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Test Series: April, 2014 

MOCK TEST PAPER – 2 
FINAL COURSE: GROUP – II 

PAPER – 8: INDIRECT TAX LAWS 
SUGGESTED ANSWERS / HINTS 

1. (a) (i)  The price prevailing at the time of removal from factory (i.e. ` 7 lacs on 15th 
November,2013) is the assessable value. As per Section 4 of Central Excise 
Act, 1944, transaction value shall be accepted as assessable value as Price is 
final at the time of removal. Fluctuations subsequent to the removal in the 
prices of the commodity is of no relevance. 

(ii)  The applicable rate of duty is @12.36% and duty amount is ` 86,520 (i.e. ` 7 
lacs x 12.36/100). As per Rule 5 of Central Excise Rules, 2002, the rate of duty 
and tariff valuation shall be of the date on which goods are removed from the 
factory. 

(iii)  The Central Excise Officer is not right in his approach. 
(iv)  Cost of production has no bearing with assessable value in present case. 

Central Excise valuation can be below manufacturing cost. If price is the sole 
consideration and dealing between seller and buyer are on arm’s length, 
assessable value will be decided on the basis of transaction value, even if it is 
below manufacturing cost.  So cost of manufacturing will not change the 
assessable value. 

(b) Kanha & Co  will be entitled to exemption in the year 2014-15, if its turnover in the 
year 2013-14 was less than ` 400 lakhs. As per Notification No. 8/2003 CE dated 
01.03.2003, which governs the provisions relating to small scale exemption, 
following items will not be included for calculating the turnover limit of ` 400 lakh of 
previous year: 
(i) Captive consumption in the manufacture of excisable goods 
(ii) Export to USA 
(iii) Job work done under Notification No.214/86 CE  
Only the goods bearing the brand name of others, which are ineligible for the grant 
of SSI exemption, are excluded for the purpose of said limit. Since, goods 
manufactured in rural area with brand name of others are eligible for SSI exemption; 
the same will not be excluded for calculating the said limit.   
Therefore, the turnover to be considered for the limit of ` 400 lakh will be computed 
as under: 
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Product Clearance for 
home 
consumption 
(` in lakh) 

Export to Bhutan  
(` in lakh) 

Goods manufactured 
in rural area with 
brand name of others 
(` in lakh) 

Total 
Turnover 
(` in lakh) 

     
AB 55 50 45 150 
SA 40 40 35 115 
AS 60 39 35 134 
    399 

Since turnover of the unit during the year 2013-14 is less than `400 lakh, the unit is 
entitled to SSI exemption from excise duty in the year 2014-15.  

(c) Services provided by the Government or a local authority are not chargeable to 
service tax as they are included in the negative list. However, following services 
provided to a person other than Government, by the Department of Posts are 
excluded from the negative list:- 
(i) Speed post 
(ii) Express parcel post 
(iii) Rural Postal Life Insurance 
(iii) Agency services which include distribution of mutual funds, bonds, collection of 

telephone and electricity bills, etc. 
 Hence, the aforesaid services are taxable. 
 Thus, the amount of service tax payable by Sanvaadpur Post Office for the quarter 

ending 31.03.2014 would be as follows:- 

Particulars Amount(`) 

Speed post services 6,50,000 
Basic mail services Nil 
Issue of postal orders  Nil 
Distribution of mutual funds, bonds and passport applications 8,00,000 
Transfer of money through money orders Nil 
Rural postal life insurance services 3,00,000 
Collection of telephone and electricity bills 5,50,000 
Pension payments Nil 
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Operation of saving accounts Nil 
Express parcel post   7,00,000 
Value of taxable service 30,00,000 
Service tax @ 12% [30,00,000×12%] 3,60,000 
Education cess @ 2% [3,60,000×2%] 7,200 
Secondary and higher education cess @ 1% [3,60,000×1%]      3,600 
Service tax liability 3,70,800 

 
(d) Computation of the tax liability for the period December 1, 2013 to December 

31, 2013:- 

     `  

Inputs purchased in the month [12.5% VAT] 2,00,000 
Output sold in the month (within the State) 3,00,000 
Inter-State sales 2,00,000 
Input credit (including capital goods) (` 25,000 + ` 25,000) 50,000 
Output tax 12,000 
CST for Inter-State sale @ 2% 4000 
State VAT liability (` 12,000 – ` 50,000) Nil 
Excess credit carried forward to subsequent month  38,000 
Central sales tax to be paid (` 4,000 – ` 38,000) Nil 
Excess credit carried forward to subsequent period 34,000 

(e)   

Particulars ` 

The personal effects like clothes, etc., valued at ` 39,000 (exempt) Nil 
A personal computer bought for ` 36,000 36,000 
A laptop computer bought for ` 90,000 (exempt) Nil 
Two litres of liquor bought for ` 1,600 1,600 
A new camera bought for ` 37,400. 37,400 
Total 75,000 
Less: General Free Allowance (` 35,000 + ` 35,000) 70,000 
Baggage taxable 5,000 
Customs Duty is (5,000 x 36.05%) payable by Mrs. & Mr. Shah. ` 1,803 
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2. (a) (i) The said statement is not valid. Rule 14 of the CENVAT Credit Rules, 2004 

provides that interest is payable in either of the following two cases:- 
(i) CENVAT credit has been taken AND utilized wrongly. 
(ii) CENVAT credit has been erroneously refunded. 
Since in the given case CENVAT credit has been taken wrongly but has not 
been utilized, so interest is not payable. 

 (ii) The said statement is not valid. Rule 6 of CENVAT Credit Rules, 2004, 
provides the rate for CENVAT credit reversal for exempted goods to be 6%. 
Hence, Mr. Akhil Goel, a manufacturer of both dutiable and exempted goods, 
opting not to maintain separate accounts, has the option to pay an amount 
equal to 6% of the value of exempted goods. 

(b) (i) The Services by a veterinary clinic in relation to health care of animals or birds 
is not liable to service tax as the Mega Exemption Notification no. 25/2012 ST 
dated 20.06.2012 grants exemption from service tax to this service. 

(ii) The Services by way of public conveniences such as provision of facilities of 
washrooms are not taxable but exempt from service tax vide mega exemption 
notification. 

(c) According to section 153 of the Customs Act 1962, order or decision passed or any 
summons or notice issued under the Customs Act, shall be served by tendering the 
order, decision, summons or notice or sending it by registered post or by such 
courier as may be approved by the Commissioner of Customs. In case if this is 
not possible, the order, decision, summons or notice shall be affixed on the notice 
board of the customs house. 

3. (a) (i) The said statement is not valid. The aforementioned question was examined 
by the High Court in the case of CCEx v. Cadila Healthcare Ltd. 2013 (30) 
S.T.R. 3 (Guj.). In the instant case, the High Court observed that the activity of 
testing and analysis of the trial batches was in relation to the manufacture of 
final product and hence, were input services eligible for CENVAT credit as 
unless such trial batches were tested and approval from the regulatory 
authority was obtained, the final product could not be manufactured.   

(ii) The said statement is not valid. The aforementioned question was examined 
by the High Court in the case of CCEx v. Cadila Healthcare Ltd. 2013 (30) 
S.T.R. 3 (Guj.). In the instant case, the High Court observed that with respect 
to the services provided by foreign commission agents, the High Court held 
that since the agents were directly concerned with sales rather than sales 
promotion, the services provided by them were not covered in main or 
inclusive part of definition of input service as provided in rule 2(l) of the 
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CENVAT Credit Rules, 2004.  
(b) Yes, the assessee’s contention is justified in law.  The facts of the given case are 

similar to the case of CCE & ST v. Adecco Flexione Workforce Solutions Ltd. 
2012 (26) S.T.R 3 (Kar).  The High Court held that Revenue had no authority to 
initiate proceedings for recovery of penalty under section 76 of the Finance Act, 
1994 when the tax payer paid service tax along with interest for delayed payments 
promptly.  As per section 73(3), no notice shall be served against persons who had 
paid tax with interest.  The authorities can initiate proceedings against defaulters 
who had not paid tax and not to harass persons who had paid tax with interest on 
their own.  If the notices were issued contrary to this section, the person who had 
issued notice should be punishable and not the person to whom it was issued. 

(c) No, SSF is not liable to pay custom duty.  The facts of the given case are similar to 
the case of Commissioner of Customs (Import), Mumbai v. Konkan Synthetic Fibres 
2012 (278) E.L.T. 37 (S.C.).  The Supreme Court stated that it was a settled 
proposition in a fiscal or taxation law that while ascertaining the scope or 
expressions used in a particular entry, the opinion of the expert in the field of trade, 
who deals in those goods, should not be ignored, rather it should be given due 
importance.  

 The Court, on referring to the case of Collector of Customs v. Swastik Woollens (P) 
Ltd. 1988 (37) E.L.T. 474 (S.C.), held that when no statutory definition was provided 
in respect of an item in the Customs Act or the Central Excise Act, the trade 
understanding, i.e. the understanding in the opinion of those who deal with the 
goods in question was the safest guide.  Therefore, statement of the textile 
commissioner that the product imported by the assessee was covered under said 
notification needs to be accepted.  Thus, the Supreme Court concluded that the 
imported goods were covered under the exemption notification. 

4. (a) No, the penalty under rule 25 of the Central Excise Rules, 2002 cannot be imposed on 
Ram Trading Co.  The facts of the given case are similar to the case of CCEx. v. 
Balaji Trading Co. 2013 (290) E.L.T. 200 (Del.). In the instant case, in an appeal 
filed by the respondents to CESTAT, CESTAT noted that penalty under rule 25 
could be imposed only on four categories of persons:-  
(a) producer; 
(b) manufacturer; 
(c) registered person of a warehouse; or 
(d) a registered dealer.  
Since, the respondents were neither producers nor manufacturers of the said zarda, 
neither were they the registered persons of a warehouse in which the said zarda 
had been stored nor were the registered dealers, penalty under rule 25 (higher of 
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duty payable on excisable goods in respect of which contravention has been 
committed or ` 2,000), could not be imposed on the respondents.   
The Department aggrieved by the said order filed an appeal with High Court 
wherein it contended that rule 25(1)(c) of the Central Excise Rules, 2002 would be 
applicable in the instant case.  However, High Court concurred with the view of the 
Tribunal and concluded that rule 25(1)(c) would have no application in the present 
case. 

(b) The High Court in the case of CCEx. & ST v. Volvo India Ltd. 2011 (24) S.T.R. 25 
(Kar.) held that the question as to whether the assessee is liable to pay service tax 
falls squarely within the exception carved cut in section 35G of the Central Excise 
Act, 1944, ‘an order relating, among other things, to the determination of any 
question having a relation to the rate of duty of excise or to the value of goods for 
purposes of assessment’, and the High Court has no jurisdiction to adjudicate the 
said issue.  The appeal lies to the Apex Court under section 35L of the Central 
Excise Act, 1944, which alone has exclusive jurisdiction to decide the said question. 

(c) No, Revenue’s contention is not valid. The facts of the given case are similar to the 
case of Anita Goel v. CCEx. 2013 (288) E.L.T. 63 (Del.). In the instant case, 
considering the provisions of section 142 of the Customs Act, 1962 and the relevant 
rules, the High Court elucidated that it was only the defaulter against whom steps 
might be taken under Rules. The defaulter was the person from whom dues were 
recoverable under the Act. In the present case, it was the company who was the 
defaulter. There was no averment that the company had been or was being wound up. 
Thus, juristic personality of an existing company and its former director were 
certainly separate; the dues recoverable from the former could not, in the absence 
of a statutory provision, be recovered from the latter. There was no provision in the 
Customs Act, 1962 corresponding to section 179 of the Income Tax Act, 1961 or 
section 18 of the Central Sales Tax, 1956 which might enable the Revenue 
authorities to proceed against directors of companies who were not defaulters. 

5. (a) (i) According to provisions of section 23F(1) of Central Excise Act, 1944 where on 
a representation from commissioner or otherwise, it is proved that an advance 
ruling was obtained by the concerned applicant by fraud or 
misrepresentation of facts, the authority for advance ruling can declare the 
advance ruling as void ab initio [from the beginning]. Consequently, all the 
provisions of the Central Excise Act shall apply to the applicant as if such 
ruling had never been made. Copy of such order is sent to the Commissioner 
of Central Excise.  

(ii) According to the trade parlance test, if a product is not defined in the Schedule 
and Section Notes and Chapter Notes of the Central Excise Tariff Act, 1985, 
then it should be classified according to its popular meaning or meaning 
attached to it by those dealing with it, i.e., in commercial sense.  However, 

© The Institute of Chartered Accountants of India



7 

where the tariff heading itself uses highly scientific or technical terms, goods 
should be classified in scientific or technical sense. 

(b) (i) (a) As per rule 5 of the Place of Provision of Services Rules, 2012, in case of 
a service that is ‘directly in relation to immovable property’, the place of 
provision is where the immovable property is located, irrespective of 
where the provider or receiver is located.   
Since in the given case, the immovable property in question is located in 
New Delhi, the place of provision of service is New Delhi. 

(b) As per rule 7 of the Place of Provision of Services Rules, 2012, where 
any service referred to in rules 4, 5, or 6 is provided at more than one 
location, including a location in the taxable territory, its place of provision 
shall be the location in the taxable territory where the greatest proportion 
of the service is provided.  In the given case, notwithstanding the fact that 
the greatest proportion of service is outside the taxable territory, the place 
of provision will be the place in the taxable territory where the greatest 
proportion of service is provided, which in this case is Hyderabad. 

(ii) The broad principles considered by the States while framing various sales-tax 
incentive schemes in VAT regime are given below: 
(i) VAT chain should not be disturbed. 
(ii) There should not be any further revenue loss to the States. 
(iii) The Department should be able to track the transactions and should 

ensure that there is no evasion/avoidance of tax due to the policy. 
 Further, the States who have continued the old incentive schemes in the form 

of exemption/deferment considered the following additional issues: 
(i) the units enjoying exemption under the old law should not be put to 

disadvantageous position under the VAT system. 
(ii) the units purchasing inputs without payment of any tax should be allowed 

to enjoy the benefit under the new system also. 
 (c) The Government may by notification under section 25 of the Customs Act, 1962 

prescribe preferential rate of duty in respect of imports from certain preferential 
areas. The importer will have to fulfill the following conditions to make the imported 
goods eligible for preferential rate of duty: 
(i) At the time of importation, he should make a specific claim for the preferential 

rate. 
(ii) He should also claim that the goods are produced or manufactured in such 

preferential area. 
(iii) The area should be notified under section 4(3) of the Customs Tariff Act, 
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1975 to be a preferential area. 
 
(iv) The origin of the goods shall be determined in accordance with the rules 

made under section 4(2) of the Customs Tariff Act, 1975. 
6. (a) (i) Yes. As per Rule 10A of the CENVAT Credit Rules, 2004 the transfer of SAD is 

permitted between the different premises of a manufacturer or producer of final 
products provided each of the premises is registered under the Central Excise 
Rules, 2002 and such registration has been obtained on the basis of a 
common Permanent Account Number under the Income tax Act, 1961. Such 
transfer of unutilsed CENVAT Credit of Addition Duty of Customs leviable 
under Section 3(5) of the Customs Tariff Act lying in balance with one of the 
registered premises at the end of a quarter, to his other registered premises, 
can be effected by making an entry for such transfer in the records maintained 
by the respective registered premises. The provisions also require issue of a 
transfer challan by the premises transferring the credit, containing registration 
number, name and address of the registered premises transferring the credit 
and receiving such credit, the amount of credit transferred and the particulars 
of such entry in the records. The recipient premises can take CENVAT Credit 
on the basis of the transfer challan. 

or 
6. (a) (i) Risk factors under Excise Audit, 2000 means that the assessees who have a 

bad track record are taken up for audit on priority as opposed to those who 
enjoy a clean track record.  

 For example: 
(i) assessee having past duty evasion cases 
(ii) late payment of duty/late filling returns 
(iii) major audit objections against them 
(iv) no cash payment of duty (all CENVAT adjustment) 
(v) past duty dues, etc 

(ii) If the assessee does not agree to the classification or assessable value of 
goods determined by the excise authorities, he can file an appeal and till the 
time the appeal is decided, can pay the duty under protest if no stay is 
obtained from Appellate Authorities.  However, if the appeal is not decided in 
his favour and the appellate remedy is exhausted, the assessee will lose the 
right to pay duty under protest.  The time limit of one year for claiming refund 
of excise duty does not apply if duty is paid under protest.  
The assessee will inform the Superintendent/Inspector of Central Excise that he 
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is paying duty under protest in writing.  He will mark invoices or 
monthly/quarterly returns indicating the goods on which duty is paid as ‘under 
protest’. In case of lump-sum duty payment of past demand, he may record the 
fact of duty payment under protest in the PLA, CENVAT account or Daily Stock 
Account.  

 (b) (i) (a) Service of a player to a franchisee which is not a recognized sports body 
is taxable as it does not get covered under the mega exemption 
notification. 

 (b) Pre-school education and education up to higher secondary school or 
equivalent is not liable to service tax as it is included in the negative list 
under section 66D of the Finance Act, 1994. 

(ii) As per the White Paper, small dealers having gross turnover exceeding ` 5 
lakhs but less than ` 50 lakhs have the option of composition scheme.  The 
following persons are not eligible for the composition scheme: 
(i) a manufacturer or a dealer who sells goods in the course of inter-State 

trade or commerce; or 
(ii) a dealer who sells goods in the course of import into or export out of 

territory of India; or 
(iii) a dealer transferring goods outside the State otherwise than by way of 

sale or for execution of works contract; or 
(iv) a manufacturer/dealer who makes inter-State purchases; or 
(v) a dealer/manufacturer who issues vatable invoices.  

 (c) Section 125 of the Customs Act empowers a Customs Officer adjudging the 
confiscation to give an option to the owner of the goods or where such owner is not 
known, the person from whose possession or custody such goods have been seized 
to pay a fine as the said officer thinks fit, in lieu of confiscation of the imported 
goods. The provisions in this regard are as follows: 
(a) in case of prohibited goods, the proper officer may give an option to pay a fine 

in lieu of confiscation; 
(b) in case of other goods, the proper officer shall give an option of payment of 

fine, in lieu of confiscation; 
(c) the amount of such fine cannot exceed the market price of the goods 

confiscated less import duty chargeable (in the case of imported goods) 
thereon; 

(d) the assessee shall also be liable to pay any duty and charges payable in 
respect of such goods. 

The provisions of section 125 give the importer an option to either allow the goods 
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to be confiscated or pay redemption fine in lieu of confiscation.  Hence, the 
redemption fine becomes liable only in lieu of confiscation.  
However, where the importer has abandoned the goods, the scope for payment of 
any fine in lieu of confiscation comes to an end. Hence, the redemption fine, if 
already paid shall be liable to be refunded. The same decision was given by the 
Madras High Court in the case of Purfina Chemicals Pvt. Ltd v CEGAT, Madras 
(2004) (167) E.L.T. 145 (Mad.)  

7. (a) (i) The bond may be accepted by any of the following officers: 
(i) The Deputy/Assistant Commissioner of Central Excise having jurisdiction 

over the factory or warehouse or any other premises approved by the 
Commissioner for storing non-duty paid goods; 

(ii) Maritime Commissioner under whose jurisdiction one or more of the port, 
airport, land customs stations or post office of exportation is located. 

(ii) Section 4(3)(b) of Central Excise Act, 1944 states that persons shall be 
deemed to be related if: 
(i) they are inter-connected undertakings; 
(ii) they are relatives; 
(iii) amongst them the buyer is a relative and a distributor of the assessee, or 

a sub-distributor of such distributor; or 
(iv) they are so associated that they have interest, directly or indirectly, in the 

business of each other. 
(b) (i) By virtue of its aforementioned shares in Kohli Ltd., Sharma Ltd. becomes the 

holding company of Kohli Ltd as per section 4 of Companies Act.  
Resultantly, both Sharma Ltd. and Kohli Ltd. will fall within the ambit of the 
term “associated enterprises” as per section 92A of Income Tax Act, 1961. 
As a result, second proviso to Rule 7 of Point of Taxation Rules, 2011 
becomes applicable in the present case.  Thus, Point of Taxation will be 
determined in the following manner: 
Earlier of the following two dates: 

Date of debit in the books of account of person receiving the 
service [which is Sharma Ltd. in the present case] 

31.07.2013 
 

Date of making the payment [by Sharma Ltd. in the present 
case] 

23.10.2013 

Thus, Point of Taxation will be 31.07.2013. 
(ii) Registration is the process of obtaining certificate of registration [popularly 

known as “RC”] from the concerned authorities. A dealer registered under the 
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applicable VAT Act is called a Registered Dealer. Any dealer who intends to 
carry on the business of purchase and sale of goods [which attract VAT] in the 
concerned state and is liable to pay tax has to obtain RC from the concerned 
authorities. 
The VAT Registration may be cancelled under following circumstances: 
(i) Discontinuance of business; or 
(ii) Disposal of business; or 
(iii) Transfer of business to a new location; 
(iv) Annual turnover of a manufacturer or a trader dealing in designated 

goods or services falling below the specified amount. 
(c) As the goods are assessable under section 4A of the Central Excise Act, 1944, 

additional duty of customs will be payable on the basis of maximum retail price 
printed on the packing; less abatement as permissible [Proviso to section 3(2) of the 
Customs Tariff Act.] 

Particulars `  

Maximum retail price [20,000 pieces x ` 300] 60,00,000 
Less : Abatement 50%  30,00,000 
Assessable value under section 3(2) 30,00,000 
Additional duty of customs @ 12% 3,60,000 
Additional customs duty payable   3,60,000 
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