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Budget 2010-2011
Highlights

I. DIRECT TAXES

A. Income Tax

1. Rates Of Income Tax
(i) There has been no change in the rates of Personal Income Tax and Corporate Income Tax.
(ii) Income Tax slab for Individuals, HUF, AOP, BOI and Artificial Juridical Person has been revised and revamped as under:-

               Income upto Rs. 1, 60,000



   Nil


          (Upto Rs. 1.90 Lacs for woman & Rs. 2.40 Lacs for Senior Citizen)


       Income Rs. 1, 60,001 to Rs. 5, 00,000
             10%


       Income Rs. 5, 00,001 to Rs. 8, 00,000

   20%


       Income above Rs. 8, 00,000



   30%




(iii)  Rate of Surcharge on Domestic Companies & Firms has been reduced from 10%    to 7.5%. 
2. MINIMUM ALTERNATE TAX  (MAT)
Rate of Minimum alternate tax (MAT) on companies has been increased from 15% to 18% of the book profits. (Applicable w.e.f A/Y 2011-12)
3. A Simplified two Page Saral II Form for individual salaried tax payer shall be notified shortly for the coming assessment year.
4. Disallowance of Expenditure on account of non-compliance of TDS     Provisions
(i)  No Disallowance of expenditure u/s 40(i)(a) shall be made even if the TDS has not been deposited within the same financial year, provided the same has been deposited on or before the due date of filling of return of income (Applicable w.r.e.f A/Y 2010-11).
(ii) Rate of interest for delay/default in deposit of TDS has been increased from 1% to 1.5% for every month or part of the month. (Applicable w.e.f 1st July, 2010). 
5. Tax Audit Limit
i. Threshold Limit of turnover for getting the accounts audited u/s 44AB has been increased from Rs. 40 Lacs to Rs. 60 Lacs, in case of persons carrying on Business and from Rs. 10Lacs to Rs. 15Lacs, in the case of Professionals.

ii. Maximum penalty u/s 271B for failure to get the accounts audited u/s 44AB or to furnish a report of such audit has been increased from Rs. 1Lac to Rs. 1.5Lacs.
iii. Threshold limit of total turnover/gross receipt for the purpose of presumptive taxation u/s 44AD has also been increased from Rs. 40Lacs to Rs. 60 Lacs.

The above provisions shall be applicable from A/Y 2011-2012.
6. Conversion of Private Company or Unlisted Public Company into Limited Liability Partnership  (LLP)

To facilitate the conversion of small companies into limited liability partnerships, few tax concessions, subject to fulfillments of certain conditions have been proposed:
i Transfer of assets on conversion of Company into LLP in accordance with the provisions of Sec.56 & Sec. 57 of the LLP Act, 2008 shall not be regarded as transfer for the purpose of Capital Gain Tax, subject to fulfillment of undermentioned conditions:-

i. The total sales, turnover or gross receipts in business of the company do not exceed sixty lacs rupees in any of the three preceding previous years;

ii. The shareholders of the company become partners of the LLP in the same proportion as their shareholding in the company;
iii. No consideration other than share in profit and capital contribution in the LLP arises to partners;

iv. The erstwhile shareholders of the company continue to be entitled to receive at least 50 percent of the profits of the LLP for a period of 5 years from the date of conversion;

v. All assets and liabilities of the company become the assets and liabilities of the LLP; and
vi. No amount is paid, either directly or indirectly, to any partner out of the accumulated profit of the company for a period of 3 years from the date of conversion.

ii Successor LLP, which fulfill the abovementioned conditioned shall also be allowed carry forward and setoff of business loss and unabsorbed depreciation of predecessor Company.

iii In case the conditions stipulated above are not complied with, the benefits availed by the companies shall be deemed to be the profit and gains of the successor LLP, chargeable to tax in the previous year in which the requirements are not complied with.

iv Aggregate depreciation allowable to the Predecessor Company and successor LLP shall not exceed in any previous year, the depreciation calculated at the prescribed rate as if the conversion has not taken place.

v The actual cost of the block of assets in case of successor LLP shall be the WDV of the block of assets of the predecessor company on the date of conversion.  
vi Cost of acquisition of capital assets for successor LLP shall be deemed to be the cost for which Predecessor Company acquired it.
vii MAT Tax credit u/s 115JAA shall not be allowed to the successor LLP.

All the above provision shall be applicable w.e.f A.Y 2011-2012 
7. Rationalisation of Provisions relating to TDS
In order to adjust for inflation and also to reduce the compliance burden of deductors and tax payers, threshold limit for deduction of tax at source on various payments has been increased as under:-
	Sr.
No
	Section
	Nature of payment
	Existing threshold limit of payment

(Rupees)

	Proposed threshold limit of payment (Rupees)

	1
	194B
	Winning from lottery or crossword puzzle
	5,000
	10,000

	2
	194BB
	Winning from horse race
	2,500
	5,000

	3
	194C
	Payment to contractors
	20,000 (for a single transaction) 

50,000 (for aggregate of transactions during the Financial Year.)
	30,000 (for a single transaction) 

75,000 (for aggregate of transactions during the Financial Year.)

	4
	194D
	Insurance Commission
	5,000
	20,000

	5
	194H
	Commission or Brokerage
	2,500
	5,000

	6
	194-I
	Rent
	1,20,000
	1,80,000

	7
	194J
	Fees for professional or technical services
	20,000
	30,000


     These amendments are proposed to take effect from 1st July, 2010
8. Scope of Section 56(2)(vii) has been widened
i. To give more teeth to anti abuse provisions, the scope of section 56(2)(vii) which at present is applicable only to Individual and HUF has now also been extended to a Firm or Company by way of  introduction of clause (vii)(a).  Now the amended Section shall also include within its ambit, transactions undertaken in shares of a unlisted company either for inadequate consideration or without consideration, where the recipient is a firm or unlisted closely held company. (Applicable w.e.f 1st June,2010).
ii. Provisions relating to Immovable Property transactions as stipulated in Sec. 56(2)(vii)(b) have been amended so as to provide that it would apply only if the immovable property is received without any consideration. The second stipulation involving transfer of immovable property for inadequate consideration has been removed. (Applicable w .r .e .f 1 October 2009).

iii. The definitions of property as mentioned in section 56(2)(vii) has been amended.  Now Section 56(2)(vii) will have application only to those properties, which are in the nature of Capital Asset of the recipient and therefore would not apply to any stock in trade, raw material and consumables of any business of such recipient. (Applicable w .r .e .f 1 October 2009).
iv. ‘Bullion’ has also been included in the Definition of term ‘Property’ as defined in Sec 56 of the Income Tax act, 1961. (Applicable w.e.f 1st June, 2010).
9. Chapter VI A Deductions
(i). Additional Deduction to the extent of Rs. 20,000 shall be allowed under new section 80CCF for investment made in Long Term Infrastructure Bonds (as may be notified by the central govt.). This deduction will be over and above the existing overall limits of tax deduction on savings of up to Rs. 1,00,000 under section 80C, 80CCC and 80CD of the Act .(Applicable w.e.f A/Y 2011-12)
(ii). Besides premium paid for health insurance policy, Contribution made to CGHS shall henceforth also be allowed as deduction under section 80D of the Income Tax Act .(Applicable w.e.f A/Y 2011-12)
10. Weighted Deduction u/s 35 (2AB) in respect of expenditure incurred on scientific research on an approved in-house research and development facility has been increased from 150% to 200%. Similarly weighted deduction u/s 35(1)(ii) & u/s 35)2AA) from the business income in respect of any sum paid to an approved scientific research association or to an approved university/college/or other institution to be used for scientific research or to national laboratory or IIT or to any specified persons for the purpose of an approved scientific research program has been increased from 125% to 175%. (Applicable w.e.f A/Y 2011-12).
11. Applicability of Provisions of Section 282B relating to allotment of computer generated Document Identification Number by the Income Tax Authority has been deferred to be applicable on or after 01/07/2011.
12. Amendment in definition of “Charitable Purpose”
Definitions of ‘charitable purpose’ as per Section 2(15) of the Income Tax Act has been amended so as to provide that ” the advancement of any other object of general public“ shall continue to be a “charitable purpose” if the total receipts from any other activity in the nature of trade, commerce or business or any other activity of rendering any service in relation to any trade, commerce, business does not exceed Rs. 10.00 Lacs in the previous year.(Applicable w.r.e.f  A.Y 2009-10)
13. Income deemed to accrue or arise in India to a Non Resident
In order to remove any doubts about the legislative intent in the wake of Supreme Court Judgment in the case of Ishikawazima-Harima Heavy Industries Limited vs DIT (288ITR408) and Karnataka High Court Judgment in the case of Jindal Thermal Power Company Limited vs DCIT(TDS), about taxability of Interest, Royality and Fees for Technical Services earned by a non resident, even though he does not have a residence or a place of business or business connection in India or even if he has not rendered such services in India, the existing explanation to Section 9 have been substituted with the new explanation.  The source rule now therefore means that situs of the rendering of service is not relevant.  It is the situs of the payer and the situs of utilization of service which will determine the taxability of such service in India.

14. Computation of Exempted Profits in the case of SEZ

Amendment in Section 10AA(7) as done through Finance (No. 2) Act 2009, relating to computation of exempted profit in respect of those assessees’ who have multiple units in both SEZ & DTA, shall now be effective retrospectively from A.Y 2006-07.
15. Settlement Commission

Scope of cases which may be admitted by the settlement commission has been extended to include proceedings related to search and seizures cases pending for assessment where additional amount of income tax payable in such case exceed Rs. 50 Lacs.  Threshold limit of additional amount of income tax payable in respect of other cases has also been increased from Rs. 3 Lacs to Rs. 10 Lacs.  Time limit for passing an order by the settlement commission in respect of application made on or after 01-06-2010 has been increased from 12 months to 18 months from the end of the month in which the application is made (Applicable w.e.f 01-06-2010).
16. Government is likely to implement Direct Tax Code with effect from 01-04-2011.

II Indirect Taxes

A SERVICE TAX
I. To pave the way forward for GST, there has been no change in the Rate of Service Tax.

II. NEW SERVICES INTRODUCED:

1) Service of permitting commercial use or exploitation of any event organized by a person or organization.
2)  Copyrights on (a) cinematographic films and (b) sound recording. 
3)  Service tax on the following health services:

      (a) Health check up undertaken by hospitals or medical establishments for the employees of business entities; and

    (b) Health services provided under health insurance schemes offered by insurance companies.
    (The tax on these health services would be payable only if the payment for             such health check up or preventive care or treatment etc. is made directly by the business entity or the insurance company to the hospital or medical establishment).
4) Service provided for maintenance of medical records of employees of a       business entity.
5) Service provided by Electricity Exchanges.
6) Certain additional services provided by a builder to the prospective buyers such as providing preferential location or external or internal development of complexes on extra charges. However, service of providing vehicle-parking space would not be subject to tax.
7) Service of promoting of a ‘brand’ of goods, services, events, business entity etc.
8) The promotion, marketing or organizing of games of chance, including lottery, is being introduced as a separate service. Consequently, the Explanation in provision relating to Business Auxiliary Service is being deleted.
The above changes will come into effect from a date to be notified, after the enactment of Finance Bill, 2010.

III. SCOPE OF CERTAIN EXISTING SERVICES EXTENDED/ALTERED:
1) The scope of air passenger transport service is being expanded to include domestic journeys, and international journeys in any class.
2) At present, in the case of Information Technology Software Service the levy of tax is limited only to cases where IT software is used for furtherance of business or commerce. The scope of the taxable service is being expanded to cover all cases irrespective of its use.
3) In the case of ‘Commercial training or coaching’ service, an Explanation is being added to clarify that the term ‘commercial’ in the context of this service would mean any training or coaching, which is provided for a consideration, whether or not for profit. This change is being given retrospective effect from 01.07.2003.
4) In the definition of ‘Sponsorship Service’, the exclusion relating to sponsorship pertaining to sports is being removed.
5) In the ‘Construction of complex service’, it is being provided that unless the entire consideration for the property is paid after the completion of construction (i.e. after receipt of completion certificate from the competent authority), the activity of construction would be deemed to be a taxable service provided by the builder/promoter/developer to the prospective buyer and the service tax would be charged accordingly.
6) Amendments are being made in the definition of the ‘Renting of immovable property service’ to,-
(i)  provide explicitly that the activity of ‘renting’ itself is a taxable service. The change has been given retrospective effect from 01.06.2007; and

(ii) levy service tax on rent of vacant land where there is an agreement or contract between the lessor and lessee for undertaking construction of buildings or structures on such land for furtherance of business or commerce during the tenure of the lease.
7) Definitions of ‘Airport Services, ‘Port services’ and ‘other port services’ are being amended to provide that,-

(a) all services provided entirely within the airport/port premises would be classified under these services; and

(b) an authorization from the airport/port authority would not be a pre-condition for taxing these services.
8) An explanation is being added in ‘Auctioneer’s service’ to clarify that the phrase ‘auction by government’ means an auction involving sale of government property and not when the government acts as an auctioneer for sale of the private property.
9) Definition of ‘Management of Investment under ULIP Service’ is being amended to provide that the value of the taxable service for any year of the operation of policy shall be the actual amount charged by the insurer for management of funds under ULIP or the maximum amount of fund management charges fixed by the Insurance Regulatory and Development Authority (IRDA), whichever is higher.
The above changes will come into effect from a date to be notified, after the enactment of Finance Bill, 2010.

IV. AMENDMENTS IN ACT:

a) An explanation has been inserted in sub-section (3) of Section 73 to clarify that no penalty shall be imposed where service tax along with interest has been paid before issuance of notice by the department under this sub-section.

b) Term ‘Business Entity’ has been defined to include an association of persons, body of individuals, company or firm but not an individual.

The above changes at (a) will come into effect from a date of enactment of the Finance Bill, 2010 and (b) from a date to be notified after the enactment of Finance Bill, 2010.

V. EXEMPTIONS:
1) Statutory taxes charged by the foreign governments are being excluded from taxable value for levy of service tax under the Air passenger transport service.
2) Exemption from service tax is being provided to services relating to ‘Erection, Commissioning or Installation’ of,-

(a) Mechanized Food Grain Handling Systems etc.;

(b) Equipment for setting up or substantial expansion of cold storage; and

(c) Machinery/equipment for initial setting up or substantial expansion of units for processing of agricultural, horticultural, dairy, poultry, aquatic, marine or meat products.
3) Pre-packaged I.T. software, with the license for right to its use, is being exempted from service tax, subject to specified conditions.
4) At present exemption from service tax is available to transport of fruits, vegetables, eggs or milk by road by a goods transport agency. The scope of exemption is being expanded to include food grains and pulses in the list of exempted goods.
5) Exemption from service tax is being provided to Indian news agencies under ‘Online Information and Database Retrieval Service’ subject to specified conditions.
6) Exemption from service tax is being provided to the ‘Technical Testing and Analysis Service’ and ‘Technical Inspection and certification service’ provided by Central and State seed testing laboratories, and Central and State seed certification agencies.
7) Exemption from service tax is being provided to the transmission of electricity.

The above changes will come into effect immediately.
VI. WITHDRAWAL OR AMENDMENTS OF EXEMPTIONS:
1) Exemption from service tax on ‘Service provided in relation to transport of goods by rail’ is being withdrawn. The levy will come into effect from 01.04.2010.
2) Exemption from service tax, presently available to Group Personal Accident Insurance Scheme provided by Govt. of Rajasthan to its employees, under General Insurance Service is being withdrawn.
3) The exemption from service tax on ‘Commercial training or coaching service’ is being restricted to vocational training courses in the designated Trades notified under the Apprentices Act, 1961.
The above changes, except at S. No.1, will come into effect immediately.

VII. AMENDMENTS IN RULES AND NOTIFICATIONS:

1) Export of Services Rules, 2005 and Taxation of Services (Provided from Outside India and Received in India) Rules, 2006 are being amended so as to move some of the specified taxable services from one category to another.
2) In the Export of Services Rules, 2005, the condition prescribed i.e. ‘such service is provided from India and used outside India’ is being deleted.
3) Notification No. 5/2006-CE (NT) is being amended and given partial retrospective effect to remove the bottlenecks in refund of accumulated credit to the exporters.

The above changes will come into effect immediately.
C Goods & Service Tax (GST) 

Goods & Service Tax (GST) is likely to be implemented w.e.f 1st April, 2011.
.

D Central Excise 
1. Rate reduction in Central Excise duties have been partially rolled back and the standard rate on all non-petroleum products enhanced from 8 per cent to 10 per cent ad valorem.
2. The ad valorem component of excise duty on large cars, multi-utility vehicles and sports-utility vehicles increased by 2 percentage points to 22 per cent.
3. Basic duty of 5 per cent on crude petroleum; 7.5 per cent on diesel and petrol and 10 per cent on other refined products has been restored. Central Excise duty on petrol and diesel enhanced by Re.1 per litre each.
4. To ease the cash flow position for small-scale manufacturers, they would be permitted to take full credit of Central Excise duty paid on capital goods in a single installment in the year of their receipt. Secondly, they would be permitted to pay Central Excise duty on a quarterly, rather than monthly, basis.
5. Reduction in central excise duty on corrugated boxes and cartons from 8 per cent to 4 per cent.
6. Proposals on direct taxes estimated to result in a revenue loss of Rs. 26,000 crore for the year. Proposals relating to Indirect Taxes estimated to result in a net revenue gain of Rs.46,500 crore for the year. Taking into account the concessions being given in the tax proposals and measures taken to mobilise additional resources, the net revenue gain is estimated to be Rs.20,500 crore for the year.
                                               +++++++++++++++++++++
