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Test Series : April, 2014 
MOCK TEST PAPER – 2 

FINAL COURSE: GROUP – II 
PAPER – 8: INDIRECT TAX LAWS 

Question No. 1 is compulsory. 
Attempt any five questions from the remaining six questions. 

Working notes should form part of the answer. 

Wherever necessary, suitable assumptions may be made by the candidates 

Time Allowed – 3 Hours Maximum Marks – 100 

1. (a)  M/s. LMN Ltd., sold a machinery to Mr. Arora at a price of ` 7 lakh on 15th 
November, 2013. The machinery was cleared on the same day from the factory of 
M/s LMN Ltd. situated in Ahmedabad, Gujarat. The applicable excise duty including 
education cesses on the date of removal is 12.36%.  Mr. Arora refused to take 
delivery of the machine when it reached his destination.   

  In the meantime, M/s. LMN Ltd. increased the prices of the similar type of 
machinery to ` 8 lakh with effect from 16th November, 2013. The machinery as 
refused by Mr. Arora has been sold on 20th November, 2013 to Mr. Arush at the 
revised price of ` 8 lakh.  There has been no change in the rate of excise duty and 
education cess. 

 Explain the following with reasons: 
(i)  What is the value to be taken as assessable value? 
(ii)  What is the applicable rate of excise duty and the quantum of the duty payable 

on above transaction? 
(iii)  The Central Excise Officer is demanding duty on the price of ` 8 lakh at the 

time of sale to Mr. Arush.  Is he right in his approach? 
(iv)  Does cost of production have any bearing on the assessable value? (5 Marks) 

(b) Kanha & Co., a SSI unit, manufactures different products and the value of 
clearances for the financial year 2013-14 is given below: 

 (` in lakh) 

S. 
No. 

Product AB SA AS 

(i) Clearance for home consumption 55 40 60 
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(ii) Captive consumption in the manufacture of excisable 
goods 

110 80 90 

(iii) Export to U.S.A. 90 60 Nil 
(iv) Export to Bhutan  50 40 39 
(v) Job work done under Notification No. 214/86-C.E. 60 45 75 
(vi) Goods manufactured in rural area with brand name of 

others 
45 35 35 

The unit seeks your advice as to whether they are eligible for SSI exemption for the 
year 2014-15. 
Explain the basis for your conclusions. (5 Marks) 

(c) Sanvaadpur Post Office provided the following services to persons other than the 
Government during the quarter ending 31.03.2014:- 

Services rendered  (`) 
Speed post services 6,50,000 
Basic mail services 6,00,000 
Issuance of postal orders  5,25,,000 
Distribution of mutual funds, bonds and passport applications 8,00,000 
Transfer of money through money orders 5,75,000 
Rural postal life insurance services 3,00,000 
Collection of telephone and electricity bills 5,50,000 
Pension payment services 2,50,000 
Operation of saving accounts 5,00,000 
Express parcel post services 7,00,000 

 Compute the service tax liability of Sanvaadpur Post Office for the quarter ending 
31.03.2014. 

 Notes:  
1. Point of taxation in all the aforesaid cases falls during the quarter ending 

31.03.2014.   
2. Service tax wherever applicable has been charged separately.   
3. Small Service Providers’ exemption need not be taken into account while 

solving the aforesaid question. (5 Marks) 
(d) Calculate the VAT liability for the period December 1, 2013 to December 31, 2013 

from the following particulars: 
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 Inputs worth ` 2,00,000 were purchased within the State.  ` 3,00,000 worth of finished 
goods were sold within the State and ` 2,00,000 worth of goods were sold in the course 
of inter-State trade.  VAT paid on procurement of capital goods worth  
` 2,00,000 during the month was at 12.5%.  100% input credit on capital goods is 
available in the month of purchase.   

 If the input and output tax rate in the State are 12.5% and 4% respectively and the 
central sales tax rate is 2%, show the total tax liability under the State VAT law and 
under the Central Sales Tax Act.   (5 Marks) 

(e) Mrs. & Mr. Shah visited Paris and brought following goods while returning to India, 
after 7 days stay abroad, on 5th March, 2014: 
(i)  Personal effects like clothes, etc., valued at ` 39,000. 
(ii)  A personal computer bought for ` 36,000. 
(iii)  A laptop computer bought for ` 90,000. 
(iv)  Two litres of liquor bought for ` 1,600. 
(v)  A new camera bought for ` 37,400. 

 What is the amount of custom duty payable? (5 Marks) 
2. (a) Discuss briefly the validity of the following statements with reference to the 

CENVAT Credit Rules, 2004: 
(i) Interest under rule 14 is payable in case where the CENVAT credit has been 

taken wrongly but has not been utilized. 
(ii) 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 
5% of the value of exempted goods. (3 x 2 = 6 Marks) 

(b) With reference to the provisions of Finance Act, 1994, examine applicability of 
service tax in the following cases:  
(i)  Services by a veterinary clinic in relation to health care of animals or birds. 
(ii) Services by way of public conveniences such as provision of facilities of 

washrooms. .  (3 x 2 = 6 Marks) 
(c) Briefly describe the provisions relating to service of order and decision by the 

commissioner under customs law. (3 Marks) 
3. (a) With reference to CENVAT Credit Rules, 2004, examine the validity of the following 

statements with the help of a decided case law:- 
(i) Testing of samples prior to commercial production is not an eligible input service. 
(ii) Service provided by foreign commission agent for sale of goods is an input 

service. (6 Marks) 
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(b) Efficient Workforce Solutions Ltd. –the assessee- had paid both the service tax and 
interest for delayed payment before issue of show cause notice under the Finance 
Act, 1994.  Revenue authorities issued SCN to the assessee for delay in payment of 
service tax. 

 Assessee contested the issue of SCN on the ground that they had already paid the 
service tax along with interest for delayed payment of service tax. 

 Determine, with the help of a decided case law, if any, whether the assessee’s 
contention is correct in law. (6 Marks) 

(c) Smooth Synthetic Fibres (SSF) was an importer. It had imported one unit of the 
equipment which was declared as “Kari Mayer High Speed Draw Warping Machine 
with 1536 ends along with essential spares”. SSF claimed that these goods were 
covered under an exemption notification. 

 Under the said notification, exemption was available in respect of the High Speed 
Warping Machine with yarn tensioning, pneumatic suction devices and accessories. 
SSF had imported High Speed Warping Machine, but instead of the pneumatic 
suction device, it had drawing unit.  

 The Customs authorities refused to accept the request of SSF and accordingly, had 
directed the assessee to pay the duty under the provisions of the Customs Act, 
1962.  Revenue contended that the machine imported by SSF was not in 
consonance with the exemption notification and, therefore, the benefit of exemption 
should not be available under the notification to SSF. 

 However, it may be noted that the textile commissioner, who was well conversant 
with these machines, had stated that the goods imported by SSF were covered 
under the exemption notification. He further stated that drawing unit was just an 
essential accessory to the machines imported by SSF and, therefore, was covered 
under said notification.   

 Examiner, with the help of a decided case law, whether SSF is liable to pay custom 
duty.   (3 Marks) 

4. (a) M/s Manbhawan Zarda Makers was engaged in manufacturing zarda which had the 
brand name of ‘Lovely’ It clandestinely cleared ‘Lovely’ zarda and stored with Ram 
Trading Co. for further sales. The Ram Trading Co. were allegedly the related 
concerns of Manbhawan Zarda Makers. 

 The Commissioner imposed a penalty under rule 25 of the Central Excise Rules, 2002 
on the Ram Trading Co. However, an appeal was filed by the Ram Trading Co to 
CESTAT. Examine with the help of a decided case law whether penalty under rule 25 
of the Central Excise Rules, 2002 can be imposed on such firm?  (6 Marks) 

(b) Examine with the help of a decided case law, whether an appeal can be filed to 
High Court for deciding the question relating to the taxability of a service?  (6 Marks) 
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(c)  Miss Chinky was formerly a director of Shri Shyam Casting P. Ltd. A demand notice 
was raised against Miss Chinky in respect of the excise duty payable by the 
company. She had resigned from the Board of the company long time back. The 
Customs Department sought to attach the properties belonging to Miss Chinky for 
recovering the dues of the company. Miss Chinky contended that the action of the 
Department was not justified as the said properties belonged to her and not the 
company.   
Revenue contended that as director, Miss Chinky could not distance herself from 
the company’s acts and omissions; she had to shoulder its liabilities.  
Do you think the Revenue’s contention is valid in law? Discuss. (3 Marks) 

5. (a) (i) Explain the circumstances when an Advance Ruling will be void under Central 
Excise Act, 1944? 

(ii) Explain briefly the significance of “trade parlance test” with respect to 
classification of excisable goods under the Central Excise Act, 1944.  

  (3 × 2 = 6 Marks) 
 (b) (i) Determine the place of provision of service in accordance with the Place of 

Provision of Services Rules, 2012 in the following cases:- 
(a) Mr. A, the owner of an immovable property located in New Delhi gives the 

said property to Mr. B of London on rent, for commercial purposes. 
(b) Tripti & Co., an Indian firm, provides ‘technical inspection and certification 

service’ for a newly developed product of an overseas firm (for a newly 
launched motorbike which has to meet emission standards in different 
States or countries). The testing is carried out in Bhopal (20%), 
Hyderabad (25%), and Australia (55%). 

 (ii) Briefly describe the broad principles considered by the States while framing 
various sales-tax incentive schemes in VAT regime. (3 × 2 = 6 Marks) 

(c)  What are the conditions required to be fulfilled by the importer to make the 
imported goods eligible for preferential rate of duty notified by the Central 
Government under section 25 of the Customs Act, 1962?  (3 Marks) 

6. (a) Whether the CENVAT credit provisions permit transfer of Additional Duty of 
Customs (SAD)? (6 Marks) 

OR 

 (a) (i) Under Excise Audit, 2000, the selection of unit for audit is based on 'risk 
factors'. Explain in brief the term 'risk factors'. 

  (ii) Write a brief note on provisions relating to ‘payment of excise duty under 
protest’. (3 x 2 = 6 Marks) 
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(b) (i) State with reasons whether the following are liable to service tax:- 
(a) Services provided by a player to a franchisee which is not a recognized 

sports body. 
(b) Pre-school education and education up to higher secondary school or 

equivalent.  
(ii) Who are not eligible for composition scheme under the VAT regime?  Discuss 

briefly.  (3 x 2 = 6 Marks) 
(c) When is redemption fine imposed? Whether this fine under Section 125 of the 

Customs Act, once paid, be claimed as refund, in case the importer decides to 
abandon the goods? (3 Marks) 

7. (a) (i) List the various authorities which can accept Bond under Central Excise Act, 
1944. 

(ii) When shall a person be deemed to be related person for the purpose of 
valuation under the Central Excise Act? (3 x 2 = 6 Marks) 

 (b) (i) Sharma Ltd. is located in India and holding 60% shares of Kohli Ltd., a U.K. 
based company. The latter company [Kohli Ltd.] provides public relation 
services to former company [Sharma Ltd.] The other relevant details are given 
in the following table: 
Agreed Consideration  £ 4,00,000/- 
Date on which services are provided by Kohli Ltd.  18.07.2013 
Date on which invoice is sent by Kohli Ltd. 20.07.2013 
Date of debit in the books of account of Sharma Ltd. 31.07.2013  
Date on which payment is made by Sharma Ltd. 23.10.2013 

Determine Point of Taxation for Sharma Ltd. 
(ii) What is the significance of registration under VAT? Under what circumstances 

registration can be cancelled under VAT? (3 x 2 = 6 Marks) 
(c) Monty Ltd. imported certain goods from Germany. Their assessable value is  

` 20,00,000. The packet contains 20,000 pieces with maximum retail price of ` 300 
each. The goods are assessable under section 4A of the Central Excise Act, 1944, 
after allowing an abatement of 50%. The excise duty rate is 12% ad valorem.  
Calculate the amount of additional duty of customs under section 3(1) of the 
Customs Tariff Act, 1975 assuming basic customs duty @ 10% ad valorem.  

     (3 Marks) 
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