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Budget 2011-2012

Highlights

|. DIRECT TAXES

A. Income Tax

1. Rates Of Income Tax:

1. Basic Exemption Limit in the case of Individual Tax Payers, HUF, AOP,
BOI & Artificial Judicial Person has been increased from Rs 160000/- to Rs

180000/- .

2. Qualifying age of Senior Citizens has been lowered from 65 yrs to 60 yrs &
there current exemption limit has also been increased from Rs 240000/- to Rs

250000/- .
3. A new category of Tax Payers by the name of ‘Very Senior Citizens’

been introduced. It will cover all Individual Tax Payers of age 80 yrs &

above & for them basic exemption limit has been fixed at Rs.500000/-.

4. Rate of Surcharge on Domestic Companies has been reduced from 7.5%

to 5%.
5. Rate of Surcharge on Companies other than Domestic Companies
been reduced from 2.5% to 2%.

2. Minimum Alternate Tax ( MAT ):

i. Rate of Minimum Alternate Tax (MAT) on Companies has been increased

from 18% to 18.5% of the Book Profits (Applicable w.e.f. A’Y 2012-13).

ii. Minimum Alternate Tax (MAT) has now also been levied on Developers of

SEZ & Units operating in those SEZ  (Applicable w.e.f. A/Y 2012-13).

3. Dividend Distribution Tax:

Dividend Distribution Tax  (DDT) shall henceforth be levied on all those
Undertakings engaged in developing, operating & mai ntaining SEZ on all

Dividends declared, distributed & paid by them on or after 1 % June, 2011.

Document Produced by deskPDF Unregistered :: hitp://mww.docudesk.com


http://www.docudesk.com

. Alternate Minimum Tax ( AMT ) in case of Limited Liability Partnership (LLP’s)

Alternate Minimum Tax (AMT) @ 18.5% of Adjusted Total Income shall be levied
on all LLP’s . Adjusted Total Income for this purpose shall be calculated after adding
back ‘Deductions on Certain Incomes’ under Chapter VI A & Deductions claimed U/s
10AA. Provisions relating to Carry Forward & Setoff of Tax Credit are more or less
similar to the corresponding Provisions under Minimum Alternate Tax. (Applicable
w.e.f. AlY 2012-13)

. Definition Of “Charitable Purpose”:

Definition of ‘Charitable Purpose’ as defined U/s 2(15) of the Income Tax Act has
been slightly amended by increasing the monetary upper limit  of aggregate value
of Receipts from the activities in the nature of ‘advancement of any other object
of General Public Utility’ from Rs. 10 Lakhs to Rs.25 Lakhs , to remain qualified
as activity for * Charitable Purpose’. (Applicable w.e.f. A/Y 2012-13).

Weighted deduction u/s 35(2AA):

Weighted deduction allowed for any sum paid to a national laboratory or a
University or an Indian Institute of Technology (lIT) or to a specified person, for the
purpose of an approved scientific research program has been increased from
175% to 200% (Applicable w.e.f A/Y 2012-13)

. Scope of Section 35AD widened

To avail, Investment linked deduction u/s 35 AD of Income Tax Act, two new
businesses have been added to the list of specified business. These are:

i. Developing and building a housing project under a scheme for
affordable housing framed by the central and state government & notified by
the board.

ii. Production of fertilizer in India.

Date of commencement of operations in the case of these two specified
businesses shall be on or after 1 * April 2011 (Applicable w.e.f A/Y 2012-13)

To remove the ambiguity relating to setting off of any loss of a specified
Business against profit & gain of any other specified Business u/s 73A, it is also
proposed to omit the word ‘new’ from the expressions ‘new hotel ‘& * new hospital’
mentioned in Section 35AD(8)(c)(iv) & (v). (Applicable w.e.f. Aly 2011-12)

. Tax benefit for New Pension System:

Contribution made by the Central government or any other Employer to a Pension
Scheme u/s 80CCD(2) shall now be outside the preview of section 80CCE . In
other words, overall cap of Rs.1.00 Lakh for deductions u/s 80C, 80CCC & 80CCD
shall not be applicable to such contributions.
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Such contributions  as referred to in Section 80CCD (2) shall also be eligible for
deduction u/s 36 of the Income Tax Act, to the extent it does not exceed 10% of
the salary of the employee. (Applicable w.e.f A/Y 2012-13).

9. Deduction u/s 80CCF extended for one more vear

Additional Deduction of Rs.20000/- for investment in long term infrastructure
bonds u/s 80CCF has been extended for 1 year . It shall now be applicable for
assessment year 2012-13 also .

10. Sunset Clause for Tax Holiday for Power Sector u/s 80IA (4) has been
extended for a further period of one year that is upto 31/3/2012 .

11. a)

b)

Power u/s 131(1) & (3) has now been extended for an enquiry or
investigation in respect of any person or class of persons in relation to an
agreement referred to u/s 90 or 90A of the Act.

Time taken for obtaining information from tax authorities situated outside
India in relation to an agreement referred to u/s 90 or 9 OA of the Act, is
proposed to be excluded from the statutory time limit prescribed for
completion of assessment

(Applicable w.e.f 1st June, 2011).

12. Rationalisation of Provisions relating to Tra nsfer Pricing :

Criteria of Fixed Percentage of 5% between Actual Price & the Arms
Length Price (ALP) across all segments of Business activity has been
replaced with ‘such percentage as may be notified by the Central
Government’. (Applicable w.e.f. A/Y 2012-13).

Powers of Transfer Pricing Officer (TPO) have been enhanced so as to
cover those International Transactions as well, whi ch are noticed by

him in the course of proceedings of determination of Arms length Price of
International Transactions referred to them. (Applicable w.e.f 1st June,
2011).

Transfer Pricing Officers (TPO) have now also been armed with the
Powers of Survey as conferred upon by an Income Tax Authority U/s
133A of the Act. (Applicable w.e.f 1st June, 2011 ).

Due Date of filing of Return of income in respect of Corporate
Assessees who have undertaken International Transac  tion, has been
extended from 30" September to 30" November of the Assessment Year.
Accordingly, Due Date of filing of Transfer Pricing Report in Form 3CEB
shall also now be on or before 30" November of the Assessment Year.
(Applicable w.e.f 1st April, 2011).

13. A new Section 94A containing Anti-Avoidance Measures to be made applicable

w.e.f

1% June,2011 is proposed to be inserted to specifically deal with the

transactions undertaken by a Resident Assessee with persons located in any
Country or jurisdiction which does not effectively exchange information with India.
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14.

15.

16.

17.

18.

19.

Modifications in the conditions for filing an a pplication before the settlement
commission

a) Scope for filing an application before the settlement commission has also
been widened so as to include the entity who is related to the person
against whom proceedings u/s 153A or u/s 153C have been initiated and
who are also the subject matter of the search, to file an application for
settlement, if additional income Tax Payable in their application exceeds
Rs. 10 Lakhs. (Applicable w.e.f 1st June, 2011 ).

b) Settlement commission has now been given specific power to rectify its own
orders, at any time within six months from the date of its order, to rectify
any mistake which is apparent from the record. (Applicable w.e.f 1st June,
2011).

Taxation of certain Foreign Dividends at Reduce d Rates

Dividend received by an Indian Company from its foreign Subsidiary shall be
taxable @ 15% plus Surcharge & Cess . Further no expenses in respect of such
Dividend shall be allowed. (Applicable w.e.f A/Y 2012-13).

Rationalisation of Tax on Income Distributed to Unit Holders

Rate of Additional Income Tax on income distributed by ‘Money Market
Mutual Funds & Liquid Funds’ or a ‘Debt Fund’ to persons other than
individuals or HUF has been increased from 25% & 20% respectively to a
uniform rate of 30% ( Applicable w.e.f. 1 % June 2011).

Exemption from filing Return of Income

To exempt Salaried Tax payers who do not have any other, from filing Return
of Income , a new Section 139(IC) is proposed to be inserted in the Income Tax
Act. It shall contain the provisions which exempt any class or classes of persons
from the requirement of furnishing a Return of Income subject to fulfillment of
certain conditions as specified therein.( Applicable w.e.f. 1% June ,2011).

Later Mr Sudhir Chandra, Chairman, CBDT , shed some more light on this &
informed that beginning current Income year, people whose annual salary is Rs
5.00 lacs or Less will not be required to file Inco me Tax Return, provided
complete tax on their Income has been deducted & deposited by the Employer.
However those persons availing benefit of this provision will be required to submit
detail of their other Income such as , Bank Interest, Interest on FD’s, Capital Gain,
Dividend etc. to their Employer for Tax Deduction.

Section 282B which requires allotment and quoting of computer generated
Document Identification Number on every notice order letter or any
correspondence has been omitted retrospectively w.e.f 1% April 2011.

Reporting of activities of Liaison Offices
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Non residents having liaison offices in India shall now be required to file
Annual Information Return  within 60 days from the end of financial year
providing prescribed details as contained in proposed Section 285 of the Income
Tax Act.( Applicable w.e.f. 1° June, 2011).

20. Direct Tax Code

Direct Tax Code is proposed to be implemented w.e.f. 015" April, 2012.

21 SUGAM- Simplified Tax Form

A simplified Tax Form ‘SUGAM’ is proposed to be introduced for Small Tax
payers under Presumptive Taxation. It will benefit, small businessmen, such as,
civil contractors, goods transporters & retailers.

2. INDIRECT TAXES

A) SERVICE TAX

1. Rate of Service Tax has been retained at 10%.
2. New Services introduced -

i. Services provided by ‘AC Restaurants’ having a license to serve alcohol ic
beverages in relation to serving of food and/ or beverages. There is an
abetment of 70% on this Service.

il. Accommodation provided by any hotel, inn, guest house, club or camp site
or any other similar establishment  having declared tariff in excess of Rs.
1000/- per day for a continuous period of less than 3 months. There is an
abetment of 50% on this Service.

The above services will come into effect from a date to be notified, after the
enactment of Finance Bill, 2011.

3. SCOPE OF CERTAIN EXISTING SERVICES EXTENDED/ ALTERED

i. The scope of ‘Life Insurance service’ is being widened to cover all
services provided to a policy holder or any person, including in relation to
management of Investments. The composite rate in this case is also being
increased from 1% to 1.5% of the Gross amount of premium.

ii. The scope of the ‘Club or association service’ is being expanded to
include service provided to non-members, within its ambit.

iii. The scope of ‘Authorized service station service’  is being expanded to :

a. Include services provided by any person;

b. Cover all motor vehicles other than those meant for goods
carriage and three-wheeler scooter auto-rickshaws; and

C. Also cover the services of decoration and similar services in

respect of vehicles along with the services already covered.
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IV. The definition of ‘Business support services’ is being amended to include
the services provided by way of operational or administrative assistance in
any manner.

V. The scope of ‘Legal consultancy services’ is being expanded by bringing
within its ambit the:

I. service provided by a business entity to individuals in
relation to advice, consultancy or assistance in any branch
of law, in any manner;

il representational service provided by any person to any
business entity (representational services, provided to
individuals will continue to be exempt); and

iii. Service of ‘arbitration’ provided by an arbitral tribunal to
any business entity.

VI. In the ‘Commercial Training or Coaching service’ , the definition of
“Commercial training or coaching centre’ is being amended to bring all
unrecognized courses within the tax net, irrespective of the fact that such
courses are conducted by an institute which also conducts courses which
may lead to grant of a recognized degree or diploma.

VII. The scope of ‘Health services’ is being expanded by including:

I. All services , including diagnostic services, provided by a
centrally air-conditioned (wholly or partially) cli nical
establishment having more than 25 beds  for in patient
treatment during any part of the year;

il Diagnostics  services being provided by clinical
establishment with the aid of laboratory or other medical
equipment; and

iii. Services provided by a doctor , not being an employee of
a clinical establishment, from the premises of such
establishment .

The above changes will come into effect from a date to be notified, after the
enactment of Finance Bill, 2011.

4. EXEMPTIONS

1.

2.

Services provided by an organizer of business exhibitions in relation to business
exhibitions held outside India

An abatement of 25% from the taxable value on ‘Transport of goods through
coastal and inland shipping’.

‘Works contract’ service provided for construction or finishing of new residential
complex under ‘Jawaharlal Nehru Urban Renewal Mission’ and ‘Rajiv Awaas
Yojana'.
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4. Services provided within a port or other port or an airport under the ‘Works
contract’ service for specified purposes.

5. ‘Rashtriya Swasthya Bima Yojana’ under the ‘General Insurance’ service.

6. Value of air freight included in the assessable value of goods for charging
customs duties is being excluded from taxable value for the purpose of levy of
service tax under the ‘Transport of goods by air’  service.

7. Services related to transportation of goods by road, rail or air when both the origin
and the destination are located outside India.

8. A modified scheme is being introduced to refund service tax to SEZ units and
developers and notification No. 9/2009-ST is being superceded. In the modified
scheme, ‘wholly consumed’ services are being defined in the notification in order
to extend ‘outright exemption’ and to permit refund of all other services on a
proportionate basis.

The changes at S. No. (1) to (5) and (8) will come into effect immediately. Changes at
S. No. (6) And (7) will be effective from 1% April, 2011.

5. WITHDRAWL OR AMENDMENTS OF EXEMPTIONS :

1. The rates of service tax on travel by air  are being revised as follows:
a. Domestic travel (economy class): from Rs.100 to Rs.150
b. International travel (economy class): from Rs.500 to Rs.750
c. Domestic travel (other than economy class) : 10% (standard rate)

The above changes will come into effect from 01.04.2011.

6. AMENDMENTS IN RULES AND NOTIFICATIONS:

1. The monetary limit of Rs.1,00,000/- for adjustment under Rule 6(4B)(iii)  of the
Service Tax Rules, 1994 is being raised to Rs.2,00,000/-.

[The change will come into effect from 01.04.2011

2. Rate of Composition u/r 6(7B) has been lowered from 0.25% TO 0.1% of the
Gross amount of Money Exchanged. However proviso as well as the illustration
relating to paying taxes on billed charges has been deleted.

3. Rule 6(6A) is being inserted in Service Tax Rules, 1994, to provide that if any
amount of service tax has been self-assessed and not paid, the same shall be
recoverable with interest under section 87 of the Act. Thus, there shall be no need
to resort to provisions of section 73.

4. It is being defined in Service Tax (Determination of Value) Rules, 2006 that the

value of the money changing service:
(i) for a currency exchanged either from or to Indian Rupees, shall be equal to the
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units of currency exchanged multiplied by the difference in the buying rate or the
selling rate, as the case may be, and the RBI reference rate for that currency for
that day;

(i) If RBI reference rate is not available, the value shall be 1% of the value of the
money exchanged in Indian Rupees.;

(i) Where neither of the currencies exchanged is Indian Rupee, shall be equal to
1% of the lesser of the two amounts receivable if the two currencies are
converted at RBI reference Rate.

5. An explanation is being added to rule 5(1) of Service Tax (Determination of Value)
Rules, 2006 to clarify that for the purpose of Telecommunication services , the
value of the taxable service shall be gross amount charged by the telegraph
authority from the service receiver.

6. Export of Services Rules, 2005 and Taxation of Serv ices (Provided from
Outside India and Received in India) Rules, 2006  are being amended so as to
move some of the specified services from one category to another.

[The changes at S. No. (3) to (6) will come into effect from 01.04.2011]

7. A sub-rule (2A) is being inserted in rule 3 of the Works Contract (Composition
Scheme for Payment of Service Tax) Rules, 2007 to provide that the credit of tax
on input services of ‘Erection, commissioning or installation  ’, ‘Commercial or
industrial construction ' and ‘Construction of complex ' services as available to
a person providing ‘Works contract service’ shall be restricted to 40% of tax paid,
when such tax has been paid on full value of the service after availment of Cenvat
credit on inputs.

[The change at S. No. (8) will come into effect from 01.03.2011]

7. AMENDMENTS IN ACT:

1. The benefit of reduction of penalty earlier available in cases of fraud, collusion,
etc. under proviso to section 73 (1A) shall not be available now . Sub-section (1A)
of section 73 together with both the provisos to sub-section (2) of section have
been proposed to be omitted. Further, a new sub-section 4A is being inserted in
section 73 to provide for reduced penalty in cases where during the course of audit,
verification or investigation it is found that the transactions not reported to the
department are available in the records or invoices. Moreover, penalty is being
reduced to 1% per month of the tax amount upto ama  ximum of 25%.

2. Penalty for delayed payment under section 76 reduced from 2% to 1% per
month or Rs.100 per day , whichever is higher. Maximum penalty reduced to
50% of the tax amount.

3. Maximum penalty under section 77 increased from Rs.5,000 to Rs.10,000

4. Maximum penalty u/s 78 has been revised . Penalty will be hereafter mandatory

and equal to tax evaded. Moreover, in situations covered under section 4A, the
penalty shall be 50% of the tax amount. Further, the penalty is being reduced to
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25% if the tax dues are paid within one month together with interest and reduced
penalty. For assessees having a turnover of upto Rs.60 lakh in any of the years
covered in the show cause notice or in the preceding year, the period of one month
shall be revised to 90 days.

5. Interest on delayed payment of Service Tax is being increased from 13% to
18%. However a concession of 3% has been proposed for assessees with a
turnover of upto Rs.60 lakh , both under section 73B and section 75.

6. Maximum penalty for delay in filing of return under section 70 increased from
Rs.2000 to Rs.20000.

7. Power to waive penalty has been amended under section 80. While penalties
under section 76 and 77 are being retained, penalty under section 78 is being
waived only in cases where the transactions are captured in the specified records.

8. Power given to issue search warrant under section 82 at the level of Joint
Commissioner and the execution of such warrant at the level of Superintendent.

9. A new section 88 is being inserted so as to create first charge on the property
of the defaulter for recovery of service tax dues from such defaulter subject to
provisions of section 529A of the Companies Act, the Recovery of Debt due to
Bank and Financial Institution Act, 1993 and Securitization and Reconstruction of
Financial Assets and Enforcement of Security Interest Act, 2002.

10.The provisions relating to prosecution have been reintroduced. These are as
follows:

(i) The prosecution shall apply in the following situations:
(a) Provision of service without invoice;
(b) Availment and utilization of Cenvat credit without receipt of inputs or input
services;
(c) Submitting false information; and
(d) Non-payment of collected amount of service tax for a period of more than six
months.

(i) The sanction for the prosecution will be granted at the level of Chief
Commissioner.

The above changes will come into effect from a date to be notified after the
enactment of the Finance Bill, 2011.

8. POINT OF TAXATION RULES, 2011

The Point of Taxation Rules, 2011 have been framed and made effective from
01.04.2011. These rules determine the point in time when the services shall be
deemed to be provided.

This rule will shift the basis for Tax Payment from collection to provision of Service.
Henceforth Service Provider will be required to pay service tax on the
provision of service, Issue of Invoice or receipt o f consideration, whichever is
earlier. Even if the Service recipient has not paid, Service provider will be required
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to pay Tax.

9. Exemption from Audit for Small Sector

Individuals & sole proprietor  assessees with a turnover of upto Rs. 60 Lakhs
shall not be subject to Audit.

B. GOODS & SERVICE TAX

Goods & Service Tax Bill shall be introduced in the current session of Parliament.

New companies Bill shall be introduced in the current session of Parliament.

D. CENTRAL EXCISE & CUSTOMS

1.
2.
3.

The Standard Rate of Central Excise duty has been maintained at 10%.
The Basic Rate of Excise duty has been raised from 4% to 5%.

Out of 370 items which at present enjoy exemption from Central Excise duty but
are chargeable to VAT, exemption on 130 of these items is proposed to be
withdrawn and these items shall be taxed @ 1%. Remaining 240 items shall be
brought to tax net when GST is introduced.

Excise duty @ 10% has been proposed to be levied on all branded garments &
branded jewellery.

Basic food and fuel have been exempted f rom the levy of Excise Duty.
Peak rate of Custom Duty is remained unchanged .

The existing Custom Duty Rate of 2%, 2.5% and 3% are being fused into a
single rate of 2.5%.

E. GENERAL

1.

Subsidy of 1% will now be available on Housing loans up to Rs. 15 Lacs for
houses costing up to Rs 25 Lacs .
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