose this price to any buyer in India. Seller's normal selling price is 1,20,000 Euro (ICWAI Inter June 2010 New Syllabus)
Answer – Even if it is a special price, this will be considered for valuation under new section 14 of Customs Act, where transaction value, if genuine, has to be accepted as assessable value.
Airfreight has to be restricted to 20%. Hence, airfreight for calculation will be 20,000 Euro. Design charges (4,000) and transit insurance charges (2,000) are required to be added. Hence, CIF price is 1,26,000 Euro i.e. Rs 75,60,000 (@60 Rs = 1 Euro). Add 1% landing charges i.e. Rs 75,600. Hence, assessable value is Rs 76,35,600.
Student can calculate on basis of usual method of calculating duty (including education cess and SAHE cess) and confirm that total duty payable is Rs 39,22,945.

 
5.Question - An importer imported some goods for subsequent sale in India at $ 12,000 on CIF basis. Relevant exchange rate as notified by the Central Government and RBI was Rs. 45 and Rs. 45.50 respectively. The item imported attracts basic duty at 10% and education cess as applicable. If similar goods were manufactured in India, Excise Duty payable as per Tariff is 14% plus education cess. Spl CVD is payable at applicable rates. Arrive at the Assessable value and the total duty payable thereon. What are the duty refunds/benefits available if the importer is (a) manufacturer (b) service provider (c) Trader?  [CA Final May 2000 adopted]
	CIF Value
	=
	12,000 US $

	Total CIF in Rs. @ 45.00 per US $
	=
	 Rs. 5,40,000

	Add : Landing Charges @ 1% of CIF
	=
	Rs. 5,400

	(A) Assessable Value
	=
	Rs. 5,45,400


 
Calculation of duty payable and check that it is Rs 172,910.

 
6.Question - An actual user imports following goods from England per S. S. Vishal: (1)  Second hand numerically controlled horizontal lathe machine  - Tariff heading – 84.5811, Value FOB - 1,000/- Pound Sterling (2). A. C. motors  - Tariff heading – 85.0110, Value FOB - 500/- Pound Sterling. - - Other relevant data are: - Exchange rate 1 UK Pound = Rs. 65, Freight – 150 UK Pounds, Insurance – 25 UK Pounds. - - Rate of duty : Basic customs duty - 10%, CVD - 14%, Education Cess and Spl CVD at applicable rates. - - It is found that the lathe machine is undervalued. It is proposed to load the FOB value of the lathe machine by 25%. Party does not want show cause notice and personal hearing. Compute – (i) Assessable value; (ii) Total duty payable.  What are the duty refunds/benefits available if the importer is (a) manufacturer (b) service provider (c) Trader? [ICWA, December, 2001 - adapted]
Answer - Since FOB value of lathe machine is being loaded by 25% for under-valuation, the FOB Value of lathe machine for purpose of assessment is 1250 UK Pounds. Value of AC Motors is 500 UK Pounds. Thus, total FOB value for purposes of customs valuation is 1,750 UK Pounds. - - Total insurance and freight is 175 UK Pounds [freight is 150 UK Pounds and insurance is 25 UK Pounds]. This will be allocated on lathe machine and AC motors in proportion to value (as no other basis is available). Thus, allocation of freight and insurance charges will be in ratio of 1250/1750 and 500/1750, i.e. 125 UK Pounds to lathe machine and 50 UK Pounds to AC motors.

Hence, CIF value of lathe machine for purpose of customs valuation is 1,375 UK Pounds (1,250 +125) i.e. Rs 89,375 ( @ Rs 65 per UK Pound) and CIF value of AC motors is 550 UK Pounds (500 + 50), i.e. Rs 35,750 (@ Rs 65 per UK Pound). Assessable Value will be CIF plus landing charges of 1%. Hence, Assessable Value of lathe is 90,269 (89,375 + 894) and AV of motors is Rs 36,107 (35,750 + 357).

The duty payable is Rs 28,618 as per formula 
Practical Examples on Baggage
1.Question : An Indian resident visiting Germany brought following goods while returning to India (a) His personal effects like cloth etc. valued at Rs. 25,000 (b) Two Liter of liquor of Rs. 1,600 (c) New Camera of Rs. 39,800. What is the customs duty payable ?
Answer : (a) There is no duty on personal effects. (b) Liquor upto 2 liter of Rs. 1,600 can be accommodated in General Free Allowance. (c) The total GFA is Rs 25,000. Total dutiable goods imported are Rs 41,400 [Rs 1,600 + Rs 39,800]. After deducting GFA of Rs 25,000; passenger has to pay duty on Rs. 16,400 (41,400 - 25,000). (d) The duty payable is 35%, plus education cess of 2% and SAH education cess of 1% of duty. (e) Hence, duty payable is Rs 5,740, education cess of Rs 114.80 and SAH education cess of Rs 57.40.
2.Question : An Indian resident goes to Nepal on tour. He purchases colour TV of Rs. 18,000, a laptop computer of Rs 79,000 and hair dryer of Rs. 2,000 in a duty free shop in Nepal and brings the same to India. What is the duty payable (a) If he returns on 3rd day by air (b) If he returns on 3rd day by land route (c) If he returns on 11th day by air (d) If he returns on 11th day by land route.
Answer : One laptop computer can be imported without payment of customs duty. Hence, the dutiable goods are Rs 20,000.
(a) If he returns within 3 days, there is no general free allowance for tourist coming from Nepal. Thus, duty @ 35% (plus education cesses) of Rs. 20,000. i.e. customs duty of Rs. 7,000 plus education cess of Rs 140 plus SAH education cess of Rs 70 is payable. (b) Same duty is payable if he returns on 3rd day by land route (c) If he returns after 3 days by air, GFA is Rs 6,000. Thus, customs duty is payable on Rs 14,000 @ 35% i.e. duty of Rs 4,900 plus education cess of Rs 98 and SAH education cess of Rs 49 is payable (d) If he returns after 3 days by land route, there is no General Free Allowance. Hence duty payable is same as per (a) above.
3.Question : Mr. and Mrs. Khanna visited USA and bought a personal computer for Rs. 38,000 and a laptop computer of Rs 98,500 while returning to India, besides their personal effects valued at Rs. 86,000. What is the customs duty payable.
Answer : There is no customs duty on personal effects. One laptop computer can be brought without payment of customs duty. The General Free Allowance cannot be pooled i.e. husband and wife cannot have combined allowance of Rs. 50,000 in respect of one item, though individually, they are eligible for GFA of Rs 25,000 each. Thus, they are eligible for general free allowance of Rs. 25,000. Thus, they have to pay duty on Rs 13,000 (Rs 38,000 – Rs 25,000) @ 35% i.e. customs duty payable is Rs. 4,550 plus education cess of Rs 91 plus SAH education cess of Rs 45.50.
4.Question - Mrs. & Mr. Kapoor visited Germany and brought following goods while returning to India on 8th February, 2008. (i) Their personal effects like clothes, etc., valued at Rs. 35,000. (ii) A personal computer bought for Rs. 36,000. (iii) A laptop computer bought for Rs. 95,000. (iv) Two litres of liquor bought for Rs. 1,600. (v) A new camera bought for Rs. 37,400. What is the amount of customs duty payable? (ICSI Final June 2005 adopted)

Answer - Personal effects and one laptop are exempt from customs duty. Two liters of liquor can be accommodated in General free Allowance. Hence, Mr. Kapoor can bring one personal computer and two litres of liquor on his account. Total value is Rs 37,600 (PC Rs 36,000 plus liquor Rs 1,600). He will get General Free Allowance of Rs 25,000 and duty payable will be on Rs 12,600. Customs Duty @ 35% of Rs 12,600 will be Rs 4,410 plus education cess of Rs 88.20 @ 2% of customs duty and SAH education cess of Rs 44.10 @ 1% of customs duty.
Mrs. Kapoor can bring one camera on her account. Total value is Rs 37,400. She will get General Free Allowance of Rs 25,000 and duty payable will be on Rs 17,400. Customs Duty @ 35% of Rs 17,400 will be Rs 6,090 plus education cess of Rs 121.80 @ 2% of customs duty and Rs 60.90 as SAH education cess.
5.Question - Mr. and Mrs. Bapat visited Germany as tourist and bought a personal computer for Rs. 52,000 and a laptop computer of Rs. 78,000 while returning to India, besides their personal effects valued at Rs. 1,33,000. What is the customs duty payable, if duty on baggage is 35% plus education cesses as applicable (CA Final May 2007, ICWA Inter June 2006)
Answer  – There is no customs duty on personal effects. One laptop computer can be brought without payment of customs duty. The General Free Allowance cannot be pooled i.e. husband and wife cannot have combined allowance of Rs. 50,000 in respect of one item, though individually, they are eligible for General Free Allowance of Rs 25,000 each. Thus, Mr. and Mrs. Bapat are eligible for general free allowance of Rs. 25,000. They have to pay duty on Rs 27,000 (Rs 52,000 – Rs 25,000) @ 35% i.e. customs duty payable is Rs. 9,450 plus education cess of Rs. 189 plus SAH education cess of Rs 94.50.
6.Question : Mr. A, a person holding Indian passport, brings 1 Kg Gold, out of which Rs. 3,60,000 are in form of biscuits and balance of Rs. 40,000 in form of gold jewellery which he was using abroad. (valued at international rates). What is the duty payable if (a) the person is returning after 3 months stay (b) the person is returning after 9 months stay abroad and the Gold belongs to him. (c) the person is returning after 8 months stay abroad and the Gold belongs to his friend, who has given it only for carrying to India. (d) He is returning after 18 months’ stay abroad (ignore difference due to minor impurities in jewellery) [ICWA Inter June 2004].
Answer : (a) Personal jewellery is exempt if it was taken abroad. In this case, it is presumed that the jewellery is not personal jewellery. Hence, duty is payable @ 35% of Rs 4,00,000 is Rs. 1,40,000 plus education cess of Rs 2,8000 and SAH education cess of Rs 1,400. There is no ‘General Free Allowance’ in respect of Gold. (b) Duty is Rs. 750 per 10 Gms i.e. Rs. 75,000 plus education cess @ 2% and SAH education cess @ 1%, if paid in free convertible currency i.e. dollar, pound, yen, DM, franc etc. Otherwise duty will be as per ‘a’ above (c) Duty payable is same as ‘b’ above as ownership of Gold is not relevant (d) He will get free allowance of Rs. 10,000 of Gold jewellery if he is returning after one year (the free allowance is Rs. 20,000 for female). Thus, duty is payable on Gold of Rs. 3,90,000, i.e. 975 Gms @ Rs. 750 per 10 gms plus education cess @ 2% and SAH education cess of Rs. @ 1%, if paid in free foreign currency
 
EXCISE
MRP Based Valuation
1. Question - Y Ltd. (raw material supplier) supplies raw material to a job worker (manufacturer) Z Ltd. The job worker after completion of the job delivers 5,000 packets of finished goods to Y Ltd. In all these packets retail sale price (maximum) of Rs. 30 per packet is marked. The product in packaged form is subject to excise duty on the basis of MRP under Section 4A of the Central Excise Act, 1944 and in respect of the same 30% abatement has been prescribed. Determine the assessable value for purpose of excise duty after considering the following particulars :  Cost of raw material supplied Rs. 45,000, Job charges including profit Rs. 15,000, Transport charges for dispatch to job worker Rs. 4,000, Transport Charges for return of finished product Rs. 4,000 (Provide brief explanation and make assumptions where required) (CA Final New Syllabus November 2010)
Answer –Valuation should be on basis of MRP. After abatement of 30%, value is Rs 21. Hence, assessable value of 5,000 packets is Rs 1,05,000.

2.Question - An excisable product is covered under the provisions of the Standards of Weights and Measures Act, 1976 and falls in the category of ‘specified goods’ subject to excise duty on the basis of retail sale price. Following particulars are made available : MRP printed on the package is Rs.10,894 per unit. The price is inclusive of excise duty of 10% and education and secondary and higher education cess at the currently applicable rates as per the Finance Act, 2008. Compute the assessable value, excise duty and cess payable if it is eligible for an abatement of 38% (CS Professional December 2009)

Answer – Assessable value is Rs 6,754.28 (62% of Rs 10,894). Duty payable @ 10% is Rs 675.43, Education Cess 2% - Rs 13.51 and SAHE cess 1% - Rs 6.75

3.Question - Janak Electricals Ltd., manufactures products L being a product specified under section 4A of the Central Excise Act, 1944. The sale prices of L is Rs.60. The above includes 10% basic excise duty, as increased by 3% education cess and secondary higher education cess, also 2% CST. For product L, 30% abatement is allowable under section 4A. 10,000 units of the product were removed from the factory to sales depots. You are required to compute the excise duty liability (ICWA Final Old Syllabus June 2009)

Answer – Product L – Assessable Value – Rs 42 (70% of Rs 60). Value for 10,000 pieces is Rs 4,20,000. Hence, excise duty @ 10% - Rs 42,000. Education cess 2% - Rs 840, SAHE cess @ 1% - Rs 420.

4.Question - P. Ltd. manufactures ‘A’ product. The ‘A’ is a specified product under Section 4A of the Central Excise Act, 1944. The sale price is Rs. 50 per unit. The sale price includes 14% basic excise duty plus 2% education cess and 1% secondary and higher education cess. Central Sales tax @ 3% is also included. 1,00,000 units were removed from the factory for sale. Calculate the total excise duty liability of P Ltd. assuming that 40% abatement is permissible under section 4A on product A (CA Final November 2008 old syllabus) .

Ans – AV of A is Rs 30. On these, excise duty is to be calculated @ 14.42% and multiply by 1,00,000.

5.Question - B Ltd. manufactures Skin Ointment. Skin Ointment is a specified product u/s 4A of Central Excise Act, 1944. The sales price is Rs. 33/unit. The sales price includes 14% excise duty as BED and education cesses as applicable. It also includes CST of 3%. Additional information is as follows - * Units cleared:– 1,50,000 units * Deduction permissible u/sec 4A: 40%.  Calculate the total excise duty liability of B Ltd. [ICWA June 2002, ICWA Final June 2006 - adopted].

Answer – Duty on skin ointment
Since the product is covered under section 4A, Assessable Value is required to be calculated after deducting abatement @ 40%. The MRP is Rs 33 and abatement is 40%. Hence, Assessable Value (after allowing deduction @ 40%) is Rs 19.80. Excise duty payable per unit @ 14.42% is Rs 2.86. Total quantity cleared is 1,50,000 units. Hence, total duty payable on skin ointment (basic plus special plus education cess plus SAH education cess) is Rs 4,29,000.

 Inclusions/Exclusions in Assessable Value
1. Question - Janak Electricals Ltd., manufactures product M. The sale prices of M is Rs. 45 per unit. The above includes 10% basic excise duty, as increased by 3% education cess and secondary higher education cess, also 2% CST. 10,000 units of each product were removed from the factory to sales depots. You are required to compute the excise duty liability (ICWA Final Old Syllabus June 2009)

Answer – If X is assessable value, amount including excise duty @ 10.3% is 1.103. Add CST @ 2%. Then total price is 1.12506 X. Now, 1.12506 X = Rs 45. Hence, X i.e. assessable value is Rs 40.00. Hence, value for 10,000 pieces is Rs 4,00,000. Duty @ 10% is Rs 40,000. Education cess @ 2% - Rs 800. SAHE cess @ 1% - Rs 400.
2.Question - Determine the total amount of Excise duty payable on a machine using the details given below : (i) Sale price of the machine excluding taxes and duties 2,00,000 (ii) Sales tax 20,000 (iii) Cost of durable and returnable packing included in the sale price given at (i) above – Rs 5,000 (iv) Design and Development charges paid by buyer on behalf of seller to a third party Rs 20,000 (v) Warranty charges charged separately by the seller 5,000. Rate of Excise duty 10%. Education cess 3%. Calculations should be supported by notes wherever, required (CA Final New Syllabus June 2009)
Answer – Design charges of Rs 20,000 includible. Deduction of cost of durable and returnable packing of Rs 5,000 is allowable. Warranty charges are presumed to be optional post sales charges and hence not includible. Sales tax is not addible in assessable value and it is presumed that it has been charged separately. Hence, assessable value is Rs 2,15,000 (2,00,000 + 20,000 – 5,000). Excise duty @ 10% is Rs 21,500. Education cess @ 2% - 430. SAHE cess @ 1% - Rs 215.
3.Question - Vasudha Electronics Ltd. having its factory at Delhi, furnishes the following information. (i) 3000 Units sold at factory gate (ii) 6000 Units sold to dealers in Nagpur. Actual transport expenses Rs. 30,000 charged. (iii) 1000 Units sold to dealers in Lucknow, actual transport expenses Rs. 10,000, but charged to dealers at Rs. 12,000. (iv) Invoice price for the above is Rs. 10,000 per unit, excluding transport charges and all items below: (1) Sales tax shown separately Rs. 40,000 (2) Octroi shown separately Rs. 18,000. (3) Dharmada shown separately collected form dealers Rs. 12,000. The basic rate of excise duty is 16%. Determine the total excuse duty payable, assuming that the dealer is not entitled to any exemption (ICWA Inter Old Syllabus December 2007)
Answer – Reasonable profit on outward transportation is not includible in assessable value. Sales tax and octroi is not includible but dharmada is includible. Hence, assessable value is 10,00,12,000 (10,000 x 10,000 + 12,000). Excise duty @ 16% is Rs 1,60,01,920. Education cess @ 2% - Rs 3,20,038.40 and SAHE cess @ 1% Rs 1,60,019.20.
4.Question - How will the assessable value under the subject transaction be determined under section 4 of the Central Excise Act, 1944? Give reasons with suitable assumptions where necessary. Contracted sale price for delivery at buyer's premises - Rs. 9,00,000. The contracted sale price includes the following elements of cost - (i) Cost of drawings and designs Rs. 4,000 (ii) Cost of primary packing Rs. 3,000 (iii) Cost of packing at buyer's request for safety during transport Rs. 7,000 (iv) Excise duty Rs.1,11,200 (v) VAT (Sales tax) Rs. 37,000 (vi) Octroi Rs. 9,500 (vii) Freight and insurance charges paid from factory to ‘place of removal’ Rs. 20,000 (viii) Actual freight and insurance from ‘place of removal’ to buyer's premises Rs. 42,300 (CA Final New Syllabus November, 2008)
Answer – Following deductions are allowable – Vat – 37,000, Excise duty 1,11,200 (presumed to be on final product and not on inputs), Octroi 9,500, Fright after place of removal – Rs 42,300. Total deduction – Rs 2,00,000. Hence, assessable value – Rs 7,00,000 (9,00,000 – 1,63,000).
5.Question -  Determine the total amount of excise duty payable under Section 4 of the   Central Excise Act, 1944 from the following information: (I) Price of machinery excluding taxes and duties – Rs 5,50,000  (II) Installation and erection expenses – Rs 21,000  (III) Packing Charges (primary and secondary) – Rs 11,500  (IV) Design and engineering charges – Rs 2,000  (v) Cost of material supplied by buyer free of charge – Rs 8,500  (VI) Pre-delivery inspection charges – Rs 500.  Other information:  (a) Cash discount @2% on price of machinery was allowed as per terms of   Contract since full payment was received before dispatch of machinery.  (b) Bought out accessories supplied along with machinery valued at Rs. 6,000.  (c) Central Excise duty rate 16% and educational cess as applicable @3%.  Make suitable assumptions as are required and provide brief reasons (CA Final November 2009 New syllabus).
Answer – Installation charges, pre-delivery inspection charges and bought out accessories are not addible. Cash discount of Rs 11,000 (2% of cost of machinery) is allowable as deduction. It is assumed that design charges pertain to machinery and hence are addible.
Pre-delivery charges are not includible only if these were incurred by dealer out of his commission. Otherwise addible.Calculation of duty is as follows (in Rs)
	Price of machinery
	5,50,000

	Packing Charges
	11,500

	Design and Engineering
	2,000

	Free material supplied
	8,500

	Pre-Delivery Inspection
	500

	Total
	5,72,500

	Less Cash Discount
	11,000

	Assessable Value
	5,61,500

	Excise duty @ 16%
	89,840.00

	Education Cess 1% of Ex. Duty
	898.40

	SAH Education cess 2% of duty
	1,796.80

	Total duty including cess
	92,535.20


 6.Question - P. Ltd. manufactures product ‘B’. The sale price is Rs. 30 per unit. The sale price includes 14% basic excise duty plus 2% education cess and 1% secondary and higher education cess. Central Sales tax @ 3% is also included. 1,00,000 units were removed from the factory for sale. Calculate the total excise duty liability of P Ltd. (CA Final November 2008 old syllabus) .

Ans –AV of B is Rs 25.4555 (by back calculations). On these, excise duty is to be calculated @ 14.42% and multiply by 1,00,000.
7.Question - B Ltd. manufactures Eye Ointment. The sales price is Rs. 43/unit. The sales price includes 14% excise duty as BED and education cesses as applicable. It also includes CST of 3%. Units cleared: Eye Ointment – 1,00,000 units, Calculate the total excise duty liability of B Ltd., [ICWA June 2002, ICWA Final June 2006 - adopted].

Answer - Duty on Eye ointment :
Let us assume that Assessable Value of Eye Ointment is Z.

	Assessable Value
	=
	Z

	Duty @ 14.42% [Basic 14% + plus 2% education cess + SAH Education Cess 1%]
	=
	0.1442 × Z

	Sub-Total
	=
	1.1442 × Z

	Add : Central Sales Tax @ 3%
	=
	0.034326 × Z

	Total price (i.e., inclusive of duty and sales tax)
	=
	 1.178526× Z

	 
	 
	 

	Now :
	 
	 

	1.178526 × Z
	=
	Rs 43.00

	Hence, Z
	=
	Rs 36.49

	 
	 
	 

	Check this as follows :
	 
	 

	Assessable Value per unit
	=
	Rs 36.49

	Basic Excise duty @ 14%
	=
	Rs 5.11

	Education Cess @ 2% of duty
	 
	Rs 0.10

	SAH Education Cess @ 1% of duty
	 
	Rs 0.05

	Sub-Total
	=
	Rs 41.75

	Add : State Vat @ 3%
	=
	Rs  1.25

	Total price
	=
	Rs 43.00


 Excise duty payable per unit of eye ointment is Rs 5.26 Total quantity cleared is 1,00,000. Hence, total excise duty on eye ointment is Rs 5,26,000.
8.Question - Determine the transaction value and the Excise duty payable from the following information: - Total Invoice Price Rs. 18,000. The Invoice Price includes the following : State Vat Rs. 1000, Octroi Rs. 200, Insurance from Factory to depot Rs. 100, Freight from factory to depot Rs. 700. Rate of Basic Excise duty 14% ad valorem. Rate of education cess is as applicable [ICWA Inter, June 2001 - adopted]

Answer - It is assumed that the Invoice Price of Rs 18,000 is depot price (Note – Since question does not specifically says that it is depot price, it is assumed that the price is depot price). Hence, deduction of insurance and transport charges from factory to depot will not be available. The deductions available will be – State Vat Rs 1,000 and Octroi Rs 200. Thus, net price excluding taxes on final product (but inclusive of excise duty) is Rs 16,800. The rate of excise duty is 14.42% [14% basic plus 2% education cess plus 1% SAH education cess]. Hence, duty payable is as follows –

Assessable Value  = Rs (16,800 x 100)/114.42 = Rs 14,682.75

Excise duty payable (basic plus special plus education cess) is 14.42% of Rs 14,682.75 i.e. Rs 2,117.25

(Check that Rs 14,682.75 + 2,117.25 = Rs 16,800).
Practical Examples on Valuation Rules
1.Question - Compute the assessable value and amount of excise duty payable under the Central Excise Act, 1944 and rules made there under from the following information (i) Goods transferred from factory to depot on 8th February - 1,000 Nos. On that day, price at factory was Rs 200 per unit and price at depot was Rs 220 per unit. Rate of duty was 10% ad valorem (ii) Goods actually sold at depot on 18th February -750 Nos. On that day, price at factory was Rs 225 per unit and price at depot was Rs 250 per unit. Rate of duty was 8% ad valorem (CA Final may 2010, New Syllabus)
Answer – The price relevant is Rs 220 per unit and rate relevant is 10%. Total value is Rs 2,20,000. It is assumed that this is inclusive of excise duty of 10.30% (duty 10%, education cess 2% and SAHE cess 1%). Hence, assessable value is Rs 1,99,456.02. Excise duty @ 10% is Rs 19,945.60. Education cess @ 2% is Rs 398.92 and SAHE cess @ 1% is Rs 199.46 (Total Rs 2,20,000). 
2.Question - Price of ‘X’ is Rs 100 if sold from the factory at Ahmedabad, Rs 120 ex-depot Mumbai and Rs 130 ex-godown of consignment agent at Chennai. M/s ABC Co. Ltd. sold 200 pieces from factory at Ahmedabad on 30-10-2001. On the same day, 30 pieces were cleared for Mumbai depot and 70 pieces were cleared for Chennai godown of consignment agent. The prices are exclusive of all taxes. What is the assessable value in each case.
Answer - Assessable value will be Rs 100, 120 and Rs 130 respectively.
3.Question - What will be the position, if the goods were sold from Mumbai in November 2001 at Rs 135 per piece and goods from Chennai were sold at Rs 125 per piece.
Answer - Price change after removal of goods from factory does has no effect on the assessable value. Thus, no differential duty is payable if goods are sold from depot later at higher prices. Similarly, no refund is permissible, even if goods are actually sold from depot later at lower prices.
4.Question - Price of ‘Z’ is Rs 1,000 if sold from the factory at Varanasi; Rs 1,150 if sold from his depot at Kolkata and Rs 1,100 if sold from ex-depot Kanpur. On 30th October 2007, assessee despatched 100 pieces of ‘Z’ to his depot at Kolkata. The goods reached Kolkata depot on 16th November 2007. The assessee increased his selling prices on 1st November, 2007. As per increased prices, the ex-factory price was Rs 1,050 and ex-Kolkata depot price was Rs 1,200. The goods were actually sold from Kolkata at Rs 1,200 on 9th December, 2007. What is the duty payable. Rate of excise duty is 16% plus education cess of 2%. (All aforesaid prices are exclusive of taxes and duties).
What will be the position if 90 pieces are sold from Kolkata @ Rs 1,200, four pieces are sold @ Rs 1,150 and six pieces were transferred to another depot from which they were sold later @ Rs 1,400 per piece.
Answer - In this case, duty payable is on the basis of price ruling ex-depot Kolkata on date of removal from the factory, i.e. as on 30th October, 2007. Thus, duty payable is Rs 184 per piece (16% of Rs 1,150)., plus education cess of Rs 3.68 plus SAH education cess of Rs 1.84 Total duty payable on 100 pieces will be Rs 18,400 plus education cess of Rs 368 and SAH education cess of Rs 184. Any subsequent change in prices has no effect on the duty payable.
5.Question - M/s XYZ Ltd. sold machinery to Mr. K at a price of Rs. 5 lakhs on 15th June, 2008 and the same was removed from the factory at Kolkata. The rate of excise duty applicable is 10.3% on the date of removal. Mr. K. refused to take delivery of the machine when it reached his destination. In the meantime, M/s. XYZ Ltd. increased the prices of the similar type of machinery to Rs. 6 lakhs with effect from 16th June, 2008. The machinery as refused by Mr. K. has been sold on 20th June 2008 to Mr. L at the revised price of Rs. 6 lakhs. The excise duty including education cess is 12.36% applicable with effect from 10th June, 2008. Explain the following with reasons: (i) What is the value to be taken as assessable value? (ii) What is the rate of excise duty applicable and duty payable on above transaction? (iii) The Central Excise Officer is demanding duty on the price of Rs. 6 lakhs at the time of sale to Mr. L. Is he right in his approach? (iv) Does cost of production have any bearing on the assessable value? (ICWAI Final New Syllabus December 2009)

Answer – (i) to (iii) Price and excise duty as on date of removal from factory is relevant for excise valuation. Subsequent price change does not affect assessable value or rate of duty (iv) Cost of production is not relevant for assessable value. However, if sales are below cost, doubt about genuineness of price can be raised by excise officer.

6.Question - Determine the value of a product and excise duty payable on the basis of following data (i) Goods sold at Depot Price 20,000, Fright from factory to Depot 500, Insurance 500, Octroi 1200, State VAT 800, CE 10%, Education Cess 2% SAH Cess 1% (ii) Compute assessable value if the aforesaid goods are used for captive consumption. Assume cost of production is 80% of the invoice price in above question (ICWA Inter New Syllabus December 2008)

Answer – (i) No deduction is available of freight, octroi and insurance upto depot. Deduction of State Vat is available. Hence, Assessable value is Rs 20,000 less 800 i.e. Rs 19,200. Excise duty is 1,920. Education cess Rs 38.40 and SAHE cess Rs 19.20 (ii) Assessable value – Rs 16,000

7.Question - Thilagam Turbines Ltd. manufactured a steam turbine for Mr. Prem, who supplied special steel purchased by him from wholesale market (Cost Rs. 10,00,000 plus Central Excise Rs. 1,33,000). The normal price of such material is Rs. 12,00,000 plus Central Excise Rs. 1,48,320. Mr. Prem is eligible to claim Cenvat Credit. Thilagam Turbines Ltd. incurred manufacturing cost of Rs. 23,00,000. What is assessable value of the turbine? Briefly touch upon the issues involved (ICWA Final New Syllabus June 2009)

Answer – Cost of special steel Rs 10,00,000 is includible as it is actual purchase price. Excise duty of Rs 1,33,000 is not includible in assessable value as its Cenvat credit is available. Manufacturing cost of turbine is not relevant. Since profit percentage is not given, sales price cannot be calculated. Hence assessable value cannot be calculated. However, cost of steel should be added to sale price to arrive at assessable value for excise.

8.Question - A trader supplies raw material of Rs. 1,150 to processor. Processor processes the raw material and supplies finished product to the trader. The processor charges Rs. 450, which include Rs. 350 as processing expenses and Rs. 100 as his (processor's) profit. Transport cost for sending the raw material to the factory of processor is Rs. 50. Transport charges for returning the finished product to the trader from the premises of the processor is Rs. 60. The finished product is sold by the trader at Rs. 2,100 from his premises. He charges Vat separately in his invoice at applicable rates. The rate of duty is 16% plus education cess as applicable. What is the A V, and what is total duty payable? (ICWA Final Old Syllabus June 2010)
Answer – Kept for self study.

9.Question - A company manufacturing consumer durables has factory in Tamilnadu. It has a depot in Maharashtra. Its product ‘A’ is dispatched to its depots in Maharashtra and sold from the depot to its dealers in Maharashtra. The depot administration expenses are Rs eight lakhs per annum. These do not include transport charges from Tamilnadu to Maharashtra. The dealers in Maharashtra are registered under CST Act. The present price for sale from Maharashtra Depot is Rs 22,500, inclusive of transport charges from Tamilnadu to Maharashtra. Actual transportation charges from Tamilnadu to Maharashtra are Rs 1,000 per piece. The depot price is inclusive of applicable excise duty @ 16% plus education cess of 2% and SAH education cess of 1%, but exclusive of Maharashtra sales tax. Sale from Maharashtra depot of product A are 2,000 pieces per annum. As an economy measure, it is proposed to close the depot in Maharashtra and make direct sale from Tamilnadu to dealers in Maharashtra. Marketing department has stated that if goods are sold from Tamilnadu, total amount payable by dealers in Maharashtra should remain unaltered. Otherwise, sales will be badly affected. Taxation department argues that this will reduce the profitability of the product, as the CST payable will have to be borne by the company. Finance department is of the view that this extra tax burden will get offset by reduction in depot expenses and slight reduction in excise duty quantum. Evaluate the financial implications to decide whether it will be economical to close the depot in Maharashtra and advise Management about desirability or otherwise of closing the depot. Ignore effect of Maharashtra Vat, if any [ICWA Final June 2004 adopted].
Answer - Presently, goods are sold from depot. If the sale is from depot, excise duty is payable on the depot price of Rs 22,500. No deduction of transport cost from Tamilnadu to Maharashtra is allowable. Since the price is inclusive of excise duty @ 16.48% (16% plus 2% education cess plus 1% SAH education cess), the duty payable is Rs 3,183.38 and Assessable Value is Rs. 19,316.62  After deducting freight expenses of Rs 1,000, present net realisation is 18,316.62 per piece is Rs  per piece.

If goods are sold directly from Tamilnadu, CST @ 4% will be payable. The price chargeable to dealers is required to remain unchanged to Rs 22,500 per piece. If we assume that net sale price from Tamilnadu is ‘x’, then, total invoice value to dealers in Maharashtra will be as follows –

	Net Price of Product A
	x

	Add – Excise Duty @ 16.48%
	0.1648x

	Add – CST @ 4% on 1.1648 x
	0.046592 x

	Total price
	1.211392 x

	Add – Transport charges
	Rs 1,000

	Total Invoice Value
	1.211392 x  + 1000


Note – Excise duty and CST are not payable on transport charges, if charged separately in invoice, if sale is from factory.

Now, 1.211392 x + 1000 = 22,500

Hence, x = Rs 17,748.18

Thus, the realisation per piece has reduced from Rs 18,316.62 to Rs 17,748.18 per piece. This results in loss of Rs 568.44 per piece. Since sale is 2,000 pieces per annum, total loss per year will be Rs 11,36,880. If depot is closed, there will be saving of Rs 8,00,000 per annum. Thus, there will be net loss of Rs 3,36,880 if the depot is closed and sales are effected directly from Tamilnadu. Hence, it is not advisable to close the depot.

10.Question - A manufacturer in Gujarat has a depot in Bangalore. His factory gate price is Rs 9,000. Transport charges from Gujarat to Bangalore are Rs 500 per piece. The manufacturer’s Karnataka depot price is Rs 10,000 exclusive of excise duty and Karnataka Sales Tax. Karnataka Sales Tax on the goods is 10%. As per Karnataka Sales Tax Law, sales tax is payable on selling price plus excise duty. The manufacturer is planning to make direct sale to Bangalore buyers from his Gujarat factory, instead of selling from depot. Bangalore dealers want that their present cum-duty invoice price (excluding Karnataka Sales Tax) should remain unaffected even if goods are sold from Gujarat. The reason they are giving is that if goods are directly sold to them from Gujarat, they will have to pay Karnataka Sales Tax. The Bangalore dealers are registered under CST Act and are in a position to issue C form for their purchases. The manufacturer has agreed to the request of dealers. You are required to calculate the assessable value and excise duty and CST payable if goods are sold directly from Gujarat, assuming that dealers’ request is accepted. The product is leviable to excise duty @ 14% plus education cess of 2% plus SAH education cess of 1%. If the product is sold in Gujarat State, the State Vat rate is 4%. [ICWA Final December 2004].

Answer - Present selling price of the manufacturer from his depot is as follows –

	Net Price
	Rs 10,000

	Add Excise Duty @ 14.42%
	Rs 1,442

	Total Sales price (excluding Karnataka Sales Tax)
	Rs 11,442


It is desired that the price to dealer should remain unchanged.

If C form is issued, CST rate will be 3%.

Assume that Assessable Value if goods are sold from Gujarat is ‘z’. Excise duty @ 14.42% will be 0.1442z. CST @ 3% on 1.1442 z is equal to 0.034326. Invoice price will be Rs 1.178526 z. Transport charges of Rs 500 can be charged extra.

	1.178526z + Rs 500
	=
	Rs 11,442

	1.178526z
	=
	Rs  10,942

	Z
	=
	Rs 10.942/1.178526

	Z
	=
	Rs 9,284.48


Check this as follows – 

	Assessable Value
	Rs 9,284.48

	Add – Excise duty @ 14.42%
	Rs 1,338.82

	Add – CST @ 3% on Rs 10,623.30
	Rs 318.70

	Add – Freight
	Rs 500.00

	Total Invoice Price
	Rs 11,442.00


Hence, the selling price from Gujarat will be Rs 9,284.48.

11.Question - Compute the assessable value under the Central Excise Act, 1944 in the following case : (i) Production : 2,000 units on 1.1.2010 (ii) Quantity sold : 450 units @ Rs. 200 per unit, 650 units @ Rs. 190 per unit, Samples clearances 50 units (iii) Balance in Stock - 850 units (at the end of factory day for 1.1.2010). Assume that the rate per unit is exclusive of Central Excise duty (CA Final May 2010 old Syllabus).

Answer – Valuation of samples should be done on the basis of value of such goods sold by assessee at any other time nearest to the time of removal, subject to reasonable adjustments. In the example, time of clearance of 450 units and 650 units is not given and both have been cleared on the same day. In such case, rule 11 states that value shall be determined using reasonable means consistent with the principles and general provisions of the Excise Valuation Rules and section 4 of Central Excise Act. This is best judgment assessment. We can take recourse to rule 7 and 9 where principle of ‘normal transaction value’ is accepted, when prices are varying. As per rule 2(b) of Valuation Rules, ‘normal transaction value’ means the transaction value at which the greatest aggregate quantity of goods are sold.

Since the greatest aggregate quantity (i.e. 650 pieces) is sold at Rs 190, same value can be taken for valuation of free samples.

Hence, assessable value = 450 units x Rs 200 plus 700 units x Rs 190 = Rs 2,23,000.

12.Question - Determine the total amount of Excise duty payable on a machine using the details given below : (i) Sale price of the machine excluding taxes and duties 2,00,000 (ii) Sales tax 20,000 (iii) Cost of durable and returnable packing included in the sale price given at (i) above – Rs 5,000 (iv) Design and Development charges paid by buyer on behalf of seller to a third party Rs 20,000 (v) Warranty charges charged separately by the seller 5,000. Rate of Excise duty 16%. Education cess 3%. Calculations should be supported by notes wherever required (CA Final New Syllabus, June 2009)

Answer
	Sale price of machine excluding taxes and duties

Less: Cost of durable and returnable packing                  

 Add: Warranty charges charged separately by the seller

Add: Design and development charges paid by buyer on behalf of seller to a third party
	2,00,000

  (5,000)

    5,000

  20,000

	Assessable Value
	2,20,000

	EXCISE DUTY PAYABLE (Rs 2,20,000 * 16.48%)
	36,256


Note – Entire cost of durable and returnable packing is not includible. Only amortised cost is includible. In absence of details, it is presumed that the cost is already included in selling price of the machine. 

13.Question - Depot price of a company are –

	Place of removal
	Price at depot on 1.1.2001
	Price at depot on 31.1.2001
	Actual sale price at depot on 1.2.2001

	Amritsar Depot
	Rs 100 per unit
	Rs 105 per unit
	Rs 115 per unit

	Bhopal Depot
	Rs 120 per unit
	Rs 115 per unit
	Rs 125 per unit

	Cuttack depot
	Rs 130 per unit
	Rs 125 per unit
	Rs 135 per unit


Additional information: (i) Quantity cleared to Amritsar Depot - 100 units (ii) Quantity cleared to Bhopal Depot - 200 units (iii) Quantity cleared to Cuttack Depot - 200 units (iv) The goods were cleared to respective depots on 01/01/2001 and actually sold at the depots on 01/02/2001. [ICWA December, 2001 adopted]

Answer-Under Rule 7, the price prevailing at the Depot on the date of clearance from the factory will be the relevant value to pay Excise duty.

Hence – (i) Clearance to Amritsar  depot will attract duty based on the  price as on 01/01/2001. Transaction value Rs. 100 * 100 units = Rs. 10,000/- (ii) Clearance to Bhopal depot. Depot price on 01/01/2001 Transaction value Rs. 120 * 200 units = 24,000/- (iii) Clearance to Cuttack Depot. Depot price on 01/01/2001. Transaction value Rs. 130 * 200 units = Rs. 26,000/-  

Note that the relevant date is 01/01/2001, since the goods were cleared to the depots on that date. No additional duty is payable even if goods are later sold from depot at higher price.

14.Question - ABC Ltd. manufactures two products A and B. The product A is specified under section 4A of the Central Excise Act, 1944. The deduction (abatement) permissible under section 4A is 40%. The MRP of the product is Rs. 40 per unit. The sale price takes into account 16% BED and education cess @ 3%. Sale price also includes CST @ 2%. The company has cleared 3,00,000 units of this product. The company had cleared 2,00,000 pieces of product B which is sold at Rs. 50 per piece inclusive of excise duty @ 16% (plus cess @ 3%) and CST @ 2%. Calculate the excise duty liability of the company (ICWAI Inter June 2010 Old Syllabus)
Answer – Product A – Assessable Value – Rs 24 (60% of Rs 40). Basic excise Duty payable = 3,00,000 x 24 x 0.16 = Rs 11,52,000. Education cess (2%) – Rs 23,040. SAHE cess (1%) – Rs 11,520 (Note – once abatement is allowed on MRP, no other deduction is allowable).
Product B – If ‘X’ is assessable value, amount including excise duty would be 1.1648 X. CST @ 2% of 1.1648 X would be 0.023296 X. Hence, selling price inclusive of excise duty and CST would be 1.188096 X. Now, 1.188096 X = Rs 50. Hence, X i.e. assessable value = Rs 42.08. Basic Excise duty on 2,00,000 pieces would be 2,00,000 x 42.08 x 0.16 = Rs 13,46,560. Education cess @ 2% would be Rs 26,931.20 and SAHE cess @ 1% would be Rs 13465.60.

15.Question - An assessee clears certain goods from his factory on 21st August, 2000 to his depot at Faridabad. On that day, his net selling price (excluding excise duty) is Rs 1,000 for sale from factory gate and Rs 1,100 if sale is from depot. The goods reach Faridabad on 29th August 2000.
(a) The assessee increases his selling prices on 1st September 2000 as follows - Rs 1,050 for sale at factory gate and Rs  1,150 if sale is from depot. Goods are actually sold from Faridabad depot on 5th September, 2000 at Rs 1,150. What is the Assessable Value?
(b) The assessee reduced the prices and goods are actually sold from Faridabad at Rs 900. What is the Assessable Value? If assessee had paid duty at higher rate, can he get refund ?.
Answer - The Assessable Value is Rs 1,100 in both the cases. Once goods are removed from factory, it does not matter whether subsequently they are sold at higher prices or lower prices from depot. Assessee is not entitled to refund even if goods are sold at lower price from depot at a later date.
16.Question - An assessee sales certain goods to a buyer who is a 'related person' for net price (excluding excise duty) of Rs 1,400. The buyer does not sale the goods but uses it himself as intermediate product. The cost of production of the goods is Rs 1,000. What is the assessable value? What will be the assessable value if the goods were sold to unrelated person at net price of Rs 1,400, who does not sale it, but uses it as intermediate product ?
Answer – If goods were sold to related person, the assessable value is Rs 1,100. [In case of captive consumption by related person, valuation is cost of production plus 10%]. If goods were sold to unrelated buyer, the assessable value will be Rs 1,400.
17.Question - Ram & Co. are dealers in engineering goods. They obtained an order for an  engineering item ‘A’.  They quoted a price of Rs 5,000 per piece for ‘A’. Ram & Co. then approached Laxman & Co. who was manufacturer of engineering items. It was agreed that Ram & Co. will supply raw material required for manufacture of ‘A’ to Laxman & Co. free of cost. Laxman & Co. will manufacture product ‘A’ and supply it to Ram & Co.  It was agreed that Laxman & Co. will charge Rs 1,500 as their job charges per piece. Other information is as follows – (i) Raw material supplied by Ram & Co. to Laxman & Co. was purchased by Ram & Co. from the manufacturer ‘Z’. The breakup of the invoice of ‘Z’ was as follows – Net Price per Kg of raw material – Rs 40. Excise duty – Rs 6.40. Education Cess Rs 0.13 SAH cess - 0.06 Sales Tax – Rs 1.86.. Ram & Co. generally sales goods after adding 10% to their purchase price  (ii)  Product A requires 50 Kg of raw material per piece, including normal wastage of 5%. (iii) Transport charges incurred by Ram & Co. for delivering raw material to factory of Laxman & Co – Rs 100 per piece (iv) Transport charges for returning the finished product to the Ram & Co – Rs 130 per piece. These are paid by Laxman & Co. and recovered from Ram & Co. by issuing a separate debit note. - - The rate of duty is 14% plus education cess of 2% plus SAH education cess of 1% on excise duty. Who is liable for payment of excise duty ? What will be the assessable value ? [ICWA Inter June 2004 adopted].

Answer - The manufacturer is Laxman & Co. It will be his liability to pay duty.  Laxman & Co. is liable to pay duty on the selling price of Ram & Co. which is Rs 5,000 per piece (as per rule 10A effective from 1-4-2007). This is to be taken as cum-duty price.Hence, making back calculations,  is Assessable Value 4,369.86 and duty @ 14.42% will be Rs 630.14.
 Practical Examples on 'Related Person'

1.Question - An assessee sold certain goods to PQR Company Limited for Rs. 20.000 on 09.09.2009. The buyer is a related person as defined under Section 4(3)(b) of the Central Excise Act, 1944. The buyer did not sale the goods but used it as intermediary product. The" cost of production” of the goods was 16,000. What should be the assessable value ? What should be the assessable value, if the goods were sold to unrelated person for Rs. 20,000, who also used it as intermediary product? You may assume that the price charged from the buyer is excluding excise duty and other taxes (CA Final Old Syllabus November 2009)

Answer – Assessable value is Rs 17,600 (Rs 16,000 plus 10%). If goods were sold to unrelated buyer, assessable value would be Rs 20,000.

2.Question - An assessee sales goods to ABC Co Ltd. The buyer is a 'related person' as defined u/s 4(3)(b) of Central Excise Act for Rs 10,000 on 15th December, 2000. On that date, the net price (excluding excise duty) of related person to an unrelated buyer was Rs 12,000. What will be the 'Assessable Value' in each of the following cases -
(a) The related person sales the goods to an unrelated buyer on 5th February, 2001 at Rs 12,500, exclusive of excise duty.
(b) The related person sales the goods to unrelated buyer on 10th February, 2001 at Rs 11,000, exclusive of excise duty.
(c) The buyer is treated as 'related person' as it is an 'inter connected undertaking' in relation to manufacturer (assessee). However, the buyer is not a holding or subsidiary of assessee. Buyer and seller do not have interest in each other.
Answer - In case (a) and (b) the Assessable Value' will be Rs 12,000. In case (c), the assessable value will be Rs 10,000. [Note that since buyer is a limited company, it cannot be relative of assessee. An artificial person cannot be 'relative' of other. Hence, buyer cannot fall in any other definition of ‘relative']
3.Question - X Ltd. manufactures three health drinks viz. Slim, Trim, Prim. Slim was sold only to Y Ltd., a subsidiary company of X Ltd. Trim was sold to Z Ltd., where the Managing Director of X Ltd. is a Manager. Prim is sold to P Ltd. who are sole distributor of X Ltd., and was coming under the same management of X Ltd. Determine the assessable value/transaction value of the three products in the hands of X Ltd. on the basis of the following information : * Price of X Ltd. to Y Ltd. Rs. 100 * Price of X Ltd. to Z Ltd. Rs. 50 * Price of X Ltd. to P Ltd. Rs. 20 * Price of Y Ltd. to consumer Rs. 120 * Price of Z Ltd. to consumer Rs. 60 * Price of P Ltd. to consumer Rs. 30. [ICWA Inter December 2002]
 Answer - As per Central Excise Valuation Rules, if goods are sold exclusively through a ‘related person’, the price at which goods are sold to unrelated person by the related person will be the transaction value for purposes of Central Excise.

Product ‘Slim’ was sold exclusively to ‘Y’ who is a subsidiary, which is ‘relation person’ as per section 4(3)(b) of Central Excise Act. Hence, transaction value will be Rs 120, i.e. price at which Y sales to ultimate consumer.

Product ‘Trim’ is sold to ‘Z’ where MD of the manufacturer is Manager. Hence, they are ‘inter connected undertakings’. However, as per Rule 10 of Valuation Rules, inter connected undertakings are considered as ‘related person’ only if there is ‘holding subsidiary’ relationship. Since there is no such relationship, transaction value will be Rs 50 only, i.e. price at which X sales to Z.

Product ‘Prim’ was sold to P. Since X and P are under same management, they are ‘inter connected undertakings’. However, as per Rule 10 of Valuation Rules, inter connected undertakings are considered as ‘related person’ only if there is ‘holding subsidiary’ relationship. Since there is no such relationship, transaction value will be Rs 20 only, i.e. price at which X sales to P.

Practical Examples on Cenvat
1.Question – An assessee cleared various manufactured final products during June 2007. The duty payable for June 2007 on his final products was as follows – Basic – Rs 2,00,000 Education Cesses – As applicable. During the month, he received various inputs on which total duty paid by suppliers of inputs was as follows – Basic duty – Rs 50,000, Education Cess – Rs 1,000, SAH education Cess Rs 500. Excise duty paid on capital goods received during the month was as follows – Basic duty – Rs 12,000. Education Cess - Rs 240. SAH education cess - Rs 120. Service tax paid on input services was as follows – Service Tax – Rs 10,000. Education cess – Rs 200 SAH Education Cess - Rs 100. How much duty the assessee will be required to pay by GAR-7 challan for the month of June 2007, if assessee had no opening balance in his PLA account? What us last date for payment?
Answer – Education Cess payable on final products is Rs 4,000 (2% of Rs 2,00,000). SAH education cess payable is Rs 2,000.
The Cenvat credit available for June 2007 is as follows –
	Description
	Basic duty
	Service Tax
	Education Cess
	SAH Education Cess

	Inputs
	50,000
	 
	1,000
	500

	Capital Goods (50% will be eligible and balance next year)
	6,000
	 
	120
	60

	Input Service
	 
	10,000
	200
	100

	Total
	56,000
	10,000
	1,320
	660


Credit of Rs 66,000 (56,000 + 10,000) can be utilised for basic duty Credit of education cess and SAH education cess can be utilised only for payment of education cess and SAH education cess on final product only.
Hence, duty payable through GAR-7 challan for June 2007 is as follows –
	 
	Basic Duty Rs
	Education Cess Rs
	SAH Education Cess Rs

	(A) Duty payable
	2,00,000
	4,000
	2,000

	(b) Cenvat Credit
	66,000
	1,320
	660

	Net amount payable (A-B)
	1,34,000
	2,680
	1,340


 Last date for payment is 5th July, 2007.
2.Question - In aforesaid example, calculate duty payable by GAR-7 challan if assessee had following balance in his PLA account on 6-6-2007 (after debiting utilised amount for payment of duty for May 2007) - Basic duty - Rs 1,70,000, Service tax - Rs 30,000. Education Cess - Rs 4,000. SAH education Cess - Nil.
Answer - If credit was available on 1-6-2007, the total Cenvat credit available for June 2007 is as follows –
	Description
	Basic duty Rs
	Service Tax Rs
	Education Cess Rs
	SAH Ed.Cess Rs

	Opening Balance
	1,70,000
	30,000
	4,000
	Nil

	Inputs
	50,000
	 
	1,000
	500

	Capital Goods (50% will be eligible and balance next year)
	6,000
	 
	120
	60

	Input Service
	 
	10,000
	200
	100

	Total
	2,26,000
	40,000
	5,320
	660


 The duty payable will be as follows -
Hence, duty payable through GAR-7 challan for June 2007 is as follows –
	 
	Basic Duty Rs
	Education Cess Rs
	SAH Education Cess Rs

	(A) Duty payable
	2,00,000
	4,000
	2,000

	(b) Cenvat Credit (basic plus service tax)
	2,66,000
	5,320
	660

	Net amount payable (A-B)
	(-66,000)
	(-1,120)
	1,340


 The credit of education cess of Rs 1,120 is to be carried forward since the credit cannot be utilised for payment of any other duty. Credit of basic duty can be utilised for payment of SAH education cess. Hence, the balance left in basic duty account will be Rs  64,660.
Thus, no excise duty is required to be paid for the month of June 2007. Balance carried forward will be as follows - (a) Basic duty - Rs 64,660 (b) Education Cess - Rs 1,120.
3.Question - An assessee cleared his manufactured final products during January 2008. The duty payable for the month on his final products was as follows: Basic duty – Rs. 44,000, NCCD – Rs. 2,000, Education cesses – As applicable. During the month, he received various inputs on which total duty paid by suppliers of inputs was as follows - Basic duty – Rs. 40,000 plus applicable education cess. Service tax paid on input services was as follows: Service tax – Rs. 8,000. Education cess – Rs. 160. There is no opening balance in his PLA account. How much duty the assessee will be required to pay through account current for the month of January 2008? (ICWA Inter June 2006 adopted)
Education Cess payable on final products is Rs 920  (2% of Rs 46,000). SAH education cess payable on final products is Rs 460.
Education cess on his inputs is Rs 800 (2% of Rs 40,000)> SAH education cess on inputs is Rs 400. The Cenvat credit available for the month of January, 2008 is as follows –
 
	Description
	Basic duty
	Service Tax
	Education Cess
	SAH Education Cess

	Inputs
	40,000
	 
	800
	400

	Input Service
	 
	8,000
	160
	80

	Total
	40,000
	8,000
	960
	480


Credit of Rs 48,000 (40,000 + 8,000) can be utilised for payment of any duty.
Credit of education cess of Rs 960 can be utilised only for payment of education cess on final product.
Credit of SAH education cess of Rs 960 can be utilised only for payment of education cess on final product.
	 
	Basic Duty Rs
	NCCD
	Education Cess Rs
	SAH Education Cess Rs

	(A) Duty payable
	44,000
	2,000
	920
	460

	(b) Cenvat Credit (basic plus service tax)
	48,000
	 
	960
	480

	Net amount payable (A-B)
	(-4,000)
	 
	(-40)
	(-20)


The credit of basic duty and service tax of Rs 4,000 can be utilised for payment of NCCD of Rs 2,000. Hence  for the month of January, 2008, assessee is not required to pay any duty through PLA.

He will carry forward following balances for February 2008 - Basic duty - Rs 2,000. Education Cess - Rs 40. SAH education Cess - Rs 20. 

