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Service Tax

Interest on Loans and advances
Interest on loans and advances has been moved from valuation rules to negative list. Now, interest on loan and advances is an exempt income. Interest has been defined as per section 2(28A) of the income tax act, which reads as under:-
"Interest" means interest payable in any manner in respect of any moneys borrowed or debt incurred (including a deposit, claim or other similar right or obligation) and includes any service fee or other charge in respect of the moneys borrowed or debt incurred or in respect of any credit facility which has not been utilized.
From the above definition, a view can be taken that all the income directly related to money lending, whether it is interest or fee based income, is exempt.
However, the Board in the circular (D. O. F. No 334/1/2012-TRU, 16th March, 2012) has made clear that fee based income linked to lending is taxable. Any circular is binding on the department but not on the assessee. Thus, a new path of litigation has been opened.
D. O. F. No 334/1/2012-TRU, 16th March, 2012 – vide Para 26 of Page 6
Interest on loans, advances will now be an exempt service. This will require reversal  of  credits  used for  earning  such  income.  For the banking  and  financial sector, provisions are available to reverse credits up to 50% in rule 6(3D). It is being proposed  to  change  this  formula  to  actual  basis,  the  value  of  service  being  net interest i.e. interest earned less interest paid on deposits, subject to a minimum of 50% of interest paid on deposits. For the non-financial sector it is being proposed that they may reverse credits on gross interest basis.
However, no corresponding changes have been seen in CENVAT Rules as of now.
Rule 14 of CENVAT Credit Rules – w.e.f. 17.03.2012
Interest is now applicable only in case credit is taken and utilized wrongly as against earlier taken or utilized wrongly.
Rule 4A of Service Tax Rules w.e.f. 01-04-2012
Invoice is required to be issued within 45 days of the completion of service.
Notification No. 13/2012- Service Tax, 17th March, 2012
90% of the gross amount charged is exempt i.e. only 10% of interest component is taxable. No condition to reverse proportionate CENVAT credit.
Consideration received for the purpose of computing the gross amount charged is an amount, forming or representing as interest, i.e. the difference between the installment paid towards repayment of the lease amount and the principal amount contained in such installment paid;
The exemption shall not apply to an amount, other than an amount forming or representing as interest, charged by the service provider such as lease management fee, processing fee, documentation charges and administrative fee.
This notification shall come into force from the date on which section 66B of the Finance Act, 1994 comes into effect.
Notification No.15/2012-Service Tax, 17th March 2012
In the following cases, service recipient is liable to pay service tax on the specified percentage of taxable value:
(i) Transportation of goods by road through goods transport agency, sponsorship service, service provided by arbitral tribunal, service provided by an individual advocate, renting or hiring any motor vehicle designed to carry passenger on abated value, support service by Government or local authority, import of service. (100%)
(ii) Renting or hiring any motor vehicle designed to carry passenger on non abated value. (40%)
(iii) Services provided by way of supply of manpower for any purpose. (75%)
(iv) Services provided by way of works contract. (50%)
Where service recipient is not liable to pay service tax on 100% of taxable value, service provider is liable to pay service tax on the balance taxable value that is definitely going to be charged in invoice raised by the service provider on the service recipient.
Person who pays or is liable to pay freight either himself or through his agent for the transportation of goods by road in goods carriage, located in the taxable territory shall be treated as the person who receives the service for the purpose of this notification.
In case of works contract, hiring of motor vehicles designed to carry passengers and  supply of manpower for any purpose, the service recipient is liable to pay service tax only if the service provider is a person being individual, HUF, proprietary firm, partnership firm, LLP or AOP. In case of any other person, liability to pay the whole amount of service tax shifts to the service provider.
"works contract" means a contract wherein transfer of property in goods involved in the execution of such contract is leviable to tax as sale of goods and such contract is for the purpose of carrying out construction, erection, commissioning, installation, completion, fitting out, improvement, repair, renovation, alteration of any building or structure on land or for carrying out any other similar activity or a part thereof in relation to any building or structure on land;
"support services" means infrastructural, operational, administrative, logistic, marketing or any other support of any kind comprising functions that entities carry out in ordinary course of operations themselves but may obtain as services by outsourcing from others for any reason whatsoever and shall include advertisement and promotion, construction or works contract, renting of immovable property, security, testing and analysis;
This notification shall come into force from the date on which section 66B of the Finance Act, 1994 comes into effect.
Rule 6(4A) & (4B) of Service Tax Rules
Facility for adjustment of excess Service Tax paid:-
Notwithstanding anything contained in sub-rule (4), where an assessee has paid to the credit of Central Government any amount in excess of the amount required to be paid towards service tax liability for a month or quarter, as the case may be, the assessee may adjust such excess amount paid by him against his service tax liability for the succeeding month or quarter, as the case may be.
The adjustment of excess amount paid, under sub-rule (4A), shall be subject to the condition that the excess amount paid is on account of reasons not involving interpretation of law, taxability, classification, valuation or applicability of any exemption notification.
All other existing conditions, including monetary limit and intimation to the department have been withdrawn.
Rule 2(l) of CENVAT Credit Rules
No input credit available on service tax paid on vehicle/cab hire charges, whether for transportation of goods or passengers. 









