VALUATION OF TAXABLE SERVICES FOR CHARGING SERVICE TAX
General
Section 67 provides for a universal method of valuation applicable for all categories of services i.e., “the gross amount charged by the service provider for such service provided or to be provided by him.”
Valuation of taxable services to include advance payments
Section 67 has been amended by the Finance Act, 2005 to provide that payment received before, during or after the provision of taxable service would form part of gross amount charged. Thus, the payments received even before the provision of taxable service would form part of the gross amount for charging service tax.
Concept of deemed service non-existent
Service tax is payable only on the gross amount “charged” by the service provider for the services rendered by him.  Thus, service tax is not payable on free services as the concept of deeming provision for valuation of taxable services is non-existent.
No service tax on reimbursements
Frequently, a service provider incurs expenses such as travelling, boarding and lodging etc. during the course of rendering services to the client. Such expenses are generally reimbursed by the client. The department in most cases by way of issue of trade notices has clarified that service tax is not chargeable on such reimbursements or out of pocket expenses subject to production of documentary evidence substantiating the claim.
Specific inclusions and exclusions
The law provides for inclusions and exclusions in case of certain services. The explanation to Section 67 provides that the value of a taxable service, as the case may be, includes, —
a. the aggregate of commission or brokerage charged by a broker on the sale or purchase of securities including the commission or brokerage paid by the stock-broker to any sub-broker;
b. the adjustments made by the telegraph authority from any deposits made by the subscriber at the time of application for telephone connection or pager or facsimile or telegraph or telex or for leased circuit;
c. the amount of premium charged by the insurer from the policy holder;
d. the commission received by the air travel agent from the airline;
e. the commission, fee or any other sum received by an actuary, or intermediary or insurance intermediary or insurance agent from the insurer;
f. the reimbursement received by the authorised service station from manufacturer for carrying out any service of any motor car, light motor vehicle or two wheeled motor vehicle manufactured by such manufacturer.
g. the commission or any amount received by the rail travel agent from the Railways or the customer.
 
but does not include, —
i. initial deposit made by the subscriber at the time of application for telephone connection or pager or facsimile or telegraph or telex or for leased circuit;
ii. the cost of unexposed photography film, unrecorded magnetic tape or such other storage devices if any, sold to the client during the course of providing the service; the cost of parts or accessories, if any, sold to the customer during the course of service or repair of motor car, light motor vehicle or two wheeled motor vehicles;
iii. the airfare collected by air travel agent in respect of service provided by him;
iv. the rail fare collected by rail travel agent in respect of service provided by him.
v. the cost of parts or material, if any, sold to the customer during the course of providing maintenance or repair service;
vi. the cost of parts or material, if any, sold to the customer during the course of providing commissioning and installation service;
vii. interest on loans
 Computation of service tax where bill is inclusive of service tax.
The law now provides that in cases where the total amount charged is inclusive of service tax the value of taxable service is to be computed by the following methodology -        
     Value of Taxable Service =       100     x Total amount charged where, R is the rate of tax.
                                                 100+R
 
 Thus, the amount of service tax would be :
Amount of service tax  =        R     x Total amount charged where, R is the rate of tax.
                                      100+R
 
However, it is to be noted that in accordance with Rule 4A of Service Tax Rules, 1994 service tax has to be shown separately failing which a penalty of Rs.1000/- is imposable. Further, section 12A of the Central Excise Act, 1944, which is made applicable to service tax, provides that the service tax amount should be prominently indicated in all the documents relating to assessment, sales invoice and other like documents. 
  
Exemption in respect of value of goods and materials from the value of taxable service [Not. No. 12/2003 dated 20.6.2003 read with Not. No. 12/2004 dated 10.9.2004]
Value of goods and materials sold by a service provider to the recipient of service is exempt from service tax subject to documentary proof specifically indicating the value of the said goods and materials. This exemption is subject to the following conditions–
i. that no credit of duty paid on such goods / materials is taken; or
ii. where such credit has been taken, an amount equal to the amount of credit availed is paid before the sale of such goods / materials.
