NOTE ON UNION BUDGET 2011-12
28th February, 2011
The Finance Minister of India has pronounced the Union Budget for the year 2011-12 on 28.02.2011.  The Highlights / changes in the Budget in respect of Excise, Customs, Service Tax, Income Tax and Central Sales Tax  are as under :- 
Excise :

01. No Change in Basic rate of Central Excise Duty.

02. The Standard Rate of Central Excise duty for non-Petroleum Products has been maintained at 10%.  The rate of Excise duty (Cenvat) for non-petroleum goods has been increased from 4% to 5%.  The increase rate would apply to all such goods that hitherto attracted the rate of 4%.

03. Duty on Cement on Portland cement revised at 10% ad valorem+ specified rate Rs. 30PMT, 80PMT, 160PMT.  Earlier the same was Rs. 185/-, 315/-, 290/- PMT and 10% of retail Sale Price. 

04. Central Excise duty @ 10% imposed on Ready Made Garments and Made-up articles. 

05. Motor vehicles are registered for use solely as Ambulance eligible for refund of Duty @ 10%.  Similarly the duty @ 10% paid on motor vehicle and the same is registered as taxi in such case 80% of duty shall be refunded. 

06. Excise duty on serially numbered Gold Bars, other than tola bars, when manufactured from the Ore/Concentrate Stage is being reduced from Rs. 280/- per 10gm to Rs. 200/- per 10 gm.
07. Duty on Goods for Mega-Power Projects fully exempted subject to certain conditions.

08. On 130 nos. items exemptions withdrawn and duty imposed @1%, without Cenvat Credit availment.    In case of availment of Cenvat Credit, the rate of Excise duty shall be @ 5%.

Many of the manufacturers of these goods may be fresh registrants under Central Excise law.  It may kindly be ensured that they are provided the necessary facilitation and guidance in securing registration and complying with Central Excise Formalities and that coercive measures are not used in the immediately aftermath of the Budget for the implementation of the levy.

09. Full Exemption was available to paper manufactured from non-conventional raw material for the first clearances not exceeding 3500 PMT per annum made from a unit.  This exemption is being withdrawn.

010. Full exemption withdrawn on Looms, Projectile Looms, Microprocessors.  All these goods would be chargeable to a concessional rate of  5%.  
Relief Measures:  Full exemption from Excise duty has been provided in the following   cases:-

011. Air conditioning equipments, panels and refrigeration panels for installation of cold-chain infrastructure for preservation, storage or transport of agricultural produce and apiary, horticultural, dairy, poultry, aquatic & marine produce and meat as well as processing thereof; 

012. Conveyor belt systems for use in cold storages and in mandis and warehouses for the storage of goods grains and sugar
013. Goods require for the expansion of an existing Mega / Ultra Power project subject to specified conditions

014. Parts of sewing machine

015. Parts of Power Tillers when cleared to another factory of the same manufacturer for manufacture of Power tillers

016. Cotton stalk particle Board

017. Enzymatic preparations for pre-tanning of leather

018. Colour, unexposed cinematographic film in jumbo rolls of 400 feet and 1000 feet.

019. Pipe fittings required for a water supply project
020. Excise duty reduced from 10% to 5% on kits for conversion of fossil fuel vehicles into hybrid vehicles and parts of such kits, Grease Proof Paper and glassine paper etc.
Important Legislative Amendments
1. Rate of Interest revised from 13% to 18% per annum effective from 01.04.2011.
2. Changes in definition of ‘Iputs’, ‘Capital Goods’ and Input Services have been    

              charged.
Customs :

01. No changes in peak rate of Basic Customs Duty of 10%.  The Existing rates of 2%,      

2.5% and 3% are being fused into a single rate of 2.5%. Consequently, all items      that hitherto attracted Basic Customs Duty of 2% or 3% would now be chargeable to 2.5%.
02.        Exemption on Import of Aircraft has been withdrawn and imposed Basic duty @    

              2.5%.  The exempts from CVD and Special CVD have been retained.

03.        Goods imported for personal use the duty of Customs maintained @ 10%.

04.   
The Export duty on Iron & Iron Ore lumps and fines has been enhanced from 15% to respectively to a uniform rate of 20%.  Full exemption from export duty has been provided to Iron Ore Pellets. 
05.
Export duty has been imposed at the rate of 10% on de-oiled rice bran cake with immediately effect.
 Reliefs Measures
06.
In order to resolve ongoing disputes, certain clarificatory amendments have been made in exemption Notifications/Entries.  Specifications have been prescribed for Coking Coal which is fully exempt from Customs Duty under S.No. 68 of Notification No. 21/2002 dated 1.03.2002, so that it may be distinguished from non-coking Coal which attracts a duty of 5%.
07.
As a trade facilitation measure, it has been decided to reduce the security amount to be tendered at the time of registration of a contract under Project Import Regulations to 2% of the Contract value with a ceiling of Rs. 1 Crore to be taken in the form of Bank Guarantee.  It has also been decided that the Bank Guarantee would not be required to be renewed if the finalization is not completed within six months of the submission of the necessary documents by the Importer.

Legislative Amendments

08.
Finance Bill 2011 is the introduction of ‘Self Assessment’ in the Customs Act, 1962 both for Imported Goods and Export Goods.  This would replace the existing legal requirements of Assessment of every Bill of Entry or Shipping Bill by the Customs Officers.   

09. 
Custom Officer may verify the assessment and have the goods tested or examined for this purpose.  An obligation is also being case on the importer or exporter to furnish any documents or information that may be required for such verification. Where it is found that the self-Assessment is not in order, the Customs Officer is required to reassess the Bill of Entry and to issue a Speaking Order (SCN) for the same unless the Importer agrees with the Reassessment.
10.
Importer may make a request for assessment of goods by the Officer when he is not in a position to self-assess. 
These provisions would come into effect on the date of enactment of Finance Bill, 2011.

11.
Enhance the time limit for claiming refund of duty and interest from six months to one year for all categories of Importers.  This would unify the provisions with regard to raising of demands and claiming of refund.

12.
Interest rate has been enhanced from 13% to 18% per annum. 

Service Tax
01.
No changes in Service Tax Rates. The Existing rates of 10% is continue. 

02.
Two new Services have been proposed


a)
Services by Air-conditioned Restaurants having licence to serve liquor; and 

b)
Short-Term accommodation in hotels/Inns/clubs/guest houses etc.

03.
A number of existing services are being modified or substituted as follows:-

a)
Authorised Service Station’s Services

b)
Life Insurance Services

c)
Commercial Training or Coaching Service

d)
Club or Association Service

e)
Business Support Service

f)
Service by Legal Professional

g)
Services provided by Clinical Establishments 
04.
The maximum penalty for delay in filing of Return under Section 70 is proposed to be increased from Rs. 2,000/- to Rs. 20,000/-.  The maximum is presently reached after a delay of 40 days.  The new limit will impact only those who delay filing of Return for long duration

05.
Penalty under Section 73(1A) and 73(2) are proposed for deletion.  As a result, the benefit of reduced penalty shall not be available in cases of Fraud, mis-statement, suppression, collusion etc. in the ordinary course.  It is clarified that the assessee can also avail this benefit on his own also.  The extent of penalty is being further reduced to 1% per month of the tax amount for the duration of default, with an upper ceiling of 25% of the tax amount.

06.
Interest rate for delayed payment of Service Tax is being increased to 18% per annum, effective from 01.04.2011.  A concession of 3% has been proposed in the Bill for Tax-payers whose turnover during any of the years covered in the notice or the preceding financial year is below Rs. 60 lakhs.

07.
Penalty for failure to pay tax under Section 76 is being halved.

08.
The maximum penalty under Section 77 for contravention of various provisions is proposed to be increased from Rs. 5,000/- to 10,000/-.  However, the daily rate of penalty, wherever applicable, is being retained.

09.
Provisions relating to prosecution are proposed to be re-introduced and shall apply in the following situations:-

a) Provision of Service without Issue of Invoice;

b) Availment and utilisation of Cenvat Credit without actual receipt of Inputs or Input Services;
c) Maintaining false books of accounts or failure to supply any information or submitting false information;

d) Non-payment of amount collected as Service Tax for a period of more than six months.

Amendment in Service Tax Rules, 2994

10.
A number of changes have been made in the Service Tax Rules to align the provisions consequent to the introduction of Point of Taxation Rules, 2011. 
a) A new Rule 5B has been introduced to provide that the applicable rate of tax shall be the rate prevailing at the time when the services are deemed to have been provided.
b) It has also been provided that when an Invoice has been issued or a payment received for a Service which is not subsequently provided, the assessee may take the credit of the Service Tax earlier paid when the amount has been refunded by him to the recipient or by the issue of Credit Note, as the case may be.

c) The amount stated in rule 6(4B)(iii) for adjustment of excess amount paid by an assessee is being enhanced to Rs. 2 Lakhs.
All these changes will come into effect from 01.04.2011.

Point of Taxation Rules, 2011

11.
Point of Taxation Rules, 2011 have been framed vide Notification No. 18/2011-ST and made effective from 01.04.2011.  These rules determine the point in time when the services shall be deemed to be provided.  The general rule will be that the time of provision of service will be the earliest of the following dates:

i)
Date on which service is provided or to be provided


ii)
Date of Invoice


iii)
Date of Payment

12.
Consequential changes have also been made in the Service Tax Rules, 1994 to alter the payment of Service Tax from receipt of payment to provision of Service and also to permit adjustment of tax when Service is not finally provided.

Important - In view of the changes, we are liable to pay Service Tax on Bill / Invoice date and to deposit on due date.

Amendments to Export of Service Rules, 2005
13.
The following Services are being rearranged :-

a) Service Provided by Builders – Service provided by builders [Section 65(105)(zzzzu) is being added to Sub-rule 1(i) and will this be considered as exported, subject to compliance with other conditions, if the immovable property is situated outside India

b) Rail Travel Agents – [65(105)(zz)] and health check-up or preventive care [65(105)(zzzzo)] are being added to sub-rule 1(ii) and will thus be considered as exported, subject to compliance with other conditions, when they are performed outside India; and 
c) Services of Credit Rating Agency – [65(105)(x)], Market Research Agency [65(105)(y), Technical Testing and Analysis [65(105)(zzh)], Transport of Goods by Air [65(105)(zzn)], Goods Transport Agency [65(105)(zzp), Opinion Poll [65(105)(zzn) and Transport of Goods by rail  [65(105)(zzzp)  are being deleted from sub-rule 1(ii) and thus the additional condition of performance outside India will stand removed.  Thus they will be considered as exported, subject to compliance with the relevant conditions, if the recipient is located abroad. 
Amendment to Taxation of Services (provided from outside India and Received in India) Rules, 2006
14.
1)
Corresponding changes, as indicated in respect of Export of Services Rules, 

2005, have been carried out by way of Re-arrangement of the stated services under respective sub-clauses of rule 3 of the Taxation of Service (Provided from Outside India and Received in India) Rules, 2006.
2)
The changes will, inter-alia, make certain services taxable if the recipient of the service is located in India even when the service is performed outside India.  In order to avoid inconvenience in respect of Certain services, exemption has been granted vide Notification 8/2011-ST to services of transportation of goods by air or road or rail provided to a person located in India when the goods are transported from a place outside India to a destination outside India.  Exemption has also been given vide Notification No. 9/2011-ST to the transportation of goods by air service to the extent air freight is included in the Customs value of goods in order to avoid taxing this service twice.
Amendment to Service Tax (Determination of value) Rules, 2006
15.
1)
A new Rule (2B) has been inserted vide Notification No. 2/2011-ST to prescribe 

The value of the Service rendered in relation to money changing.  The details are explained at Annexure-B.  This amendment shall come into force on 01.04.2011.

2)
An explanation has been added after rule 5(1) of the Service Tax (Determination of Value) Rules, 2006 clarifying that for the purpose of telecommunication Service (Section 65(105)(zzzx) the value shall be the gross amount paid by the person to whom the service is provided by the telegraph authority.  Thus in case of service provided by way of recharge coupons or prepaid cards or the like, the value shall be the gross amount charged from the subscriber or the ultimate user of the service and not the amount paid by the distributor or any such intermediary to the telegraph authority.  This amendment shall come into force on 01.03.2011.
Amendment to Works Contract (Composition Scheme for Payment of Service Tax ) Rules, 2007

16.
1)
A new Rule (2A) is being added in rule 3 in the Works Contract (Composition 

Scheme for payment of Service Tax) Rules, 2007 vide Notification No. 1/2011-ST so as to restrict the Cenvat Credit to 40% of the tax paid on 
services relating to Erection, Commissioning & Installation;  Commercial or Industrial Construction and Construction of Residential Complex, in case tax has been paid on full value of the service after availing Cenvat Credit on Inputs i.e. without availing exemption Notification 1/2006-ST dated 01.03.2006.  This has been done to ensure that the Credit on Inputs is not availed of indirectly while availing of the Composition Scheme.

Amendment to Cenvat Credit Rules, 2004

17.
A number of changes have been brought about in Cenvat Credit Rules, 2004 (Notification No. 3/2011-CE(NT) dated 01.03.2011).  The Important changes relating to Service Tax are given at Annexure-C of the Notification.
Exemptions :

18.
1)
Notification No. 26/2010-ST dated 22.06.2010 is being amended by Notification 

No. 4/2011-ST and the Service Tax applicable in respect of ‘Transport of Passengers by Air Service’ is being revised as follows:-

a) Domestic (Economy)

:
From Rs. 100/- to Rs. 150/-

b) International (Economy)

:
From Rs. 500/- to Rs. 750/-

c) Domestic (Other than Economy)
:
Standard Rate of 10%

19.
Exemption is being given to Services rendered to an exhibitor participating in an exhibition held outside India (Notification No.5/ST-2011).
20.
Exemption from Service Tax is being provided to ‘Works Contract Service’ when render for the construction of Residential Complexes or completion and finished services of a new complex under Jawaharlal Nehru Urban Renewable Mission (JNURM) and “Rajiv Awaas Yojana” (Notification No. 6/ST-2011).

21.
Exemption has been given to the taxable service of General Insurance when provided under “Rashtriya Swashya Bima Yojna” (Notification No. 7/St-2011).
22.
Exemption from Service Tax is being provided to Works Ciontract Service rendered within a port, or other port or airport in specified areas (Notification No. 10&11/ST-2011.
23.
An Exemption of 25% from the taxable value is being provided in respect of services rendered in relation to “Transport of Coastal Goods” and Goods Transported through ‘National Waterways” or “Inland Water” (Notification No. 16/ST-2011.
24.
Exemption with retrospective effect have been given by the Finance Bill;
a)
To an Association or chamber representing Commerce or Industry in respect of Membership fee under the ‘Club or Association Service’ for the period from 16.06.2005 to 31.03.2008; and 
b)
To Interstate or intra-state transportation of passengers, in a vehicle bearing Contract Carriage and tourist vehicle permit for the period from 01.04.2000 to 06.07.2009.

These changes will come into effect on the dates mentioned in the respective Notifications or when the Bill is enacted and notified, as the case may be.
Small Scale Sector :

25.
Finance Minister has announced in his budget speech that individual and sole proprietor assesses with a turnover of Rs. 60 lakhs shall not be subject to Audit.

26.
Interest rate for all assesses (including firms and Coporates) upto a turnover of Rs. 60 lakhs shall be 3% less than the prescribed rate.
27.
The period for making the payment in order to avail the benefits of reduced penalty under the second proviso to Section 78 shall be 90 days for assesses mentioned at paragraph above (including firms and Coporates).

SEZ (Special Economic Zone) Refunds
28.
Notification No. 17/2011-st has been issued superceding Notification No. 9/2009-ST dated 03.03.2009.  The new Notification has the following unique features:

(a)
Criteria for the determination of “wholly consumed” services have been laid down in the notification, borrowing from the Export of Services Rules, 2005.  It has also been specified that all services received by an entity in a SEZ, which does not have any other DTA operations, will constitute “wholly consumed” Services.
(b)
No Service Tax is required to be paid ab-initio if the same are meant to be ‘wholly consumed” within SEZ, including services liable to tax on reverse charge basis under Section 66A.
( c )
Refund of the remaining Services i.e. which are not wholly consumed shall be available on pro rata basis i.e. ratio of SEZ turnover to total turnover.

(d)
Suitable rule has been introduced in Cenvat Credit Rules, 2004 to waive the requirements of rule 6 in case of services provided, without payment of tax to a SEZ unit for its authorized operations.

Central Sales Tax 

No changes in Central Sales Tax hence existing rate of CST @ 2% against form-C shall be continued 

Income Tax

Corporate Taxation

1.
 No change in base corporate tax rate.

2.
 Reduction in Surcharge for Domestic Companies from 7.5% to 5% and for foreign companies from 2.5% to 2%.

3.
 Minimum Alternate Tax (MAT) rate increased from 18% to 18.5%.

4.
 Levy of MAT on developers of Special Economic Zones (SEZs) and units in SEZ.

5.
 Levy of Dividend Distribution Tax on developers of SEZs.

6.
 Concessional tax rate of 15% provided on dividends received by the Indian Companies    

     
from their Foreign subsidiaries during financial year 2011-12.

7.
 Weighted deduction enhanced from 175% to 200% on payment to specified Institutions for Scientific Research.

8.
 Investment linked deduction extended to: –

a)
 housing projects under a scheme for affordable housing                                                                             
              b)
 production of fertilizer in India

9.
 Tax holiday u/s 80 IA (4) for Power Sector extended to 31 March 2012.
10.
 No deduction available for commercial production of mineral oil for specified blocks licensed under a contract awarded after 31 March 2011.

Personal Taxation

11.
 Basic exemption limit for Individuals / Hindu Undivided Family and senior citizens increased to Rs. 1,80,000/- and Rs. 2,50,000/-  respectively.

12.
 Qualifying age of Senior Citizens lowered from 65 years to 60 years.

13.
 New basic exemption limit of Rs. 5,00,000/- introduced for individuals who are very senior citizens of 80 years and above.

14.
 Contribution by the Employer towards a notified Pension Scheme will be excluded from the overall limit of  Rs. 1,00,000/- provided for deduction for individuals.

15.
 Additional deduction of Rs.20,000/- to an individual or Hindu Undivided Family on subscription to notified Long-Term Infrastructure Bonds extended by one more year.

16.
 Provisions introduced for empowering the Central Government to exempt, by notification, certain class or classes of persons from filing the return of income.

17.
 Time limit granted to establishments for filing applications with the Employees Provident Fund Organization for seeking exemption extended from 31 December 2010 to 31 March 2012. The said amendment will take effect retrospectively from 1 January 2011.

The above details are prepared based on TRU dated 28.02.2011 published by the Government of India, Ministry of Finance, Department of Revenue, Delhi.  The effective dates of the above shall be as per notification issued or subject to issue in future and on passing of Finance Bill 2011. Any doubts or clarifications in the above, kindly refer relevant budget notifications issued by the Government or feel free to write or contact to the undersigned. 

B. R. Ambade

General Manager ( Comm.& Taxation)
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