SYNOPSIS ON BUDGET 2008 – DIRECT TAXES

1.     FOR CORPORATES

        1.1.   Rates of corporate tax remain unchanged for both domestic and foreign companies 

	
	Description
	Rate * (%)

	A)
	Domestic Company
	

	
	Regular Tax
	33.99@

	
	MAT
	11.33 (of book profits)

	
	DDT
	16.995

	B)
	Foreign Company
	42.23#


      *  Inclusive of  applicable surcharge and education cess.

      @ 30.90% where the total income is equal to or less than Rs.1 Crore.

      #   41.20% where the total income is equal to or less than Rs.1 Crore.

1.2 Due dates for filing Return of Income proposed to be advanced from 31st October to 30th September (w.e.f.1st April, 2008).  Accordingly, the due date for completion of tax audit,  filing return of FBT and Wealth Tax and   Transfer  Pricing Certificate stands preponed to 30th September.
1.3 Tax not be deducted on Corporate Bonds w.e.f.01/06/2008. 
1.4 Enlargement of Scope and / Centralized Processing of Return u/s. 143(1) (w.e.f.01/04/2008)

Presently intimation u/s. 143(1) is issued determining the tax payable / refund able on the basis of Return filed after allowing credit for TDS / Advance Tax / Self Assessment Tax and any other prepaid tax.   It has been proposed to enlarge the scope of   this provision to permit adjustments for any arithmetical error or an incorrect claim which is apparent from information in the Return.  Further, this intimation is to be treated as notice of demand u/s. 156 of the Act.
1.5 Section 143(1A), (1B) and (1C) proposed to be newly inserted to facilitate Centralized  Processing   of  Return  (New Scheme yet  to be announced).
1.6 Modification of Time Limit for issuance of notice (w.e.f. 01/04/2008) 

Presently, no notice can be issued u/s. 143(2) after the expiry of 12 months from the end of the month in which the Return is filed.  This is proposed to be amended to provide that no notice u/s. 143(2) can be issued after the expiry of 6 months from the end of the Financial Year in which Return has been filed.  Similar amendment is also proposed   in  Fringe Benefit Tax. 

With due date for filing preponed to September every year, it will amount to one   and the same.   This has been  proposed only from the point of view of administrative convenience for the Income-tax Department.

1.7 A new proviso for Section 147 inserted to enable the AO to assess / reassess income which is chargeable to tax and has escaped assessment other than those income involving matters which are subject matter of any appeal, reference or revision.  This would undo the judicial pronouncements made earlier by the  Tax Authorities.
1.8 Sub-section (1B) proposed to be inserted in Section 271 to provide that a direction by the AO for initiation of penalty proceedings u/s. 271(1) shall be deemed to constitute satisfaction of the AO for initiation of penalty proceedings u/s 271(1)

1.9 The scope of Section 201 extended to include persons who have not deducted tax  within the definition of `assessee in default’ 
 1.10 Holding Cos.  will bloom, Minus DDT spray.
DDT which was a significant impediment in the creation of Financial Holding Co. Structure has been addressed. DDT which was introduced in 2003 @ 12.5%., earlier if a subsidiary company pays dividend to parent Co. it has to pay DDT. Further if a parent Co. pays dividend to its shareholders, DDT again comes into play.

The FM in this Budget has proposed setoff of Dividend received by a Parent Co. from it’s subsidiary company against the Dividend distributed by the  Parent company   provided:-
a)    The Dividend received has suffered DDT and

b)    Parent company is not a subsidiary of another company.

The proposed amendment is a stripped down version of the discontinued 80M but not as good as 80M.  It has very limited application and advantage. 
1.11  For promoting  outsourcing of research, weighted deduction of 125% allowed on  payment made  to Cos. engaged  in Research & Development – Section 35(1)(iia).
1.12 Weighted Deduction u/s 35(2AB) –Deduction @ 150% on any exp. incurred for scientific R& D upto 31-03-07.   Period extended upto 31-03-12. 
1.13 Disallowance u/s 40A(3) – Last year the percentage  of disallowance on payments exceeding Rs.20,000/- otherwise than by Crossed Cheque / Bank Draft increased from 20% to 100%.  In this year it has been preposed that disallowance  to be in only such cases and circumstances as may  be prescribed  having regard to the banking facilities available, consideration  of business expediency and other relevant factors.  

Further the limits to be applied to a payment or aggregate of payments made to a person in a day.   For e.g., we could earlier make payment of amounts not exceeding Rs.20,000/- and prepare  10  different vouchers substantiating  that  the payment has not exceeded Rs.20,000/- in one single instance.  Now, it is proposed that if the aggregate of payment (sum total of the vouchers) made to a person in a day exceeds to Rs.20,000/-, then the same is subjected to 100% disallowance except under prescribed cases and circumstances.  However, this will not apply for payments made in consecutive days or otherwise.   

1.10 1.14 Section 43(5) amended by way of insertion of Explanation 6 which provides that the actual cost of the asset shall be adjusted  by the amount attributable to the revaluation of  the asset and Book depreciation charged has to be reduced to  arrive at WDV where income  was  not liable to tax in earlier years. This would undo the judicial pronouncement made earlier by the Tax Authorities.
1.15  New sub - section  (11C)  inserted in section 80-IB  to grant tax Holiday for  5 years to encourage  Hospitals to be setup in Tier-2 and Tier-3  towns to serve the rural hinterland (1st April  2008 to 31st  March 2013).
1.16  5  Year  Tax  Holiday  for  2/3/4  star  hotels  setup  in  UNESCO declared World Heritage Sites.

1.17  Book Profit u/s 115JB(MAT)

 Increase   in tax liability u/s. 115JB due to retrospective amendment to deny deduction  among  others of deferred  tax,  DDT and interest under IT Act in computing Book Profit.

The   above amendment seems to undo the High Court judgements made earlier .  

         1.18  Requirement to issue Tax Withholding / Collection Certificates.   There has been   extension of the date of non requirement of issuance of TDS / TCS Certificate from 01/04/2008 to 01/04/2010.  Accordingly, we will have to positively continue issuing TDS/TCS Certificates in Physical Form upto 31/03/2010.
In  view of the above CBDT has been given powers to make Rules for granting Credit for such taxes withheld. 
1.19 Fringe Benefit Tax (FBT)

1.19.1 Following Expenses excluded from the purview of FBT w.e.f..A. Y. 2009-10 

a) Any expenditure on or payment thru’ non  transferable pre-paid electronic meal card usable only at eating joints and fulfills other conditions as prescribed.- u/s. 115WB(2)(B).

b) Sponsorship of employee-sportsman      )

c) Creche Facilities


    )
u/s. 115WB(2)(E)

d) Organising sports events for employees )

e) Guest Houses – u/s. 115WB(K)

f) The value of Fringe Benefit on Festival celebration expenses reduced  from  50% to  20%  -  u/s. 115WC(1)(c) & (d)

1.19.2 FBT recovered by the employer deemed as payment of tax by the employee w.e.f. A. Y. 2008-09.  New Section 115WKB inserted to provide that FBT with reference to allotment of shares / specified as security recovered from the employee deemed to be payment of tax by the employee. Further employee shall neither be entitled for refund or claim of credit of such deemed payment against any other tax liability.  

1.19.3 Scheme for centralized processing of FBT Return introduced - Section 115WE(1).

a) The existing summary assessment (applicable to Income Tax) widened to make the following adjustment to the value of Fringe Benefits 

· Arithmetical Errors and 

· Incorrect claims apparent from information in the FBT Return, as defined 

b) However, no intimation shall be send after the expiry of one year from  the end of the Financial year in which the Return is made. 

2.     INDIVIDUALS / OTHERS 
        2.1     Tax slab / Rates 

	Existing
	Proposed

	Income (Rs.)
	Rate @

% 
	Income (Rs.)
	Rate @

%

	0 – 110,000
	Nil
	0 – 150,000#
	Nil

	110,001 – 150,000
	10
	150,001 – 300,000
	10

	150,001 – 250,000
	20
	300,001 – 500,000
	20

	250,001 – 1,000,000
	30
	500,001 – 1,000,000
	30

	1,000,001 and above
	30*
	1,000,001 and above 
	30*


@ Education cess  of  3% is  levied on the amount of income-tax and surcharge.

* Surcharge of 10% of the Total Tax Liability is applicable where the total income exceeds    Rs.10,00,000/-.

For Women, the effective threshold limit raised from Rs.1,45,000/- to Rs.1,80,000/- and in the case of Senior Citizens there has been increase in the effective threshold limit of Rs.1,95,000/- to 2,25,000/-.  

2.2 Senior Citizen’s Saving Scheme 2004 and Post Office Time Deposit Account added to the basket of Section 80C.  Further, if Post Office Time Deposit is withdrawn before 5 year term, it would be taxable.

2.3 Currently, deduction in respect of medical Insurance Premium u/s. 80D is Rs.15,000/-  (Rs.20,000/- for assessees who are Senior Citizen). It is now proposed that additional deduction of Rs.15,000/- would be available to individuals who are contributing towards Mediclaim premium for parents.  Where the parents (any of the parent) happens to be Senior Citizens, this additional deduction would stand enhanced to Rs.20,000/-. 

2.4 Hike   in  Short Term Capital Gains Tax from 10% to 15%. This is to encourage Retail Investors to stay invested longer and bring  greater market  stability. (Sec.111A, 115AD).
3.      MISCELLANEOUS
        3.1     Transaction Taxes
Rebate on Securities Transaction Tax scrapped-instead STT will now be allowed as deduction from Income instead of Deduction from tax payable- lead  to Marginal  increase in tax.  This is only for assesses having `business income’ 

3.2
STT to be charged on Options Price premium-Reduce Cost of transaction in options trading - Move by Stock Exchange to link broking Fees to Premium rather than strike Price.
3.3   CTT on Commodity options & Futures introduced on the same lines as STT- affect liquidity in the hands of day traders and speculators.

3.4   Banking Cash Transaction Tax (BCTT) to be withdrawn from 01-04-2009.  Major admn. relief for Banks - Transaction costs for customers would reduce.

3.5   PAN made mandatory in several additional areas in the financial segment. - Probably purchase of insurance products to be brought in the purview of PAN. This will curb black money.
3.6    Income of Coir Board exempt u/s 10(29A).

3.7  Tax Free monthly/Lumpsum Income from loans under Reverse Mortgage Scheme for Senior Citizens. Further this will also not attract Capital Gains tax as it is not treated  as a transfer.

3.8. Any transfer by way of Conversion of Bonds referred to in section 115AC(1)(a) into shares or debentures of  a  company not to be treated as transfer.

3.9 Income arising out of sapling/seeds grown in nursery, exempt from income tax.
3.10 Time Limit for grant of recognition to PF Trust extended upto 31st March, 2009.    (Earlier 31/03/2008)









