BUDGET WATCH

	Dividend tax rate may come down to 12.5%


	
	
	
	

	
	
	
	

	 The Union budget may reduce the dividend distribution tax (DDT) rate from 15% to 12.5%.  which was hiked in  the last budget, citing “vertical equity.” 
A reduction may encourage corporates to share wealth with their investors through issue of dividends and cheer the stock market. 
The hike in the last year’s DDT neither brought any significant revenues nor encouraged companies to issue dividends.. The two factors may have led the government to do a rethink. 
The reduction will will not impact tax collections much.
Though India’s corporate tax rate is 30%, the effective rate is around 19.26% due to several concessions. Still, there is pressure on the government to give some relief, taking advantage of the cushion available due to the boom in revenue collections. 
However, the finance ministry  may retain corporate surcharge at current levels if DDT is cut. A final decision would be taken at the highest political level. 
Since this is the last budget of the UPA government, the attempt is to give something for everyone, including the industry. The government may also announce steps to mitigate the impact of the impending slowdown in the US. 

Rejig in Duty structure in process
A re-arrangement in Duty Structure to correct the current tax structure in certain sectors maybe on the cards as said by Finance minister P Chidambaram.

Certain manufacturing sectors like colour television, tyre, certain chemicals and electric fans may enjoy this relief . These sectors have also been affected by the rapid rise in the value of the rupee, which has taken the sheen off exports. 

Inverted duty structure implies a tariff structure where raw material attracts higher duty than the finished product. This structure renders manufacturing process uncompetitive and impacts the domestic industry adversely. 

The government is facing pressure from industry to correct anomalies in the tariff structure. 

The government had in 2006 set up a committee under Anwar-ul Hoda to examine the inverted duty structure. Although the committee’s report came in well before the last Budget, it was not implemented. 

The general structure can be tinkered with only if an inverted duty is a product of the existing duty structure and not an outcome of concessions offered in bilateral agreements. The peak customs duty at present, is 10% and may experience a downfall.
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	 Tax sops offered to essential drugs


	
	
	
	

	A total exemption from excise and customs duties for some 354 essential drugs has been recommended by the department of chemicals and petrochemicals. The ministry thinks that the tax waiver would bring down the prices of these drugs to the consumer. In fact, the finance ministry has been following the practice of giving tax concessions for “life-saving drugs”for the last few years. 

The department of chemicals  wants total tax waiver for the essential drugs. The department is also pitching for a reduction in the excise duty on all drugs from 16% to 8%. Now, MRP-based excise duty regime prevails in the pharma sector. 

As these proposals come from the department that often makes noises about the need to expand price control on drugs, expunging the tax content in the price of essential medicines may be one thing that it could tenably pitch for. Pharma MNCs who import high value drugs from their overseas production facilities, have been lobbying for tax concessions in the last few years ,sometimes successfully ,promising that they would reduce the prices, if the demand was met.
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