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BUDGET 2009: A GAME OF PATIENCE

The presentation of this year’'s budget was supposed to be different in several respects — it was the first budget of the newly elected Government - a
Government without crutches; it was against a background of unprecedented global crisis to which India has been no exception; and it was in a way a

continuance of the interim budget.

With this background India Inc had built in great expectations that were further fueled by the Economic Survey. There were expectations of a stimulus for the
economy, of some definite thinking on the fiscal discipline, of industry friendly and much awaited reforms- especially in the areas of disinvestments, labour,

foreign direct investments, etc.

To present some broad numbers, economic performance during the period 2008-2009 though significantly down from 9% for the earlier year was a good
6.7% - good since most countries didn’t grow at all recorded a negative growth! The total budgeted outlay / expenditure for 09-10 now stands at a staggering
10 lac crores in INR terms. Given that the first budget of India had an outlay of a mere 193 crores this amount sounds astronomical. However, the concern is
that nearly 68% of the above expenditure is non-planned expenditure, consisting of interest burden, subsidies, and defence expenditure. Both interest and
subsidy burden has increased significantly. As a result of the above outlay, fiscal defecit now stands at 6.8%. Way above the last year's budget estimate of
2.5% and even higher than last year’'s actual of 6.2%. In such an economic scenario, economists would also laud government spending if the spending is
direct and not on subsidies and if there is a clear well laid down path to return to fiscal discipline. This has or rather the absence of this has hurt one and all!
Even with disinvestment, the pitiful Rs 11 lac crores figure which the FM unveiled crushed all hopes. That number is truly inexplicable. Also there is nothing
significant for any particular sector — perhaps infrastructure sector being the biggest beneficiary. Allocations to various schemes to bridge the gap from India
to Bharat as anticipated have been hiked but the delivery mechanism of the Central and State Governments remain as rickety as ever. And for the first time

there seems to be a drought of new ideas in the budget.

For the agricultural sector there is no sensational announcement for ordinary farmers except 1% interest subsidy for those who repay their loans promptly.
After the much celebrated loan write off of last year, farmers would now wait for the next write offl There is some increase in credit availability to the
agricultural sector and income tax exemption to investors in cold storages, etc. But these measures will only have marginal impact, as there are no specific

measures for increase in agricultural productivity, induction of improved technology and R&D efforts or incentives for packaging industry.
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On the direct tax front the FM promised to place the draft of new Direct Tax Code within next 45 days (finally!!!). There were also some welcome measures
like abolition of the highly detested Fringe Benefit Tax (FBT), abolition of Commodities Transaction Tax (CTT), abolition of surcharge for the non-corporate tax
payers, some minor announcements like extension of exemption on export income to STPI / EOU units by one more year till 31% March 2011 and increase in
tax exemption limits for individuals. On the other hand there is an increase in Minimum Alternate Tax (MAT) to 15%. The fine print of the budget proposals
provides clarity on taxation of newly introduced LLPs which is akin to partnership firms, alternate dispute mechanism for transfer pricing issues and tax issues
faced by foreign companies, rationalisation, simplification, and clarification of some of the intricate procedures and interpretation issues. The FM in his budget
speech also gave a commitment to a more efficient and less dispute prone tax collection regime and this intent seems to be backed by some amendments

suggested in the Budget.

On the indirect tax front, there is a reiteration to move to common Goods and Service Tax (which would be dual in nature) by 1st April, 2010; though the
deadline poses in equal measure a challenge to both the Government and industry. There is also an attempt to provide effective time bound mechanisms to
secure service tax refunds for the exporters. Three new services including legal consultancy services and cosmetic or plastic surgery services have been
included in the service tax net. Also, the Authority for Advance Ruling (AAR), catering to direct taxes, will now take up indirect tax cases. Otherwise, there has

been no change in the Customs, Excise and Service tax rates, though he could not resist the temptation of tinkering with the rates for a few products.

On the whole, people felt that the Budget was low on ambition, boldness and vision and seems to have left out all crucial decision making areas of the
economy into the hands of several Expert Committees, and other ministries concerned. There is nothing specific for promotion of FIl / FDI investments. The

much awaited announcement on raising the FDI cap in the Insurance and Retail sector is also not there.

The charitable view is to accord the FM the benefit of doubt; he didn't have enough time to unveil a big bang budget and the best is yet to come, over the next
few months and in the next February budget. The cynical view is that the investor's and people’s expectations are running ahead of themselves; and despite
the electoral surprise, things will improve only incrementally and over a much longer duration than investors want. The truth, as often, perhaps lies

somewhere in the middle. While investing in India, the virtue of patience cannot be overstated.
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SNAPSHOTS OF TAX PROPOSALS

Direct Taxes J

Corporate Taxation

© No change in the tax rates and surcharge.

©

Tax holiday under sections 10A and 10B further extended till financial year 2010-11.

©

Computation of profits exempt under section 10AA in the case of units in SEZ to be based on total turnover of
undertaking as against total turnover of the business.
Tax holiday benefit available for power sector extended to 31 March 2011.

Tax holiday extended to undertaking engaged in commercial production of natural gas.

Oil refineries to get tax holiday benefit for commercial production commencing before 31 March 2012.

Weighted deduction of 150% for in-house scientific research extended to many other businesses.

Investment-linked incentives introduced for setting up and operating cold chain facilities, warehousing and cross-country oil and gas distribution network.
MAT increased from 10% to 15% of book profits.

Period allowed for carry forward of MAT credit extended from seven years to ten years.

FBT to be abolished.

CTT to be abolished.

¢ 0 ¢ 06O ©C © © ©

Personal Taxation

& The basic exemption limit for levy of tax for individuals/ HUFs, women taxpayers and senior citizens increased to Rs. 160,000, Rs. 190,000 and Rs.
240,000, respectively.

© Surcharge of 10% to be eliminated

© Fringe benefits by way of ESOPs, contribution to an approved superannuation fund in excess of Rs.100,000 and any other prescribed fringe benefit or
amenity to be taxed as perquisites.
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Transfer Pricing

& CBDT empowered to formulate safe harbour rules specifying the circumstances for acceptance of transfer price of the taxpayer.
& Where the AM of the ALP is within 5% of the transfer price, the transfer price shall be treated as the ALP and no adjustment will be made.
& ADRM to be constituted for speedy disposal involving international taxation disputes of foreign companies and cases involving transfer pricing matters.

Other Amendments

© Surcharge of 10% on firms to be eliminated.
© Scope of presumptive taxation extended to all small businesses with a turnover up to Rs.40 lacs.
© The taxation scheme for LLPs to be on the same lines as that of general partnerships.
& Value of movable and immovable property received without consideration or for inadequate consideration to be taxed as income of the recipient.
& Anonymous donations received by charitable organizations to the extent of 5% of total income or Rs.100,000, whichever is higher, not to be taxed.
© Exemption limit for payment of wealth tax increased to Rs. 30 lacs.
Indirect Taxes J
© Service tax rates unchanged
© 4 news services added to taxable list
© Some changes in relation to refund of Service Tax to the exporter of goods introduced
© Service tax exemption provided to Export promotion councils.
& Excise duty rates of many products increased from 4% to 8%
& High court can now condone the delay in filing appeals/memorandum of cross objections beyond limitation
period if there is a sufficient cause.
& Nominated Chartered Accountants can now also be appointed by Commissioner to conduct Special audit
under Central Excise Law.
© Seized records which have not been relied upon by the department to be returned back to the assessee within 30 days.
© Partial Excise duty exemption on packaged software
© No major changes in Custom duty rates.
© Refund of custom duty can be claimed in respect of sub standard imported goods
© Peak rate of excise duty reduced from 16% to 14%
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© Rates for Individuals, HUFs, AOPs and BOls

Minor relief has been granted by raising the threshold limit of basic exemption. For individuals, HUFs, AOPs and BOlIs the slab rates of tax on the total

income for the year beginning from financial year 2009-10 will be as under:

Income Slab Tax rates for Tax rates for women assessees | Tax Rate
senior citizens | below 65 years of age for others

Upto Rs. 160,000 Nil Nil Nil

Rs. 160,000 to Rs. 190,000 Nil Nil 10%
Rs. 190,000 to Rs. 240,000 Nil 10% 10%
Rs. 240,001 to Rs. 300,000 10% 10% 10%
Rs. 300,001 & Rs. 500,000 20% 20% 20%
Above Rs. 500,000 30% 30% 30%

Surcharge of 10% of tax for Individuals, HUFs, AOPs and BOIs has now been abolished.

© In case of partnership firms, the tax rate remains the same i.e. 30%. However the surcharge of 10% has now been abolished.

© ©

case of foreign companies if the total income exceeds Rs. 1 crore.

© © © ©

Budget 2009

Education Cess aggregating to 3% on tax continues for all entities.
No changes have been proposed in the rates of Dividend Distribution Tax.

No changes have been proposed in the taxation of tax on Capital Gains.

In case of Limited Liability Partnerships, the same rate of tax as is applicable to partnership firms would apply i.e. 30%.

In case of companies, the tax rates remain the same i.e. 30%. There is no change in the surcharge @ 10% in case of domestic companies and 2.5% in

In respect of withholding tax, surcharge is not to be included except in the case of payment to non residents and foreign companies.
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Definitions J

& The definition of the term "Manufacture” has been inserted retrospectively with effect from A.Y. 2009 — 10 to mean a change in a non-living physical
object or article or thing having a different name, character and use or bringing into existence of a new object or article or thing with a different chemical
composition or integral structure.

& The term “Charitable Purpose” has been enlarged to include preservation of environment (including watersheds, forests and wildlife) and preservation
of monuments or places or objects of artistic or historic interest.

© The terms “firm”, “partner” & “partnership” has been enlarged to include the Limited Liability Partnerships and partners therein.

© The term “electoral trusts” has been defined to mean a trust set up in accordance with the scheme approved by CBDT as a pass-through vehicle for

routing donations to political parties.

Charitable Trusts J

& Anonymous donations received by partly religious/ partly charitable institutions and wholly charitable institutions would be chargeable to tax if the same

are in excess of 5% of the total income of the institution or a sum of Rs.100,000 whichever is higher.

Exemption in resepct of Export Profits J

© Tax Holiday for STPI & EOU units has been extended for one more year i.e. up to the financial year ending 31* March, 2011.
© Anomaly in respect of deduction in case of SEZ units resolved to state that while computing the deduction, the total turnover of the SEZ unit is to be
considered instead of total turnover of the entire business of the tax payer.

Income from Salaries J

© It has been clarified that benefit of exemption in respect of voluntary retirement cannot be claimed u/s 10(10C) if deduction of relief u/s 89 has been
claimed and vice versa.
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Income from Business

& Weighted deduction of 150% in respect of expenditure incurred on in-house R&D is now available to all
manufacturing businesses except few businesses dealing in specified goods.

© A new section 35AD is proposed to be introduced to provide as under:

Deduction of expenditure of capital nature in respect of specified businesses;
Specified business means setting up and operating cold chain facility, warehousing facility for storage

of agricultural produce and laying and operating cross country natural gas or crude or petroleum oil

pipeline network for distribution;

Expenditure does not include expenditure on acquisition of land or goodwill or financial instruments;

For purposes of depreciation and capital gains, the cost of acquisition is to be considered at Nil;

The business should not be set up by splitting up or reconstruction of the existing business;

The benefit is subject to satisfaction of other conditions;

No deduction under Chapter VIA will be available;

The losses in respect of these specified businesses can be set off and carried forward against these specified business incomes only;

Any sum received on demolition, destruction, discarding or transfer of such capital asset is to be included as business income.

© Itis proposed to make upward revision in the existing limits of the remuneration to partners of partnership firm. It is also proposed to prescribe uniform

limit for both professional and non professional firms. The limits are as under:

On the first Rs. 300,000/- of the book- profit & loss

Rs. 150,000/- or 90% of book profit whichever is more

On the balance book profit

60% of the balance profit

& The limit of disallowance in respect of cash expenditure incurred for payment to transporters is proposed to be increased from Rs. 20,000/- to Rs.

35,000/- per day per payee.

Budget 2009
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© A new provision is proposed to be introduced for taxing on presumptive basis, profits and gains of any business, including retail business but excluding
business of carriage of goods, having a turnover of less than Rs. 40 lacs. Presumptive rate of tax would be 8% of Gross receipts. Assessee is not
required to pay any advance tax or maintain any books of accounts. Accordingly, the provision dealing with presumptive tax in respect of retail business is
proposed to be omitted.
The above amendment is applicable from A.Y. 2011-12

© Section 44AE dealing with deemed income in case of business of plying, hiring, leasing goods carriage is amended to increase the exemption limit as
under:
a) For heavy goods vehicles from Rs. 3,500/- to Rs. 5,000/-
b) For other than heavy vehicles from Rs. 3,150/- to Rs. 4,500/-
The above amendment is applicable from A.Y. 2011-12

Computation of Capital Gains J

© The deeming provisions of adopting the stamp authority valuation for computing capital gain in respect of sale of land and building has been extended

even in those cases where transactions are not registered with stamp duty valuation authority.

Income from Other Sources J

& Gift received in kind other than under specified circumstances is also to be included in the total income of the recipient.
© Interest received on compensation or enhanced compensation is to be included in the total income of the recipient for the year in which it is received,

irrespective of the method of accounting followed.

Deductions under Chapter VI- A J

© Sec 80DD: Upper limit for deduction in respect of maintenance, including medical treatment, of a dependent with severe disability has been increased
from Rs 75,000 to Rs 100,000.
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© Sec 80E: Scope of deduction in respect of interest on loans taken for pursuing higher education has been extended to cover all fields of study, including
vocational studies pursued after completion of schooling.
Sec 80GGB and Sec 80GGC: New sections introduced to allow deduction for entire donation to electoral trusts while computing the income of the donor.

©

© Sec 80IB (9): Benefit provided for an undertaking claiming deduction under section 80IB in respect of refining of mineral oil extended retrospectively to
include production of natural gas. The benefit extended to allow for a further period of three years i.e. up to the 31st March, 2012.

& Sec 80IB (10): Benefit under this section will not be allowed to an undertaking which develops and builds the housing project if it allots more than one
residential unit to the same person not being an individual and where the person is an individual, no other residential unit in such housing project is
allotted to any of the following persons:

1. Spouse or minor children of such individual,
2. HUF where such individual is a karta;
© Sec 80IA: Benefit will be extended for an undertaking which commences business on or before 31* March 2011 in the following:
e Generation or generation and distribution of power;
e Transmission or distribution by laying a network of new transmission or distribution lines;
e Substantial renovation and modernization of existing network of transmission or distribution lines;
e Benefit also extended to an undertaking owned by an Indian company set up for reconstruction or revival of power generation if such
undertaking commences the activity of generation, transmission or distribution of power on or before 31* March 2011.

Tax Benefits for New Pension System-Section 80CCD J

© The tax benefit u/s 80CCD for making depositing the amount with the New Pension System (NPS) trust has
been extended to all the individual assessee. Hitherto the tax benefit was available to only ‘employees’. The
benefit is available at maximum of Rs. 1,00,000 along with the deduction u/s 80C and 80CCC.

The income of the NPS trust is proposed to be exempt u/s 10(44) of the income tax act.

Any dividend paid to NPS trust would be exempt from Dividend Distribution Tax.

All the Income s would be received by the NPS trust without deduction of tax at source.

¢ ¢ 00

All the purchase and sale of equity and derivatives by the NPS trust will be exempt from Securities

Transaction Tax.
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Deduction in respect of Contribution to Political Parties J

& With a view to reforming the system of funding of political parties it is proposed to amend section 80GGB and section 80GGC of the Income-tax Act, 1961
to provide that donations to electoral trusts shall be allowed as a 100 percent deduction in the computation of the income of the donor. It is also proposed
to consequently amend the definition of the term ‘income ‘to provide that donations to such electoral trusts shall be treated as income of the trusts which
will be specifically exempt as per the newly inserted section 13B and not included in the total income of the previous year if:-

(a) the electoral trust distributes to any political party, registered under section 29A of the Representation of the People Act, 1951, during previous year
95 percent of the aggregate donations received by it during the said previous year along with the surplus, if any, brought forward from any earlier
previous years

(b) the electoral trust functions in accordance with the rules made in this regard by the Central Government.

Minimum Alternate Tax (MAT) J

© Rate of MAT is increased from 10% to 15%.
© Time limit for claiming MAT Credit has been increased from 7 years to 10 years.

© Provision for diminution in value of asset will now be required to be added to book profit.

"Commodity Transaction Tax (CTT) J

& Provisions of Commodities Transaction Tax have been abolished with effect from F.Y. 2009-10.

Fringe Benefit Tax (FBT)

© The provisions of FBT have been abolished with effect from F.Y. 2009-10
© Value of ESOPs or sweat equity shares is to be considered as perquisites in the hands of employees.

& Contribution to an approved Superannuation fund exceeding 1 lac would be considered as perquisite in the hands of employees.
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© Perquisites would also include value of any other fringe benefit or amenity as may be prescribed.

Advance Tax

& The threshold limit for payment of Advance Tax is increased from Rs. 5,000/- to Rs. 10,000/-. Thus, the liability for the payment of Advance Tax would
arise only if limit exceeds to Rs. 10,000/-.

Recognition to Providend Fund J

© The recognition accorded to any Provident Fund on or before 31% March, 2006 not satisfying the conditions set out in the respective clauses of Fourth
Schedule to Income tax act on or before 31* March, 2009, was to be withdrawn. This time limit of 31% March, 2009 is now proposed to be extended to
31% December, 2010.

Taxation of Limited Liability Patnership J

& The taxation of Limited Liability Partnerships (LLP) shall be on the same lines as taxation of general partnerships, i.e., taxation in the hands of the entity
and exemption from tax in the hands of its partners in respect of share of profits.
& Every partner of LLP is jointly and severally liable for the taxes to be paid by the LLP for the period during which he was a partner.

© LLPs are excluded from the provisions of presumptive taxation.

Assessment Procedure J

& The Assessing Officer can assess or reassess any income which comes to his notice subsequently in the course of the Assessment or Re-assessment
proceedings even if the reason for the same has not been originally recorded by him in writing. This is applicable retrospectively from 1* April 1989.

& Every income tax authority shall allot a computer generated Document Identification Number (DIN) in respect of every notice, order, letter or any
correspondence issued by him to the assessee or internally and such number shall be quoted thereon without which such document shall be treated as

invalid and shall be deemed never to have been issued (applicable from 1% October 2010).
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Double Taxation Avoidance Agreeemnts (DTAAS)

© In addition to DTAAs with foreign countries, the Government of India is now also empowered to enter into such agreements with non — sovereign
territories.

Transfer Pricing — 5% Adjustment J

© The Indian transfer pricing regulations provide for adjustment of the arm’s length price (ALP) to the extent of +/- 5% if the actual price of the international
transaction does not correspond to the arm’s length price.

© The taxpayers as well as the tax tribunals have been taking a stand that this benefit of 5% adjustment is available in all cases. Consequently, say, if the
difference between ALP and the actual price is 20%, the actual tax adjustment / addition was being calculated as 15% (difference of 20% less standard
adjustment of 5%).

& However, this provision has now been clarified, and the benefit of 5% adjustment will now be allowed only if the actual price falls within +/- 5% of the ALP.

Consequently, in the above example, the amount of tax adjustment / addition would be to the tune of 20%.

Transfer Pricing — Safe Harbour Rules J

© There are currently no safe harbour provisions under the current Indian transfer pricing regulations, and the said provisions get attracted even if the
international transaction is worth one rupee.

& However, it is now proposed to empower the Indian Central Board of Direct Taxes (CBDT) to formulate safe harbor rules (circumstances in which the
Indian income tax authorities shall accept the transfer pricing declared by the taxpayer).

& The safe harbor rules would be formulated and declared in due course.

Transfer Pricing- Alternate Dispute Resolution Mechanism J

& The subjects of transfer pricing and cross — border taxation are at a nascent stage in India. Very often, the Indian tax / transfer pricing authorities tend to

take a revenue biased view, resulting in tax additions, often uncalled for. The reversal of these tax additions are generally cumbersome and time
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consuming. In fact, finality in some cases is achieved only at the Supreme Court level. Taxpayers, especially, foreign investors, are highly sensitive to
uncertainty in tax regime, and this has been a significant factor affecting the flow of foreign investment into India over the years.

& Consequently, with a view to provide for an alternate dispute resolution mechanism for speedy resolution of disputes involving transfer pricing / cross —
border tax matters, it is proposed to create an alternative dispute resolution mechanism (called the “Dispute Resolution Panel” or the “DRP”) within the
income tax department.

© All draft Orders involving transfer pricing / cross — border tax matters and which are prejudicial to the interest of the taxpayer would now be required to be
forwarded by the tax officer to the taxpayer before finalizing. Based on the draft Order, the taxpayer would have the option to object to the Order by
making an application to the DRP.

© On perusal of the application of the taxpayer, and other facts of the case, the DRP would issue final directions to the tax officer, and these directions
would be binding on the tax officer.

& The order passed by the tax officer pursuant to the order of the DRP cannot be appealed before the appellate tax officer [CIT(A)] but will be appealable
directly before the income tax appellate tribunal, which is the next higher appellate authority after the CIT(A).

© Guidelines on the functioning of the DRP would be issued in due course.

& The TDS rates on contractual payments (Section 194C) have been changed as under:

Payee Existing Proposed rate
Rate (w.e.f. 1/10/09)

Individual/HUF 2% or 1% 1%

Other than Individual/HUF 2% or 1% 2%

Individual/HUF (for advertising contracts) 1% 1%

Other than Individual/HUF (for advertising contracts) 1% 2%

Sub-contractor in transport business (quoting PAN) 1% Nil

Contractor in transport business (quoting PAN) 2% Nil
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© In case of a transporter, if PAN is not quoted the TDS rate will be 1% for an Individual/HUF transporter and 2% for other transporters up to March 31,
2010.

& Section 194C has been amended to include in its scope manufacturing or supplying a product according to the requirement or specification of a customer
by using material purchased from such customer. Tax shall be deducted on the invoice value excluding the value of material if such value is mentioned
separately on the invoice. Else, it shall be deducted on the entire invoice value.

& The TDS rates on rental payments (Section 194I) have been reduced as under:

Nature of Payment Existing | Proposed rate

Rate | (w.e.f. 1/10/09)
Rent of plant, machinery or equipment 10% 2%
Rent of land, building or furniture to an individual and Hindu 15% 10%

Undivided Family

Rent of land, building or furniture to a per son other than an 20% 10%

individual or Hindu Undivided Family

© All the tax deductees (resident or non-resident) are required to furnish their PAN to the respective deductor, failing which the deductor shall deduct tax at
source at higher of the following rates:
(i) The rate prescribed in the Income-Tax Act or Finance Act; or
(i) At the rate of 20 per cent.
This amendment will take effect from Financial Year 2010-11 onwards and accordingly PAN not furnished by the deductee after 1* April 2010 would be
liable for tax deduction at the higher rate specified above.

© A new section is proposed to be introduced for processing of statements of tax deducted at source. It is proposed that the following adjustments can be
made during the computerized processing of statement of tax deducted at source
(i) any arithmetical error in the statement or
(ii) any incorrect claim, if such incorrect claim is apparent from any information in the statement.
It is proposed to provide that after making adjustments, tax and interest would be calculated and sum payable by the deductor or refund due to the

deductor will be determined.
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© The Finance Bill has laid down the time limit for passing any order holding a person to be an ‘assessee in default’ in case of failure to deduct whole or any
part of tax where the deductee is a resident taxpayer. The order can be passed within 2 years from the end of the financial year in which the statement of
tax deduction at source is filed by the deductor. Where no such statement is filed, such order can be passed till four years from the end of the financial

year in which the payment is made or the credit is given. This amendment is applicable from 1% April, 2010 onwards.

Other Proceduaral Amendments J

& The time limit for filing of application for a trust or an institution whose gross receipts exceed Rs. 1 crore seeking exemption u/s 10(23C) of the Income

Tax Act has been extended till 30" September of the succeeding financial year. This is applicable from financial year 2008-09 onwards.

Miscellaneous Proposals J

© Anew Direct Tax Code to be released in 45 days along with discussion paper for public debate.
© Income Tax Returns in Form Saral 2 to be re-introduced for ease of filing income tax returns.

& Online tax filing process to be simplified over a span of 4 years.

© The Authorities for Advance Ruling (AAR) for Direct Taxation and Indirect Taxation to be merged.

Wealth Tax J

© The threshold limit for payment of wealth tax has been increased fifteen lac rupees to thirty lac rupees.
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Glossary to Direct Taxes J

ALP — Arm’s Length Price

AOP — Association of Persons

BOI — Body of Individuals

CBDT - Central Board of Direct Taxes
CIT(A) — Commissioner of Income Tax (Appeal)
DRP - Dispute Redressal Plan

EOU — Export Oriented Unit

ESOP — Employee Stock Option Plan

HUF — Hindu Undivided Family

LLP — Limited Liability Partnership

NPS — New Pension Scheme

R&D — Research & Development

SEZ — Special Economic Zone

STPI — Software Technology Parks of India

©¢ ¢ ¢ € O C©C O CCCCOOUOOZC
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INDIRECT TAX PROPOSALS

Service Tax J
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No change in the present rate of 10%.

Following new categories of taxable services have been added to the tax net:
Service provided in relation to transport of goods by rail
Service provided in relation to transport of (i) coastal goods; and (ii) goods through Inland water
including National Waterways

Legal consultancy services provided by business entities to business entities (except that of appearance

before court/tribunal/authorities)

Cosmetic and plastic surgery services except that for curing certain deceases

The definition of Business Auxiliary Service (BAS) is being amended so as to provide that only those processes, which result in the manufacture of
‘excisable goods’ (as defined in the Central Excise Act) are excluded from the purview of BAS.

The definition of ‘Information Technology Software Service’ is being amended to replace the word ‘acquiring’ with the word ‘providing’ [appearing in Sl.
No. (iv) and (v) of the definition]. The amendment is being given retrospective effect from 16.05.2008.

The definition of stock-broker (in stock-broker service) is being amended to exclude sub-broker from its ambit. As a consequence, sub-brokers will be
outside the purview of service tax.

Powers of Commissioner of Revision curtailed: As of now Commissioner has power to revise the order passed by his subordinate unless the order was
pending in appeal, within 2 years from date of order.

The proposed amendment intends to take away such powers by providing that the commissioner can only ask his sub ordinate to prefer an appeal before
Commissioner of Central Excise (Appeals), within 3 months of communication of the adjudication order.

Powers are proposed to be given to Central Govt. for making rules in relation to date for determination of rate of service tax & the place of provision of
taxable services.

Notification No. 1/2009- Service Tax which was issued on 05/01/2009 to exempt taxable services provided by specified service providers to Goods
Transport Operators is made applicable with retrospective from 01/01/2005. Service tax paid by Goods transport operators during the period from
1.1.2005t0 5.1.2009 to such service providers can be claimed as refund within 6 months from date of enactment of this bill.
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© Exemption granted to various Export Promotion Councils & Federation of Indian Export Organizations on the membership fees received under the
category of Club & Membership service. This exemption is valid till 31.03.2010.
& Changes in the scheme of exemption for services received by merchant exporters:
e Refund claim to be filed within 1 year from the date of export (earlier 6 months)
e CA Certificate is required if refund is more than 0.25 % of FOB Value.
e Declaration in form ‘A-2’ to be filed before exports, if the exporter is not an excise registered assessee.
o Refund to be claimed in specified form ‘A-1'.
& Exporters of goods need not pay service tax under reverse charge basis on services received from Goods transport agency and foreign agent on
fulfillment of certain services.
© Banking and Financial services & Foreign exchange broking service provided in relation to inter-bank transaction of purchase or sale of foreign exchange
between two schedule banks have been exempted..
© Tour Operators having ‘Contract Carriage’ permit for inter-state or intra-state transportation of passengers (excluding Tourism, conducted tours, charter
hire service) shall be exempted
& Works Contract (Composition of tax) rules have been amended with effect from 07/07/2009 to provide service tax to be payable on:
e Value of all goods used in or in relation to the execution of the works contract, whether supplied under any contract for a consideration or
otherwise.
¢ Value of all services required for execution of works contract.
But Excluding:
e VAT /Sales Tax and

e Cost of machinery & tools; except their Hire charges.
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“Input” shall not include cement, angles, channels, CTD / TMT bars & other items used for construction of factory sheds, building or laying of foundation

or making of structures for support of capital goods; for the purposes of claiming CENVAT credit.

The manufacturer of taxable and exempt goods opting not to maintain separate set of accounts, shall pay duty 5% of value of exempted goods.

Similarly, provider of exempt as well as taxable output services opting not to maintain separate accounts shall pay 6% of value of exempted services.

Section 23A has been amended to provide that Authority for Advance Ruling(AAR) constituted under section 245 —O of the Income Tax Act to act as an

AAR for the purposes of Central Excise Act.

High Courts to admit for condonation of delay in filing of appeals/ applications/ memorandum of cross objections beyond prescribed time limit provided it

is satisfied that there is a sufficient cause for delay.

Section 14A & 14AA have been amended to provide that the Chief Commissioner may also nominate Chartered Accountants for conducting special

audits, apart from Cost Accountants.

Excise Duty Rates have been reduced on specific Products (See table for major items).

REDUCED EXCISE DUTY RATES

Products Pre Budget Rate (%) | Post Budget Rate (%)
Petrol 6%+Rs 5/- per Liter Rs.6.50/- Per Liter
HSD 6% + Rs1.25Per Liter Rs.2.75 Per Liter

Jewelry on which brand name / trade
name embossed

2%

Nil

Motor vehicle having engine capacity
exceeding 1999CC

20% + Rs20000 Per
Unit

20% + Rs15000 Per
Unit

Petrol driven motor vehicle for transport
of goods; except dumpers

20%

8%

Budget 2009
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© Excise Duty Rates have been increased on specific Products (See table for major items).

INCREASE EXCISE RATE PRODUCTS

Products Pre Budget Rate (%) | Post Budget Rate (%)
Special boiling point spirits - 14
Naphtha 10 14
Pure Terephthalate Acid (PTA) 4 8
Dimethyl Terephthalate (DMT) 4 8
Acrylonitrile 4 8
Ink used in writing instrument 4 8
Polyester Chips 4 8
Heat Resistant latex rubber thread 4 8
Heat Resistant rubber tension tape 4 8
Raw, Tanned & Dressed Fur Skin 4 8
Sheets of plywood, laminated wood of 4 8
thickness not exceeding 6mm

Particle board: Oriented Strand board, 4 8
Fiber Board

Plywood, veneered panels

Flush doors

Articles of wood (other than of densified

wood)

Folders, file covers, manifold , business 4 8
forms,& other articles of stationery of

paperboard (except notebook &

exercise book)

Paper & paperboard labels

Manmade filament yarn
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INCREASE EXCISE RATE PRODUCTS

Products Pre Budget Rate (%) | Post Budget Rate (%)
Manmade filament fiber 4 8
All Textile goods made of pure cotton , Nil 4

not containing any other textile material
[Exempt from duty if no cenvat credit on
Input availed]

All textile goods made of manmade 4 8
fibers / yarn or natural fiber / yarn other
than cotton [Exempt from duty if no
Cenvat credit on input availed]

Goods in which not less than 25% by 4 8
weight of fly ash or phosphogypsum or
both have been used.

Goods manufactured at the site of 4 8
construction work at such site

Articles of mica

Solid / hollow building blocks including
aerated / cellular light weight concrete
block & slabs

Ceramic tiles manufactured in a factory 4 8
not using electricity for firing the Kiln

LPG Gas stove

Electronic milk fat tester & electronic
solid non- fat tester

MP3 / MP4 or MPEG4 players with or 4 8
without radio / video reception facility.

Contact Lenses

Parts of drawing & mathematical
instrument; used in manufacturing of
drawing & mathematical
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INCREASE EXCISE RATE PRODUCTS

Products Pre Budget Rate (%) | Post Budget Rate (%)
Playing Cards 4 8

Paint brushes; Shaving brushes, tooth 4 8

brushes

Slide fasteners & parts thereof 4 8

& Duty exempted on the following products

O6SKP

e HSD blended with bio — diesel ; up to 20% by volume is being exempted from basic excise duty, additional duty of excise & special additional duty of

excise, provided appropriate duties have been paid both on HSD & Bio — diesel. Wireless data cards

o Partial exemption to package software to extent of value representing the consideration paid / payable for transfer of the right to use such software.

e Specified medical devices; namely Patent Ductus Arteriosus / Artrial Septal Defect occlusion device exempted.

Custom Duties

& Duty exempted on the following products:

e Exemption of CVD to canned or packaged software on the value which represents the
consideration for the transfer of the right to use such software subject to certain conditions

e Full exemption from Special additional duty of customs on parts, components and accessories of

mobile handsets including cell phones reintroduced—valid for one year.

e Full exemption on inflatable rafts

e Full exemption of Basic Customs duty on snow-skis and other snow skis equipment, water-skis,

surf-boards, sail-boards and other water-sports equipment.

Budget 2009
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© Customs duty has been increased in case of the following products

INCREASED DUTY RATES

Products

Pre Budget Rate

Post Budget Rate

Gold bar

Rs. 100 per 10 grams

Rs. 200 per 10 grams

Gold in any form

Rs. 250 per 10 grams

Rs. 500 per 10 grams

Silver in any form

Rs. 500 per Kg

Rs. 1000 per Kg

Concrete batching plants of capacity Nil 7.5
50 cum/hr or more

Set-top boxes Nil

Specified Plantation machinery Nil

© Customs duty has been reduced on the following products

REDUCTION IN CUSTOMS DUTY

Products Pre Budget Rate |Post Budget Rate
Unworked Corals 5 Nil
Rock Phosphate 5 2
Bio-diesels 7.5 25
Specific Life Saving drugs and their bulk drugs 5 Nil
Waste of Wool 15 10
Cotton waste 15 10
Permanent magnets for use in wind operated 7.5 5
electricity generators

Mechanical harvesters for coffee plantations 7.5 5
LCD panels for manufacture of LCD TV 10 5
Artificial heart 7.5 5
Patent Ductus Arteriosus/ Atrial Septal defect 7.5 5
occlusion devices

Budget 2009
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& Refund of import duty paid at the time of clearance would be available if the goods imported are found to be defective or not in accordance with the
specification agreed upon by the supplier and importer of goods.

& Authority for Advance Ruling constituted under section 245 —O of the Income Tax Act has been authorised to act as an authority for the purpose of
Customs Act.

© High Court to admit for condonation of delay in filing of appeals/ applications/ memorandum of cross objections provided it is satisfied that there is a
sufficient cause for delay.

& Facility of rebate to be available on locally procured materials used in manufacture of goods to be exported under Duty Free Authorization scheme.

© Tariff value for the imported article for the purpose of assessment of additional duty of customs would be the tariff value for the like article produced or
manufactured in India for the collection of Central Excise duty as determined under section 3(2) of the Central Excise Act, 1944
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Contact:
Manish Shah

Partner- Direct Taxation

SKP Group

Ballard House, 2nd Floor, Adi Marzban Path,
Ballard Estate,

Mumbai - 400 001, India

Tel: + 91 22 6617 8000

Fax: +91 22 6617 8002
Email:manish.shah@skparekh.com

Other offices located at Bangalore, Delhi, Hyderabad and Pune.

Disclaimer:
This document has been prepared as a service to our clients. It summarises the salient features of the Union Budget 2009. These are proposed changes as

per the Finance Bill 2009. Finality of the changes is subject to the passing of the Bill in the Parliament. We recommend you seek professional advice before

taking action on specific issues. Further, information and assistance may be obtained from any of our offices listed on our website — www.skpgroup.com

Budget 2009 27





