SCHEME OF SERVICE TAX
Service Tax is said to be the tax of 21st century. This tax made a small beginning in 1994. Its scope is increasing every year. In a span of 14 years, it has grown from a ‘baby’ to ‘monster’.

In India share of GDP in 2006-07 was - Agriculture - 18.5%, Industry - 26.4%, Services - 55.1% (Economic Survey 2006-07).
There is ‘NO SERVICE TAX ACT’. The service tax is being imposed and scope is enhanced by amending Finance Act, 1944 from time to time.
Services provided in J&K are not taxable [section 64(1)].

Characteristics of ‘service’ are:

· Economic Activity.

· Value Addition.

· Intangible can be perceived but not seen.

· Instantly Perishable – cannot be stored.

· Service Provided/Availed cannot be ‘returned’ or ‘transferred’.

Service provider is the person who is liable to pay service tax.

Service Recipient may be a ‘client’ or ‘customer’.

Service tax is payable @ 12% plus education cess @ 2% plus SHEC @ 1%.

Service implies existence of two parties - Service tax is attracted when there are two parties. One cannot give service to himself.
It is necessary to determine 2 things namely:

· Taxable Service,

· Value of Taxable Service.

Service tax is payable on taxable services as defined in various clauses of section 65(105) of Finance Act, 1994.
Service tax is payable on gross amount charged for taxable service provided or to be provided [Section 67]. If consideration is partly not in money, valuation is required to be done as per Valuation Rules. Tax is payable when advance is received.
Service tax is destination-based consumption tax - Service tax is a destination based consumption tax, as per CBE&C Circular No. 56/5/2003 dated 25-4-2003.
Cenvat credit is available of inputs, input services and capital goods used for providing taxable output services.
	Every provider of taxable service should apply for registration in form ST-1 within 30 days from date of levy (in case of new services) and date of commencement of business of providing taxable service In case of existing services [Rule 4(1)]. Registration will be deemed to have been granted if not received within seven days [Rule 4(5)].

	Assessee providing service from various premises can have centralised registration [Rule 4(2)]

	Service provider is required to prepare invoice within 14 days, even in respect of advance received [Rule 4A].


	Tax should be paid by 5th of following month (6th in case of e-payment). If assessee is individual or proprietary or partnership firm, tax is payable on quarterly basis. This facility is not available to HUF. In March, tax is payable by 31st March [Rule 6].
Assessee has to submit half yearly return in form ST-3 in triplicate within 25 days of close of half year [Rule 7]


Taxable Event in Service Tax 

Section 66 (which is a charging section), reads, ‘There shall be levied a tax at the rate of twelve percent of value of taxable services referred to in sub-clauses (a), (b), - - - (zzzzc) and (zzzzd) of clause (105) of section 65 and collected in such manner as may be prescribed. 
Opening sentence of section 65(105) as amended w.e.f. 16-6-2005 reads as follows, ‘taxable service’ means any service provided or ‘to be provided’. Thus, following are taxable events - 
· Entering into contract for service - Entering into contract for providing service. Once you enter into a contract, it is certainly ‘service to be provided’. (Service tax is actually payable after payment is received, but receipt of advance is not a taxable event. It only defers the liability). 
· Provision of service - This will happen in cases where contract for providing service was entered into before the service became taxable, but service was provided after the service became a ‘taxable service’. 
· In case of a transaction with associated enterprise, service tax is payable as soon as entry is made in the books of person liable to pay service tax.
The person who is providing taxable service is liable to pay service tax. However, in some cases, receiver of service is liable to pay service tax. This is termed as ‘reverse charge’ [Section 68(2)].
Value of Taxable Service 

Section 67 of Finance Act, 1994 contains provisions for valuation of taxable services for charging service tax. The highlights of provisions of section 67 as effective from 18-4-2006 are as follows - 
· Service tax is payable on gross amount charged by service provider for service provided or ‘to be provided’. Thus, tax is payable as soon as advance is received. 
· ‘Value of taxable service’ plus service tax payable is equal to ‘gross amount charged’ [section 67(2)]. 
· Where the consideration for providing services is entirely in money, gross amount charged by service provider of taxable service provided or to be provided by him will be relevant for ‘valuation’ [section 67(1)(i)]. 
· Where the consideration for providing services is not wholly or partly in terms of money, service tax is payable on amount of money, which with addition of tax service tax charged, is equivalent to the consideration [section 67(1)(ii)]. 
· Where consideration is not ascertainable, valuation will be on basis of Valuation Rules [section 67(1)(iii)] 
· If gross amount charged by service provider is inclusive of service tax (i.e. service tax not charged separately in invoice), value of taxable service will be calculated by back calculations such that with addition of service tax payable, the total is equal to the gross amount charged [section 67(2)]. 
· Gross amount charged for taxable services can be before, during or after provision of service [section 67(3)]. 
Principles of classification 
 The classification of services will be determined according to terms specified in various sub-clauses of section 65(105). [section 65A(1)]. If prima facie, a taxable service is classifiable under two or more sub-clauses of section 65(105), classification shall be effected as per following rules - 
· The sub-clause which provides most specific description should be preferred over sub-clauses providing a more general description  [section 65A(2)(a)] 
· Classification should be as per essential character in case of composite services. Composite services are those consisting of combination of different services. In case of such services, if the service cannot be classified on the basis of specific description as per section 65A(2)(a) above, it shall be classified as if they consisted of a service which gives them their essential character [section 65A(2)(b)]. 
· Service which appears earlier in list, if service cannot be classified on above basis. If a service cannot be classified on basis of above provisions, the service should be classified under sub-clause which occurs first among the sub-clauses which equally merit consideration [section 65A(2)(c)]. 
Export of Services - There is no service tax on export of services, if service is exported as per ‘Export of Service Rules’. 
