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NEWS AND UPDATES – 09 December 2011
UPDATES
Government likely to miss direct tax collections target
The economic slowdown is likely to take a toll on meeting the Budget estimate target of direct tax collections in the current fiscal. "Not at all. How can I be confident (of meeting the budget estimate) when there is a slowdown? It will be difficult...now advance tax will come, let's see what happens in the next instalment," CBDT Chairman M C Joshi told media on the sidelines of an international tax conference here. The Finance ministry had in October revised the Budget estimate of direct tax collection upwards by Rs 53,000 crore to Rs 5,85,000 crore. The revision was intended to bridge the shortfall that might occur due to reduction in customs duty on crude oil to offset the price rise. Net direct tax collection rose 8.63 per cent during the first eight months (April-Nov) of the current fiscal. "Now the growth rate is 8 to 9 per cent as compared to last year. To breach the target you need growth rate of 27 per cent (in direct tax collection).

With FDI battle lost, govt looks to Direct Taxes Code
The government held out a thin ray of hope on Wednesday that it might be able to roll out the new income tax law — the Direct Taxes Code — as per schedule from April 1 next year. Finance minister Pranab Mukherjee said the “proposed DTC brings together the policy initiatives on direct taxes. It is slated to come into force from the next financial year.” At the same time, he expressed concern that inflation was unacceptably high, which could be a signal for the RBI to keep on its anti-inflation track in its review of the monetary policy this month. The DTC rollout will mean substantial changes to income tax rates and slabs, pleasing a large segment of the middle class. Mukherjee’s team in the finance ministry has already started work on the general budget, which will bring in these changes.

Direct tax code to come into force in April 2012: Pranab Mukherjee
Finance Minister Pranab Mukherjee has expressed the hope that the Direct Taxes Code ( DTC), which seeks to modernise tax laws in the country, will come into force from April 1, 2012. "The proposed Direct Taxes Code brings together the policy initiatives on direct taxes. It is slated to come into force from the next financial year," he said while addressing an international conference on 'Tax and Equality'. In a bid to modernise the tax system, the government has proposed to replace the Income Tax Act, 1961, with a new legislation. With regard to indirect tax reforms, the minister said, "We are moving toward an economy-wide, generalised value-added tax system of Goods and Service Taxes (GST) at all levels in the country."

Transfer pricing wing raises additional Rs 40k crore tax demand
The transfer price wing of the income tax department, which looks into crossborder transactions of Indian companies, has made an additional tax demand of Rs 40,000 crore for fiscal 2011-12, double of last year, senior tax officials said. Out of the Rs 40,000 crore additional tax demand, more than Rs 20,000 crore was from the assessment of 11 multinationals, including foreign banks and telecom companies, who "mispriced" their cross-border transactions, a senior income-tax official said.

MMRDA gets Rs. 55cr tax notice
The cash-strapped agency, Mumbai Metropolitan Region Development Authority (MMRDA), has come under the scanner of the income tax (I-T) department over acquisition of government land and subsequent rehabilitation of the project-affected persons (PAPs). The I-T department has deemed these two activities as taxable and slapped a Rs55 crore notice on the planning agency. The agency had acquired the said land and built houses on it, which it later gave to those people who were displaced because of its ongoing infrastructure projects in the city. 

SEZ developers allowed to dilute project equity
Five years after the Special Economic Zone (SEZ) policy came into existence, the department of commerce and industry has allowed developers to sell their stake partly or fully to other promoters and firms, including foreign ones. In other words, foreign real estate players will now be able to own SEZs in India, even though there are restrictions on FDI in real estate. The decision was taken by the board of approval (BoA) on SEZs under the ministry of commerce and industry at a meeting on September 19. The BoA, headed by commerce secretary Rahul Khullar, took the decision with regard to three firms, DLF Ackruti Info Parks (Pune) Ltd, Noida-based Aachvis Softech Pvt Ltd and Sterling Addlife Mundra Hospitals Pvt Ltd in Ahmedabad.

RBI asks banks to accept PPF deposit up to Rs 1 lakh a year
The Reserve Bank has asked banks to accept deposits up to Rs 1 lakh under the Public Provident Fund (PPF). As many as 25 public and private sector lenders accept deposits under the PPF scheme. Recently, the government has raised the annual investment ceiling in PPF savings to Rs 1 lakh from the present limit of Rs 70,000. Besides, interest rate on PPF increased to 8.6 per cent from 8 per cent. The decision to hike interest rate is part of the recommendations of Shyamala Gopinath Committee to make small savings schemes more attractive and returns would be in sync with market rates. 

EPF rate may be slashed to 8.25%; single largest rate cut in a decade
About 6 crore employees could get lower returns on their retirement savings this year, with the government considering a 1.25 percentage point reduction in the Employees' Provident Fund (EPF) rate, the single largest rate cut in a decade. An official with direct knowledge of the development said the board of the Employees' Provident Fund Organisation (EPFO), which manages the PF accounts of most employees, would meet on December 23 to consider a proposal to reduce the EPF rate from 9.5% for 2010-11 to 8.25% for 2011-12. The government had kept the interest rate on retirement savings constant at around 8.5% for several years, but raised it last year after it discovered that 'hidden' reserves' of around Rs 1,700 crore had accumulated in provident fund coffers over the years. 

Pressure mounts on RBI to cut CRR in December review
With the liquidity situation becoming tighter and inflation on the decline, the financial markets are expecting a reduction in the cash reserve ratio (CRR) — portion of bank deposits kept with the RBI — by the Reserve Bank of India to ease the money crunch in the banking system. The CRR has been left unchanged at 6 per cent since May 2010. However, the policy rates have been raised 13 times during the same period with the central bank last raising the repo rate by 25 basis points to 8.50 per cent in October 2011. As the last date for payment of advance tax is due on December 15, pressure is mounting on the RBI to cut CRR by 25-50 basis points in its mid-quarter monetary policy review on December 16.

Over 70% investors prefer Federal Reserve over European Central Bank
Federal Reserve board chairman Ben S Bernanke's standing is soaring among global investors, who say the US central bank is outperforming its European counterpart in economic crisis management, a Bloomberg poll shows. Seventy-one percent now view Bernanke favourably, up from 60% three months ago, according to the quarterly poll of 1,097 Bloomberg customers who are investors, traders or analysts conducted December 5-6. That demonstrates broad support for a central banker whose purchases of trillions of dollars in housing and government debt have drawn attacks from Republicans. "Bernanke's leadership and sensible optimism are essential during the recovery of the US economy," says Jennifer Howarth Lima, a respondent to the Bloomberg Global Poll and a fixed-income trader for Banif Investment Bank in Sao Paulo. "His actions reflect that he is encouraged by signs of economic growth, but wary of continued weakness in the labour market." President Barack Obama and Treasury Secretary Timothy F Geithner also are gaining popularity among investors. 
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