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Service Tax On Chartered Accountants—
A Comprehensive Study

Service Tax was introduced in India in 1994 
by the then Finance Minister (presently the 
Prime Minister) Mr. Manmohan Singh with 

a famous quote: “There is no sound reason for 
exempting services from taxation when goods 
are taxed and many countries treat goods and 
services alike for tax purposes.” This tax was 
levied on only three services in 1994 and now 
this list of the services taxed is almost touching 
100. Barring some exceptions from medical and 
legal sector, most of the services sector is now 
under the Service Tax net. 

Service Tax on practising Chartered 
Accountants was introduced in 1998 through 
Notification No. 53/98-ST dated 7th October 
1998 and the effective date of applicability was 
16-10-1998. At the same time the service tax 
was also imposed on two more professional 
services of the same category i.e. the practising 
cost accountants and practising company 
secretaries.

Definitions

Section 65 (83)

Practising Chartered Accountant

“Practising chartered accountant” means a 
person who is a member of the Institute of 

Service Tax on practising Chartered Accountants was introduced in 1998 through No-
tification No. 53/98-ST dated 7th October 1998 and the effective date of applicability 
was 16-10-1998.  Later, the exemption Notification No.59/98 –ST dated 16-10-1998 was 
rescinded vide Notification No. 2/2006- ST dated 1-3-2006. And the latest development 
has been the issuance of notification No.25/2006 –ST dated 13-07-2006 providing ex-
emption to the professionals from the statutory representative services. The article of-
fers an in-depth analysis of the levy of Service Tax on Chartered Accountants.

(The author is a member of the Institute. He 
can be reached at sudhir@halakhandi.com)

— CA. Sudhir Halakhandi

Chartered Accountants of India and is holding 
a certificate of practice granted under the 
provision of the Chartered Accountants Act, 
1949 (38 of 1949) and includes any concern 
engaged in rendering services in the field of 
Chartered Accountancy.

Section 65 (105) (s)

(Prior to 16.6.2005)

Taxable Service

Taxable service means any service provided to a 
client, by a practising Chartered Accountant in 
his professional capacity, in any manner.

Section 65(105) (s)

(From 16.6.2005)

Taxable service means any service provided or to 
be provided to a client, by a practising chartered 
accountant in his professional capacity, in any 
manner.

Persons Liable To Service Tax
The definitions as given above show that the 

persons liable to pay service tax under this head 
must be: -

1. Member of the Institute of Chartered 
Accountants of India.

2. Holding a certificate of practice under the 
provisions of Chartered Accountant Act 
1949.

3. It includes any concern engaged in 
rendering services in the field of Chartered 
Accountancy.
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Member Of The Institute

Section 3. (1): All persons whose names are 
entered in the Register at the commencement of 
this Act and all persons who may hereafter have 
their names entered in the Register under the 
provisions of this Act, so long as they continue 
to have their names borne on the said Register, 
are hereby constituted a body corporate by the 
name of the Institute of Chartered Accountants 
of India, and all such persons shall be known as 
members of the Institute.

Persons Entitled To Be Members of the ICAI: 
Section 4 (1): - Any of the following persons 
shall be entitled to have his name entered in the 
Register, namely: 

(i). Any person who is a registered accountant 
or a holder of a restricted certificate at the 
commencement of this Act;

(ii). Any person who has passed such 
examination and completed such training 
as may be prescribed for members of the 
Institute;

(iii). Any person who has passed the 
examination for the Government 
Diploma in Accountancy or an 
examination recognised as equivalent 
thereto by the rules for the award of the 
Government Diploma in Accountancy 
before the commencement of this Act, 
and who, although not duly qualified to 
be registered as an accountant under 
the Auditors’ Certificates Rules, 1932, 
fulfils such conditions as the Central 
Government may specify on this behalf;

(iv). Any person who, at the commencement of 
this Act, is engaged in the practice of ac-
countancy in any Part B State and who, al-
though not possessing the requisite quali-
fications to be registered as an accountant 
under the Auditors’ Certificates Rules, 
1932, fulfils such conditions as the Central 
Government may specify in this regard;

(v). Any person who has passed such other 
examination and completed such other 

training without residing in India as is 
recognised by the Central Government 
or the Council as being equivalent to the 
examination and training prescribed for 
members of the Institute:

Provided that in the case of any person who 
is not permanently residing in India, the Central 
Government or the Council, as the case may be, 
may impose such further conditions as it may 
deem fit;

(vi). Any person domiciled in India, who at the 
commencement of this Act is studying 
for any foreign examination and is at the 
same time undergoing training, whether 
within or without India, or, who, having 
passed such foreign examination, is at the 
commencement of this Act undergoing 
training, whether within or without India.

Certificate of Practice

 Section 6. (1)-- No member of the Institute 
shall be entitled to practise whether in India 
or elsewhere unless he has obtained from the 
Council a certificate of practice.

Members To Be In Practice

The definition of a practising Chartered 
Accountant is given in the Chartered Accountant 
Act, 1949 and as per Section 2(2) of the Act a 
member of the Institute shall be deemed, “to be 
in practice”, when individually or in partnership 
with chartered accountants in practice, he, in 
consideration of remuneration received or to be 
received, —

(i). Engages himself in the practice of 
accountancy; or

(ii). Offers to perform or performs services 
involving the auditing or verification of 
financial transactions, books, accounts, or 
records or the preparation, verification or 
certification of financial accounting and 
related statements or holds himself out to 
the public as an accountant; or

(iii) Renders professional services or assistance 
in or about matters of principle or detail 
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relating to accounting procedure or the 
recording, presentation or certification of 
financial facts or data; or

(iv). Renders such other services as, in the 
opinion of the Council, are or may be 
rendered by a chartered accountant in 
practice.

Here the services provided or to be provided 
by a Chartered Accountant in his professional 
capacity is taxable. Now here is the list of services 
which a practising Chartered Accountant 
provides in his professional capacity: -

1. Auditing services.

2. Accounting services.

3. Statutory certification work.

4. Taxation Consultancy: - Income Tax, VAT, 
Service Tax and other Taxes.

These all are traditional services provided by 
the practising Chartered Accountants in their 
professional capacity. There are some new fields 

or relatively new fields and avenues are now 
open in which the Chartered Accountants can 
also provide their professional services: 

1. Investigation especially the investigation 
related to financial matters.

2. Executors and Trustee.

3. Company Secretarial Work.

4. Share Valuation.

5. Management Consultancy including 
corporate management.

6. Project financing.

7. Arbitrator for settling up disputes.

8. E-commerce.

9. Risk Assessment.

10. Performance Measurement.

11. System Quality.

12. Intellectual Capital.

13. Continuous Assurance.

The reference to these new services and 
fields may also be found on the official website 
of ICAI.

Constitutional Validity 

The Constitutional validity of service tax was 
upheld in the following cases: -

Exemption To Certain Services

(i) Initial Exemption: At the time of 
introduction of Service Tax on practising 
Chartered Accountants, the Service Tax on all the 
services other than the auditing and accounting 
were made exempt through Notification No. 
57/98-Service Tax, dated the 7th October 
1998. This was the first and initial exemption 
notification, which has its own history in the fact 
that it was withdrawn on the same day on which 
it was made effective i.e. on 16th Oct. 1998. Let 

1. Service tax is distinct and separate from Professional Tax and Parliament is competent to levy 
service tax on services rendered by the Chartered Accountants- Jodhpur Chartered Accountants 
Society v. Union of India (2002) 176 CTR 177(Rajasthan).  
2. Service tax does not offend article 14 or 19 of the constitution and therefore service tax on 
Chartered Accountants is constitutionally valid – All Kerala Chartered Accountants Association v. 
Union of India (2002) CTR 268 (Kerala) 
3. The legislature is always held to have wide discretion to choose the objects for taxation. Applying 
the principle of “Expressive Unions”, it was observed that before a parliamentary legislation can 
be held to be beyond its legislative competence, the court must hold that there is an express and 
specific bar or bar by a necessary implication against Parliament enacting a law on the topic in 
question, i.e. Service Tax. – Chartered Accountants Association v. Union of India (2001) 115 Taxmann 
543 (Gujarat).
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us see this Notification: -“

1. In exercise of the powers conferred by 
section 93 of the Finance Act, 1994 (32 
of 1994), the Central Government being 
satisfied that it is necessary in the public 
interest so to do hereby exempt the 
taxable services other than of auditing 
and accounting provided by a practising 
Chartered Accountant, in his professional 
capacity to a client from the whole of 
service tax leviable thereon.

2. This Notification shall come into force on 
the 16th day of October 1998. -  Notification 
No. 57/98-ST, dated 7-10-1998.”

  On 16th Oct. 1998 a New Notification No. 
59/98 – ST, Dated 16 –10- 1998 was issued in 
suppression of the aforementioned Notification 
No.57/98 – ST, Dated 7-10-1998 and according to 
New Notification the services, which were made 
taxable, have been listed and the services other 
than these services have been made exempt 
from payment of service tax. 

The list of taxable services as declared by 
this exemption Notification is as in Table-1 (on 
next page): -

See here that this Notification was issued 
with respect to the practising Cost Accountants 
and practising Company Secretaries also; 
hence some of the services included in these 
Notifications are related to them also. 

The above notification has given exemption 
to all the services excluding Accounting and 
Auditing services as mentioned in this notification 
and the exempted services also covered the 
Taxation consultancy services provided by 
the Practising Chartered Accountants and this 
is the field the professionals from this sector 
are providing services along with the other 
professionals including the advocates and other 
professionals in the competitive environment. 

(ii). Whether all the other services provided 
by Chartered Accountants were exempt?

Here at the initial stage of introduction of 
this exemption Notification No. 59/98-Service 

Tax, dated 16th October 1998 it appeared from 
the plain reading of the notification that all the 
services other than the services mentioned 
above were made exempt. At the initial stage 
this fact did not get any attention of the 
lawmakers because there are very few fields 
in which Chartered Accountants are allowed 
to work and these fields were, at that time, 
not taken for taxation under the service tax 
laws though Manpower recruitment services 
and Management consultancy services were 
taken into the net of service in 1997 and 1998 
respectively and there was a confusion about 
taxability of these services when the services were 
provided by a practising Chartered Accountant. 
The departmental view in this respect was made 
clear in a Trade Notice No.71/99 dated 18-6-
1999, issued by Cochin-I commissioner, which is 
being reproduced here: -

“Attention is invited to this office Trade Notice 
No.112/98, dated 27-10-1998 communicating 
Ministry’s Notification No. 59/98 –ST, Dated 16-
10-1998 exempting certain services (Other than 
those indicated in the said Notification). It is 
hereby clarified that other services which are not 
mentioned in the notification No.59/98-ST, dated 
16-10-1998 and are in the nature of Management 
Consultancy are not exempted from payment of 
Service Tax. Therefore, the Chartered Accountants, 
who are rendering Management Consultancy 
Services of any sort, in addition to services listed 
in the Notification No. 59/98 dated 16-10-1998 
will be liable for Service Tax under the head of 
Management Consultancy Services. Hence, the 
persons involved in such services are required to 
take registration and pay Service Tax thereon.”

In 2002 an explanation was added to this 
exemption Notification No. 59/98-ST, dated 16-
10-1998 along with an illustration to make the 
matter more clear and specific.  The explanation 
and the illustration inserted by Notification 
No. 15/2002 dated 1-8-2002 w.e.f.16-8-2002 is 
reproduced below: -

“Explanation: Nothing contained in this 
notification shall apply to the services provided 
by a practising Chartered Accountant, a 
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practising Company Secretary or a practising 
Cost Accountant, which may fall in any other 
taxable services as defined in clause (105) of 
section 65 of the said Act.

Illustration: The service provided 
by a practising Chartered Accountant, a 
practising Company Secretary or a practising 
Cost Accountant in connection with the 
management of any organization in any manner 
or recruitment of manpower in any manner shall 
be deemed to be the taxable service provided 
under the category of management consultant 
or manpower recruitment agency, as the case 
may be. Therefore, no exemption under this 
notification shall be applicable to such practising 

Chartered Accountant, a practising Company 
Secretary or a practising Cost Accountant.”

(iii). Why this exemption: The exemption was 
granted to these professionals from the Service Tax 
on the services other than the Accounting, Auditing 
and statutory certification services on the ground 
that only in these services the practising Chartered 
Accountants are exclusively working and in other 
services professionals other than Chartered 
Accountants are also working and this reason 
was also given in the Letter No. F No. B 11/1/98 
–TRU, dated 7-10-1998 issued simultaneously with 
introduction of service tax on this sector. The Para 
No. 13.3 of this letter is as under: -

Table-1
1. Accounting and auditing;
2. Cost accounting and cost auditing;
3. Secretarial auditing;
4.  Verification of declarations in prescribed forms of compliances for obtaining a certificate of 

commencement of business or commencement of other business under section 149 of the 
Companies Act, 1956 (1 of 1956); 

5. Signing of the annual return of listed companies under section 161 of the Companies Act, 
1956 (1 of 1956); 

6. Certification that requirements of Schedule XIII to the Companies Act, 1956 (1 of 1956) 
have been complied with as regards statutory guidelines for appointment of managerial 
personnel and payment of managerial remuneration to them without the approval of the 
Central Government under section 269 and Schedule XIII, of the Companies Act, 1956 (1 of 
1956); 

7.  Certification of documents to be filed by companies with the Registrar of Companies under 
the Companies Act, 1956 (1 of 1956); 

8. Certification in Form 1 that the whole of the amount remaining unpaid or unclaimed for a 
period of three years from the date of transfer to the special account under sub-section (1) and 
sub-section (2) of section 205A of the Companies Act, 1956 (1 of 1956) has been transferred 
to the General Revenue Account of the Central Government under the Companies Unpaid 
Dividend (Transfer to General Revenue Account of the Central Government) Rules, 1978; 

9. Certification of documents under the Exports and Imports Policy (1997-2000) of the 
Government of India;

10. Certification for exchange control purposes which a practising Chartered Accountant 
can issue as documentary evidence in support of certain applications under the Foreign 
Exchange Regulation Act, 1973 (46 of 1973);

11. Certification in respect of valuation of instruments or assets as per rule 8A(7) of the Wealth-
tax Rules, 1957. 
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“13.3: - One of the issues raised is whether 
the Service Tax is leviable on services rendered 
by Chartered Accountants on services which are 
not exclusively performed by them, but also by 
others such as advocates, etc. It has been decided 
that Service tax is to be paid only on services of 
auditing and accounting rendered by practising 
Chartered Accountants in their professional 
capacity. The services rendered by Chartered 
Accountants which shall attract Service Tax, 
include audit/certification services required to 
be rendered in terms of various statutes and/or 
under any specific notification/requirements 
issued by Government or other authorities and, 
inter alia include the following services: - 

(i). Statutory audit of companies under the 
Companies Act, 1956 both in respect of 
private sector and the public sector. 

(ii). Audit of companies carrying on General 
Insurance business under the Insurance 
Act, 1938.

(iii). Audit of Life Insurance Corporation.

(iv). Audit of Banking Sector including Reserve 
Bank of India, State Bank of India, Banking 
companies, Foreign Banks, Regional Rural 
Bank and Cooperative Banks.

(v). Audit of Statutory Corporations 
established under special enactments.

(vi). Audit of Financial Institutions established 
under special enactments. 

(vii). Audit of Cooperative Societies under the 
Central Cooperative Act. 

(viii). Audit of accounts of Members of Stock 
Exchanges under the Securities Contract 
(Regulation) Act, 1956. 

(ix). Audit of financial information given in 
the offer document including accounting 
ratios pursuant to the clarifications XIII 
and XIV of the guidelines for Disclosure 
and Investor Protection issued by SEBI. 

(x). Audit/Inspection of various Mutual Funds, 
Financial Institutions and other entities 
under SEBI Regulations. 

(xi). Audit under Sales Tax Act of different 
States.

(xii). Tax audit under Section 44AB of the 
Income Tax Act, 1961.

(xiii). Audit/clarification under Section 80HH, 
80HHB, 80HHBA, 80HHC, 80HHD, 80HHE, 
80-IA of the Income Tax Act, 1961.

(xiv). Audit of Accounts of Political parties under 
Section 13A of the Income Tax Act, 1961. 

(xv). Audit under Section 142(2H) of the Income 
Tax Act, 1961.

(xvi). Audit under Section 35D and 35E of the 
Income Tax Act, 1961.

(xvii). Audit under Section 33AB (tea 
development account) of the Income Tax 
Act, 1961.

(xvii). Audit under Section 33AB (Site Restoration 
Fund) of the Income Tax Act 1961.“

Though this letter was issued with respect to 
Notification No.57/98 – ST dated 7-10-1998 and 
the fact that the notification was superseded 
but the reasoning given above was equally 
applicable to the new Notification No.59/98 – ST 
dated 16-10-1998 with respect to the reasoning 
of exemption given to certain services.

Further the reason of such exemption was 
also explained in the Trade Notice No. 8/98-
Service Tax, dated 2-11-1998 issued by the 
Mumbai, Commissionerate: -

“2. Vide Notification No.57/98-Service Tax, 
dated 7-10-1998-service tax in relation to 
services rendered by practising Chartered 
Accountants was confined to accounting or 
auditing. Government has now decided that in 
so far as the three categories of professionals 
(chartered accountants, cost accountants and 
company secretaries) are concerned, the service 
tax may be confined to certain specified services 
that are rendered by them either exclusively or 
are common to their professions.”

This Trade Notice was issued on 2-11-1998 
and since it is issued after suppression of the 
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Notification No.57/98 –ST, dated 7-10-1998, one 
can safely presume that the notification under 
consideration of this Trade Notice is Notification 
No. 59/98-ST, dated 16-10-1998.

(iv). The exemption notification rescinded:  
The exemption Notification No.59/98 –ST dated 
16.10.1998 was rescinded vide Notification No. 
2/2006- ST dated 1-3-2006 and now from this 
date all the services provided by the Practising 
Chartered Accountants became taxable without 
any exception and this taxability has also 
included the service tax on taxation consultancy 
service provided by a Practising Chartered 
Accountant.

(v). Exemption for representative services: 
On 13-07-2006 a Notification No.25/2006 
–ST dated 13-07-2006 was issued providing 
exemption from the statutory representative 
services and the notification issued in this 
respect is as under: -

“G.S.R.   (E). - In exercise of the powers conferred 
by sub-section (1) of section 93 of the Finance Act, 
1994 (32 of 1994) (hereinafter referred to as the 
Finance Act), the Central Government, on being 
satisfied that it is necessary in the public interest 
so to do, hereby exempts the taxable services 
falling under sub-clauses (s), (t) and (u) of clause 
(105) of section 65 of the Finance Act, provided 
or to be provided by a practising chartered 
accountant, a practicing cost accountant and 
a practicing company secretary respectively, 
in his professional capacity, to a client, relating 
to representing the client before any statutory 
authority in the course of proceedings initiated 
under any law for the time being in force, by 
way of issue of notice, from the whole of service 
tax leviable thereon under section 66 of the said 
Finance Act.

[F. No. 356/37/2006-TRU]”

The service provided by a practising 
Chartered Accountant in his professional 
capacity is exempt if:-

1. Such service is representative service.

2. The representative service should be 

before any statutory authority on behalf 
of the client.

3. It should be in the course of any proceeding 
under any law.

4. The proceedings should be initiated by 
issue of a notice.

All the four conditions have to be satisfied 
to claim the exemption and if for any service 
provided by a practising Chartered Accountant 
any one of the above-mentioned four conditions 
is missing then exemption will not be available. 
One more point should be noted here that the 
exemption is effective w.e.f. 13-07-2006 only 
hence the statutory representative services 
provided between 1-03-2006 and 12-07-2006 
are not covered by this exemption notification 
and hence are taxable.

The reason of this exemption was given in 
the press release issued simultaneously with 
this Notification and on the next page are the 
extracts of the press release giving the reason 
of exemption.

Here the logic behind the exemption is the 
same as provided in 1998 while giving the 
exemption from all the services other than 
accounting, auditing and statutory certification 
services but this time exemption is only provided 
to the statutory representative services as 
explained above.

Date Of Taxability

The tax on this service was imposed in 1998 
by Notification No. 53/98-ST dated 7th October 
1998 and the effective date of taxability of this 
service is 16.10.1998.

Rate Of Tax

Period Rate Of Tax

16-10-1998 to 13-05-2003 5%

14-05-2003 to 9-09-2004 8%

10-09-2004 to 17-04-2006 10%

18-04-2006 onwards 12%

Education Cess 2% on service Tax 
w.e.f.10.09.2004
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Press Note
(Only Relevant extracts)

Representations have been received from the Institute of Chartered Accountants of India, the 
Institute of Cost and Works Accountants of India and the Association of Company Secretaries 
of India requesting the Government to consider exemption from levy of service tax on certain 
specified services provided by them which are also provided by other professionals and those 
other professionals providing similar services are not taxable. It has been stated that such an 
exemption is required till such time other professionals providing similar services are also 
taxed.   

Government has considered the representations.  Taking into account the views expressed 
by the Institutes and the Association and the other material facts, Government has exempted 
from levy of service tax only representational services provided to a client by a practising 
Chartered Accountant/Cost Accountant/Company Secretary to appear before a statutory 
authority in the course of proceedings initiated under any law for the time being in force, by 
way of issue of notice.

Person Liable To Tax 

Generally the Service tax is payable by the 
Service provider as per section 68 of the Finance 
Act-1994 though exceptionally this responsibility 
is given to the persons other than the service 
provider as per the provisions of Section 68(2) 
by issuing a Notification in this respect.

No such Notification has been issued under 
section 68(2) with respect to this service hence 
the person liable to pay service tax is service 
provider.

General And Other Exemptions

(i). Exemption to small service providers:  
The service providers whose aggregate value 
of service provided during the immediately 
preceding year does not exceed Rs.4 lakhs are 
exempt from service tax in current year up to 
the receipt of Rs. 4 lakhs. This exemption is not 
available where the liability of payment of service 
tax is of persons other than service provider. Here, 
in this particular service, the liability of payment 
of service tax is of Service provider hence the 
exemption is available but this exemption 

will not be available if the service provider is 
using the brand name of another person. This 
exemption is also subject to some conditions on 
allowability of Cenvat credit during the period 
of exemption – Notification No. 6/2005- Service 
Tax, dated 1.3.2005 applicable from 1st April 
2005.

(ii).  General exemption: 

(a) Services provided to United States or 
International Organizations are totally 
exempt from service tax.

(b) Service provided to developer or units of 
SEZ are exempt from service tax, subject 
to certain conditions.

Relevant Codes

l Other Receipts is meant interest/penalty 
on delayed payment. r

TAX COLLECTION 00440092
OTHER RECEIPTS* 00440093
EDUCATION CESS 00440297


