THE INDIAN UNION BUDGET 2009-10


The Union Finance Minister presented the regular Budget 2009-10 in the Lok Sabha on July 6, 2009. The Budget Estimates (BE) 2009-10 provide for a total expenditure of Rs. 10,20,838 crore consisting of Rs. 6,95,689 crore towards Plan expenditure. The increase in Non Plan expenditure over Budget Estimates (BE) 2008-09 is 37% whereas the increase in Plan expenditure is 34%. The total increase in expenditure in 2009-10 over Budget Estimates 2008-09 is 36%.


The increase in Non Plan expenditure is mainly on account of the implementation of the Sixth Central Pay Commission recommendations, increased food subsidy and higher interest payment arising out of the larger fiscal deficit in 200-09. Interest payments are estimated at Rs. 2,25,511 crore constituting about 36% of Non Plan revenue expenditure in BE 2009-10. The total provision for subsidies are up from Rs. 71,431 crore in Budget Estimates 2008-09 to Rs. 1,11,276 crore in Budget Estimates 2009-10. The outlay on Defense has gone up from Rs. 1,09,600 crore in BE 2008-09 to Rs. 1,41,703 crore in BE 2009-10.


Given the possibility of the economic downturn persisting in the current year, the gross tax receipts are budgeted at Rs. 6,41,079 crore in Budget Estimates (BE) 2009-10, compared to Rs. 6,87,715 crore in Budget Estimates (BE) 2008-09. The non tax revenue receipts are, however, likely to be better and are estimated at Rs. 1,40,279 crore in Budget Estimates 2009-10  compared to Rs. 95,785 crore in BE 2008-09. The revenue deficit as a percentage of GDP is projected at 4.8% compared to 1% in Budget Estimates 2008-09 and 4.6% as per provisional accounts of 2008-09. The fiscal deficit as a percentage of GDP is projected at 6.8% compared to 2.5% in Budget Estimates 2008-09 and 6.2% as per provisional accounts 2008-09. During the year 2008-09, there has been a dip in the growth rate of GDP from an average of over 9 per cent in the previous three fiscal years to 6.7 per cent.


Agricultural has been the mainstay of Indian economy with 60 per cent of its population deriving their sustenance from it. In the recent past, the sector has recorded a growth of about 4 per cent per annum with substantial increase in plan allocations and capital formation in the sector. Agriculture credit flow was Rs. 2,87,000 crore in 2008-09 . The target for agriculture credit flow for the year 2009-10 has been set at Rs. 3,25,000 crore. To achieve this, it has been proposed to continue the continue the interest subvention scheme for short term crop loans to farmers for loans upto Rs. 3 lakh per farmer at the interest rate of 7 per cent per annum. For this year, the Government shall pay an additional subvention of 1 per cent as an incentive to those farmers who repay their short term crop loans on schedule. Thus, the interest rate for these farmers will come down to 6 per cent per annum. For this, an additional Budget provision of  Rs. 411 crore over Interim Budget Estimates 2009-10 has been made.


The one-time bank loan waiver of nearly Rs. 71,000 crore to cover an estimated 40 million farmers was one of the major highlights of the last Budget. Under the Agricultural Debt Waiver and Debt Relief Scheme (2008), farmers having more than two hectares of land were given time upto 30th June, 2009 to pay 75% of their over dues. Due to the late arrival of monsoon, this period has been extended by six months upto 31st December, 2009.


An additional Rs. 1,000 crore has been provided over Interim Budget Estimates 2009-10 over Interim BE for the Accelerated Irrigation Benefit Programme (AIBP), marking an increase of 75 percent over the allocation in 2008-09 (BE). The allocation for the Rashtriya Krishi Vikas Yojna (RKVY) has been stepped up by 30 per cent over Budget Estimates of 2008-09.


The National Rural Employment Guarantee Act, (NREGA) was first implemented in February 2006. During 2008-09, NREGA provided employment opportunities for more than 4.47 crore households as against 3.39 crore households covered in 2007-08. To increase the productivity of assets and resources under NREGA, convergence with other schemes relating to agriculture, forests, water resources, land resources and rural roads has been initiated. In the first state, a total of 115 pilot districts have been selected for such convergence. Details of these measures and convergence guidelines will be announced by, the Minister of Rural Development.  An allocation of Rs. 39,100 crore for the year 2009-10 for NREGA has been made which marks an increase of 144% over 2008-09 Budget Estimates.


Bharat Nirman with its six schemes is an important initiative for bridging the gap between the rural and urban areas and improving the quality of life of people, particularly the poor, in the rural areas. The allocation for Bharat Nirman has been stepped up by 45 per cent in 2009-10 over the Budget Estimates of 2008-09. The Pradhan Mantri Gram Sadak Yojana (PMGSY) is one of the important programmes under Bharat Nirman. The allocation for this programme has been stepped up by 59% over Budget Estimates 2008-09 to Rs. 12,000 crore. Rs. 7,000 crore has been allocated to Rajiv Gandhi Grameen Viduytikaran Yojana (RGGVY) which represents a 27 per cent increase over 2008-09 (Budget Estimates).


The allocation for the Indira Awaas Yojana (IAY) is proposed to be increased by 63 per cent to Rs. 8,800 crore in Budget Estimates 2009-10. The broaden the pace of rural housing, I propose to allocate, from the shortfall in the priority sector lending of commercial banks, a sum of Rs. 2,000 crore for Rural Housing Fund in the national Housing Bank (NHB).


There are about 44,000 villages in which the population of Scheduled castes is above 50 per cent. A new scheme called Pradhan Mantri Adharsh Gram Yojana (PMAGY) is being launched this year on a pilot basis, for the integrated development of 1000 such villages. An allocation of  Rs. 100 crore for this scheme has been proposed. Each village would be able to avail gap funding of Rs. 10 lakh over and above the allocations under Rural Development and Poverty Alleviation Schemes. On successful implementation of the pilot phase, the Yojana would be extended in coming years.

The Swarna Jayanti Gram Swarozgar Yojna (SGSY) has been restructured as the National Rural Livelihood Mission to make it universal in application, focused in approach and time bound for poverty eradication by 2014-15, Stress will be laid on the formation of women Self Help Groups (SHGs). Apart from providing capital subsidy at an enhanced rate, it is also proposed to provide interest subsidy to poor households for loans upto Rs. One Lakh from banks.

From small and marginal taxpayers and senior citizens, the personal income tax exemption limit has been increased by Rs. 15,000 from Rs. 2.25 lakh to Rs. 2.40 lakh for senior Rs. 10,000 from Rs. 1.80 lakh to Rs. 1.90 lakh for women tax payers and by Rs. 10,000 from Rs. 1.50 lakh to Rs. 1.60 lakh for all other categories of individual taxpayers. The deduction under section 80-DD in respect of maintenance, including medical treatment, of a dependent who is a person with severe disability has been increased to Rs. 1 lakh from the present limit of Rs. 75,000.

KEY FEATURES OF BUDGET 2009-2010:

CHALLENGES:

· To lead economy to high GDP growth rate of 9 per cent per annum at the earliest

· To deepen and broaden the agenda for inclusive development

· To improve delivery mechanisms of the government

OVERVIEW OF THE ECONOMY:

· Growth rate of Gross Domestic Product dipped from an average of over 9 per cent in the previous three fiscal years to 6.7 per cent during 2008-09.

· Whole sale price index rose to nearly 13 percent in August, 2008 and had an equally sharp fall to zero per cent in March. 2009.

· The structure of India’s economy changed over the last ten years with contribution of the services sector to GDP at well over 50 per cent and share of merchandise trade doubling to 38.9 per cent of GDP in 2008-09.

· Recognizing economic recovery and growth as co-operative effort of the Central and State Governments, meeting with Finance Ministers of States held as part of preparation of the Budget. This is intended to become an annual feature.

TOWARDS ECONOMIC REVIVAL:

SHORT-TERM MEASURES :

· Fiscal accommodation led to an increase in fiscal deficit from 2.7 per cent in 2007-08 to 6.2 per cent of GDP in 2008-09.

· The fiscal stimulus at 3.5 per cent of GDP at current market prices for 2008-09 amounts to Rs. 1,86,000 crore.

· Measuring taken by the Government were effective in arresting the fall in GDP growth rate in 2008-09. 6.7 per cent growth rate recorded in 2008-09.

INFRASTRUCTURE DEVELOPMENT:

· IIFCL to refinance 60 per cent of commercial bank loans for PPP projects in critical sectors over the next fifteen to eighteen months. IIFCL and Banks are now in a position to support projects involving total investment of Rs. 1,00,000 crore.

HIGHWAY AND RAILWAYS:


· Allocation to National Highways Authority of India (NHAI) for the National Highway Development Programme (NHDP) increased by 23 per cent over B.E. 2008-09 in B.E. 2009-10 and allocation for Railways increased from Rs. 10,800 crore in Interim B.E. 2009-10 to Rs. 15,800 crore in B.E. 2009-10.

URBAN INFRASTRUCTURE:

· Allocation under Jawaharlal Nehru National Urban Renewal Mission (JNNURM) stepped up by 87 per cent to Rs. 12,887 crore in B.E. 2009-10 over B.E. 2008-09. Allocation for housing and provision of basic amenities to urban poor enhanced to Rs. 3,973 crore in B.E. 2009-10. This includes provision for Rajiv Awas Yojana (RAY), a new scheme announced.

AGRICULTURE DEVELOPMENT:

· Target agriculture credit flow set at Rs. 3,25,000 crore for the year 2009-10. In 2008-09 agriculture credit flow was at Rs. 2,87,000 crore.

· Interest subvention scheme for short term crop loans up to Rs. 3 lakh per farmer at the interest rate of 7 percent per annum to be continued. Additional subvention of 1 percent to be paid from this year, as incentive to those farmers who repay short term crop loans on schedule.  Additional allocation of Rs. 411 crore over Interim B.E. 2009-10 made for this.

DEBT RELIEF FOR FARMERS:

· Time given to the farmers having more than two hectares of land to pay 75 per cent of their overdues under Debt Waiver and Debt Relief Scheme extended from 30th June, 2009 to 31st December, 2009.

ACCELERATED IRRIGATION BENEFIT PROGRAMME:

· Allocation under Accelerated Irrigation Benefit Programme (AIBP) increased by 75 per cent over B.E. 2008-2009.

· Allocation under Rashtriya Krishi Vikas Yojana (RKVY) stepped up by 30 per cent in B.E. 2009-10 over B.E. 2008-09.

HEALTH:

· Allocation under National Rural Health Mission (NRHM) increased by Rs. 2,057 crore over Interim B.E. 2009-10 of Rs. 12,070 crore.
· All BPL families to be covered under Rashtriya Swasthya Bima Yojana (RSBY). Allocation under RSBY increased by 40 per cent over previous allocation to Rs. 350 crore in B.E. 2009-10.

ENVIRONMENT AND CLIMATE CHANGE:

· National Ganga River Basin Authority set up. Budgetary allocation under National River and Lake Conservation Plans increased from Rs. 335 crore in BR. 2008-09 to Rs. 562 crore in B.E. 2009-10.

· Special one-time grant of Rs. 100 crore given to Indian Council of Forestry Research and Education, Dehradun.

· Rs. 15 crore each to be allocated to Botanical Survey of India and Zoological Survey of India. An additional amount of Rs. 15 crore to be allocated for Geological Survey of India.

NATIONAL SECURITY:

· Additional amount of Rs. 430 crore provided over Interim B.E. 2009-10 to modernize police machinery in the States.

· Additional amount of Rs. 2,284 crore proposed over Interim B.E. 2009-10 for construction of fences, roads and flood lights on the international borders.

· Programme for housing to create 1 lakh dwelling units for Central Para-military Forces personnel to be launched through innovative financing model.

COMMONWEALTH GAMES, 2010:

· Outlays to be stepped up from Rs. 2,112 crore in Interim Budget to Rs. 3,472 crore in regular Budget 2009-10.

BUDGET ESTIMATES 2009-10:

· Budget Estimates provide for a total expenditure of Rs. 10,20,838 crore consisting of Rs. 6,95,689 crore under Non-plan and Rs. 3,25,149 crore under Plan registering an increase of 37 per cent in Plan expenditure over Budget Estimate 2008-09.

· Total expenditure in Budget Estimate 2009-10 increased by 36 per cent over Budget Estimate 2008-09.

· Increase in Non-plan expenditure is mainly due to implementation of Sixth Central Pay Commission recommendations, increased food subsidy and higher interest payment arising out of larger fiscal deficit in 2008-09.

· Interest payments estimated at Rs. 2,25511 crore constituting about 36 per cent of Non-plan revenue expenditure in B.E. 2009-10.

· Subsides up from Rs. 71,431 crore in Budget Estimate 2008-09 to Rs. 1,11,276 crore in B.E. 2009-10.

· Outlay for Defense up from Rs. 1,50,600 crore in Budget Estimate 2008-09 to Rs. 1,41,703 crore in Budget Estimate 2009-10.

· Gross Budgetary Support for Annual Plan 2009-10 enhanced by Rs. 40,000 crore over Interim Budget Estimate 2009-10.

· State Governments to be permitted to borrow additional 0.5 per cent of their GSDP by relaxing the fiscal deficit target under FRBM from 3.5 per cent to 4 per cent of their GSDP. This will enable the States to borrow Rs. 21,000 crore additionally over Interim Budget Estimate 2009-10.

· Gross tax receipts budgeted at Rs. 6,41,079 crore in B.E. 2009-10 compared to Rs. 6,87,715 crore in B.E. 2008-09.

· Non-tax revenue receipts estimated at Rs. 1,40,279 crore in B.E. 2009-10 compared to Rs. 95,785 crore in B.E. 2008-09.

· Revenue deficit projected at 4.8 per cent of GDP in B.E. 2009-10 compared to 1 per cent in B.E. 2008-09 and 4.6 per cent as per provisional accounts of 2008-09.

· Fiscal deficit as a percentage of GDP is projected at 6.8 per cent compared to 2.5 per cent in B.E. 2008-09 and 6.2 per cent as per provisional accounts 2008-09.

TAX PROPOSALS:

· Centre’s Tax-GDP ratio has increased to 11.5 per cent in 2008-09 from a law of 9.2 per cent in 2003-04. Share of direct taxes in the Centre’s tax revenues has increased to 56 per cent in 2008-09 from 41 percent in 2003-04, reflecting sharp improvement in equity of our tax system.

· Structural changes in direct taxes to be pursued by releasing the new Direct Taxes Code within the next 45 days and in direct taxes by accelerating the process for the smooth introduction of the Goods and Services Tax (GST) with effect from 1st April, 2010.

· The Authorities for Advance Rulings on Direct and Indirect Taxes to be merged by amending the relevant Acts.

· Direct Taxes : No changes made in the Corporate Tax rates.

· Exemption limit in personal income tax raised by Rs. 15,000 from Rs. 2.25 lakh to Rs. 2.40 lakh for senior citizens: by Rs. 10,000 from Rs. 1.80 lakh to Rs. 1.90 lakh for women tax payers: and by Rs. 10,000 from Rs. 1.50 lakh to Rs. 1.60 lakh for all other categories of individual taxpayers.

· Deduction under section 80-DD in respect of maintenance, including medical treatment, of a dependent who is a person with severe disability being raised from the present limit of Rs. 75,000 to Rs. 1 lakh.

· Surcharge on various direct taxes to be phased out; in the first instance, by eliminating the surcharge of 10 percent on personal income tax.

· Sun-set clauses for deduction in respect of export prof. it’s under sections 10A and 10B of the Income-tax Act being extended by one more year i.e for the financial year 2010-11.

· Fringe Benefit Tax on the value of certain fringe benefits provided by employers to their employees to be abolished.

· Scope of provisions relating to weighted deduction of 150% on expenditure incurred on in-house R&D to all manufacturing businesses being extended except for a small negative list.

· Minimum Alternate Tax (MAT) to be increased to 15 percent of book profits from 10 per cent. The period allowed carrying forward the tax credit under MAT to be extended from seven years to ten years.

· Commodity Transaction Tax (CTT) to be abolished.

· Donations to electoral trusts to be allowed as a 100 percent deduction in the computation of the income of the donor.

· Deduction under sector 80E of the Income-tax Act allowed in respect of interest on loans taken for pursuing higher education in specified fields of study to be extended to cover all fields of study, including vocational studies, pursued after completion of schooling.

· To mitigate the practical difficulties faced by charitable organizations, anonymous donations received by charitable organizations to the extent of 5 per cent of their total income or a sum of Rs. 1 lakh, whichever is higher, not to be taxed.

· Scope of presumptive taxation to be extended to all small businesses with a turnover upto Rs. 40 lakh. All such taxpayers to have option to declare their income from business at the rate of 8 percent of their turnover and simultaneously enjoy exemption from the compliance burden of maintaining books of accounts.

INDIRECT TAXES:

· Proposals on indirect taxes to seek to achieve stable framework by maintaining the overall rate structure for customs and central excise duties as well as service tax.

SERVICE TAX:

· Service Tax to be imposed on the following services:

· Service provided in relation to transport of goods by rail.

· Service provided in relation to transport of coastal cargo; and goods through inland water including National Waterways.

· Advice, consultancy or technical assistance provided in the field of law (this tax would not be applicable in case the service provider or service receiver is an individual).

· Cosmetic and plastic surgery service.

*****
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