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SUGGESTED ANSWERS / HINTS 

1. (a) Computation of total amount of excise duty payable:- 

Particulars Rs.  
Sale price of the machine excluding taxes and duties    2,00,000 
Add : Design and development charges (Note-3)       20,000 
Add: Warranty charges (Note-4)         5,000 
Assessable value     2,25,000 
Excise duty @ 12%     27,000 
Education cess @ 3% on excise duty             810 
Total excise duty payable on the machine          27,810 

Notes:  
1. Sales tax is not included since the definition of transaction value as per section 

4(3)(d) specifically excludes sales tax paid or payable on the goods. 
2. Since the cost of durable and returnable packing has been amortised and is 

included in the cost of the product, it is not required to be added again 
[Circular No. 643/34/2002-CX dated 01.07.2002]. 

3. Design and development charges are essential for the purpose of manufacture 
and to make the product marketable.  Hence, they have to be included in the 
assessable value, since the payment is ‘in connection with sale’ 

4. As per the definition of the transaction value under section 4(3)(d) of the 
Central Excise Act, 1944, warranty charges are includible in the assessable 
value. 

(b) Computation of service tax liability of Pure Agro Industries Ltd. for the month 
of June, 2014  

Particulars Rs. 
Supply of farm labour [Note 1] Nil  
Warehousing of refined vegetable oil [Note 2] 1,25,000 
Sale of wheat on commission basis  [Note 3] Nil  
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Trucks given on hire for transport of minerals [Note 4] 2,50,000 
Leasing of vacant land to a stud farm [Note 5] 30,000 
Renting of farmhouse for marriage and birthday parties [since 
not used for agricultural purposes]  

45,000 

Dehusking of paddy in rice mill [Note 6]         Nil  
Total taxable services  4,50,000 
Service tax payable @ 12.36% (inclusive of 3% education 
cesses) [Rs. 4,50,000 × 12.36%] [Note 7] 

55,620 

Notes: 
1. Supply of farm labour is covered in negative list of services under services 

relating to agriculture or agricultural produce and thus, will not be liable to 
service tax [Section 66D(d)(ii) of the Finance Act, 1994]. 

2. Since refined vegetable oil is not an agricultural produce, warehousing thereof 
will not be covered under negative list of services [Section 65B(5) read with 
section 66D(d)(v) of Finance Act, 1994]. 

3. Since, wheat is an agricultural produce, services provided for its sale on 
commission basis will be covered in negative list of services and thus, will not 
be liable to service tax [Section 65B(5) read with section 66D(d)(vii) of Finance 
Act, 1994]. 

4. Transfer of goods (trucks) by way of hiring without transfer of right to use such 
goods is a declared service as per section 66E(f) of the Finance Act, 1994 and 
hence, will be liable to service tax. 

5. Services relating to agriculture or agricultural produce by way of renting or 
leasing of vacant land are covered in the negative list of services.  However, 
since rearing of horses is specifically excluded from the definition of 
agriculture, leasing of vacant land to stud farm will not be covered thereunder 
[Section 65B(3) read with section 66D(d)(iv) of Finance Act, 1994]. 

6. Carrying out an intermediate production process (dehusking of paddy) as job 
work in relation to agriculture is exempt from service tax [Notification No. 
25/2012 ST dated 20.06.2012].  

7. Since service tax of Rs. 3,18,000 had been paid during the preceding financial 
year, turnover of services would have been more than Rs. 10,00,000 during 
the preceding financial year.  Hence, small service provider’s exemption under 
Notification No. 33/2012 ST dated 20.06.2012 cannot be availed. 
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(c) Computation of assessable value of the imported goods 

  US $ 
(i) Cost of the machine at the factory 10,000 
(ii) Transport charges upto port 500 
(iii) Handling charges at the port 50 
 F.O.B. 10,550 
(iv) Freight charges upto India 1,000 
(v) Insurance charges @ 1.125% of F.O.B. [Note 1] 118.69 
 C.I.F. 11,668.69 
 C.I.F. in Indian rupees @ Rs.  60/- per $  Rs.  7,00,121.40 
(vi) Add: Landing charges @ 1% of CIF [Note 1] Rs.  7,001.21 
 Assessable Value Rs.  7,07,122.61 

Notes: 
(1) Insurance charges and landing charges have been included @ 1.125% of FOB 

value of goods and 1% of CIF value of goods respectively [First proviso to rule 
10(2) of the Customs Valuation (Determination of Value of Imported Goods) 
Rules, 2007]. 

(2) Buying commission is not included in the assessable value [Rule 10(1)(a)(i) of 
the Customs Valuation (Determination of Value of Imported Goods) Rules, 
2007].  

2. (a) Computation of CENVAT credit available  

Particulars Amount (Rs.) 
Raw Steel 22,000 
Water pipe making machine (Rs. 18,000 × 50%) (Note-1) 9,000 
Grease and Oil  2,800 
Spare parts for the machinery (Rs. 7,500 × 50%) (Note-1) 3,750 
CENVAT credit admissible  37,550 

Notes: In respect of:- 
1. Water pipe making machine and spare parts, being capital goods, only 50% of 

CENVAT credit is available [Rule 2(a) along with rule 4(2)(a) of the CENVAT 
Credit Rules, 2004].  

2. A manufacturer cannot avail credit on office equipment since the definition of 
capital goods under rule 2(a) of the CENVAT Credit Rules, 2004 specifically 
excludes any equipment/ appliance used in an office. 
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3. No credit is available on light diesel oil since the definition of input under rule 
2(k) of the CENVAT Credit Rules, 2004 specifically excludes the same.  

(b) Computation of value of taxable service and service tax payable by Safe 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 10019,80,000
112.36

 ×  
 rounded off 

[since all the amounts are total amounts received] 

 
17,62,193 

 Service tax payable [ Rs. 17,62,193 × 12%] 2,11,463 
 Education cess [ Rs. 2,11,463 × 2%] 4229 
 Secondary and higher education cess [Rs. 2,11,463 × 1%]       2115 
 Total service tax payable  2,17,807 

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.   
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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, 
liable to service tax.   

6. Reverse repo being a security, which is goods is excluded from the definition 
of service.   

 (c) (i) As per Rule 8(1) of the Customs, Central Excise Duties and Service Tax 
Drawback Rules, 1995, no amount of drawback shall be allowed if the rate of 
drawback is less than 1% of the FOB value, except where the amount of 
drawback per shipment exceeds Rs. 500.  Further, as per section 76(1)(c) of 
the Customs Act, 1962 drawback is not allowed where the drawback due in 
respect of any goods is less than Rs. 50. 

 In the given case, since the rate of duty drawback is not less than 1% and 
drawback due is Rs. 500 (1% of FOB value) which is more than Rs. 50, duty 
drawback shall be allowed.   

(ii) Section 76(1)(b) of the Customs Act, 1962 inter alia provides that no drawback 
shall be allowed in respect of any goods, the market price of which is less than 
the amount of drawback due thereon.  In this case, the market price of the 
goods is Rs. 50,000, which is less than the amount of duty drawback, i.e. 
2,000 kgs x Rs. 30 = Rs. 60,000.  Hence, no drawback shall be allowed. 

3. (a) The facts of the given case are similar to the case of Medley Pharmaceuticals Ltd. 
v. CCE & C., Daman 2011 (263) E.L.T. 641 (S.C.). In the instant case, the Supreme 
Court observed that merely because a product was statutorily prohibited from being 
sold would not mean that the product was not marketable.  Sale is not a necessary 
condition for charging duty as excise duty is payable in case of free supply also.  
The Supreme Court observed that since physician samples were capable of being 
sold in open market, the same were marketable and thus, liable to excise duty.  

 Moreover, since the Drugs and Cosmetics Act, 1940 (Drugs Act) and the Central 
Excise Act, 1944 operated in two different fields, the restrictions imposed under 
Drugs Act could not lead to non-levy of excise duty under the Central Excise Act.   

 Therefore, in view of the above-mentioned ruling of the Supreme Court, the 
contention of the assessee is not valid in law.   

(b) The facts of the given case are similar to the case of Infotech Software Dealers 
Association (ISODA) v. Union of India 2010 (20) STR 289 (Mad.). 
(i) No, the transaction cannot be called as sale or deemed sale. 
 The High Court, in ISODA case, observed that whether a transaction amounts 

to sale or service depends upon the nature of individual transaction and the 
dominant intention of the parties.    
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 Since the developer retained the copyright of each software, the dominant 
intention was to transfer, to the subscribers or the members, only the right to 
use with copyright protection.  However, the transactions in the instant case 
could not be treated as deemed sale as that requires a transfer of right to use 
any goods but in the instant case, the goods as such are not transferred. 

(ii) Yes, the transaction is liable to service tax.  
 The High Court, in ISODA case, held that in the transactions taking place 

between the assessee and its customers, the software is not sold as such, but 
only the contents of the data stored in the software are sold which would only 
amount to service and not sale. 

 Such service is liable to service tax as a declared service under clause (d) of 
section 66E of the Finance Act, 1994. 

(c) Yes, the company will succeed.  The facts of the given situation are similar to the 
case of CCus vs. Biecco Lawrie Ltd. 2008 (223) ELT 3 (SC) wherein the Supreme 
Court has held that where duty on the warehoused goods is paid and out of charge 
order for home consumption is made by the proper officer in compliance of the 
provisions of section 68, the goods removed in smaller lots have to be treated as 
cleared for home consumption and importer would not be required to pay anything 
more. 

 Further, section 49 of the Customs Act, 1962 inter alia also provides that imported 
goods entered for home consumption if stored in a public warehouse, or in a private 
warehouse on the application of the importer and if the same cannot be cleared 
within a reasonable time, shall not be deemed to be warehoused goods for the 
purposes of this Act, and accordingly the provisions of Chapter IX shall not apply to 
such goods. 

4. (a) Section 35F of Central Excise Act, 1944 has been substituted with a new section to 
provide as under:   
(i) The Commissioner (Appeals) shall not entertain any appeal under section 

35(1), unless the appellant has deposited 7.5% of the duty, in case where duty 
or duty and penalty are in dispute, or penalty, where such penalty is in dispute, 
in pursuance of a decision or an order passed by an officer of Central Excise 
lower in rank than the Commissioner of Central Excise; 

(ii) The Tribunal shall not entertain any appeal against the decision or order 
passed by Commissioner of Central Excise under section 35B(1)(a), unless the 
appellant has deposited 7.5% of the duty, in case where duty or duty and 
penalty are in dispute, or penalty, where such penalty is in dispute, in 
pursuance of the decision or order appealed against; 

(iii) The Tribunal shall not entertain any appeal against the decision or order 
passed by Commissioner (Appeals) under section 35B(1)(b), unless the 
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appellant has deposited 10% of the duty, in case where duty or duty and 
penalty are in dispute, or penalty, where such penalty is in dispute, in 
pursuance of the decision or order appealed against: 

(iv) The amount of pre-deposit shall not exceed Rs.  10 crores.   
(v) Duty demanded shall include,— 

(i) amount determined under section 11D; 
(ii) amount of erroneous CENVAT credit taken; 
(iii) amount payable under rule 6 of the CENVAT Credit Rules, 2004. 

 (b) (i) As per rule 9(c) of Place of Provision of Services Rules, 2012 (POPS Rules), 
place of provision of intermediary services is the location of service provider.   

 With effect from 01.10.2014, definition of term “intermediary” as provided under 
rule 2(f) of POPS Rules has been substituted to include the intermediary of goods 
in its scope.  The substituted definition provides that “intermediary” means a 
broker, an agent or any other person, by whatever name called, who arranges or 
facilitates a provision of a service (hereinafter called the main ‘service) or a supply 
of goods, between two or more persons, but does not include a person who 
provides the main service or supplies the goods on his account.   

 Accordingly, commission agent of goods will be covered under rule 9(c) of POPS 
Rules.  Thus, the place of provision of services provided or agreed to be provided 
by PQ Trade Links (as commission agent of goods) to foreign company will be the 
location of service provider i.e., New Delhi.  

(ii) Rule 4(a) of POPS Rules provides that the place of provision of services provided 
in respect of goods that are required to be made physically available by the 
recipient of service to the provider of service in order to provide the service, is the 
location where the services are actually performed.   

 However, with effect from 01.10.2014, second proviso to rule 4(a) has been 
substituted to lay down that clause (a) of rule 4 will not apply in the case of a 
service provided in respect of goods that are temporarily imported into India for 
repairs and are exported after the repairs without being put to any use in the 
taxable territory, other than that which is required for such repair.  Consequently, 
such a case will be covered under rule 3 of POPS Rules (general rule) and the 
place of provision of service will be the location of service receiver.    

 In the given case, goods have been temporarily imported by CD Fabricators and 
have been re-exported after the repairs without being put to any use in Mumbai 
(taxable territory).  Therefore, place of provision of repair services carried out by 
CD Fabricators will be determined by rule 3 of POPS Rules. Consequently, the 
place of provision of service will be the location of service receiver i.e. Hongkong 
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(c) Section 8B of Customs Tariff Act, 1975 which provides for imposition of safeguard 
duty has now been amended with effect from from 11.07.2014, to provide for levy of 
safeguard duty on articles imported by an 100% EOU/unit in a SEZ that are cleared 
as such into DTA or are used in the manufacture of 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.   

5. (a) Section 12F of the Central Excise Act, 1944 contains the provisions relating to 
search by a Central Excise Officer.  Section 12F(1) lays down that where the Joint 
Commissioner of Central Excise or Additional Commissioner of Central Excise or 
such other Central Excise Officer as may be notified by the Board has reasons to 
believe that any goods liable to confiscation or any documents or books or things, 
which in his opinion shall be useful for or relevant to any proceedings under this 
Act, are secreted in any place, he may authorise in writing any Central Excise 
Officer to search and seize or may himself search and seize such documents or 
books or things. 
Sub-section (2) of section 12F lays down that the provisions of the Code of Criminal 
Procedure, 1973, relating to search and seizure, apply to search and seizure under this 
section.  However the police officer would have to submit the copies of any record 
made, to the Principal Commissioner/ Commissioner of Central Excise. 

 (b) (i) Housing loan of Rs. 50 lakh extended by the bank to Mr. T will not be taxable 
as the same being a transaction in money, does not represent the value of 
taxable services.  

(ii) Rs. 50,000 received as loan processing fees by the bank from Mr. T will be 
taxable as any charges or amounts, collected in respect of a loan.  The same 
being over and above the interest or discount amounts are not covered in the 
negative list [Section 66D(n)(i)] and thus, represent taxable consideration. 

(iii) Rs. 6 lakh received by bank from Mr. T as interest on loan will not be taxable 
as services by way of extending loans in so far as the consideration is 
represented by way of interest are covered in the negative list [Section 
66D(n)(i)]. 

(c) Section 124 of the Customs Act, 1962 provides that before confiscating goods or 
imposing any penalty on any person, a show cause notice [SCN] must be issued to 
the owner of goods giving grounds for confiscation or imposition of penalty and he 
should be given an opportunity to make representation and being heard.  The show 
cause notice can be issued only with the prior approval of the officer of customs not 
below the rank of Assistant Commissioner of Customs.  The notice and the 
representation, at the request of the person concerned, can be oral. 
Therefore, since no show cause notice has been issued, the order of confiscation of 
goods is not valid. 

© The Institute of Chartered Accountants of India



6. (a) Under section 11A of the Central Excise Act, 1944, extended period of limitation can 
be invoked and penalty be reduced to 50% on fulfillment of the following conditions: 
• duty has not been levied or paid or has been short-levied or short-paid or 

erroneously refunded by the reason of fraud, collusion, any wilful mis-
statement, suppression of facts, contravention of any of the provisions of this 
Act or of the rules made thereunder with intent to evade payment of duty;  

• the said default has been found during the course of any audit, investigation or 
verification; and  

• details relating to the transactions are available in the specified records.   
Or 

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 

(b) Amount of service tax which Sai failed to deposit = Rs.15,00,000 
Due date of depositing service tax is 6th November  
Date on which service tax actually deposited is 17th November 
No. of days by which service tax was deposited late = 11 days [7th November – 17th 
November] 
(Penalty under section 76 is computed for a period beginning with the first day after 
the due date and ending with the date of actual payment.) 
Computation of quantum of penalty that can be imposed 
Maximum penalty for delayed payment of service tax under section 76 is as 
follows:- 
(A) Rs. 100/- per day for every day during which such default continues 

=Rs.100/- per day for 11 days = Rs.100× 11 days= Rs.1,100 
or 

(B) 1% per cent of amount of default, per month  
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= Rs.15,00,000 × 1% × 11
31

 = Rs.5,323 

whichever is higher. 
However, total amount of penalty payable under this section shall not exceed 50% 
of the service tax that the assessee has failed to pay i.e.:- 
Rs. 5,323 or Rs. 7,50,000 [50% of Rs.15,00,000], whichever is lower.  
The maximum amount of penalty that can be imposed on Sai is Rs. 5,323/-. 
Note: Penalty under section 76 of the Finance Act, 1994 can be waived off under 
section 80 if the assessee proves that there was reasonable cause for the said failure. 

(c) Focus Market Scheme (FMS) has been introduced under FTP to penetrate those 
markets [primarily Latin America, Africa, Eastern Europe, etc.] which Indian exports 
have been neglecting (owing to high freight costs and other externalities).  Eligible 
exporters to notified countries are entitled for duty credit scrip equivalent to 3% of 
FOB value of exports (in free foreign exchange) for exports.  No, export of diamonds 
and other precious, semi precious stones is not eligible for duty credit scrip, under 
FMS scheme:  

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

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

(ii) Jurisdictional Maritime Commissioner in case of exports or  
(iii) Deputy/Assistant Commissioner of Central Excise (Export) as officers 

authorized by the Board for this purpose.  
 Exporters are required to indicate on the ARE-1 the complete postal address of the 

authority before whom the bond is executed and to whom the documents are to be 
submitted for admission of proof of export. 

 (b) (i)  The following services have been notified vide Notification No. 30/2012 ST 
dated 20.06.2012 under reverse charge mechanism where service tax is jointly 
payable by both, service provider and service receiver:- 
(i) services provided or agreed to be provided by way of renting of a motor 

vehicle designed to carry passengers on non abated value to any person 
who is not engaged in the similar line of business 

(ii) services provided or agreed to be provided by way of supply of manpower 
for any purpose or security services 

(iii) services provided or agreed to be provided in service portion in execution 
of works contract. 
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Service tax will be jointly payable only if the above services are provided by any 
individual, HUF or partnership firm including association of persons, located in 
the taxable territory to a body corporate, located in the taxable territory.  

(ii) The time-limit for issuance of show cause notice for demand of service tax 
under section 73 of the Finance Act, 1994 - 
(a) in case of fraud, collusion, wilful mis-statement, suppression of facts, or 

contravention of any of the provisions of this Act or of the rules made 
thereunder with intent to evade payment of service tax, is 5 years from 
the relevant date. 

(b) for any other reason, is 18 months from the relevant date. 
If the service of the notice is stayed by an order of a Court, the period of such 
stay should be excluded in computing the aforesaid period of 5 years or 18 
months.  

(c)  Yes, ‘X’ can do so.  In case of part duty free and part duty paid imports, both 
Advance Authorization and drawback will be available.  Drawback can be obtained 
for any duty paid material, whether imported or indigenous, used in goods exported, 
as per drawback rate fixed by DoR, Ministry of Finance (Directorate of Drawback).  
Advance Authorization can be used for importing duty free material.  Drawback 
allowed must be mentioned in the application for Advance Authorization.  In such 
case, All Industry Brand Rates are not applicable. The manufacturer has to get 
specific brand rate fixed from Commissioner for these exported goods. 
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