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FINAL COURSE: GROUP – II 

PAPER – 8: INDIRECT TAX LAWS 

SUGGESTED ANSWERS / HINTS 

1. (a) As per rule 8 of the Central Excise Valuation (Determination of Price of Excisable 
Goods) Rules, 2000, the value of the excisable goods used for captive consumption 
is 110% of the cost of production of such goods.   

 The cost of production is to be determined as per ‘Cost Accounting Standard (CAS)-
4: Cost of Production for Captive Consumption’ issued by ICWAI [CBEC Circular 
No. 692/8/2003 dated 13.02.2003]. 

Computation of cost of production as per CAS-4 and value of the excisable 
goods 

Particulars Rs. 
Cost of direct materials      Rs. 16,875  
Less: Central excise duty    Rs.   1,875 (Note-1) 15,000 
Cost of direct employees 12,300 
Consumable stores and repairs 8,400 
Quality control cost 4,300 
Research and development cost 2,700 
Administrative cost (production related) [Note-2]   3,000 
Total 45,700 
Less: Scrap value realized   1,500 
Cost of production as per CAS-4 44,200 
Value of excisable goods [Rs. 44,200× 110%] 48,620 

Notes: 
1. Since CENVAT credit is available on central excise duty paid on direct 

materials, it has been deducted from the cost of direct materials in accordance 
with the Cost Accounting Standard-4.  

2. Administrative overheads in relation to activities other than manufacturing 
activities have not been included in cost of production [CAS-4]. 

3. Selling and distribution cost have not been considered while computing the 
cost of production as they are not in relation to production activity [CAS-4]. 
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(b) Computation of value of taxable service and service tax payable by Reliable Bank 
Ltd. 

Sl. 
No.  

Particulars Amount  
(Rs.) 

(i) Administration charges for extending home loans [Note 1] 10,00,000 
(ii) Discount earned on bills discounted [Note 2] - 
(iii) Value of sale and purchase of forward contract [Note 3] - 
(iv) Charges received on credit and debit card facilities 

extended [Note 4] 
3,80,000 

(v) Commission received for service rendered to Government 
for tax collection [Note 5] 

6,00,000 

(vi) Margin earned on reverse repo transaction [Note 6] - 
 Total  19,80,000 
 

Value of taxable service Rs. 



 ×

114.5
10019,80,000  

rounded off [since total amount received are given] 

 
17,29,258 

 Service tax payable [Rs. 17,29,258 × 14.5%] (including 
Swachh Bharat Cess)(rounded off) 

2,50,742 

Notes: 
1. Service of extending loans in so far as the consideration is represented by way 

of interest is covered in the negative list.  However, any charges collected over 
and above the interest represent taxable consideration and is thus, liable to 
service tax.   

2. Services of bills discounting, to the extent the consideration is represented by 
way of discount, is covered in the negative list of services as such discounting 
is also a manner of extending credit facility or a loan.  

3. Sale or purchase of forward contracts, being transaction in money, is outside 
the scope of the definition of service.   

4. Credit extended through credit and debit cards is not in the nature of loan or 
advance for interest and thus, the charges received on account of such 
extended credit is in fact, the consideration for the services rendered by way of 
credit card.   

5. Commission received for service rendered to Government for tax collection is 
neither transactions in money which is excluded from the definition of service 
nor covered in negative list or under any exemption notification and is thus, 
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liable to service tax.   
6. Reverse repo being a security, which is goods is excluded from the definition 

of service.   
(c) Computation of export duty  

Particulars Amount (US $) 
FOB price of goods [Note 1] 1,00,000 
 Amount (Rs.) 
Value in Indian currency (US $ 1,00,000 x Rs. 55) [Note 2] 55,00,000 
Export duty @ 8% [Note 3] 4,40,000 

Notes: 
1. As per section 14(1) of the Customs Act, 1962, assessable value of the export 

goods is the transaction value of such goods which is the price actually paid or 
payable for the goods when sold for export from India for delivery at the time 
and place of exportation. 

2. As per third proviso to section 14(1) of the Customs Act, 1962, assessable 
value has to be calculated with reference to the rate of exchange notified by 
the CBEC on the date of presentation of shipping bill of export. 

3. As per section 16(1)(a) of the Customs Act, 1962, in case of goods entered for 
export, the rate of duty prevalent on the date on which the proper officer 
makes an order permitting clearance and loading of the goods for exportation, 
is considered. 

2. (a) The certificate of excise registration can be suspended or revoked by the Deputy 
Commissioner or the Assistant Commissioner of Central Excise under the following 
circumstances: 
(i) when the assessee or any person under his employment has committed any 

breach of the provisions of the Central Excise Act or any rules made there 
under.   

(ii) when the assessee or a person under his employment has been convicted of 
an offence under section 161 read with section 109 or section 116 of the 
Indian Penal Code.  

Further, a registration certificate granted online may be cancelled after giving a 
reasonable opportunity to the assessee to represent his case against the proposed 
cancellation by the Deputy or Assistant Commissioner of Central Excise, in any of 
the following situations, namely:— 
(a) where on verification , the premises proposed to be registered is found to be 

non-existent; 
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(b) where the assessee does not respond to request for rectification of error 
noticed during the verification of the premises within 15 days of intimation; 

(c) where there is substantial mis-declaration in the application form; and 
(d) where the factory has closed and there are no dues pending against the 

assessee  
 (b)  (i) Rule 10 of Service Tax Rules, 1994 lays down the procedure and facilities for 

the large taxpayer.  The provisions of this rule as applicable to XYZ Ltd. are 
given hereunder:  
(1) XYZ Ltd. shall have to submit the prescribed returns for each of the 

registered premises.  If XYZ Ltd. has obtained a centralized registration 
under rule 4(2) of Service Tax Rules, 1994, it shall submit a consolidated 
return for all such premises.  

(2) XYZ Ltd., on demand, may be required to make available the financial, 
stores and CENVAT credit records in electronic media, such as, compact 
disc or tape for the purposes of carrying out any scrutiny and verification, 
as may be necessary. 

(3) XYZ Ltd. may, with intimation of at least 30 days in advance, opt out to be 
a large taxpayer from the first day of the following financial year. 

(4) Any notice issued but not adjudged by any of the Central Excise Officer 
administering the Act or rules made thereunder immediately before the 
date of grant of acceptance by the Chief Commissioner of Central Excise, 
Large Taxpayer Unit (12.12.2015 in this case), shall be deemed to have 
been issued by Central Excise Officers of the said unit.  

(5) Provisions of Service Tax Rules, in so far as they are not inconsistent 
with the provisions of this rule shall mutatis mutandis apply in case of 
XYZ Ltd.  

(ii) The Commissioner of Central Excise may order special audit under section 
72A(1) of the Finance Act, 1994 if he has reasons to believe that any person 
liable to pay service tax- 
(a) has failed to declare or determine the value of a taxable service correctly; 

or 
(b) has availed and utilised credit of duty or tax paid— 

(i) which is not within the normal limits having regard to the nature of 
taxable service provided, the extent of capital goods used or the 
type of inputs or input services used, or any other relevant factors as 
he may deem appropriate; or 
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(ii) by means of fraud, collusion, or any wilful misstatement or 
suppression of facts; or 

(c) has operations spread out in multiple locations and it is not possible to 
obtain a true and complete picture of his accounts from the registered 
premises falling under the jurisdiction of the said Commissioner. 

(c) The safeguard duty under section 8B of the Customs Tariff Act, 1975 is not imposed 
on the import of the following types of articles: 
(i) Articles originating from a developing country, so long as the share of imports 

of that article from that country does not exceed 3% of the total imports of that 
article into India; 

(ii) Articles originating from more than one developing country, so long as the 
aggregate of imports from developing countries each with less than 3% import 
share taken together does not exceed 9% of the total imports of that article into 
India; 

(iii) Articles imported by a 100% EOU or units in a Special Economic Zone unless 
the duty is specifically made applicable on them or the article imported is either 
cleared as such into DTA or used in the manufacture of any goods that are 
cleared into DTA.  In such cases, safeguard duty shall be levied on that portion 
of the article so cleared or so used as was leviable when it was imported into 
India. 

3. (a) Yes, the manufacture and sale of specified goods not physically bearing a brand 
name, from branded sales outlets would disentitle an assessee to avail benefit of 
small scale exemption. 
The facts of the given case are similar to the case of CCEx vs. Australian Foods 
India (P) Ltd. 2013 (287) ELT 385 (SC) wherein the Supreme Court held, that it is 
not necessary for goods to be stamped with a trade or brand name to be considered 
as branded goods for the purpose of SSI exemption, after making following 
observations: 
(i) Physical manifestation of the brand name on goods is not a compulsory 

requirement as such an interpretation would lead to absurd results in case of 
goods, which are incapable of physically bearing brand names viz., liquids, soft 
drinks, milk, dairy products, powders etc.  Such goods would continue to be 
branded good, as long as its environment conveys so viz. packaging/wrapping, 
invoices, accessories etc. 

(ii) The test of whether the goods is branded or unbranded, must not be the 
physical presence of the brand name on the goods, but whether it is used in 
relation to such specified goods for the purpose of indicating a connection in 
the course of trade between such specified goods and some person using 
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such name with or without any indication of the identity of the person. 
(iii) Once it is established that a specified good is a branded good, whether it is 

sold without any trade name on it, or by another manufacturer, it does not 
cease to be a branded good of the first manufacturer.  Therefore, soft drinks of 
a certain company do not cease to be manufactured branded goods of that 
company simply because they are served in plain glasses, without any 
indication of the company, in a private restaurant. 

(b) P is liable to pay service tax in the given case.  Section 66E(i) of the Finance Act, 
1994 provides that service portion in an activity wherein goods, being food or any 
other article of human consumption or any drink (whether or not intoxicating) is 
supplied in any manner as part of the activity, is a declared service and is liable to 
service tax.  Since the activity undertaken by ‘P’ involves supply of food, eatables 
and beverages, the same would fall in the category of declared service as defined 
under section 66E(i) and would be thus, liable to service tax. 
Further, the Allahabad High Court in the case of Indian Coffee Workers' Co-
operative Society Limited v. CCE & ST 2014 (34) STR 546 (All.) - which involved 
similar facts - held that the assessee (running the canteen in the premises of a 
company) was an outdoor caterer because services provided as a caterer were at 
place other than his own.  The High Court clarified that taxability or the charge of 
tax does not depend on whether and to what extent the person engaging the service 
consumes the edibles and beverages supplied, wholly or in part.  What is material is 
whether the service of an outdoor caterer is provided to another person.  
Further the High Court elaborated that the charge of tax in the cases of VAT is 
distinct from the charge of tax for service tax.  The charge of service tax is not on 
the sale of goods but on the taxable service provided.  Hence, the fact that the 
assessee had paid VAT on the supply of food and beverages to those who consume 
them at the canteen, would not exclude the liability of the assessee for the payment 
of service tax in respect of the taxable service provided by the assessee as an 
outdoor caterer.  Based on the observation made above, the High Court held that 
the assessee was liable for the payment of service tax as an outdoor caterer.  

(c) Section 110(4) of the Customs Act, 1962 provides that the person from whose 
custody any documents are seized under sub-section (3) shall be entitled to make 
copies thereof or take extract therefrom in the presence of a officer of Customs.  
Thus, Customs Officers are required to make available the seized documents to the 
person from whose custody such documents were seized, if such person wants to 
make copies thereof.  

 The above mentioned issue came up for consideration before the Bombay High 
Court in case of Manish Lalit Kumar Bavishi v. Addl. Dir. General, DRI 2011 (272) 
E.L.T. 42.  The High Court held that from the language of section 110(4), it was 
apparent that the Customs officers were mandatorily required to make available the 
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documents asked for.  It was the party concerned who had the choice of either 
asking for the document or seeking extract.  

 If any document was seized during the course of any action by an officer under the 
provisions of the Customs Act, that officer was bound to make available those 
documents.  The denial by the Revenue to make the documents available was 
clearly an act without jurisdiction. 

4. (a) As per section 9(3) of the Central Excise Act, 1944, for the purposes of section 9(1) 
or 9(2), the following shall not be considered as special and adequate reasons for 
awarding a sentence of imprisonment for a term of less than six months, namely:   
(i) the fact that the accused has been convicted for the first time for an offence 

under this Act; 
(ii) the fact that in any proceeding under this Act, other than a prosecution, the 

accused has been ordered to pay a penalty or the goods in relation to such 
proceedings have been ordered to be confiscated or any other action has been 
taken against him for the same act which constitutes the offence; 

(iii) the fact that the accused was not the principal offender and was acting merely 
as a carrier of goods or otherwise was a secondary party in the commission of 
the offence: 

(iv) the age of the accused (too young or too old) 
(b) Renting of immovable property (whether residential or commercial) is a declared 

service under section 66E(a) of Finance Act, 1994.  However, services by way of 
renting of residential dwelling for use as residence are covered in negative list of 
services and are thus, not liable to service tax.  
Since, Mr. M has let out different floors of his residential building to different tenants 
and separate rent/lease deeds have been executed in respect of each floor of such 
building and vacant land given on rent/lease, principle of bundled service will not 
apply.  In this backdrop, the taxability of each of the floor of the building and vacant 
land owned by Mr. M is discussed as under: 
(i) Basement:  As per section 65B(41) of the Act, renting includes letting, leasing, 

licensing or other similar arrangements in respect of immovable property.  
Therefore, leasing out of the basement of the building to Mr. N would not be 
covered under negative list of services as Mr. N uses the basement for 
commercial purpose.  Thus, it would be liable to service tax as declared 
service.  

(ii) Ground floor:  Renting of ground floor of the building to Mr. O for being used as 
a guest house will not be covered under negative list of services since Mr. O 
uses it for commercial purpose.  Thus, it would be liable to service tax as 
declared service.     

© The Institute of Chartered Accountants of India



 

8 

(iii) First floor:  Since Mr. M uses the first floor of the building himself, it would not 
be a service and thus, would not be liable to service tax.  

(iv) Second floor:  Renting of second floor of the building to Mr. P for being used 
as a residence would not be chargeable to service tax as it is covered in 
negative list of services under section 66D(m) of Finance Act, 1994. 

(v) Vacant land:  Though vacant land is also an immovable property, renting 
thereof to Mr. Q, a parking contractor, will not be covered under negative list of 
services since Mr. Q uses it for commercial purpose.  Thus, it would be liable 
to service tax as declared service.  

(c) Section 64 of Customs Act 1962, provides that with the sanction of the proper 
officer, and on payment of the prescribed fees, the owner of any goods either before 
or after warehousing the same -  
(a) inspect the goods; 
(b) separate damaged or deteriorated goods from the rest; 
(c) sort the goods or change the containers for the preservation, sale, export or 

disposal of the goods; 
(d) deal with the goods & their containers in such manner as may be necessary to 

prevent loss, deterioration or damage to the goods; 
(e) show the goods for sale;  
(f) take samples of the goods without entry for home consumption, if the proper 

officer so permits, without payment of duty on such samples. 
5. (a) As per section 23D of the Central Excise Act, 1944, the procedure to be followed by 

the Authority for Advance Rulings on receipt of application for advance ruling is:- 
1. On receipt of application for advance ruling, the Authority will forward a copy to 

the relevant Principal Commissioner of Central Excise or Commissioner of 
Central Excise.   

2. The Authority may accept or reject the application.  Application can be rejected 
in the following cases, but only after giving an opportunity of being heard to the 
applicant: 
(i) where the question raised in the application is already pending before any 

Central Excise Officer, the Appellate Tribunal or any Court; or 
(ii) where the question raised is the same as in a matter already decided by 

any Appellate Tribunal or any Court. 
 Where the application is rejected, reasons for such rejection have to be given 

in the order.   
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3. The Authority will pass an order of admission or rejection of the application and 
send a copy of such order to the applicant and the Principal Commissioner of 
Central Excise or Commissioner of Central Excise. 

4. After admission of the application, the Authority can further examine any 
material placed before it and on request can provide an opportunity of being 
heard to the applicant.   

5. The Authority will pronounce the advance ruling, in writing, within 90 days of 
receipt of application.  

6. Duly signed copies of the advance ruling will be sent to the applicant and the 
Principal Commissioner of Central Excise or Commissioner of Central Excise.  

 (b) (1) In this situation, if rule 5 of the Place of Provision of Service Rules, 2012 
(PoPS Rules), is applied, then place of provision of service would be location 
of property which is Afghanistan.  Since Afghanistan falls within non-taxable 
territory, the foregoing construction services will not be taxable.  

 However, if rule 8 of the PoPS Rules is applied, the place of provision of 
service will be the location of the service receiver i.e., Gujarat [which falls 
within the taxable territory] and resultantly, construction services will be 
taxable. 

 As per rule 14 of the PoPS Rules, if the place of provision of service is 
determinable in terms of more than one rule, the same is determined as per 
the rule that occurs later.  Therefore, the place of provision in this case will be 
Gujarat and the service will be taxable (as per rule 8).  

(2) In this case, since specific sites in respect of which mineral exploration is to be 
carried out are located in Zimbabwe, the place of provision of service as per 
rule 5 of the PoPS Rules will be Zimbabwe which does not  fall within the ambit 
of ‘taxable territory’ and resultantly these services will not be taxable. The fact 
that service providing company is located in UK and service recipient is 
located in Hyderabad (India) is not significant. 

(c) E-payment of customs duty is mandatory for- 
(i) Importers paying customs duty of Rs. 1,00,000 or more per bill of entry 
(ii) Importers registered under Accredited Client Programme  
The dedicated payment gateway set up by the Board is called ‘ICEGATE' [Indian 
Customs Electronic Commerce/Electronic Data interchange (EC/EDI) Gateway]. 

6. (a) Desk Review is the first step in Excise Audit, 2000.  Upon assignment of an audit, 
the auditor is required to be sufficiently prepared before the visit to the unit.  For this 
purpose, the auditor reviews all the information available about the unit, its 
operations, and reasons for selection for audit and possible issues that can be 

© The Institute of Chartered Accountants of India



 

10 

identified at desk review stage. Perusal of assessee’s profile, annual report, trial 
balance, cost audit report and income-tax audit report is involved in desk review. 
Since this can be done without interacting with the assessee, it is known as ‘desk 
review’. 
Department has also decided to take help of practicing chartered/cost accountants 
in desk review of Excise Audit 2000 

          Or 
The procedure for warehousing of goods removed from a factory is detailed below: 
(i) The consignor shall prepare an application for removal of goods from a factory 

to a warehouse in quadruplicate and also prepare an invoice for goods to be 
warehoused. 

(ii) He has to send original, duplicate and triplicate application and duplicate 
invoice along with goods to the warehouse of destination.  The quadruplicate 
copy of application has to be sent to the Superintendent of Central Excise in-
charge of his factory within 24 hours. 

(iii) Within 24 hours of receipt of the goods the consignee shall verify the goods 
with all the copies of application. 

(iv) The consignee has to send: 
(a) Original copy to Superintendent-in-charge of his warehouse. 
(b) Duplicate copy of consignor and retain the triplicate for record. 

(v) The Superintendent-in-charge of the warehouse shall countersign the 
application received by him and send the same to Superintendent-in-charge of 
the consignor. 

(vi) The consignor shall retain the duplicate application duly endorsed by the 
consignee for his record. 

(b) Rule 8 of the Point of Taxation Rules, 2011 (PoTR), inter alia, applies in respect of 
payments pertaining to patents, where the whole amount of the consideration for the 
provision of service is not ascertainable at the time when service was performed, 
and subsequently the use or the benefit of these services by a person other than 
the provider gives rise to any payment of consideration. The service shall be treated 
as provided each time when a payment in respect of such use or the benefit is 
received by the provider in respect thereof, or an invoice is issued by the provider, 
whichever is earlier. 
Since in the given case, whole amount of the consideration for the provision of 
patent is not ascertainable at the time when service was performed and 
subsequently the use of these services by Shakti Ltd. gives right to any payment of 
consideration, both the conditions specified in rule 8 get satisfied. Therefore, the 
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point of taxation of Vaishno Ltd. for various financial years, determined as per rule 
8, is as under: 

Financial Year Point of Taxation  Reason 

2012-13 05.07.2013 Date of issuance of invoice [05.07.2013] 
falls before date of payment [26.08.2013] 

2013-14 03.04.2014 Date of payment [03.04.2014] precedes 
date of issuance of invoice [13.04.2014] 

2014-15 11.04.2015 Date of issuance of invoice [11.04.2015] 
falls before date of payment [20.05.2015] 

(c) In EPCG scheme, first capital goods are imported without payment of customs duty 
and then export obligation is fulfilled. 
In case of post export EPCG scheme, the capital goods are imported on full 
payment of applicable duties in cash. Later, basic customs duty paid on Capital 
Goods shall be remitted in the form of freely transferable duty credit scrips.  
These Duty Credit Scrips can be used for payment of applicable custom duties for 
imports and applicable excise duties for domestic procurement. All other provisions 
of EPCG Scheme apply to post export EPCG scheme also. 
Specific Export Obligation under this Scheme shall be 85% of the applicable specific 
EO [6 times of duty saved on capital goods imported under EPCG scheme to be 
fulfilled in 6 years reckoned from authorization issue date]. Average EO remains 
unchanged. 
Duty remission shall be in proportion to the Export Obligation fulfilled.  
The advantage of the scheme is that the exporter does not have any specific export 
obligation when he imports capital goods on payment of full customs duty. Later, he 
gets remission on the basis of exports made by him. 

7. (a) The Settlement Commission can grant immunity under section 32K of Central 
Excise Act, 1944 from prosecution for any offence under the Act and either wholly or 
in part from the imposition of penalty if it is satisfied that the applicant has made full 
and true disclosure of his duty liability and co-operated with the Commission in the 
proceedings before it.  However, if prosecution has already been launched before 
submission of application for settlement, the immunity against such prosecution 
cannot be granted.  
Further, if the payment is not made as per the settlement order or any particulars 
are concealed or any false evidence is given, the immunity shall stand withdrawn.  

 (b) (i) Exempt. Services provided TO an educational institution by way of 
transportation of students are exempt from service tax vide Notification No. 
25/2012 ST dated 20.06.2012.  
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(ii) Taxable. Services provided by way of vehicle parking to general public are not 
exempt from service tax.   

(iii) Taxable. The benefit of exemption in relation to services provided by way of 
transfer of copyrights of cinematograph films is available only when such films 
are exhibited in a cinema hall or theatre. Therefore, exhibition of 
cinematograph films on television channels is taxable [Notification No. 25/2012 
ST dated 20.06.2012]  

(iv) Exempt. Services provided by an educational institution to its students are 
exempt from service tax even if such educational institution is not recognized 
by Government [Notification No. 25/2012 ST dated 20.06.2012]. 

(c) Import of second hand capital goods including their re-furnished/re-conditioned 
spares is allowed freely. However, import of second hand PC, laptop, air 
conditioner, DG set, photocopier will require authorization. In view of above, Mr. 
Sai’s claim is not correct as second hand laptops can be imported only against an 
authorization. 
DFIA or the inputs imported against it can be transferred after the fulfillment of the 
export obligation. A minimum 20% value addition is required for issuance of DFIA 
except for items in gems and jewellery sector. 
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