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 1.1          

CHAPTER 1: BASIC CONCEPTS 
 

Introduction 
 

• In a Welfare State, the Government takes primary responsibility for the welfare of its 
citizens, as in matters of health care, education, employment, infrastructure, social 
security and other development needs. To facilitate these, Government needs revenue.  

• The taxation is the primary source of revenue to the Government for incurring such 
public welfare expenditure.  

• However, no one enjoys handing over his hard-earned money to the government to pay 
taxes. Thus, taxes are compulsory or enforced contribution to the Government revenue 
by public.  

• Government may levy taxes on income, business profits or wealth or add it to the cost 
of some goods, services, and transactions. 
 

Direct Tax and Indirect Tax 
 
There are two types of taxes: Direct Tax and Indirect Tax 
• Tax, of which incidence and impact fall on the same person, is known as Direct Tax, 

such as Income Tax.  
• On the other hand, tax, of which incidence and impact fall on two different persons, is 

known as Indirect Tax, such as GST. 
 

Direct Tax Indirect Tax 
• Incidence and impact fall on the 

same person  
• Incidence and impact fall on two different 

persons  
• Assessee, himself bears such taxes. 

Thus, it pinches the taxpayer.  
• Tax is recovered from the assessee, who 

passes such burden to another person.  
• Levied on income • Levied on goods and services.  
• E.g. Income Tax  • E.g. GST, Customs Duty, etc.  
• Progressive in nature i.e., higher 

tax are levied on person earning 
higher income and vice versa. 

• Regressive in nature i.e., all persons will 
bear equal wrath of tax on goods or 
service consumed by them irrespective of 
their ability. 

 
Constitutional validity of taxes 

 
The Constitution of India is the supreme law of India. It consists of a Preamble, 22 parts 
containing 444 articles and 12 schedules. Any tax law, which is not in conformity with the 
Constitution, is called ultra vires the Constitution and held as illegal and void. Some of the 
provisions of the Constitution are given below: 
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Article 265 of the Constitution lays down that no tax shall be levied or collected except by 
the authority of law. It means tax proposed to be levied must be within the legislative 
competence of the legislature imposing the tax . 
 
Article 246 read with Schedule VII divides subject matter of law made by legislature into 
three categories:  
• Union list (only Central Government has power of legislation on subject matters 

covered in the list)  
• State list (only State Government has power of legislation on subject matters covered 

in the list)  
• Concurrent list (both Central &State Government can pass legislation on subject 

matters). 
 

Entry 82 of Union List – Taxes on income other than agricultural income i.e. Income-tax. 
Entry 46 of State List – Gives power to state Govt to make laws on tax on Agriculture Income. 
 

Administration of tax laws 

 
• Both of the Boards have been constituted under the Central Board of Revenue Act, 

1963. 
• CBDT deals with levy and collection of all direct tax 
• CBIC Deals with levy and collection of Central indirect tax . 
 

SOURCES OF INCOME TAX LAW IN INDIA 
 

1. Income tax Act, 1961 (Amended up to date) 
The provisions of income tax extends to the whole of India and became effective from 
1/4/1962 (Sec. 1). It contains sections 1 to 298 and schedules I to XIV. The Act contains 
provisions for determination of taxable income; determination of tax liability; procedure 
for assessment, appeals, penalties and prosecutions; and powers and duties of Income 
tax authorities. 

 
 
 

Ministry Of 
Finance

Department Of 
Revenue

Central Board Of 
Direct 

Taxes(CBDT)

Central Board Of 
Indirect Tax & 

Customs (CBIC)
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2. The Finance Act (Annual Amendments) 
• Every year, a Finance Bill is presented before the Parliament by the Finance 

Minister. The Bill contains various amendments which are sought to be made in the 
areas of direct and indirect taxes levied by the Central Government. 

• When the Finance Bill is approved by both the Houses of Parliament and receives 
the assent of the President, it becomes the Finance Act. The provisions of such 
Finance Act are thereafter incorporated in the Income Tax Act. 

 
3. Income tax Rules, 1962 (Amended up to date) 

• As per Sec. 295, the Board may, subject to the control of the Central Government, 
make rules for the whole or any part of India for carrying out the purposes of the 
Act. 

• Such rules are made applicable by notification in the Gazette of India. 
• These rules were first made in 1962 and are known as Income tax Rules, 1962. 

 
4. Circulars and Notifications 

Circulars  
• Circulars are issued by the CBDT from time to time to deal with certain specific 

problems and to clarify doubts regarding the scope and meaning of certain 
provisions of the Act.  

• Circulars are issued for the guidance of the officers and/or assessees.  
• The department is bound by the circular While such circulars are not binding on 

the assessees, they can take advantage of beneficial circular 
 
Notifications  
Notifications are issued by the Central Government to give effect to the provisions of 
the Act. The CBDT is also empowered to make and amend rules for the purposes of the 
Act by issue of notifications. 
 

5. Judicial decision 
a) Decision of the Supreme Court: Any decision given by the Supreme Court shall be 

applicable as law till there is any change in law by the Parliament. Such decision 
shall be binding on all the Courts, Tribunals, Income tax authorities, assessee, etc. 

b) Decisions given by a High Court or ITAT: Decisions given by a High Court or ITAT are 
binding on all assessees and Income tax authorities, which fall under their 
jurisdiction, unless it is over ruled by a higher authority. 

 
Levy of Income-tax 

 
As per Section 4, Income of the previous year of a person is charged to tax in the immediately 
following assessment year. 
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PREVIOUS YEAR [SECTION 3] 
 

• Previous Year means the financial year immediately preceding the Assessment Year.  
• Income earned in a year is assessed in the next year.  
• The year in which income is earned is known as Previous Year and the next year in which 

income is assessed is known as Assessment Year.  
• It is mandatory for all assessee to follow financial year (from 1st April to 31st March) as 

previous year for Income-Tax purpose. 
 

Business or profession newly set up during the financial year 
In such a case, the previous year shall be the period beginning on the date of setting up of 
the business or profession and ending with 31st March of the said financial year. 
 
If a source of income comes into existence in the said financial year, then, the previous year 
will commence from the date on which the source of income newly comes into existence 
and will end with 31st March of the financial year. 
 
Example: 
a) Mr. A is running a business from 1993 onwards. The PY will be 01.04.2024 to 31.03.2025 
b) Mr. A is CA, who has set up his profession on 01/07/2024. The PY will be from 01.07.2024 to 

31.03.2025 
 
Exceptions to this General rule: 
1. Section 172 - Shipping Business of Non-Residents (NR): 

If a non-resident's ship, carrying passengers, livestock, mail, or goods, arrives at an 
Indian port, the ship cannot leave the port until all applicable taxes are paid. 
Example: A foreign shipping company’s vessel arrives in Mumbai to deliver cargo. 
Before the ship can depart, it must settle any tax liabilities on the income earned from 
that voyage. 
 

2. Section 174 - Person Leaving India: 
If the Assessing Officer (AO) believes that an individual is leaving India with no intention 
of returning, the income earned by that person up until their expected departure date 
is taxed in the current year itself.  
Example: Mr. X, an Indian resident, plans to move abroad permanently in October 2024. 
The AO may tax his income up to October 2024 in the same year i.e. 2024-25 
 

3. Section 174A - AOP/BOI/AJP Formed for a Specific Event or Purpose: 
If an Association of Persons (AOP), Body of Individuals (BOI), or Artificial Juridical 
Person (AJP) is created for a specific event or purpose, and the AO expects it to dissolve 
within the same year, the income up to the date of dissolution is taxed in that year. 
Example: A group of investors forms an AOP to organize a one-time international sports 
event in India. If the event concludes in August 2024 and the AOP is dissolved, the 
income earned will be taxed in the same PY i.e. 2024-25 
 

4. Section 175 - Persons Likely to Transfer Property to Avoid Tax: 
If the AO suspects that a person is likely to sell, transfer, or dispose of assets to avoid 
paying taxes, the AO can tax that person's total income in the current year itself. 
Example: Mrs. Y plans to sell her property in December 2024 to avoid tax liabilities. If 
the AO suspects this, her income from the property sale might be taxed in the previous 
year 2024-25 itself. 
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 1.1 Basic Concepts and Exempt Income 

 CHAPTER 1: BASIC CONCEPTS AND EXEMPT INCOME 
Question 01 [Study Material] 
XYZ Ltd. took over the running business of a sole-proprietor by a sale deed. As per the sale deed, 
XYZ Ltd. undertook to pay overriding charges of `  15,000 p.a. to the wife of the sole-proprietor 
in addition to the sale consideration. The sale deed also specifically mentioned that the amount 
was charged on the net profits of XYZ Ltd., who had accepted that obligation as a condition of 
purchase of the going concern. Is the payment of overriding charges by XYZ Ltd. to the wife of 
the sole - proprietor in the nature of diversion of income or application of income ` Discuss. 

Solution 
This issue came up for consideration before the Allahabad High Court in Jit & Pal X-Rays (P.) Ltd. 
v CIT (2004) (All). The Allahabad High Court observed that the overriding charge which had been 
created in favour of the wife of the sole-proprietor was an integral part of the sale deed by 
which the going concern was transferred to the assessee. The obligation, therefore, was 
attached to the very source of income i.e., the going concern transferred to the assessee by the 
sale deed. The sale deed also specifically mentioned that the amount in question was charged 
on the net profits of the assessee-company and the assessee-company had accepted that 
obligation as a condition of purchase of the going concern. Hence, it is clearly a case of diversion 
of income by an overriding charge and not a mere application of income. 

Question 02 [Study Material] 
MKG Agency is a partnership firm consisting of Mr. Mohan and his three major sons. The 
partnership deed provided that after the death of Mr. Mohan, the business shall be continued 
by the sons, subject to the condition that the firm shall pay 20% of the profits to their mother, 
Lakshmi. Mr. Mohan died in March, 2024. In the previous year 2024-25, the reconstituted firm 
paid ` 1 lakh (equivalent to 20% of the profits) to Lakshmi and claimed the amount as deduction 
from its income. Examine the correctness of the claim of the firm. 

Solution 
The issue raised in the problem is based on the concept of diversion of income by overriding title, 
which is well recognised in the income-tax law. In the instant case, the amount of ` 1 lakh, being 
20% of profits of the firm, paid to Lakshmi gets diverted at source by the charge created in her 
favour as per the terms of the partnership deed. Such income does not reach the assessee-firm. 
Rather, such income stands diverted to the other person as such other person has a better title 
on such income than the title of the assessee. The firm might have received the said amount but 
it so received for and on behalf of Lakshmi, who possesses the overriding title. Therefore, the 
amount paid to Lakshmi should be excluded from the income of the firm. This view has been 
confirmed in CIT v Nariman B. Bharucha & Sons (1981) (Bom). 
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Solution 
Computation of total income of Mr. X 

Particulars ` ` 
Income from salary  4,00,000 
Income from house property  3,80,000 
Net agricultural income [` 4,50,000 (–) ` 1,60,000] 2,90,000  
Less : Exempt under section 10(1) (2,90,000)  
Gross Total Income  7,80,000 
Less : Deductions under Chapter VI-A   
Total Income  7,80,000 

(a) Computation of tax liability (age 40 years) 
For the purpose of partial integration of taxes, Mr. X has satisfied both the conditions i.e. 

1. Net agricultural income exceeds ` 5,000 p.a., and 
2. Non-agricultural income exceeds the basic exemption limit of ` 2,50,000. 

His tax liability is computed in the following manner: 
 

Step 1: ` 7,80,000 + ` 2,90,000 = ` 10,70,000 
 Tax on ` 10,70,000 = ` 1,33,500 
 (i.e., 5% of ` 2,50,000 plus 20% of ` 5,00,000 plus 30% of ` 70,000) 
Step 2: ` 2,90,000 + ` 2,50,000 = ` 5,40,000 
 Tax on ` 5,40,000 = ` 20,500 
 (i.e. 5% of ` 2,50,000 plus 20% of ` 40,000) 
Step 3: ` 1,33,500 – ` 20,500 = ` 1,13,000 
Step 4 & 5 : Total tax payable = ` 1,13,000 + 4% cess 
  = ` 1,17,520 

(b) Computation of tax liability (age 75 years) 
For the purpose of partial integration of taxes, Mr. X has satisfied both the conditions i.e. 

1. Net agricultural income exceeds ` 5,000 p.a. and  
2. Non-agricultural income exceeds the basic exemption limit of ` 3,00,000 

His tax liability is computed in the following manner: 
 

Step 1 : ` 7,80,000 + ` 2,90,000 = ` 10,70,000 
 Tax on ` 10,70,000 = ` 1,31,000 
 (i.e., 5% of ` 2,00,000 plus 20% of ` 5,00,000 plus 30% of ` 70,000) 
Step 2 :  ` 2,90,000 + ` 3,00,000 = ` 5,90,000 
 Tax on ` 5,90,000 = ` 28,000 
 (i.e. 5% of ` 2,00,000 plus 20% of ` 90,000) 
Step 3 : ` 1,31,000 – ` 28,000 = ` 1,03,000 
Step 4 & 5 : Total tax payable = ` 1,03,000 + 4% cess 
  = ` 1,07,120 
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Question 06 [Study Material] 
Zenith Ltd is incorporated on October 20, 2023 to commence manufacture of Bikes in Rajasthan. 
Manufacturing activity is started on December 10, 2023. For the year ending March 31, 2025, income 
of Zenith Ltd. is as follows : 

Particulars  ̀
Income from manufacturing of Bikes (computed as per provisions of 115BAB) 60,45,000 
Bank FD interest 3,00,000 
Short-term capital gain on transfer of land (Computed) 18,00,000 
Short-term capital gain on transfer of a Depreciable Assets (Computed) 2,00,000 
Rental Income from Commercial Property 7,00,000 

Zenith ltd has donated ` 50,000 to a political party. Zenith Ltd. has opted for lower tax regime 
of section 115BAB. Necessary option uploaded at the time of submission of first income-tax 
return. Find out the tax liability of Zenith ltd.     PY 24-25 AY 25-26 

Solution 

                                                     Computation of Total Income  

Particular  ̀  ̀

Income from House Property   
Rental Income from Commercial Property 7,00,000  
Deduction u/s 24 N/A 7,00,000 
Profit & Gain from Business or Profession   

Income from Manufacturing Activities  60,45,000 

Capital Gain   
STCG on Land  18,00,000 
STCG on Depreciable Assets  2,00,000 
Income from other sources   
Interest on Bank FD  3,00,000 

Gross Total Income  90,45,000 
Deduction u/s 80GGB: Donation to Political Party  N/A 

Total Income(NTI)  90,45,000 
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1.1  INTRODUCTIONPB INTRODUCTION

INTRODUCTION1
Chapter

One U/T

Intra-state 
Supply

CGST + UTGST Diu & Daman
&

Dadra nagar haveli

within 
same state

28 States + Delhi, J&K, Puducherry
Applicable to

Chandigarh
Lakshadweep
Ladakh
Andaman 
Nicobar

& 
within same 

Union Territory 
(U/T)

1,18,000

S

Mumbai (Mah)

Supplier shall deposit
•	 CGST = 9000  CG

•	 M. SGST = 9000  MSG

Supply of goods
(GST 18%)

     Selling Price			  = 1,00,00
(+) CGST @9% 			   = 9000 
(+) Mah SGST @9% 		  = 9000
      					        1,18,000

Pune (Mah)

R

S

Chandigarh

CGST = 14000 = CG
UTGST =14000= CG

Supply of service
(GST@28%)

   Service charges 	 = 1,00,000
+ CGST @14%		  = 14,000 
+ UTGST @14% 		 = 14,000 
                      		     1,28,000

Chandigarh

R

S

Maharashtra 
Chandigarh 

Lakshadweep

Gujarat
Daman

M.P 

IGST = 12000 = (Central Government)
Central government shall remit 6000 to that state where the goods/services are Destined

Supply of goods
(GST@12%)

	 SP 			   = 1,00,000 
(+) 	 IGST @12% 	 = 12,000
			     	 =  1,12,000

R

Two Different states

Two different U/T   

One state & One U/T
IGST 

IGST shall be levied & collected by CG
&

CG shall remit 50% to that SG (where 
goods/service are destined/consumed)

Inter-state 
Supply

1,12,000

1,28,000

CGST+SGST



2.2 CHARGING SECTION2.1CHARGING SECTION

 Applicability 
•	 India
•	 Includes territory of India
•	 Territorial waters, seabed and sub-soil underlying such waters, continental shelf, 

exclusive economic zone or any other maritime zone as referred to in the Territorial 
Waters, Continental Shelf, Exclusive Economic Zone and other Maritime Zones Act, 1976. 

•	 Airspace above its Territory of India and Territorial waters of India.

 Section 9 : Charging Section  

• 	 CGST is levied on Intra-state supply of goods or service
• 	 Except alcohol for human consumption
• 	 Where a rate not exceeding 20% shall be levied individually
• 	 On the value determined u/s 15 and
	 such tax shall be paid by a taxable person

		       A person who is registered or liable to register u/s 22/24.

The central tax on the supply of petroleum crude, high speed diesel, motor spirit (commonly 
known as petrol), natural gas and aviation turbine fuel shall be levied with effect from  
such date as may be notified by the Government on the recommendations of the Council.

Goods and services that are notified by government on which tax shall be payable as per 
reserve charge mechanism i.e. recipient shall pay tax to Government [REFER CHAPTER R.C.M.]

Supplier Recipient

1,00,000
+GST = 18,000
@18%

Supplier shall pay tax 
to Govt as per FCM

1,18,000

1,18,000

FCM

Supplier

SP=1,00,000

(Recipient 
shall pay tax 
as per RCM

Recipient

Pay tax 18000 to 
Govt as per RCM

1,00,000
(GST@18%)

1,00,000

RCM
2

3

1

2

1

3

Section 9 (1)

Section 9 (2)

Section 9 (3) (reverse charge mechanism)

CHARGING SECTION2
Chapter



2.2 CHARGING SECTION2.1CHARGING SECTION

The Government may, on the recommendations of the Council, by notification, specify a  
lass of registered persons who shall, in respect of supply of specified categories of goods or 
services or both received from an unregistered supplier, pay the tax on reverse charge basis 
as the recipient of such supply of goods or services or both. 

Registered 
Supplier

Registered 
Supplier

Unregistered 
Supplier

Unregistered 
Supplier

R/s shall pay tax as per FCM.

R/s shall pay tax as per FCM.

Since supplier is unregistered, he 
cannot charge GST to the recipient

Since supplier is unregistered, he 
cannot charge GST to the recipient

1)

2)

3)

4)

Remarks
Registered 
Recipient

Unregistered 
Recipient

Registered 
Recipient

Unregistered 
Recipient

Notified Service u/s 9(4)

If value of inputs and input services purchased from registered supplier is less than 80%, 
promoter has to pay GST on reverse charge basis, under section 9(4) [discussed earlier], at 
the rate of 18% on all such inward supplies (to the extent short of 80% of the inward supplies 
from registered supplier).

Further, where cement is received from an unregistered person, the promoter shall pay tax 
on supply of such cement on reverse charge basis, under section 9(4), at the applicable rate 
which is 28% (CGST 14% + SGST 14%) at present.

Moreover, GST on capital goods shall be paid by the promoter on reverse charge basis, under 
section 9(4) at the applicable rates.

Builder

I/IS/CG - ITC = 

Construction service
i.r.t Residential dwelling

Output tax - GST@5%

Condition:
i) Atleast 80% of G/Sr to be purchased from RP
(If the purchase amount goes below 80% from RP)

Then Builder’s shall have to pay tax as per RCM u/s 9(4) to the 
extent of that difference

Note:- Cement/CG is to be purchased from RP only

(If such cement/CG is purchased from URP =
of any amount then such case.

Tax shall be payable as 
per RCM u/s 9(4)

Section 9 (4)



2.4 CHARGING SECTION2.3CHARGING SECTION

Section 9 (5) Electronic commerce operator

Tax to be paid by ECO u/s 9(5)

(i) 	 If supplier is registered	 	 Supplier pays tax u/s 9(1)
(ii) 	 If supplier is not registered 		 ECO will pay tax u/s 9(5)	

A. Transportation of passengers by Radio Taxis, Motorcycle
 Any other Motor vehicle other than omnibus

C. 	 Hotel accommodation service  	
	 House keeping service

If Restaurant (RP or URP) Supply service through ECO ECO u/s 9(5)

Restaurant
u/s 9(1)

If Restaurant is situated in a Hotel having declared tariff of more than 
`7500/day & supplies such service through ECO

D. 	 Restaurant Service

ECO has physical presence ECO itself

ECO does not have physical presence Representative of ECO

ECO doesn’t have physical presence nor has 
reprentative

Person appointed by ECO

i)  If Supplier is Other than Company  ECO
ii) If Supplier is Company  Company

B. Transportation of passenger Service by omnibus

Heading Explanation

Clarification for ITC availed 
by ECOs if services notified 
u/s 9(5) of CGST Act are 
supplied via their platform

ECOs liable to pay tax u/s 9(5) of the CGST Act are not 
required to reverse proportionate ITC on inputs/input 
services used to facilitate such notified Sec. 9(5) supplies. 
However, the tax liability u/s 9(5) must be discharged 
entirely in cash and ITC cannot be used for this purpose. 
The ITC can still be used for the ECO’s own taxable supplies.
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1.1

 Section 12(1) 
Except provided in this act or any other law for the time being in force duties of custom shall be levied 
at such rates as maybe be specified under Custom Tariff Act,1975 Of goods that are imported to and 
exported from India

 Section 12(2) 
Provisions in 12(1) shall apply to all goods belonging to the government as they apply to goods not 
belonging to government.
(In case where goods have been imported or exported by government; such goods shall be subject to 
the customs duty to government as if any person other than government have imported/ exported 
such goods)

 Definitions: Sec. 2 of Customs Act, 1962
 India 
Includes -
1. 	 Landmass of India
2. 	 Territorial waters of India (TWI) – i.e. up to 12n.m. from baseline
3. 	 Designated area in Exclusive Economic Zone and Continental shelf of India – i.e. up to 200 

n.m. 	from baseline for a designated purpose like extraction and prospection of mineral oil and 
natural gas

4. 	 Airspace above territory of India and EEZ

 Indian Customs Waters (ICW) 
ICW means water extending into sea upto limit of exclusive economic zone under the relevant act and 
includes bay, gulf, harbour, creek, tidal river.

 Significance of ICW: 
Finance act 2018 has extended the limit of ICW upto 200 n.m. i.e. entire EEZ shall be now called ICW. 
In ICW proper officer can stop a vessel, search vessel, confiscate the goods in the vessel and arrest a 
suspected person.

 Significance of EEZ: 
These are international waters, any vessels can navigate through these waters without any restriction 
and this is the area where India has been conferred economic rights w.r.t. exploitation of natural 
resources. Since the above area is included in the definition of India, any mineral oil or natural gas 
extracted from continental shelf or EEZ and is brought to the land mass of India shall not be treated 
as import of goods and a similar position will be taken in respect of the exports.
Water beyond continental shelf and EEZ are known as high seas.

CHARGING SECTION1
Chapter



1.2

 Goods: 
GOODS includes....
(1) Conveyance (2) Stores (3) Baggage (4) Currency

& negotiable
instruments

(5) Any kind
of movable
property

Includes
*vessel
*aircrafts
*vehicles
(including
trains)

Goods used on
board a vessel
or an aircraft
Example: foods,
drinks, medical
items, etc.
Includes
spare parts
fuel

Personal luggage
of passengers or
crew members
Includes
unaccompanied
baggage
Excludes
Motor vehicles

Importer or
exporter shall
disclose what
amount of
currency is
brought/ taken
by him
It is included
in goods for
monitoring
reasons.

Includes
intangibles also
imported in
physical media

In the case of Associated Cement Companies, it has been held that intangibles are also goods as the 
phrase ‘any other kind of moveable property’ has wider connation. Thereby concluding that software 
in CD’s or pen drive if imported or exported shall also be considered as goods.

 Imported goods 
When goods are brought into India from a place outside India
But doesn’t includes goods that have been cleared for home consumption

 Taxable event in case of imports 
In the case of Garden Silk Mills Limited, Supreme Court pronounced that the taxable event in the case 
of import of goods will commence when goods enter in TWI and Importation shall be completed when 
goods crosses the Custom Barrier after the importer files bill of entry for home consumption.

 Exported goods 
Exported goods means goods which are taken out of India to a place outside India

 Taxable event in case of exports 
Export is completed when goods crosses TWI. In the matter of Rajindra Dyeing and Printing Mills 
(Supreme Court)], it has been held that exports shall be considered as completed only when goods 
crossed the territorial waters of India. Therefore, if goods are dispatched from India and the ship 
carrying these goods sinks in water in territorial waters of India, then goods cannot be considered as 
exported goods.

 Importer and Exporter 
“Importer”, in relation to any goods at any time between their importation and the time when 
they are cleared for home consumption, includes any owner, beneficial owner or any person holding 
himself out to be the importer.
“Exporter”, in relation to any goods at any time between their entry for export and the time when 
they are exported, includes any owner, beneficial owner or any person holding himself out to be the 
exporter.



2.12.1

 Section 13: No duty payable on pilferage of goods: 
If any imported goods are pilfered after unloading and before proper officer has made an order for 
clearance of home consumption or deposit in warehouse, importer shall not be liable to pay duty on 
such goods.

After
unloading
of goods

Pilferage of goods (ie petty theft)

No duty payable

Before Order for 
clearance for home 

consumption
or 

Deposit in warehouse

Note:

In case goods are restored to be duty payable = Importer

If goods are pilfered i) before unloading of goods 
ii) after order for clearance for H/C or WH 

Instead of importer, Custodian shall pay duty, If good are pilfered

Applicable rate of duty = Rate prevailing on the date of 
delivery of Import Manifest /Report

Sec 13 = NA

 Section 22: Abatement of duty in case of damaged/ deteriorated goods 
(1) 	 Goods are damaged or deteriorated at anytime before or during the unloading of goods in India; 

or
(2) 	 When goods other than warehousing goods are 

damaged at anytime after unloading in India but 
before the assessment done by customs authorities 
u/s 17

(3) 	 When warehoused goods are damaged anytime 
before actual clearance of goods for home 
consumption.

where any accident due 
to wilful act, negligence 
or default of owner 
employee, agent then 
no abatement shall be 
granted

Then abatement of duty shall be:
(amount of duty payable on goods  Value of Damaged Goodsx

Value of Goods before Damagebefore damage)

Net duty payable = amount of duty payable before damage (–) abatement of duty
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    Recovery Agent    

Question 1 :
Mr.Vasulibhai,a recovery agent is supplying service to 
i)	 Lena Bank 
ii)	 Jethalal,a trader of electronics 
Who shall pay tax?

Solution:
Under section 9(3) when recovery agent is supplying service to Bank, the recipient of the 
service is liable to pay the GST.
i)	 Thus, Lena Bank is required to pay the GST u/s 9(3) as per RCM
ii)	 Thus Vasulibhai is required to pay GST u/s 9(1) as per FCM as the recipient is not a bank/

NBFC 

    DSA    
Question 2 :
Who shall pay the tax in the following scenarios involving direct selling agents?
1.	 When Mr. Tamdi supplies services to SBI Bank.
2.	 When Keshav Jha Ltd. supplies services to Punjab National Bank.
3.	 When Puneet superstar associates LLP supplies services to Mahindra Finance, an NBFC.

Solution:
1.	 When Mr. Tamdi supplies services to SBI Bank, SBI Bank is responsible for paying the tax 

under section 9(3) of the GST Act, which refers to the reverse charge mechanism.
2.	 When Keshav Jha Ltd. supplies services to Punjab National Bank,since the supplier is a body 

corporate providing DSA service                                                                                         Keshav 
Jha Ltd. itself is responsible for paying the tax under section 9(1) of the GST Act.

3.	 When Puneet Superstar associates LLP  is LLP and supplies services to Mahindra Finance, 
an NBFC

Puneet superstar LLP  is responsible for paying the tax under section 9(1) of the GST Act.

    Sponsorship Service    
Question 3 : 
i)	 Panini Private Limited, Jaipur, agrees to sponsor a sports event organized by Pink City 

Club in Jaipur. Panini Private Limited has paid an amount of 5,00,000 for such sponsorship 
of the sports event. Consequently, said event was named after the brand name of Panini 
Private Limited. Examine who is the person liable to pay tax in the given case.

(ii) 	 Raghu Associates provided sponsorship services to WE-WIN Cricket Academy, an LLP. 
Determine the person liable to pay tax in this case.

Solution:
i)	 Notification no 13/2017 CT (R) dated 28.06.2017 as amended (hereinafter referred to 

asreverse charge notification), provides that sponsorship services provided by any person 
to a body corporate or partnership firm located in the taxable territory, shall be liable 

1. REVERSE CHARGE MECHANISM

One Concept One Question
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REVERSE CHARGE MECHANISMREVERSE CHARGE MECHANISM

to GST under reverse charge in the hands of recipient.
	 In the present case, Pink City Club is the supplier of sponsorship services which is 

receiving the consideration in the form of sponsorship fee of 5,00,000 from Panini Private 
Limited, against the provision of sponsorship service. Since the recipient of sponsorship 
services-Panini Private Limited is a body corporate, GST on said services is payable by 
the recipient- Private Limited, under reverse charge.

(ii) 	 In case of services provided by any person by way of sponsorship to any body corporate/
partnership firm, GST is liable to be paid under reverse charge by such body corporate/
partnership firm located in the taxable territory. Further, for the reverse charge purposes, 
Limited Liability Partnership formed and registered under the provisions of the LLP Act, 
2008 is also be considered as a partnership firm. Therefore, in the given case, WE- WIN 
Cricket Academy is liable to pay GST under reverse charge.

Question 3b.				  
Vivo ltd,a registered person in Gujarat provides sponsorship service to Shuttle & co,a 
partnership firm based in Mumbai.

Answer:
Since the Supplier Is Vivo Ltd a Body corporate  supplying sponsorship service,tax will be 
payable by supplier as per FCM 

    Security Services    
Question 4:
1.	 Mr. Khali supplies security services to Being Humans Ltd., which is registered under the 

CGST Act. Who shall pay the tax?
2.	 Khali & Associates, a partnership firm, supplies security services to Mr. Salman, a 

registered person under the CGST Act as a composition tax payer. Who shall pay the tax?
3.	 Mr. Khali supplies security services to BMC, a local authority solely registered under the 

Maharashtra SGST Act to deduct TDS under section 51. Who shall pay the tax?
4.	 Khali Ltd. supplies security services to Being Human Ltd., a registered person under the 

CGST Act. Who shall pay the tax?
5.	 Mr. Vicky supplies security services to Mr. Ranbir, an unregistered person. Who shall pay 

the tax?

Solution:
If a supplier is any person other than a body corporate supply security personnel service to 
Registered person other than a person solely registered as TDS deductor u/s 51 or is registered 
as Composition tax payer then recipient shall pay tax as per RCM u/s 9(3)
1.	 Being Human Ltd. is responsible for paying the tax under section 9(3) of the GST Act. as 

the recipient 
2.	 Khali & Associates is responsible for paying the tax under section 9(1) of the GST Act.
3.	 Mr. Khali is responsible for paying the tax under section 9(1) of the GST Act.
4.	 Khali Ltd. is responsible for paying the tax under section 9(1) of the GST Act.
5.	 Mr. Vicky is responsible for paying the tax under section 9(1) of the GST Act.
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    GTA Sr    
Question 5

Supplier Recipient GST Answer
GTA Dmart Ltd

(Registered person under normal scheme)
5%

GTA Mr. X
(Registered person under Composition Scheme)

5

GTA Dept. Of CG
(Person solely registered as TDS deductor U/S 
51

5%

GTA ABC Ltd.
(A body corporate under Companies Act, 2013, 
But not registered under CGST Act)

5%

GTA Wadio & Sons
(A partnership firm not registered under 
partnership firm act & CGST Act)

5%

GTA Mr. Armaan
(An unregistered individual)

5%

GTA X Ltd.
(A registered person in normal scheme)

12%

GTA An unregistered casual taxable person. 12%
GTA Dept. of SG

(Person solely deducting TDS U/S 51)
12%

Securities lending Services

Question 6.
Rob Shareholding Ltd., an approved intermediary, has entered into a transaction wherein 
certain securities were to be lent to Dhandhan Bank, under Securities Lending Scheme, 
1997. Dhandhan Bank shall pay specified lending fee against such lending of securities to it. 
Explain the taxability of transactions involved in the Securities Lending Scheme, 1997.

(ICAI study material)

Answer:
Securities Lending Scheme, 1997 (hereafter referred to as SLS) facilitates the lending and 
borrowing of securities. Securities are neither covered in the definition of goods nor covered 
in the definition of services. Therefore, a transaction in securities which involves disposal of 
securities is not a supply in GST and hence not taxable.
However, SLS doesn't treat lending of securities as disposal of securities and therefore is 
not excluded from the definition of services. The lending fee charged from the borrowers of 
securities has the character of consideration and is taxable under GST. Apart from above, the 
activities of the intermediaries facilitating lending and borrowing of securities for commission 
or fee are also taxable separately.
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REVERSE CHARGE MECHANISM2

2

Banks or NBFCs.
Recovery 

Agency Service

GST=RCM=

Recovery Agent

3

Bank or NBFC
DSA service

Other than body corporate, 
partnership or LLP GST = RCM = 

Direct Selling Agent

4

GST=RCM=

Director
(Non-Executive)

Consultancy 
Service

Body 
Corporate

1

Insurance Agency 
Service

Commission =10L (GST @ 18%)
GST shall be paid to Government = 1.80L

Note : Service supplied by director (in his personal 
capacity) by the way of renting of immovable 
property to company as per FCM

Insurance 
Company

Insurance 
Agent

5 Supplier
(Other than) 

Body Corporate

Partnership firm
or

Body corporate

Sponsorship 
service

GST=RCM=

Security services6

Service

Security 
Personnel
Service

GST = RCM = 

GST = RCM = 

Overseeing
committee

Any person

Other than
body

corporate

Reserve bank of 
India

Any registered person

Other than
 	 Composition tax payer
 	 Person
	 solely registered to 
	 deduct TDS u/s 51

Agent u/s 9(1)

Business Facilitator

Business Correspondent

Pay tax u/s 9(3)

Pay tax u/s 9(3) Pay tax u/s 9(1)

7

Security lending 
service

GST = RCM = 

Lender Borrower

8

9

10

Renting of 
immovable 
property

GST = RCM = 

CG/SG/UT/LA
(Other than 

Indian Railways)

Registered 
Person

Important aspects to be remembered in RCM
1. 	 All the recipients should be located in Taxable Territory
2. 	 Whenever the conditions of RCM are not satisfied, tax shall be payable as per FCM i.e. by supplier
3. 	 Partnership firm always includes LLP

Sec. 9(3)

Recipient shall pay tax to Government

Agent Business 
Facilitator

Agent Business 
Correspondent

Business 
Facilitator

Bank

Business 
Correspondent Bank

Agent

Agent

Agent

Exempt Exempt

Taxable Taxable

Taxable Exempt

*BC or 
BF 

BC or 
BF 

BC or 
BF 

Bank 
(rural area)

Bank 
(urban area)

Insurance Co.
(rural area)

Business Facilitator / Correspondent 
Exemption
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* Author can opt to pay tax as per FCM
•  Take Registration under CGST Act
• File declaration with Jurisdictional CGST/SGST 
Commissioner that he wants to opt for FCM
• This option shall be exercised for 1 yr. from 
date of excercising such option.
Invoice to be issued by him to publisher in Form 
GST Inv - 1

*Author

Music Composer

Photographer/ 

artist

Publisher

Music Company

Producer

Royalty

Recipient will pay tax as per RCM 

u/s 9(3)

Trf of copyright
u/s 13(1)(a), 

Copyright Act, 1957

11 13

 In case where GST is payable by 5% 

Any person 
other than 

body corporate

Body 
CorporateRenting of motor vehicle for 

transportation of passengers

if above conditions are not satisfied then 
tax shall be paid by supplier as per FCM.

Consideration 
(includes cost of fuel)

GST = RCM = 

Supplies

Recipient

Inputs
Input service
CG

GST@5%

Renting of m/v 
service

ITC = X

ITC = 

 In case where GST is payable by 12% 

Tax shall be payable as per  FCM  and 
in this case it can avail ITC of all inputs/input service/

capital goods

Recipient

Supplier

Input
Input service

Capital goods  

ITC = 

GST @ 12%  

Pay tax as per FCM

Renting of M/V 

 In case where GTA opts. for GST @ 5% 

•	 Factories regd under 
Factories Act, 1948

•	 Societies regd under 
Societies Registration 
Act, 1860

•	 Co-operative societies 
regd under any law

•	 Body  corporate regd 
under any law 

•	 partnership firm 
whether regd or not 
under any law incl. AOP

Since they are unregistered under 
GST law,  they have to compulsorily 

register u/s 24

Tax payable under RCM

Individual
HUF 

Casual 
taxable 
person

 Ex 

GTA Recipient

Pay Freight

Registered 
Recipient

Unregistered 
Recipient 

Tax payable as 
per RCM

i) Transport goods via Road
ii) Issues consignment note

Exception

 Ex 

Person registered 
solely for the purpose 
of deducting TDS 
u/s 51

 GTA  (GST @ 12%) 

 Exception 

Tax payable as per FCM

i)	 Unregistered Individual, HUF, Casual taxable person; &

ii)	Person registered solely for deducting TDS u/s 51
 Exempt 

Note : GTA can opt for GST @5% without ITC & Pay tax as per FCM.

Land 
Owner Promotor

Long term lease 
of land (i.e 30 
years or more) GST=RCM=

Consideration

Land 

Owner

Promotor
Transfer of 

Development 
Rights or FSI for 
construction of a 

project

GST=RCM=

Consideration14

15 Sec. 5(3), IGST Act 2017

Any person in 

N/T/T

Any person in T/T

 Other than 

*Non - Taxable

Online recipient

Any Service
*NTOR = Unregistered 
person who procures 
OIDAR service in 
taxable territory.
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In case of supply of goodsRCM

Agriculturist
Any Registered  PersonCashew nuts (not peeled)

Note: Dhruv Traders , a Registered trader Supplied raw Cotton to D-Mart, a registered  Person
Ans. Dhruv Traders as per FCM.

Tobacco leaves
Bidi wrapper leaves

Raw cotton GST=RCM=

Registered  Person Registered  PersonPriority Sector
Lending Certificate

GST=RCM=

CG (excl. Indian Railways)/SG/UT/LA Registered  Person

used/seized vehicles
Confiscated goods old/used goods

waste /scrap
GST=RCM=

Unregistered  Person Any Registered  PersonSupply of essential oils

(Other than citrus fruit)

i. Peppermint oil	 ii. Spearmint oil		 iii. Watermint oil	
iv. Horsemint oil		 v.  Bergament oil	 vi. Mentha arvensis

GST=RCM=

SG/UT/LA Lottery distributor or 
Selling AgentSupply of Lottery

GST=RCM=

Any person who manufactures silk yarn 
from 

raw silk/silkworm Cocoons
Eg. (Not written)

Any Registered  Person
Silk Yarn

GST=RCM=

Unregistered 
Supplier

Registered 
Recipient

GST RCM = 

Supply of Metal Scrap

RCM (In case of Services): Entry 5AB newly inserted:

Services by way of renting of any immovable property other 

than residential dwelling by Any unregistered person to Any 

Registered Person
Unregistered 

Supplier
Registered 
Recipient

Other than 
Composition

Tax Payer

GST RCM = 

Renting of Immovable Property

Other than residential

(Ie Commercial Property)

RCM (In case of Goods): Metal Scrap (when supplied by unregistered 
person to any registered person) are taxable under reverse charge.

Taxable as Per FCM.

Landlord
Registered 

Recipient
Renting of Residential Dwelling for

Any Use (Resi/ Comm)

•	 If If Recipient =  Individual using it for Personal use =  Exempt.
•	 If Recipient = Unregistered Recipient= Exempt.
• 	 If Renting of Resi-dwelling for Commercial use = Taxable as per FCM. 

RCM = GST = 




	CA Final- GST-Concept Book by  CA Karan Sheth.pdf
	Page 1

	02_Custom Concept Book preview.pdf
	CA Final-Indirect Tax Laws- customs and FTP book by  CA Karan Sheth.pdf
	Page 1


	04_Final CA GST OCOQ Preview.pdf
	CA Final-GST- One Concept, One Question(OCOQ) book by  CA Karan Sheth.pdf
	Page 1


	03_IDT Summary Book GST and Custom Preview.pdf
	CA Final-Indirect Tax Laws- IDT Chart Book by  CA Karan Sheth.pdf
	Page 1

	CA Final-Indirect Tax Laws- IDT Chart Book by  CA Karan Sheth.pdf
	Page 1


	CA Final-Direct Tax - Concept Book & Question Bank Combo By CA Jasmeet singh Preview.pdf
	CA Final-Direct Tax - Concept Book by  CA Jasmeet singh.pdf
	Page 1

	Direct Tax-Question Bank Preview.pdf
	Direct Tax_Question Bank cover.pdf
	Page 1

	Direct Tax_Question Bank cover.pdf
	Page 1




