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                                                               Income Tax 
· Beginning: July1, 1994 only with 3 service i.e. service of Telephone, Non-life insurance & stock broker
· [image: image2.jpg]Approaches: 
· Comprehensive Approach 

· Selective Approach.

· Nature: 
· Service tax is a tax on service

· It is leviable only if there is provision of services

· Service means value addition to a product that in intangible.

· Power to Levy of Service tax: 
· Entry 92C of list Union List of Seventh Schedule of constitution of  India enables the Union to levy Taxes on Service 

· However, this provision has not made effective.

· Service tax is presently collected under power of Entry 97 only.

· Sources of Service Tax Law: 
1. Finance Act, 1994 –  

· Chapter V – In the year 1994 for service tax provisions

· Chapter VA – In the year 2003 for Advance Ruling

· Chapter VI – In the year 2004 for Education cess

2. Rules   

· Service Tax Rules, 1994

· CENVAT Credit Rules, 2004

· Export of Service Tax Rules, 2005

· Service Tax (Registration of Special Category of Person) Rules, 2005

· Service Tax (Determination of Value) Rules, 2006

· Taxation of Service (Provided from Outside India & Received in India) Rules, 2006

· Service Tax (Advance Ruling) Rules, 2003

· Works Contract (Composite Scheme of payment of Service Tax) Rules, 2007

3. Notification on Service Tax

4. Circular, Official Letters,  Instruction on Service Tax

5. Orders 

6. Trade Notice

· Administration of Service Tax:  
1. Ministry of Finance 

2. Department of Revenue

3. Central Board of Excise & Customs

4. Central Excise Zones Headed by Chief Commissioner

5. Central Excise Commisionerate header by Commissioner 

Finance Act, 1994 – Chapter V, V-A & VI 
· Applicability [Sec. 64].

· Chapter V of Finance Act, 1994 extends to the whole of India except Jammu & Kashmir (i.e. Service Provide by any in the State of J & K will not attract Service tax)
· The Location (office) of Service Provider or Recipient doesn’t matter. As the Location of service provided is relevant
· Definition [Sec. 65]

      Sec. 65(1) to 65(106): Taxable Service means any service provided or to be provided 


To …..


By …..


In relation to ……..

Explanation to Sec. 65:- Services provided by unincorporated association/ body to its member also taxable 
· Classification of Services [Sec. 65A] 

· If the Service can be classified under two or more than one category, classification shall be done as follows

(a) Specific heading: shall be preferred than general category

(b) Characteristic test : If Composite service – determine which service provides the essential character and classify composite service into that

(c) Choose FIRST in numerical order
· Charging Section [Sec. 66]  

· There shall be levied a tax at the rate of 10.30 % (including EC & SHEC) of the value of the taxable services referred in sec. 65 (1) to 65(105).
· Taxable Event: Rendering of Service
· The service tax is actually payable only after payment/ advance is received from customer/ cilent. 
· No tax is payable if payment received after service becomes taxable, if service was provided before service became taxable.
· Valuation of Taxable Services for Charging Service Tax    

· The value of any taxable services shall be the gross amount charged by the service provider for such service.
	Situation
	Taxable Value

	Sec. 67(1)(i): Where total consideration is in money
	Gross Amount Charged (Exclusively Service Tax)

	Sec. 67(1)(ii):Where Consideration is in kind 

(A) Wholly in Kind 
(B) Partly in Kind
	Gross Amount = Monetary Value of Non monetary Item + Money (if any)
                 Refer Service tax (Determination of value) rules,2006

	Sec. 67(1)(iii): Where consideration is “not-quantifiable”
	TV= Value determined in prescribed manner                          [no manner prescribed] 


· Responsibility of valuation has been cast on service provider 
Service Tax (Determination of Value) Rules, 2006.

· Rule 3: Determination of value when consideration is wholly or partly not in money, the value shall be determine as below

(a) Valuation shall be on the basis of gross amount charged by service provider for similar services
(b) If value cannot determine on basis of such 3(a), valuation shall be on the basis of equivalent money value of such consideration, which shall not less than cost of provision of such services 
· Rule 4: Rejection of Value

· Central Excise officer can reject ‘value’ determine by service provider and determine ‘value’ for the purpose of service tax payment

· Rule 5: Inclusion in or Exclusion from value of Expenditure

· All expenditure incurred by service provider in the course of providing service shall be treated as consideration for the taxable service.
· Payments made to service provider as a pure agent of service receiver are excluded for the purpose of valuation.
· PURE AGENT:  “Pure agent” means a person who-

1. enters into a contractual agreement with the recipient of service to act as his pure agent to incur such expenditure
2. neither intends to hold or hold any title of goods/services so produced or provided as a pure agent
3. does not use such goods or service produced &
4. receive only actual amount incurred to procure such goods & service
· Rule 6: Specifies certain items to be included in or excluded from the value.

· Rule 7: In case of service provided from outside India, actual consideration received will be relevant for valuation
· Person liable for payment of Service Tax with CG [Sec. 68]
· Generally, service provider is liable
· Certain services where flowing person is liable [Rule 2(1)(d) of Service Tax]
	Criteria
	Person Liable

	Insurance Auxiliary Service of Insurance Agent
	Insurer/ Reinsure

	Service provided by a person from outside India 
	Service Receiver

	GTA Service – when either Consignor or Consignee is of “specified category”
	Person paying the freight to Goods Transport Agency

	Business Auxiliary Service of Distribution of Mutual Fund
	Mutual Fund or Asset Management Company



	Sponsorship service 
	Body Corporate or Firm receiving such service


· Registration [Sec. 69].

· Person liable to pay service tax: 
· within 30days from the date on which the levy of service tax is brought into force in respect of relevant services “OR”
· where the services has already been levied, within 30 days of the commencement of business of providing such service.
· Registration of persons other than person liable to tax: 
· Aggregate value of exceeding 9 lacs – within 30 days of such

· An input service distributor –within 30days from commencement of business
· Registration Form – ST -1
· Where an assessee is providing more than one taxable service, he may make a single application, mentioning therein all the taxable services provided by him.
· Certificate in Form – ST -2  - within 7 days of the receipt of application
Change in Information –ST -1 within 30 days from such change to AC/DC

· Transfer of business: fresh registration –within 30 days from such transfer

A single application will suffice, mentioning therein all taxable services.
· Centralisation Registration may if CBS/CAS exists, Otherwise separate registration for every premises
· Cease to provided Service Tax: Surrendar Registration Certificate to Designate Central Excise Offical/ Superidenent of Cetnal Excise

· Furnishing of Return [Sec. 70 & Rule 7, 7B, 7C of service tax Rules, 1944]
· Filling of Return

· All assessee: has to submit half yearly return in form ST-3 in triplicate with in 25 days of the end of that half year to the superintendent.
· Input service distributor has to submit half yearly return in form ST-3 with in last days of the month following that half year.

· Assessee have to file NIL rate of return as long as Registration Certificate is valid
· Revised Return [Rule 7B]: within 90 days from the date of submission of original return in ST -3, in triplicate
· Fees for delayed furnishing of returns [Rule 7C]: 

	Period for delay in furnishing return
	Fees to be paid

	15 days from the due date
	Rs. 500

	Beyond 15 days but up to 30 days 
	Rs. 1000

	Beyond 30 days from the due date
	Rs. 1000 + Rs. 100 for every day from 31st to that day (subject to maximum Rs. 2000)


· Provided that the total Reduction/ Waiver of fees if service tax is NIL – Sufficient reason for not filling the return
· Amount of late fee shall not exceed the amount of ST self-assessed
· General Exemptions Form Service Tax:
· Sec. 93 empowers to CG to grant exemptions from service tax in public interest by issuing notification in Official Gazette
· All taxable service are exempt under following situation 

· Provided to United Nation or International Organisation
· Provided to SEZ Unit or Developer of SEZ
· Provided to RBI or By RBI
· Provided to Foreign Diplomatic Missions / Conulates
· Provided for personal use of member (or his family) of a Foreign Diplomatic Mission/ Consulates
· Provided by Business Incubator
· Provided by Incubatee (exemption for 3 years)
· Provided by digital cinema 
· Exemptions to small service providers [SSP]: 

· 100 % exemption from ST has been granted to a provider of taxable service when aggregate value of taxable service rendered by him from one or more premises, does not exceed 10 lakhs in the preceding financial year.
· Exemption granted only up to 10 lakhs in financial year i.e excess over Rs. 10 lakhs shall be chargeable to tax.
· Aggregate amount does not included gross amount which are wholly exempt from service tax & value of transport service received by transport agency (where that person is liable to pay service tax)
· Non Applicability

(a) Provided under brand name or trade name

(b) such value of taxable service in respect of which recipient is liable to ST

· Condition :
(a) Exemption is optional, once exercised can not withdraw during FY
(b) Exemption limit not for individual service or individual premise – aggregate value of 10 lakhs is exempt.
(c) No CENVAT credit of Input+ Input Service + Capital goods can be availed till limit of 10 lakhs
.

· Partial exemption in respect of goods and services involved in service: 12/2003   [applicable to all taxable service]
· That part of value of service = Value of goods and material sold in course of service shall be exempt
· Conditions:
(a) Invoice of service shall separately show the value of goods and material;

(b) CENVAT Credit of input shall not be availed [However, CENVAT Credit of input service and capital goods can be taken]
· Exemption by way of ABATEMENT: 1/2006 [Master Exemption]

[applicable to certain taxable services – different % for different services] 

· Certain % of “Gross Amount Charged” Exempt
· Conditions:

(a) CENVAT Credit shall not be availed 

(b) Exemption Notification 12/2003 is not availed.
· Assessment   

1. Self assessment system
2. Provisional assessment [Rule 6(4) & (5) of STR, 1994]

· Payment of Service Tax [Sec. 68 with rule 6 of Service Tax Rules, 1994]   

Service Tax shall be paid to the credit of the CG in following manner

	Months & Quarter
	Manner of payment
	I / Prop./ Partnership Firm
	Any other Assessee

	
	
	Quarterly
	Monthly

	Other than (March & Last quarter)
	Electronically
	 6th day of the following month of that quarter or month

	
	Otherwise
	 5th day of the following month of that quarter or month

	 March & Last quarter
	Electronically
	 31st March

	
	Otherwise
	


Proviso: An assessee who has paid Rs. 50 lakhs or more in preceding FY or who has already paid 50 lakhs or more in current FY, shall thereafter deposit the Service Tax by electronically through internet banking.

· If ST deposited by cheque, the date of presentation of cheque in the bank designated by CGEC shall be deemed to be date of payment subject to realization of that cheque
· .Mode of payment: Through GAR-7 Challan  shall be paid to the credit of the CG in following manner
· Rule 6 of STR, 1994: ST is payable only on the amount received --any amount received whether before or after provisioning of service shall attract ST upon its receipt if it is received in relation to taxable service
· Interest: From first day after due date to day of payment –Rate 13% p.a.

No concept of PLA in ST. Payment through TR-6.

· Self Adjustment [Rule 6 (3), (4A) & (4B) of STR, 1994]   

· Advance received – ST paid –but subsequently service contract cancelled – service not provided then service tax paid can be self-adjusted subsequently at any point of time [Rule 6(3)]
· Problem in self-assessment -reasons other than (Interpretation of Law, Taxability, Classification, Valuation, Applicability of E/N)--- Assessee may paid excess ST then ST paid can be self-adjusted subsequently at any point of time –however, intimation of such adjustment shall be given within 15 days of such adjustment
· Limit on amount which can be Adjusted:

1] Excess payment made by assessee centrally registered and having problem regarding receipts of details from the premises --- No limit
2] Other cases--- Adjustment of Rs 1,00,000 for a month or quarter

Practical Questions:-

Q.1   A Service Provider provides taxable service valuing Rs. 10,00,000. Compute the amount of service tax payable by him.

Q.2  
A Service Provider provides taxable service the gross amount charged in respect of which is Rs. 10,00,000. Compute the amount of service tax payable by him if the gross amount so charged is inclusive of service tax
Q.3  A service tax provider provided taxable services, the gross amount charged in respect of which is Rs. 10,00,000 plus Rs. 1,03,000 towards service tax charged separately in the bill, the total bill amount being Rs. 11,03,000. Compute the amount of service tax payable by him in the following case:

1. the clients pays Rs. 11,00,000 in full and final settlement of the bill

2. the clients pays Rs. 10,00,000 in full and final settlement of the bill

3. the clients pays Rs. 9,00,000 in full and final settlement of the bill 
Q.4  
Ms. Priya rendered a taxable service to a client. A bill for Rs. 40,000 was raised on 29.04.2008, Rs. 15,000 was received from the client on 01.05.2008 and the balance on 23.05.2008, No service tax was separately charged in the bill. The question are:

1. Is Ms. Priya liable to pay service tax, even though the same has not been charged by her?

2. Is case she is liable, what is the value of taxable service and the service tax payable?

Q.5  
X Contracts with Y, a real estate agent to sell his house and thereupon Y gives an advertisement in television costing Rs. 5 lakhs. Y billed Rs. 15 Lakhs to X including charges for Television advertisement, showing them separately in invoice. Mr. Y says that value of taxable service in his case is Rs. 10 lakhs only, as he acted as pure agent of Mr. X while taking advertisement. Compute service tax to be billed.
Q.6   On 01.09.2009 Rahul provided services of Architect. He received the payment on 02.12.2009. When is he required to pay the service tax?

Q.7   Mr. A provide the service of Coaching during March 2009. He received the fees in May 2009. The service of coaching becamen taxable from April, 2009. Mr. A liable to pay service tax?

Q.8   Mr. X, a custom house agent, charges Rs. 1,00,000 from a client . This sum includes Rs.10,000 towards payment of customs duty on behalf of the client. Compute the service tax to be charged from the client.
Q.9   Mr. Ram provides taxable services valuing Rs. 10 lakhs to Mr. Shyam during the month of February, 2009 (out of which taxable service valuing Rs. 2 lakhs were provided during       24-02-2009 to 28-02-2009). The invoice is raised on 28-02-2009 on the date the full payment is received. Compute the amount of service tax to be raised in the invoice.
Q.10
A Beauty parlour charges RS. 1,00,000 from a client for providing beauty treatment services, the break up of the bill is as follows:

Labour and facility charges






Rs. 60,000

Value of Cosmetics and toilet preparation consumed in providing service
Rs. 30,000

Value of Cosmetics and toilet preparation sold to the client 


Rs. 10,000

Q11  What is the date of payment of service tax where the amount of service tax paid by cheque and is presented to the designated ban on May 5, 2009 and realized by the bank on May 7, 2009. Whether any interest and penalty is attracted in this case
Q.12  X Ltd Starts the business of Professional Coaching. The following bills were issued by him during 2008-09. State when he required to take registration and liable to pay service tax?

Bill No.
Date


Amount

1

June30, 2008

Rs. 3,75,000

2

July 8, 2008

Rs. 4,75,000

3

August 15, 2008
Rs. 48,800

4

September 17, 2008
Rs. 4,20,000

5

December 19, 2008
Rs. 6,000

Q.13 Mr. Ajar, a Chartered Accountant, raised an Invoice for Rs. 28,060 (25,000 + 3,060 Service tax) to a client on 20.01.09. The client, however, has paid a lump-sum of Rs. 26,000 on 12.04.09 for full and final payment settlement 

1. How much service tax Mr. Ajar has to pay and when does this tax becomes due for payment?

2. What will be the liability, if client refuses to pay service tax and pays only Rs. 25.000 in total? 

Q.14 
A payment of Rs. 11,000 is made by a client to an assessee after deducting income tax of Rs. 1,000 at source. In such a case, is service tax leviable only on the amount actually received by the assessee from his client/ customer or does it also extend of income tax deducted at source?


Q.15  A service was made taxable w.e.f 01/07/2009. Contract for providing services was entered into prior to the effective i.e 01/07/2009. Bill has been raised and the value in full received from the customers prior to 01/07/2007. However, services were made rendered after 01/07/2007. Are the services taxable? 

Q.16   Ajay Ltd. has agreed to render service to Mr. Guru. The following are the chronological events

a. Contract for service entered upto 31-08-2009

b. Advance received in Sep. 2009 towards all services – Rs. 60,000

c. Total value of service billed in Feb., 2009 – Rs. 2,10,000 out of which Rs. 70,000 non taxable service 

d. Balance were received in March, 2010 

When does the liability to pay service tax arise and for what amount?

r. Ram provides taxable services valuing Rs. 10 lakhs to Mr. Shyam during the month of February, 2009 (out of which taxable service valuing Rs. 2 lakhs were provided during       24-02-2009 to 28-02-2009). The invoice is raised on 28-02-2009 on the date the full payment is received. Compute the amount of service tax to be raised in the invoice.

Taxable Services – Relevant for Student appearing Nov. 2009 
· Renting of immovable property

· Tour operator’s Service

· Commercial training or coaching services

· Erection, commissioning & installation services

· Works contracts service

Director General of Service Tax Co-coordinator
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