Foreword

The Indian economy has been growing at a pace of around 9 per cent since the last 4 years. All

the economic indicators predict that this growth is expected to continue in the near-term. Inspite of

this robust growth, the worrying features for the economy are the rising inflation, the high cost of

food items, high interest rate, low agricultural growth and inadequate growth in employment.

The Economic Survey presented on February 27, 2007 has identified two issues and three priorities

for consideration. The two issues are:-

1. The high growth must be sustained.

2. The growth should be inclusive so as to encompass a larger part of the population.

Accordingly, the three areas of priority are: -

1. Managing and maintaining the growth rate.

2. Supporting fiscal prudence and encourage higher investment.

3. Improving effectiveness of Government intervention in critical areas like healthcare,

infrastructure, agriculture and education.

The Budget was presented in the backdrop of estimated 9.2 per cent GDP growth for the current

fiscal year with average growth rate for the last three years at 8.6 per cent, coupled with strong

foreign exchange reserve and strong economy. The rapid growth in net foreign assets reflects the

buoyancy in the flow of foreigh exchange into the country. This inflow has resulted not only in

accretion in foreign exchange reserve but also partly covered up the current account defecit. India’s

exports have been growing at a high rate of more than 20 per cent since 2002-2003, with growth

of 23.4 per cent in 2005-2006. Similarly, buoyancy in foreign investment flow reflected the bullish

sentiments in the domestic capital market.

The budget inks out various proposals toward achievement of agricultural growth, faster employment

creation, reducing disparities across regions and ensuring access to basic physical infrastructure,

health and education to all. This perspective in mind is reflected in higher allocation towards

education at 34.2 per cent and health and family welfare by 21.9 per cent. Similar higher allocation

is found in the various health promotion programmes and rural infrastructure. In agriculture the

emphasis is on improving technology and returns to the farmers while continuing with adequate

subsidies. Introduction of social security for the unorganized workers is in line with the social

commitments of the Government. While emphasizing that there are no dirth of schemes or funds, it

has been pointed out that, what is required is improving delivery to achieve intended outcome.

In an obvious move to boost the infrastructure funding, which the economic survey puts as about

US $320 billion in the next five year, the proposal for roping in RBI for lending through overseas

SPV’s is laudable.

In conclusion one cannot but comment that although the dynamic growth of the last few years

presented a unique opportunity as well as a challenge to fuel further growth both in the industrial as

well as service sectors, the Honourable Finance Minister decided against accepting the same. This

has resulted in the presentation of a rather lack luster budget with more emphasis on minutiae.

Mumbai

28th Feb, 007
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Budget Highlights

DIRECT TAX

Positives

• Tax Slabs for individuals remain unaltered.

• Basic Exemption limit raised by Rs. 10,000/- for Individuals, HUFs, AOPs and BOIs.

• Medical Insurance Premium deduction u/s. 80D limit raised to Rs. 15,000/- for assesses other than

senior citizens and Rs. 20,000/- for senior citizens.

• Monetary Ceiling of the tax free gifts received from non-relatives in a financial year increased from

Rs.25,000/- to Rs. 50,000/- retrospectively from AY 2006-2007.

• Scope of Section 80E enhanced to cover loans taken for the education of the relative.

• No Surcharge to be levied on firms and companies having total taxable income equal to or less than

Rs. 1 crore.

• Distribution of Free Samples by all companies exempted from FBT.

• Scope of Section 80IA increased to cover business of cross country natural gas distribution network and

navigational channel in sea.

• Permission to issue tax-free bonds through State Pooled Finance Entities.

• Limit for deduction of tax at source on Interest earned from Banks increased from Rs.5,000/- to

Rs.10,000/-.

• Friendly assessment procedure for assesses in business of diamond manufacturing and trading who

declare profits from such business over 8% of the turnover.

• 5 year tax holidays for hotels and convention centers in specified areas in and around Delhi, to build up

infrastructure for the Common Wealth Games to be hosted by India in 2010.

• Weighted deduction on Scientific Research and Development extended for 5 more years upto 31st

March, 2012.

• Facilitation of filing of Annexure-less Income-tax returns.

• Banking Cash Transaction Tax (BCTT) exemption limit for individuals/sole proprietorship and HUFs

raised from Rs. 25,000 to Rs. 50,000/-.

Negatives:

• Disallowance of 100% in place of existing 20% u/s. 40A(3) in the case of payments exceeding Rs.

20,000/- made in cash.

• Capital Gains made applicable to archaeological collections, paintings, sculptures or any work of art.

• Maximum investment in Capital Gains Bonds issued by NHAI and REC u/s. 54EC restricted to Rs. 50

lakhs in a financial year.

• Dividend Distribution Tax increased from 12.25% to 15% for Domestic Companies.

• Fresh levy of Dividend Distribution Tax on Money Market Mutual Funds and Liquid Funds at 25%.

• For commission and brokerage, professional fees and rent paid use of machinery, plant and equipment,

raised from 5% to 10%.

• TDS to be deducted on interest from 8% Savings (Taxable) Bonds, 2003 issued by RBI; if the interest

payable exceeds Rs.10,000/- in a financial year.

• ESOPs to attract FBT at the time of their exercise. Employer to pay effective FBT to be 33.99% of

the gains made by the employee on the exercise of ESOPs.
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• Units undergoing amalgamation/merger/demerger post 31st March, 2007 not to get the benefit of the tax

holiday u/s. 80IA.

• Work Contractors not to get the benefit u/s. 80IA.

• MAT (Minimum Alternate Tax) to be extended to assessee covered by Section 10A and 10B.

• Penalty for Concealment of income or wrong filing of inaccurate income made severe,

• Sweeping changes introduced in the Settlement Commission Scheme.

• Transfer Pricing Assessment and Re-Assessment time limits extended by 12 months.

• Alteration in the advance payment of FBT, which brings it in line with the existing procedure as

applicable to the payment of Advance Tax using the concept of estimation.

INDIRECT TAX

• Service Tax:

— Exemption Limit for small service providers to be raised from Rs. 4 lakhs to Rs. 8 lakhs.

— Additional services covered under service tax:

– Outsourcing for mining of minerals, oil and gas

– Renting of immoveable property for use in business or commerce

– Development and supply of content for use in telecom and advertising purposes

– Asset management services provided by individuals

– Design services

– Services involved in execution of works contract

• Customs and Excise Duty:

— Peak rate of Customs Duty on non-agricultural products reduced from 12.5% to 10%

— Export Duty on iron ores and chromium ores is now being levied.

— Edible oil now exempted from Special Counter Vailing Duty of 4%.

— Special CVD @ 4% is exempted on edible oils.

— No change in basic rate of Excise Duty @16%

— Excise Duty exemption for Small Scale Industries increased from Rs. 1 crore to

Rs. 1.5 crore.

— Excise Duty on tobacco products increased.

— Retail Sale Price based assessment is being extended to computers and its

related products.

• Central Sales Tax

— As a step towards phasing out of Central Sales Tax, the rate will be reduced from 4%

to 3% from 1st April, 2007.

General:

• A levy of additional 1% of “Secondary and Higher Secondary Cess” thus bringing the

Cess to 3%.
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BUDGET PROPOSALS RELATING TO TAXATION

1.0 NEW TAX INTRODUCED

Secondary and higher education cess of 1% introduced, effectively resulting in an increase in

education cess from 2% to 3%. This has resulted in a marginal increase in overall tax rates.

2.0 DIRECT TAX PROPOSALS

Amendment to Section 9:

• Income from Interest, Royalty and Fees for Technical Services earned by a non -resident

would be deemed to accrue or arise in India whether or not the non -resident has a residence

or place of business or business connection in India.

Amendments to Section 10:

• Insertion of new Section 10(10BC) is proposed to provide exemption for compensation

received, for any disaster, from Central or State Government or any Local Authority to any

Individual or Legal Heir. (Amendment has retrospective effect from 1st April, 2005)

• It is proposed to amend Section 10(15)(vii) to provide that interest on bonds issued by a State

Pooled Finance Entity (entity set up in accordance with the guidelines for the Pooled Finance

Development Scheme notified by Central Government in the Ministry of Urban Development )

• Amendment is proposed in Section 10(23BBD) that any income of the Asian Organization of

the Supreme Audit Institutions will be exempt for further three more assessment years

beginning from 1st day of April, 2008 and ending on the 31st day of March, 2011 instead of

seven years prescribed earlier which were supposed to end on 31st day of March, 2008.

• It is proposed to introduce new clause 23BBG in Section 10 to provide exemption to any

Income of Central Electricity Regulatory Commission.

• It is proposed to amend Section 10(23C) sub-clause (iv) and (v) which is to provide that

exemption shall be available if the mentioned entities are approved by the prescribed authority.

• It is proposed to introduce Section 10(23EC) for exempting incomes of Investor Protection

Fund set up by commodity exchanges.

• It is proposed to be amend definition of Venture Capital undertaking under 10(23FB).

• It is proposed to substitute Section 10AA(4) to introduce further two conditions for availing

exemption under Section 10AA for new units in special economic zones.(amendment effective

retrospectively from 10th February, 2006)

Deductions and Tax Holidays:

• Contribution to Pension Scheme u/s. 80CCD

The contribution to pension fund made by employee as well as employer to pension fund to

the extent of 10% of the salary was exempt for government employees. The above deduction

has been proposed to be extended to persons employed in the non-government sectors also.

• Medical Insurance Premium u/s. 80D

The limit of medical insurance premium has been proposed to be increased to Rs. 15,000/-

from the existing Rs. 10,000/-. In case of the senior citizens the limit has been increased to

Rs. 20,000/- from the existing Rs. 15,000/-.
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• Deduction for Loan for Higher Education u/s. 80E

Presently the deduction is available only for the loan taken for pursuing higher education. It is

proposed to allow this deduction for any loan taken for educational purpose of any relative,

including spouse and children.

• New areas becoming eligible for Tax Holiday u/s. 80IA

It is proposed to give 100% deduction for 10 consecutive years out of 15 years to

undertakings carrying on business of:

a) cross country natural gas distribution network

b) to navigational channel in sea

• No deduction u/s. 80IA for work carried on as work contract

This amendment is to have retrospective effect from AY 2000-01. It is proposed that the

benefit of deduction u/s. 80IA shall not be provided to the person executing a work contract.

• 80IA benefits for Indian enterprises undergoing amalgamation/demerger

It is proposed the benefit of section 80IA shall not be available to the resulting company

arising out of amalgamation or demerger if the same happens to occur after 31st March,

2007.

• Scientific Research and Development Units u/s 35(2AB)(1)

It is proposed to continue to grant the weighted deduction on expenditure on the units

engaged in scientific research and development, for an additional period of 5 years upto the

AY 2012-13.

• Setting up New Undertaking in Jammu & Kashmir u/s. 80IB(4)

It is proposed to continue the tax holiday u/s. 80IB(4) to be extended for a period of five more

years up to the 31st March, 2012.

• Extension of the time limit for company set up for reconstruction and revival of power

generating plant u/s. 80IA

It is proposed to that the time limit of tax holidays for such organizations which ends on the

31st March 2007 to be extended by 12 months to a period upto 31st March, 2008.

• Tax holiday for hotels and convention centre u/s. 80ID

A tax holiday for a period of five consecutive has been inserted in the form of Section 80ID.

The tax holiday is to be provided on 100% of he profits from the business of hotels and

convention located in certain specified areas in Delhi. The purpose of the tax holiday is to

provide adequate accommodation to the visitors arriving for the Commonwealth Games to be

hosted by India in 2010.

Business Income

• Increase of disallowances u/s. 40A(3)

Currently 20% of the expenses incurred in cash were disallowed in case the amount exceeds

Rs. 20,000/-. In the budget it has been proposed to increase the disallowance limit to 100% of

such expenditure.
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• Friendly assessment procedure for assessees engaged in the business of diamond

manufacturing and trading

A friendly tax assessment procedure to be introduced for assesses engaged in the business of

diamond manufacturing and trading who declare profits from such activities at 8% or more of

turnover.

• Rationalisation of provisions related to deduction in respect of creation and

maintenance of special reserve under Section 36(1)(viii)

Deduction for creation and maintenance of special reserve available to entities engaged in

providing long term finance reduced from 40% to 20% of profits from such business. Further ,

it is also proposed to allow deduction to specified categories only in respect of specified

activities as follows :-

Specified entity eligible for deduction Specified activity eligible for deduction

Specified financial corporation/ banking Long term finance in India for industrial/

Company/ Co-Operative Banks agricultural/infrastructure development facilties

Housing Finance Company Long term finance in India for construction

or purchase of residential houses in India

Other financial corporations Long term finance in India infrastructure

including public company development facilties

Capital Gains:

Widening the Scope of Capital Assets

• Personal Effects were not taxable to capital gains tax. Presently Jewellery is the only asset

which is a personal effect but is considered to be as a capital asset and taxed accordingly.

• It is proposed that like Jewellery; Archaeological collections, Drawings, Paintings, Sculptures or

any Art of Work will not be considered as items of personal effects and so sale of the such

items would now be taxable as capital gains; which were exempted earlier.

Investments in Specified Assets

• Exemption was available from Capital gains arising from transfer of Long Term Capital Asset if

the same were invested in certain specified assets within six months from the date of transfer.

• Now the maximum investment which can be made in such specified assets is restricted to 50

Lakhs Rupees in a financial year.

Income from Other Sources:

• Increase in the pecuniary limit of the gifts received

The budget proposes to increase the pecuniary limits of the gifts received from a relative in a

financial year from the existing limit of Rs. 25,000 to Rs. 50,000. The amendment is proposed

to be given a retrospective effect from the AY 2007-08.

Transfer Pricing:

Cases referred to Transfer Pricing Officer:

Order made u/s. 92CA (3) by Transfer Pricing Officer for determination of arm’s length price of

international transactions shall be made at least 2 months before the period of limitation u/s.

153/153B.
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To enable Transfer Pricing Officer to have adequate time to attend the matter involving international

transaction referred to him by the A.O. in respect of arms length price, the period of limitation u/s.

153/153B for completion of assessment/reassessment in such cases is proposed to be extended by

one year.

(Amendment will be effective from 01/06/2007 and will also cover cases where reference was made

to TPO before 01/06/2007 but no order has been passed u/s. 92CA (3).

Fringe Benefit Tax

ESOP:

• Scope FBT is enlarged to include Employee’s Stock Option Plan.

• Same will include any specified security or sweat equity shares allotted or transferred by the

employer free of cost or at concessional rate to his employees (including former employee or

employees).

• Liability of FBT arises on the day of transfer or allotment of the shares to employees.

• Value of benefit taxable is to be calculated as the difference between the fair market value (of

the specified security or sweat equity shares on the day on which employee exercises the

option) and the amount if any paid by the employee.

Exceptions to Sales Promotion :

• Presently expenditure on distribution of free samples of medicines or medical equipment to

doctors is exempt from FBT, it is now proposed to exempt distribution of any item to any

person from FBT.

• Expenditure on display of products is also proposed to be exempted from FBT.

Payment of FBT :

• Presently FBT is payable on or before 15th of the month following each quarter in which such

expenses are incurred.

• It is proposed to change the pattern of payment of FBT so as to bring it on par with payment

of advance income-tax .

• For Companies : (four installments)

Due date for Installment % of FBT for the year payable

On or before 15th June 15 %

On or before 15th September 45%

On or before 15th December 75%

On or before 15th March 100%

• For Others : (three installments)

Due date for Installment % of FBT for the year payable

On or before 15th September 30%

On or before 15th December 60%

On or before 15th March 100%

(These amendments will take effect from 1st June, 2007)
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TDS on 8% Savings (taxable) Bonds, 2003

• Tax is not being deducted on interest payable on these bonds. It has been clarified non –

deduction of tax has been resulting in evasion of taxes.

• It has been proposed that person responsible for paying to a resident any interest shall deduct

tax if Interest payable exceeds ten thousand rupees during a financial year.

(Amendment effective from 1st June, 2007)

Minimum Alternate Tax – 115JB on Units in Free Trade Zone / 100% EOU

• Income of units located in Free Trade Zone, etc (Section 10A) and 100% EOU (Section 10B)

is presently excluded from ‘Book Profits’ calculation for MAT. So the same was not subject to

MAT earlier.

• Now though such income is exempt under normal provisions of Income tax Act, it will now be

included in ‘Book Profits’ calculation of MAT.

{MAT is @ 11.33% (including surcharge and cess) of such ‘Book Profits’}

Assessment Procedures

• Annexure-less Return

The budget proposes to facilitate of annexure less returns for some classes of assesses to be

notified by the Board. However, these assesses will be required to furnish these documents as

and when may be called upon by the authority.

The budget also proposes to empower the Board to specify the class of assessee that will be

required to compulsorily file returns in electronic form, with or without attachments.

• Special Audits

Before passing an order for the Special Audits the assessing officer is required to give

adequate opportunity of being heard to the assessee.

The fees for the special audit to be determined by the Chief Commissioner and are to be

borne by the Central Government.

• Alteration in the method of calculation of interest

There has been a change in the method of the computation of interest liability. Instead of

computing tax on per annum basis, the same has to be calculated on per month basis.

Penalty Provision

• Failure to submit Return of Income

If there is failure to submit the return of income within period specified in Section 153(1) :

Present position:

Concealment of income is deemed and a penalty is leviable based on the amount of tax

sought to be evaded.

Proposed:

Tax sought to be evaded shall mean the tax on the assessed total income as reduced by the

amount of advance tax, TDS, TCS and self assessment paid before the issue of notice under

section 148. (Amendment is effective from 01/04/2003).
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• Search Procedure:

Present position:

Certain income represented by money, bullion, Jewellery or other valuable articles found during

the search will be deemed as concealed income in certain circumstances even when such

income is declared in the return of income on or after the date of search. An escape route is

provided from imposition of penalty in respect of such concealment on fulfillment of certain

conditions. (This provision is proposed to be inoperative in respect of searches initiated on or

after 01/06/2007)

Proposed:

If the search is initiated on or after 01/06/2007:

— If the assessee is found to be the owner of money, bullion, Jewellery or other valuable

articles or any income based on any entry in the books of accounts or other

documents and

— claims that the same is his income for any previous year which has ended before the

date of search and

— the due date for filing the return of income of such financial year has expired and

— the assessee has not filed the return,

he shall be deemed to have concealed the income even if he declares such income in any

return furnished on or after the date of search.

• New Section 271 AAA:

Proposed:

Providing for payment of sum equal to 10% of the undisclosed income by way of penalty in

cases where searches are initiated u/s. 132 on or after 01/06/2007.

It is proposed that the aforesaid penalty can be avoided if the assessee:

— Admits in his statement u/s. 132(4) the undisclosed income.

— Specifies the manner in which such income has been derived.

— Substantiate the manner so specified, and

— Pays the tax and applicable interest in respect of such undisclosed income.

Section 271(1) (c) is inapplicable in cases covered by the aforesaid proposed section.

The order imposing penalty under this section is appellable to the Commissioner.

• Settlement Scheme

Major changes have been proposed in the settlement scheme. These are:

— Petition can be admitted only in cases where the proceedings are pending before the

assessing officer.

— Reassessment pursuant to search or cases where the assessment is reopened u/s 263

etc is not treated as proceedings pending before assessing authority.

— Minimum additional income tax to be offered in the settlement application is increased

from Rs. 1 Lakh to Rs. 3 Lakh.
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— Introduction of a time-bound program for the purpose of reaching to a settlement.

— Negatives: In case the settlement is not resolved within the prescribed time-frame or

it is rejected, the assessing officer has an access to all the confidential information

submitted before the Settlement Commission.

Dividend Distribution Tax:

• For Domestic Companies

The Dividend Distribution Tax for the Domestic Companies has been increased from 12.5% to

15%. (Effective rate increased from 14.025% to 16.995%).

· For Liquid Funds and Money Market Mutual Funds

The Dividend Distribution Tax on liquid mutual funds and money market mutual funds has

been increased to 25% from the existing variable rates as applicable for Individuals/HUF and

Others. (Effective rate comes to 28.325% including a surcharge and education cess).

Banking Cash Transaction Tax (BCTT)

Exemption to Central and State government undertaking :

• It is proposed that no BCTT would be charged to Central and State Government Undertaking.

Increase in Limit for Individual and HUF :

• Presently in case of Individual and HUF, BCTT is charged on cash withdrawal exceeding

Rs. 25,000, per day from the current account. It is now proposed to extend the limit to Rs.

50,000/- per day.

Other proposals

Two Ultra Mega Power Projects (UMPP) in Sasan and Mundra awarded by the Ministry of Power.

Seven more UMPPs are under process.

A committee has made a number of recommendations for innovative financing of infrastructure. One

of the recommendations is to use a small part of the foreign exchange reserves without the risk of

monetary expansion.

A benign assessment procedure to be introduced for assessees engaged in diamond manufacturing

and trading, who declare profits from such activities at 8% or more of the turnover.

Various measures proposed with a view to promote capital markets. These include making PAN the

sole identification number for all participants; allow short selling settled by delivery and securities

lending and borrowing to facilitate delivery, by institutions.

It is proposed to promote Mumbai as a world class financial centre and realise the objective of

making ‘financial services’ the next growth engine for India.


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2.0 INDIRECT TAX PROPOSALS

CENTRAL EXCISE

A. Changes effective from 1st March 2007.

I. NEW LEVY OF CESS OF SECONDARY AND HIGHER EDUCATION CESS ON

EXCISABLE GOODS @ 1%: -

a) A New levy of ‘Secondary and Higher Education cess’ @ 1% of the basic excise

duty is leviable with effect from 1st March 2007. This new levy is required to be

shown separately on the excise invoice.

b) The ‘Secondary and Higher Education cess’ paid on inputs / capital goods

should be availed as cenvat credit as Education cess and can be utilised only

for the payment of education cess 2% or Secondary and Higher education cess

on finished product or on output service.

c) In case due to system control it is not possible to print / charge this 1% on the

invoice then the same should be done by manually writing it on the invoice with

authentication. The same can be communicated to department. It should be

ensured that such new cess should be paid at the month-end.

d) Levy not applicable on goods manufactured prior to 1st March 2007.

At the time of introduction of education cess in 2004 it has been clarified vide

circular no. 345/2/2004-TRU dated 10th August 2004 that education cess is not

leviable on goods manufactured prior to imposition as the same is the new levy.

Similarly as ‘Secondary and Higher Education Cess’ is a new levy no cess is

payable on goods manufactured prior to 1st March 2007 on the basis of above

circular.

e) Rebate of secondary and higher education cess in case of goods exported on

payment of duty: -

In 2004 budget, the education cess @ 2% was introduced. The education cess

was paid for goods exported on payment of duty but the department did not

sanction the duty of education cess until rule 18 was amended to incorporate

2% education cess in definition of duty. Subsequently on 6th September 2004,

the notification no. 19/2004-CE (NT) dated 6.9.2004 issued by adding the

education cess within the definition of duty for granting rebate of duty. Thereafter

the refund of education cess paid on exports was granted. In the budget 2007,

although 1% secondary and higher education cess has been levied but rule 18

has not been amended to include the said cess as duty. Therefore, until the said

amendment is made, the department may not grant refund of duty.

II. Duty calculation for clearance from EOU to DTA on account of new levy.

Duty payable by the supplier

A Assessable Value 100000

B 10% Basic Custom duty 2500

(25% of 10)

C A+B Sub total 102500
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(i) 16% of C Countervailing duty (CVD) 16400

(ii) 2% of (i) Education Cess (CVD) 328

(iii) 1% of (i) Secondary and Higher

Education (CVD) 164

D B+(i)+(ii)+(iii) Sub total of duties 19392

E 2% of D Custom Cess 388

F 1% of D Secondary and Higher 194

Education (Customs)

G D+E+F Sub total of duties 19,974

H 4% of (A + G) 4% Additional CVD

(if applicable) 4,799

I Total excise duty 24,773

J Education cess 2% on I 495.00

K Education cess 1% on I 248

L Total duty 25,516

NOTE :- CREDIT OF DUTY SHOWN IN B, E & F WILL NOT BE AVAILABLE

III. EXEMPTION WITHDRAWN (W.E.F. 01.03.2007): -

Items falling under chapter heading 96.03 like brooms, brushes, etc. 8%

Items falling under chapter 84, 85, 90 of any other chapter for

specified machinery or equipment 8%

High speed cold set web offset rotary double width four plate wide

printing machines with a minimum speed of 70,000 copies per hour 8%

Recorded video cassettes intended for television broadcasting and

supplied in formats such as Umatic, Betacam or any similar format 8%

All chemicals used in the manufacture of centchroman 16%

IV. EXCISE DUTY HAS BEEN FULLY EXEMPT ON THE FOLLOWING PRODUCTS,

EFFECTIVE FROM 01.03.2007: -

FOOD INDUSTRY

Packed biscuits of MRP not exceeding Rs.50 per kg

Preparation for infant use, put up in unit containers (chapter heading 19019090)

INFORMATION TECHNOLOGY

DVD Drive / DVD Writer / Flash memory

OTHERS INDUSTRY

Water filters functioning without electricity and pressured tap water

Specified water purification devices based on membrane technology
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V. REDUCTION IN EXCISE DUTY EFFECTIVE FROM 01.03.2007: -

Products Changed

Plywood, veneered panels and similar laminated wood 8%

Caprolactum 12%

Benzene for used in manufacture of capralactum 12%

Nylon Chips 12%

Nylon Filament yarn of chapter 54.02, 54.04 or 54061000 12%

Umbrellas and sun umbrellas 8%

Parts of Footwear 8%

Wadding , gauze (chapter 30.05) 8%

Dust and powder of synthetic precious or semi precious stones 8%

VI. DUTY BASED ON RETAIL SALE PRICE: -

Duty to be Payable on the basis of Retail Sale Price, Effective from the date to be

notified. The Products are like Personal Computer, Printers, Scanners, Set Up Boxes

for Internet and Television Sets.

VII. AMENDMENT IN RULE 9 OF CENVAT CREDIT RULES 2004.

The Cenvat Credit Rules has been amended to provide that cenvat credit should not

be taken unless all the particulars as prescribed under Central Excise Rules or the

Service Tax Rules, 1994 are present on the documents. However in case the

particulars like details of duty or service tax payable, description of goods or taxable

service, assessable value, name and address of the factory warehouse or premises of

first stage or second stage dealer or provider of taxable service are there on the

invoice, the credit can be taken provided the Deputy Commissioner or the Assistant

Commissioner is satisfied that the goods or services covered by the invoice has been

received and accounted.

It is highly advised that all the assessee’s should ensure that all the particulars as

required under rule 11 of central excise rules 2002 or rule 4A of the service tax rules

1994 are present on the invoices for availing credit.

VIII. OTHER AMENDMENTS:

a) The term ‘duty’ under rule 8 will include amount payable under Cenvat Credit

Rules, 2004. Thus any amount payable on account of reversal of cenvat credit

for clearance of inp sued to provide power to Chief Commissioner to adjudicate

notices issued under central excise.

d) Provisions have been made to allow for rebate of additional 4% CVD paid on

inputs used in manufacture of export goods under rule 18 of the Central Excise

Rules, 2002

e) The provisions of filing revised return with respect of the credit availed by the

provider of output service and input service distributor have been incorporated.

The revised return is required to be filed within a period of 60 days from the

date of filing of return.

f) The provisions regarding taking of reasonable steps by the person availing the

credit has been deleted.

g) Lapse of credit on account of the product being subsequently exempted.

Provisions have been made to provide that in case final product or taxable

service is exempted, the assessee is required to pay an amount equivalent to
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the cenvat credit availed on inputs in stock, input contained in work in process

and input contained in finished goods. In case the credit available in respect of

such input is more than the credit is required to be reversed, the balance credit

will lapse.

h) In case of application for refund of unutilized credit in terms of rule 5 of the

Cenvat Credit Rules, 2004, provisions have been made to allow an assessee to

submit the photocopy of the shipping bill duly attested by the officer of Customs

instead of the shipping bill duly certified by the officer of the customs.

i) The penal action will be taken against the person who issues CENVAT Invoices

without delivery of goods mentioned therein and also against the person who is

involved in fabricating Central Excise documents or any other documents like

shipping bill, bill of lading, etc. based on which the user of said documents is

likely to take or has taken any ineligible benefits like Cenvat credit, refund, etc.

B. Provisions effective from 1st April 2007.

I. SSI EXEMPTION LIMIT INCREASED FROM 1 CRORE TO 1.5 CRORES: -

The exemption limit for SSI has been increased from 1 Crores to 1.5 Crores. The

enhanced limit will be effective from 1st April 2007

II. Change in Valuation Rules regarding value for clearances from Job-workers

place effective from 1st April 2007.

The Central Excise Valuation Rules are being amended and a new rule 10A will be

effective from 1st April 2007 to provide for valuation of goods in cases where the

excisable goods are manufactured by a job worker on behalf of the principal

manufacturer. The valuation for excise purposes in such cases will be determined as

follows:

a) Where the goods are sold by the principal manufacturer at the factory gate of

job worker and other conditions being satisfied the value of the excisable goods

will be the transaction value of the said goods as sold by the principal

manufacturer.

b) Where such goods are not sold at the time of removal from job workers factory

but are transferred to other places after their clearance for sale from such other

places, the valuation for the purpose of excise duty will be the normal

transaction value of such goods sold from such other places at or about the

same time or in case when such goods are not sold at such time, at the time

nearest to time of removal.

c) In a case not covered by the above two situations, the value will be determined

as per the provisions of foregoing rules whichever is applicable.

The cost of transportation from the place where the goods are sold to the place of

delivery will be excluded from the value of excisable goods. The term ‘job worker’ has

been defined to mean a person engaged in the manufacture or production of goods

on behalf of a principal manufacturer, from any inputs or goods supplied by the said

principal manufacturer or by any other person authorized by him.

III. Mandatory e-payment of excise duty is required to be made by assessee’s who have

paid more than Rs. 50 lakhs through PLA in the preceding financial year i.e. 2006-07.

Such assessee’s will be required to electronically remit the payment through internet

banking in the financial year 2007-08.
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IV. The Excise invoices issued for clearances under rule 11, have to necessairly

incorporate the details of the address of the respective Central Excise division.

C. Changes effective from enactment of Finance Bill

I. The Appellate Tribunal can now order for the Pre-deposit of the following amounts also

viz

(i) The amount collected by a person not liable to pay duty under section 11D.

(ii) Amount of wrong cenvat credit taken

(iii) Amount payable on rule 57CC or rule 6 in case of exempted products

(iv) Interest.

The Tribunal can now order pre-deposit of the above amounts along with the duty as

demanded.

II. Section 11B is being amended to provide for time limit of one year from the date of

any judgment of court, decree or Tribunal when refund claim arises due to such

judgment.

III. The term ‘Joint Venture in India’ is being defined for Advance ruling to mean a

contractual arrangement whereby two or more persons undertake an economic activity

which is subject to joint control and one or more of the participants or partners or

equity holders is a non-resident having substantial interest in such arrangement.

IV. The time limit for review of orders passed by adjudicating authorities has been reduced

from 12 months to 3 months and the person to whom the direction to file the appeal

has been given shall file within one month as against within 3 months permitted now.

V. The minimum Penalty under rule 25 and 26 of central excise rules 2002 and the

minimum penalty under rule 15 of Cenvat credit rules 2004 has been reduced from

Rs.10,000/- to Rs. 2,000/-.

VI. Miscellaneous amendments have been made in section 3 to delete redundant

provisions relating to free trade zone and to incorporate the definition of special

economical zone as per Special economic zone act 2005.

D. MAJOR CHANGES REGARDING PROVISIONS / POWERS OF SETTLEMENT COMMISSION

WITH EFFECT FROM 1ST JUNE 2007.

a) The settlement of only those proceedings will be permissible wherein the proceedings

are pending for adjudication at the time of making the application i.e at the show cause

notice stage only. Also no settlement can be made in case of remand of any matter in

a judicial proceeding to the original adjudicating authority.

b) Provisions have been made to disallow the Settlement of cases involving goods for

which no proper records are maintained by the assessee in the daily stock register i.e.

cases of clandestine removal.

c) The additional conditions to be satisfied in respect of a application to the settlement

commission are as follows:

(i) A return should have been filed showing the production, clearance and Central

Excise duty paid.

(ii) The show cause notice for recovery of duty should have been received.

(iii) The minimum amount of additional duty accepted by the applicant should be

more than 3 lacs

(iv) The additional amount of duty accepted should be paid along with interest as per

section 11AB along with filing of the application.
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d) The Provisions for settlement of the case will not be applicable to any proceedings

pending before the Tribunal or in court and the settlement commission does not have

the power to admit any application which is for the interpretation of classification of

goods under Central Excise tariff.

e) In case of settlement applications made upto 31st May 2007 and pending for

adjudication as on 1st June 2007, the additional duty liability accepted is required to be

paid by the applicant within 30 days ie. up to 30th June 2007.

f) Revised Procedure for adjudicating the applications received by settlement commission

i) The Settlement Commission will now give a notice within 7 days from the date

of receipt of application to the applicant requiring reasons in writing from the

applicant as to why application made by him should be allowed. Within 14 days

from the date of such notice and after taking in to consideration the explanation

by the applicant, the Settlement Commission is required to make an order

regarding acceptance or rejection of the settlement obligation.

ii) In case no order for acceptance or rejection is issued within such time limit, the

application filed will be deemed to be admitted.

iii) A time limit for passing of the Settlement Commission orders has been made to

provide for speedy disposal by the Settlement Commission as follows: -

1. Application filed on or before Disposal of application to be

31st May 2007 made by 29th February 2008

2. Application filed with effect from Application to be disposed within

1st June 2007 9 months from the last date of

the month on which

application is made.

In case the application is not disposed of within the above time limit, then the

Settlement proceedings will be deemed to be abated and adjudicating authority

will thereafter decide the case.

g) The Settlement Commission will not have the power to specify for payment of an

amount which is less than the duty liability admitted by the applicant in its final order.

h) In case amount ordered by Settlement Commission is not paid within 30 days from the

date of receipt of the order, the same will be recovered with interest as per the

provisions of section 11A.

i) The provisions regarding reopening of the cases by the Settlement Commission will not

be available for the application made on or after 1st June 2007.

j) The settlement commission will not have the power to provide immunities from

prosecution under Indian Penal code or any other Central Act and payment of interest.

k) The applications filed before the Settlement Commission on or before 31st Day of May

2007 will be eligible for the immunities from prosecution under Indian penal code or

any other Central Act and for interest and penalties.

l) Provisions have been made for restricting an applicant to apply for application to the

Settlement Commission only once in life time. Except in cases where issue in the

subsequent application except for the period of dispute and amount is identical to the

issue of the earlier application which should be pending before the Settlement

Commission.



A SNAPSHOT OF UNION BUDGET 2007-08

14

CUSTOMS

A. NON – TARIFF AMENDMENT

Amendment effective from passing of budget except I.

I. Section 14 of the Custom Act will be amended from the date to be notified to provide as

follows: -

1. In case of sale of imported or export goods: -

The value of imported goods and export goods shall be the transaction value of goods

as determined in accordance with the rules. However, such transaction value in case of

imported goods shall include any amount that the buyer is liable to pay for the costs

and services including the commission and brokerage, any assistance, engineering,

design work, royalties and licence fees, cost of transportation to the place of importer,

insurance and handling charges. The said change when brought in to effect may not

have any significant change in the valuation of the imported goods.

2. In case of no sale of imported goods or export goods, or where the transaction

value of the goods is not determinable: -

In such case the value shall be determined in accordance with the rule made in this

behalf. {i.e. Customs valuation (determination of price of imported goods) Rules, 1988}

II. The Section 75A of the Custom Act, 1962 has been amended to provide that the claimant to

whom any drawback has been paid erroneously or it is recoverable, then the claimant is

liable in addition to drawback to pay interest from the date of payment of such drawback to the

date of repayment to department. (Previously the interest was from the expiry of two months

from the date of demand by the department to the date of repayment to department).

III. Offence and prosecution: -

Section 135 which relate to evasion of duty or prohibition has been amended to include

offence of “fraudulently avails of or attempts to avail of drawback or any exemption from duty

provided under this Act in connection with export of goods”. The punishment period for such

offence up to 7 year has been restricted to high value transaction.

IV. The changes in the provision of Settlement Commission, Refund, power of committee of Chief

Commissioner are similar to excise (please refer above)

B. TARIFF AMENDMENT

THE AMENDMENTS EFFECTIVE FROM 01.03.2007

I. Secondary and Higher Education Cess @ 1% of the total duty of custom duty has been

imposed on imported goods. The same will be effective from 1st March 2007.

Duty payable by the supplier

A Assessable Value 100000

B 10% Basic Custom duty 10000

C A+B Sub total 110000
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(i) 16% of C Countervailing duty (CVD) 17600

(ii) 2% of (i) Education Cess (CVD) 352

(iii) 1% of (i) Secondary and Higher Education (CVD) 176

D B+(i)+(ii)+(iii) Sub total of duties 28128

E 2% of D Custom Cess 563

F 1% of D Secondary and Higher Education (Customs) 281

G D+E+F Sub total of duties 28,972

H 4% of (A + G) 4% Additional CVD (if applicable) 5,159

I Total Customs Duties 34,131

NOTE : CREDIT OF DUTY SHOWN IN B, E & F WILL NOT BE AVAILABLE. CREDIT OF H WILL

NOT BE AVAILABLE TO A SERVICE PROVIDER

II. Peak rate of ad valorem custom duty reduced

Peak rate of customs duty on non-agricultural products has been reduced from 12.5% to

10%, with few exceptions.

In case of textile fabrics and garments, for which specific custom duty has been prescribed,

there is no change in custom duty.

III. Exemption from 4% additional duty of custom levied under section 3(5) of custom tariff

act 1985 to following goods,

a. All edible oils, crude as well as refined, have been exempted from payment of

additional duty of custom.

b. Roasted molybdenum ore and concentrate.

c. Exemption to cell phone parts, components and accessories has been extended from

30th April 2007 to 30/06/2009.

IV. Sector Specific Reduction of Duty

(a) Metals & their inputs

Metals and their inputs the custom duty has been reduced from 20% to 10% on

seconds and defectives of iron and steel.

(b) Air Crafts

The import of aircraft and their parts for use in such aircraft will attract the custom duty

of 3%, CVD of 16% and special additional duty of 4%. The import of aircraft by

schedule airline operator and Government will be exempt.

In case, Aircraft not registered in India, which are brought for the purpose of flight to

or across India and ultimately removed within six months from the date of arrival are,

exempt from all duties of customs.

(c) Chemicals and Petrochemicals

! Customs duty has been reduced from 12.5% to 7.5% on goods falling under

Chapter 28 except Titanium Dioxide), Chapter 29 (except Mannitol, Sorbitol and

Caprolactum) and Chapter 31.

! Customs duty has been reduced on glycerol waters and glycerol lyes from 30%

to 20%.
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! Customs duty has been reduced on Denatured ethyl alcohol from 10% to 7.5%.

! Customs duty has been reduced from 12.5% to 7.5% on goods falling under

headings 3201 to 3207 (except pigments and preparations based on Titanium

Dioxide).

! Customs duty has been reduced from 12.5% to 7.5% on goods falling under

heading 3403.

! Customs duty has been reduced from 12.5% to 7.5% on goods falling under

headings 3801 to 3807 and 3809 (with few exceptions), 3810, 3812, 3816, 3817,

3821 and 3824 (except 3824 60).

! Customs duty has been reduced from 12.5% to 7.5% on goods falling under

headings 3901 to 3907 and 3909 to 3915.

! Customs duty has been reduced from 12.5% to 10% on Titanium Dioxide, and

pigments and preparations based on Titanium Dioxide.

(d) Agriculture

! Customs duty has been reduced on food processing machinery from 7.5% to

5%.

! Customs duty has been reduced on sprinklers and drip irrigation systems used

for agricultural and horticultural purposes from 7.5% to 5%.

! Concessional rate of 5% customs duty plus Nil CVD/excise duty presently

available to specified plantation machinery upto 30.04.2007, has been extended

upto 30.04.2009.

! Customs duty has been reduced on crude sunflower oil from 65% to 50% and

on refined sunflower oil from 75% to 60%.

! Customs duty has been reduced on Dextrose monohydrate from 30% to 20%.

(e) Textiles

! Customs duty on polyester staple fibres and tow and polyester filament yarns

has been reduced from 10% to 7.5%.

! Customs duty on polyester chips has been reduced from 10% to 7.5%.

! Customs duty on DMT, PTA and MEG has been reduced from 10% to 7.5%.

(f) Export Promotion

! Customs duty on cut and polished diamonds has been reduced from 5% to 3%.

! Customs duty on rough synthetic gemstones has been reduced from 12.5% to

5%.

! Customs duty has been reduced on un-worked or simply prepared corals from

30% to 10%.

! Raw, tanned or dressed fur skins have been exempted from CVD of 8%.

(g) Health

Customs duty on medical equipment has been reduced from 12.5% to 7.5%.

(h) Miscellaneous

! Customs duty has been reduced on dredgers from 5% to Nil.
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! Customs duty has been reduced on high ash coking coal from 5% to Nil.

! Customs duty has been reduced on butyl rubber from 10% to 5%.

! Customs duty has been reduced on natural boron ore from 5% to 2%.

! Customs duty has been reduced on borax or boric acid from 10% to 5%;

! Customs duty has been reduced on frit from 10% to 5%;

! Customs duty has been reduced on specified ceramic colours from

12.5% to 5%.

! Customs duty has been reduced on watch dials and movements from

12.5% to 5%.

! Customs duty has been reduced on parts of umbrella, including umbrella

panels, from 12.5% to 5%. 10) Customs duty has been reduced on dammar

batu from 30% to 20%.

! A uniform customs duty rate of 5% has been prescribed for urea

unconditionally.

! Aramid yarns for manufacture of bulletproof jackets for supply to armed forces

have been exempted from both customs duty and CVD.

! Customs duty has been reduced on pet food from 30% to 20%.

V. Concessional rate of 5% custom duty plus Nil CVD on specified items has been extended to

all research institution registered with the department of Scientific & Industrial Research.

The list of specified items for Concessional rate of 5% of customs duty for pharmaceuticals and

biotechnology sector when imported for R & D purposes has been expanded by 15 items.

VI. Export duty has been imposed on:

(i) Iron ores and concentrates, all sorts @ Rs. 300 per metric tonne.

(ii) Chromium ores and concentrates, of all sorts @ Rs. 2000 per metric tonne.

VII. Custom duty exemption / concessions on following items have been withdrawn

(i) Chemicals, for use in the manufacture of Centchroman.

(ii) Codeine phosphate or Nicotine, imported by Government alkaloid factories.

(iii) Recorded magnetic tapes for producing TV serials.

(iv) Specified goods like TV cameras (professional grade), audio recording equipment,

tabletop desk production video machine, 8 channel video mixer / switches etc.,

(v) Specified goods for manufacture of fly ash based goods.

VIII. CVD exemptions on value items have been withdrawn.

(i) Cold-set high speed printing machines for newspapers. Such machines will attract

excise duty / CVD at 8%

(ii) Specified parts of set top boxes.



A SNAPSHOT OF UNION BUDGET 2007-08

18

SERVICE TAX

CHANGES PROPOSED IN THE FINANCE BILL, 2007

1. RATE OF SERVICE TAX

There is no change in the rate of service tax.

2. CHANGES EFFECTIVE FROM 1ST MARCH 2007

A) Adjustment of excess service tax paid by the assessee;

(a) Adjustment of excess amount of service tax paid can be made in the

succeeding month or quarter provided such adjustment is not on account of

reasons involving interpretation of law, taxability, classification, valuation or

applicability of any exemption notification.

! In case of assessee having centralized registration, adjustment can be

made without any monetary limit. However, in case of other assessee,

the adjustment can be made with a monetary limit of Rs.50,000 for the

relevant month or quarter.

! Details and reasons must be communicated to Superintendent of Central

Excise within 15 days from the date of adjustment.

B) Revised return

The assessee can file revised return including cenvat return within 60 days from the

date of filing of original return to correct the mistake or omission. In case where the

revised returns are filed, the relevant date for the purpose of section 73 will be the

date of submission of revised return.

C) Export of Services:

Sub Rule 3(2) clause (a) is amended and will read as such services “provided from

India and used outside India”. The words “delivered outside India” has been replaced

with “provided from India”

D) As per rule 4(5) of Service Tax Rules, 1994, intimation of changes in information

relating to registered assessee should be noted by the Superintendent of Central

Excise within 7 days on submission of letter.

E) Exemption to Residents Welfare Association.

The residential welfare association providing services taxable under the category of club

or association have been exempted from payment of service tax vide notification No.8/

2007 provided –

! The sole criteria for membership of such association is residential status in a

residential complex or locality

! The total consideration received from individual member for providing such

services does not exceed Rs.3000 per month.

F) Technical testing of newly developed Drugs

Notification No. 11/2007 provides exemption to the testing and analysis services of

newly developed drugs (including vaccines and herbal remedies) on human
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participants, so as to ascertain the safety and efficacy of such testing and analysis is

done by clinical research organization approved by Drugs Controller General of India.

G) Delivery of the contents of Cinematograph & Digital film.

Services provide in relation to delivery of content in digitalized from directly to a cinema

theater for exhibition to a person who has a right to authorize any person to exhibit

cinematograph film is exempted from service tax.

H) Procedure for amendments in Service Tax Registration Certificate

The procedure for amendments in existing registration such as change in name of

company, change in address, or addition of new category of services in service tax

registration certificate has been changed and the assessee is now required to submit

only the self certified copy of ST-2 Certificate along with form ST-1 for amendment.

Previously the assessee was required to submit original ST-2 certificate and the

amendments were made on that certificate. Now a new certificate canceling the earlier

certificate will be issued at the time for each amendment.

3. CHANGES EFFECTIVE FROM 1/4/2007

A) Exemption limit for small service providers enhanced to Rs. 8 lakhs

The exemption limit under notification No.6/2004 is sought to be raised from Rs.4 lakh

to Rs.8 lakh p.a. Thus, the service provider whose aggregate value towards receipt of

taxable service does not exceed Rs.8 lakh will be exempt from payment of service tax.

However, he will be required to obtain registration when the aggregate value of taxable

service is Rs. 7 lakh. The value of service provided in the preceeding financial year

should also not exceed Rs. 8 lakhs.

B) Sponsorship Service

Service tax will be payable by the sponsorer i.e. service recipient, where the service

recipient is any body corporate or firm located in India. In other cases, the service tax

will be payable by the service provider.

C) Exemption from service tax for Technology Business Incubator (TBI) or a Science and

Technology Enterpreneurship Park (STEP).

a) Services provided by TBI / STEP exempted

Notification No. 9 exempts services provided by a Technology Business

Incubator (TBI) or a Science and Technology Enterpreneurship Park (STEP)

recognised by the National Science and Technology Entrepreneurship

Development Board (NSTEDB) of the department of Science and Technology,

Government of India provided–

! STEP or TBI shall furnish the requisite information in Form 1 attached to

the notification along with the information in Form 2 received from the

person providing services in Park. The said information shall be submitted

to Assistant/Deputy Commissioner of Central Excise.

! Thereafter, STEP or TBI shall furnish the information in the format before

30th June of each financial year.
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b) Exemption to services provided by entrepreneur in TBI / STEP.

The services provided by Entrepreneur in the STEP park will be exempt subject

to –

! Entrepreneur enters into with TBI/STEP as incubator to enable him to

develop and produce high technology product.

! The total turnover of the entrepreneur does not exceed Rs.50 lakh during

the current or previous financial year. Exemption is available only for a

period of 3 years from the date of such entrepreneur enters into

agreement.

! In case the turnover of entrepreneur value of taxable service exceed

Rs.50 lakh, the service tax will be payable on the services provided

immediately after the total business turnover of the entrepreneur exceeds

Rs.50 lakh.

c) Option to General Insurance Company under rule 6 (3) of CENVAT credit

Rules, 2004.

Rule 6(3)(d) provides option to the assessee carrying general insurance

business to use the cenvat credit attributable to the taxable services on the basis

of formula provided in this rule. The assessee shall intimate following

particulars:-

! Name and address of the provider of output service;

! Date from which the option under this clause is exercised or proposed

to be exercised

! Description of taxable services;

! Description of exempted services;

! CENVAT credit of inputs and input services lying in balance as of the

date of exercising the option under this condition;

Further the assessee determine the credit of input services used for exempt

services on the basis of following formula.

Cenvat credit attributable to exempted services =(X/Y) multiplied by Z, where X

denotes total value of exempted services provided during the financial year, Y

denotes total value of taxable and exempted services provided during the

financial year, and Z denotes total Cenvat credit of inputs and input services

taken during the financial year and pay the same by 5th of the following month.

At the year end the assessee is required to compute the value of cenvat credit

used for providing exempted service based on the data of entire financial year.

The deficit is required to be paid by 30th June in the succeeding financial year

and the excess reversed can be taken as re-credit.

4. AMENDMENT EFFECTIVE FROM DATE OF ENACTMENT OF FINANCE BILL

A. New levy of cess of secondary and higher education cess on

taxable services @ 1%: -

! A New levy of ‘Secondary and Higher Education cess’ @ 1% of the service tax

amount will be leviable from the date of enactment of Finance bill, 2007. This

new levy is required to be shown separately on the invoice.
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! The cenvat credit of ‘Secondary and Higher Education cess’ paid on input

services / inputs / capital goods should be availed as Education cess and can be

utilised only for the payment of education cess of 2% or Secondary and Higher

education cess on finished product or on taxable output service.

! In case due to system control it is not possible to print / charge this 1% on the

invoice then the same should be done by manually writing it on the invoice with

authentication. The same can be communicated to department. It should be

ensured that such new cess should be paid at the month-end.

! As service tax is payable on the provision of services, the Secondary and

Higher Education Cess will be payable on the services which are provided w.e.f

the date of enactment of Finance Bill.

! This cess will also be payable on the amount of service tax payable on the

advances collected for the service rendered after the enactment of Finance Act

1994.

B. Other Amendments:

! Section 70 now empowers the Board of Central Excise and Customs to

prescribe late filing fee for filing of delayed return. The return thereafter can be

filed by paying late fee.

! Provision to section 14AA which empowers Chief Commissioner for appointment

of Cost Accountant to investigate on the availment of credit and its utilization by

any assessee. The same has been made applicable to service tax.

5. CHANGES EFFECTIVE FROM THE DATE TO BE NOTIFIED - EXPANSION/AMENDMENT IN

THE SERVICES.

1. Banking and Other financial services (Sec 65(12)) & (Sec 65(105) (zm))

Amendment The words “any other person” in the definition have been replaced by

in brief word “commercial concern”.

Implications The previous budget 2006 -07 had replaced the word “commercial

Concern” in the definition with “any other person”. Subsequently the

department has issued a circular clarifying that the post office are not

liable to pay service tax. The proposed amendment is to give strength to

the above circular and also to exempt the services provided by a non

commercial concern. Thus, any banking and other financial services

provided by non-commercial concern such as post office are not taxable

services. (The services provided by a non-commercial concern in relation

to asset management have been separately taxed under the newly

introduced category.)

Amendments An explanation has been inserted in item (i) providing the

in brief meaning of “financial leasing”.

Implications The financial lease has been explained to mean as follow,

A lease transaction where,

1. Contract for leasing entered into between two parties for leasing of

specific asset
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2. Contract is for use and occupation of the asset by lessee

3. Lease payment is calculated to cover the full cost of asset together

with the interest charges and

4. Lessee is entitled to own or has the option to own, the asset at the

end of the lease period after making the lease payment

Any lease transaction to consider as a financial lease must satisfy all

the above four conditions. Non-fulfillment of any condition will

imply that the lease transaction is not a financial lease and

accordingly it will not be taxable under this category. For instance, if

the lessee does not entitled or has an option to own the asset at the

end of the lease period, then the contract is not a financial lease

and, accordingly it is not taxable under this category.

Amendments Cash Management service is taxable.

in brief

2. Cab (65(20)) (Expanding the scope of Rent-a-cab Service)

Amendments The definition of cab has been expanded to also cover “any other motor

in brief vehicle constructed or adapted to carry more than twelve passengers,

excluding the driver.

Implications The long standing issue with regard to renting of buses has been put to

an end by expanding the definition of cab to include the motor vehicles

constructed or adapted to carry more than 12 passengers excluding the

driver. Thus the renting of buses will be taxable under the category of

Rent-A-Cab Service. The renting of a maxi cab or motor vehicle adapted or

constructed to carry more than 12 passengers, if rented out for usage by

a education body imparting skill or knowledge or lessons on any subject or

field, other than commercial training or coaching centre has been excluded

from the meaning “cab”. Thus the usage of same for said purpose will be

exempt from payment of service tax.

3. Event Management, Pandal & Shamiana Contractor and

Mandap Keeper

Amendments Marriage has been specifically included in event in case of Event

in brief Management. In case of Pandal & Shamiana Contractor and

Mandap Keeper it is clarified that social function includes marriage.

Implications The services provided for marriage will be taxable. The explanation puts

to an end the litigation with regard to whether the social function

includes marriage.

4. Management, Maintenance or Repair Service (sec 65(64))

Amendments The explanation has been inserted to clarify that the goods

in brief

includes computer software

Implications The above amendment has been made in line with the judgment of

Hon’ble Supreme Court in the case of Tata Consultancy Service Ltd.,

2004 (178) ELT 22 (SC). Thus the management, maintenance or repair

of computer software is taxable under the category of management,

maintenance or repair service.
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5. Management or Business Consultant (sec 65(65))

Amendments The word management consultant has been renamed as management or

in brief business consultant. The services provided in connection with the

management of the business has been included in the definition.

Implications The name of management consultant has been rechristened as

management or business consultant. The ambiguity with regard to

taxability of management consultancy for development of new business

(which may not be provided to organisation & may be provided to

individual) has been put to an end with above amendment.

6. Services provided by telegraph authority taxable under section

65(105b), (105c), 65(105) (zd), 65(105)(ze), 65(105)(zf), 65(105)(zg)

Amendments

in brief The above sections have been omitted

Implications All the services provided by the telegraph authority has been consolidated

and made taxable under the newly introduced category under section

65(105)(zzzx)

7. Sale of space or time for advertisement service (sec 65(105)(zzzm))

Amendments The definition of book has been modified to exclude business

in brief dictionaries, yellow pages and trade catalogues which are preliminary

meant for commercial purpose.

Implications The sale of space in business dictionaries, yellow pages and trade

catalogues for commercial purpose will attract service tax from the date to

be notified.

8. Consulting Engineer Services Sec 65(105) (g)

Amendment Consulting engineering in the discipline of computer hardware

in brief engineering specifically included

Implications The Consulting engineering in the discipline of computer hardware is liable

to tax under the category of “Consulting Engineer Service”.

9. Manpower Recruitment and Supply Agency Service (sec 65 (105k))

Amendment An explanation has been provided clarifying the services in relation to

in brief pre-recruitment screening, verification of the credentials and antecedents of

the candidate and authenticity of documents submitted by the candidates.

Implications The services in relation to manpower recruitment or supply service will

include services of pre-recruitment screening, verification of the credentials

and antecedents of the candidate and authenticity of documents submitted

by the candidates under the category of manpower recruitment and

supply service.
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6. New Services to be brought into tax net.

DATE OF EFFECT: FROM A DATE TO BE NOTIFIED AFTER ENACTMENT OF FINANCE

BILL 2007.

(a) Design Services 65 (36b) (zzzzd)

‘(36b) “design services” includes services provided in relation to designing of furniture,

consumer products, industrial products, packages, logos, graphics, websites and

corporate identity designing and production of three dimensional models.

Taxable Service

(zzzzd) to any person, by any other person in relation to design services, but does not

include service provided by-

(i) An interior decorator referred to in sub-clause (q); and

(ii) A fashion designer in relation to fashion designing referred to in sub clause (zv);

Comments

Persons developing websites, designing of labels, designing of goods like

machine design, furniture designs, greeting card designers, car designing and

3D designing professionals will be covered under the said category.

(b) Development and Supply of content (36(c)

(36c) “development and supply of content” includes development and supply of mobile

value added services, music, movie clips, ring tones, wall paper, mobile games, data,

whether or not aggregated, information, news and animation films;

Taxable Service

(zzzzb) to any person, by any other person in relation to development and supply of

content for use in telecommunication services, advertising agency services and on-line

information and database access or retrieval services;

Comments

The ring tone developers, mobile game developers, persons providing facility

through sms regarding stock update, news, weather info, sprits score, astrology

will be covered under the category of development and supply of content. The

developers as well as the suppliers will be covered in the above category.

(c) Renting of immovable property 65 (90a)

‘(90a) “renting of immovable property” includes renting, letting, leasing, licensing or

other similar arrangements of immovable property for use in the course or furtherance

of business or commerce but does not include —

(i) Renting of immovable property by a religious body or to a religious body; or

(ii) Renting of immovable property to an educational body, imparting skill or

knowledge or lessons on any subject or field, other than a commercial training or

coaching centre;

Explanation. — For the purposes of this clause, “for use in the course or

furtherance of business or commerce” includes use of immovable property as

factories, office buildings, warehouses, theatres, exhibition halls and multiple use

buildings.
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Taxable service 65 (105)(zzzzz)

(zzzzz) to any person, by any other person in relation to renting of immovable property

for use in the course or furtherance of business or commerce.

Explanation 1. — For the purposes of this sub-clause, “immovable property” includes—

(i) Building and part of a building, and the land appurtenant thereto;

(ii) Land incidental to the use of such building or part of a building;

(iii) The common or shared areas and facilities relating thereto; and

(iv) In case of a building located in a complex or an industrial estate, all common

areas and facilities relating thereto, within such complex or estate,

But does not include-

(a) Vacant land solely used for agriculture, aquaculture, farming, forestry, animal

husbandry, mining purposes;

(b) Vacant land, whether or not having facilities clearly incidental to the use of such

vacant land;

(c) Land used for educational, sports, circus, entertainment and parking purposes;

and

(d) Building used solely for residential purposes and buildings used for the purposes

of accommodation, including hotels, hostels, boarding houses, holiday

accommodation, tents, camping facilities.

Explanation 2.— For the purposes of this sub-clause, an immovable property partly for

use in the course or furtherance of business or commerce and partly for residential or

any other purposes shall be deemed to be immovable property for use in the course

or furtherance of business or commerce;

Comments:

Service providers like mall owners, corporate business parks, commercial

estates providing shops, offices, godowns, etc on rent will now be taxable

under the above category.

(d) Mining Services

Service provider is not defined

Taxable service – 65(zzzzy)

(zzzy) to any person, by any other person in relation to mining of mineral, oil or gas;

Comments

Persons who are engaged by mine owners or authorized licencees to carry out

the actual task of mining operations will be covered under the above category.

(e) Telecommunication services (zzzzx)-65(109a)

‘(109a) “telecommunication service” means service of any description provided by

means of any transmission, emission or reception of signs, signals, writing, images and
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sounds or intelligence or information of any nature, by wire, radio, optical, visual or

other electro-magnetic means or systems, including the related transfer or assignment

of the right to use capacity for such transmission, emission or reception by a person

who has been granted a licence under the first proviso to sub-section (1) of section 4

of the Indian Telegraph Act, 1885 and includes—

(i) Voice mail, data services, audio tex services, video tex services, radio paging;

(ii) Fixed telephone services including provision of access to and use of the public

switched telephone network for the transmission and switching of voice, data and

video, inbound and outbound telephone service to and from national and

international destinations;

(iii) Cellular mobile telephone services including provision of access to and use of

switched or non-switched networks for the transmission of voice, data and video,

inbound and outbound roaming service to and from national and international

destinations;

(iv) Carrier services including provision of wired or wireless facilities to originate,

terminate or transit calls, charging for interconnection, settlement or termination

of domestic or international calls, charging for jointly used facilities including pole

attachments, charging for the exclusive use of circuits, a leased circuit or a

dedicated link including a speech circuit, data circuit or a telegraph circuit;

(v) Provision of call management services for a fee including call waiting, call

forwarding, caller identification, three-way calling, call display, call return, call

screen, call blocking, automatic call-back, call answer, voice mail, voice menus

and video conferencing;

(vi) Private network services including provision of wired or wireless

telecommunication link between specified points for the exclusive use of the

client;

(vii) Data transmission services including provision of access to wired or wireless

facilities and services specifically designed for efficient transmission of data; and

(viii) Communication through facsimile, pager, telegraph and telex, but does not

include service provided by-

(a) Any person in relation to on-line information and database access or

retrieval or both referred to in sub-clause (zh) of clause (105);

(b) A broadcasting agency or organization in relation to broadcasting

referred to in sub clause (zk) of clause (105); and

(c) Any person in relation to internet telephony referred to in sub-clause

(zzzu) of clause (105);

Taxable service

‘(zzzzx) to any person, by the telegraph authority in relation to telecommunication

service;

Comments

Services of Telephone service providers, cellular service providers like MTNL,

Hutch, etc which were already covered under various categories earlier will now

be taxable under this single redefined category of telecommunication services.

Also, the services of providing inter-connectivity by BSNL to other service

providers for access in the remote areas will now be taxable
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(f) Works Contract- (zzzza)

Service not defined

Taxable service

(zzzza) to any person, by any other person in relation to the execution of a works

contract, excluding works contract in respect of roads, airports, railways, transport

terminals, bridges, tunnels and dams.

Explanation. — For the purposes of this sub-clause, “works contract” means a contract

wherein,—

(i) Transfer of property in goods involved in the execution of such contract is

leviable to tax as sale of goods, and

(ii) Such contract is for the purposes of carrying out,—

(a) Erection, commissioning or installation of plant, machinery, equipment or

structures, whether pre-fabricated or otherwise, installation of electrical

and electronic devices, plumbing, drain laying or other installations for

transport of fluids, heating, ventilation or air-conditioning including related

pipe work, duct work and sheet metal work, thermal insulation, sound

insulation, fire proofing or water proofing, lift and escalator, fire escape

staircases or elevators; or

(b) Construction of a new building or a civil structure or a part thereof, or of

a pipeline or conduit, primarily for the purposes of commerce or industry;

or

(c) Construction of a new residential complex or a part thereof; or

(d) Completion and finishing services, repair, alteration, renovation or

restoration of, or similar services, in relation to (b) and (c); or

(e) Turnkey projects including engineering, procurement and construction or

commissioning (EPC) projects;

(f) It is proposed to provide composition scheme to allow service provider to

pay service tax at the rate of 2% of total value of Works Contract

provided no credit of capital goods, input or input services required for

use in works contract is availed.

Comments

Persons undertaking works contract such as construction contractors, erection

commissioning and installation agencies, turnkey project developers etc. are

covered under the said category.

(g) Asset Management (zzzzc)

Service not defined

Taxable service

(zzzzc) to any person, by any other person, except a banking company or a financial

institution including a non-banking financial company or any other body corporate or

commercial concern referred to in sub-clause (zm), in relation to asset management

including portfolio management and all forms of fund management;

Comments

Services provided by individual portfolio managers, persons other than

commercial concern undertaking asset management or managements of funds

belonging to others will be covered under the service tax category.
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MAJOR CHANGES IN OTHER LAWS DURING THE LAST YEAR

1. THE COMPANIES ACT, 1956

— Compulsory filing of all forms, documents etc in electronic form.

— Compulsory DIN for every director.

— Prohibition for acquiring more than one DIN.

— Director’s obligation to intimate his DIN to every company in which he is a director by

31st March 2007.

— Company to intimate ROC within 7 days of receipt of DIN intimation from director.

2. FOREIGN EXCHANGE MANAGEMENT ACT, 1999

A INVESTMENTS BY RESIDENT INDIANS

• Existing limit of US$ 25,000 per calendar year enhanced to US$ 50,000 per

financial year (April- March) and will include current or capital account

transactions or a combination of both. The limit includes remittances towards gift

and donation by resident individuals.

• Investment by resident individual in overseas companies would be subsumed

under the above Scheme. The requirement of 10 per cent reciprocal

shareholding in the listed Indian companies by such overseas companies has

been dispensed with.

• Remittance for acquiring shares under ESOP scheme permitted, where the

shares under the scheme are offered directly by the issuing company or

indirectly through a trust / a Special Purpose Vehicle (SPV) / step down

subsidiary, provided

i. the company issuing the shares effectively, directly or indirectly, holds in

the Indian company, whose employees / directors are being offered

shares, not less than 51% of its equity,

ii. the shares under the ESOP Scheme are offered by the issuing company

globally on uniform basis, and

iii. An Annual Return is submitted by the Indian company to the Reserve

Bank through the Authorised Dealer banks giving details of remittances /

beneficiaries / etc.

B EXPORT OF GOODS AND SERVICES

• Export of goods permitted for re-import after repairs / maintenance / testing /

calibration, etc. provided the exporter produces relative Bill of Entry within one

month of re-import of the exported item from India.
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• Extension of time limit for realization of export proceeds beyond prescribed

period irrespective of the invoice value.

• Project / Service exporters executing turnkey / construction contracts abroad

can use the machinery / equipment for performing any other contract secured by

them in any country. Further, the stipulation regarding recovery of market value

(not less than book value) of the machinery, etc., from the transferee project has

been withdrawn.

• Project / Service exporters permitted to open, maintain and operate one or

more foreign currency account/s in currency/currencies of their choice with interproject

transferability of funds in any currency or country.

• Software exporters undertaking on-site development contract can now remittee

profits after the completion of the contract.

• Authorised dealers are now permitted to allow reduction in invoice value of

exports up to 25%.

• Project / Service exporters may deploy their temporary cash surpluses,

generated outside India, in the following instruments / products:

i. investments in short-term paper abroad including treasury bills and other

monetary instruments with a maturity or remaining maturity of one year

or less and the rating of which is at least A-1/AAA by Standard & Poor

or P-1/Aaa by Moody’s or F1/AAA by Fitch IBCA etc.

ii. Deposits with branches / subsidiaries outside India of an Category - I

bank in India.

• Most categories of foreign exchange earners permitted to credit up to 100% of

their foreign exchange earnings to EEFC Account.

C EXCHANGE CONTROL

• Withdrawal of foreign exchange for purchase of trademark or franchise in India without

approval of the Reserve Bank is now permitted.

• Remittances allowed from balances in NRO accounts including sale proceeds of

immovable property provided the amount does not exceed USD one million per

financial year (April-March).

• Lock-in period of 10 years for remittance of sale proceeds of immovable property

dispensed with.

• Payment for purchase of immovable property to be made out of

i. funds received in India through normal banking channels by way of inward

remittance from any place outside India or

ii. funds held in any non-resident account in India.

• The banks are prohibited from granting fresh/renewing loans in excess of Rupees 20

lacs against NR (E) RA and FCNR (B) deposits either to the depositors or third parties.
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• Remittance of initial expenses up to 15% of the average annual sales/income or

turnover during the last two financial years or up to 25% of the net worth, whichever is

higher, and recurring expenses up to 10% of the average annual sales/income or

turnover during the last two financial years permitted for the purpose of normal

business operations of the branch or office or representative abroad.

• Where the importer/exporter has entered into forward contracts on the basis of

declaration of exposures based on past performance, forward contracts in excess of

50% of the eligible limit shall be on a deliverable basis & cannot be cancelled.

• Importers permitted to take forward cover even on the custom duty component of the

import.

D OVERSEAS INVESTMENT

• Indian entities may offer any forms of guarantee - corporate or personal / primary or

collateral / guarantee by the promoter company / guarantee by group company, sister

concern or associate company in India, provided that:

i. All ‘financial commitments’ including all forms of guarantees are within the

overall prescribed ceiling for overseas investment of the Indian party i.e. currently

within 200% of the net worth of the investing company (Indian party).

ii. No guarantee is ‘open ended’ i.e. the amount of the guarantee should be

specified upfront, and

iii. All guarantees to be reported to RBI.

iv. Guarantees issued by banks in India in favour of WOSs / JVs outside India,

would be outside this ceiling and would be subject to prudential norms issued by

RBI from time to time.

• Disinvestment permitted without prior approval of the Reserve Bank, provided;

i. JV / WOS is listed on the overseas stock exchange.

ii. Indian Promoter Company is listed on a stock exchange in India and has a net

worth of not less than Rs.100 crore.

iii. Indian promoter is an unlisted company and the investment in overseas venture

does not exceed USD 10 million.

• Proprietary/ unregistered partnership firms satisfying the eligibility criteria may set up a

JV/WOS outside India with prior approval of Reserve Bank. Criteria for considering

investment proposals outside India by established proprietorship or unregistered

partnership exporter firms are

i. The Partnership / Proprietorship firm is a DGFT recognised Star Export House

(export exceeding Rs.15 crore) per annum.

ii. Export outstanding does not exceed 10 per cent of the average export

realisation of preceding three years

iii. Exporter has not come under adverse notice of any Government agency like

Enforcement Directorate, CBI and does not appear in the exporters’ caution list

of the Reserve Bank or in the list of defaulters to the banking system in India.
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iv. The amount of investment outside India does not exceed 10 per cent of the

average of three year export realisation or 200 per cent of the net owned funds

of the firm, whichever is lower.

E EXTERNAL COMMERCIAL BORROWINGS (ECB)

• Corporates can avail ECB of an additional amount of USD 250 million with average

maturity of more than 10 years under the approval route, over and above the existing

limit of USD 500 million under the automatic route, during a financial year.

• Prepayment of ECB up to USD 300 million, as against the existing limit of USD 200

million subject to compliance with the minimum average maturity period as applicable to

the loan.

• ECB including renewal thereof from OCB is not permitted.

F FOREIGN DIRECT INVESTMENT (FDI)

• Foreign investment is now allowed in Infrastructure Companies in Securities Markets,

namely stock exchanges, depositories and clearing corporations, in compliance with

SEBI Regulations and subject to the following conditions.

i. Foreign investment up to 49% will be allowed in infrastructure companies with a

separate Foreign Direct Investment (FDI) cap of 26% and Foreign Institutional

Investment (FII) cap of 23%;

ii. FDI will be allowed with specific prior approval of FIPB;

iii. FII will be allowed only through purchases in the secondary market;

iv. FII shall not seek and will not get representation on the Board of Directors

v. No foreign investor, including persons acting in concert, will hold more than 5%

of the equity in these companies.

• FII are permitted to cancel and rebook forward contracts up to 2% of the market value

of their entire investment in India.

G GENERAL

• Henceforth, ‘Financial year’ is to be reckoned as the time base for all trade related

transactions and issues.
