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1. Foreword 
 

India is in the midst of peculiar socio-political and economic situations both locally and globally. The 

world is seeing radical leadership and this could lead to an era of deglobalisation. The added woes of 

demonetisation has certainly slacked the GDP, however it is still holding its ground, thanks to India’s 

inclusive economy. This Budget thus provides the NDA Government with a much needed opportunity 

to sooth and smooth out the anxious creases of the public at large from the pain of cash crisis and 

also to provide a much needed thrust to the current subdued Indian Economy. 

 

The Finance Minister Arun Jaitley listed 10 themes for Budget 2017 to convey the overall thrust of his 

proposals. Most of these suggest a cautious approach to economy without taking recourse to populist 

measures.  

 

 Farmers, for whom we have committed to double the income in five years.  

 Rural population: Providing employment and basic infrastructure  

 Youth: Energising them through education, skills and jobs.  

 Poor and the underprivileged: Strengthening the systems of social security, health care and 

affordable housing.  

 Infrastructure: For efficiency, productivity and quality of life.  

 Financial sector: Growth and stability through stronger institutions  

 Digital economy: For speed, accountability and transparency.  

 Public service: Effective governance and efficient service delivery through people’s 

participation.  

 Prudent fiscal management: To ensure optimal deployment of resources and preserve fiscal 

stability.  

 Tax Administration: Honouring the honest 

 

The thrust of the budget was on reviving the economy through higher allocations in rural, agricultural 

and allied sectors. There was a determined move to make up for the drying up of private investment 

by injecting public investment through increased allocations in infrastructure sectors and stress on 

capital expenditures.  

 

However the expected fiscal targets of 3% was not achieved for the fiscal however the Government 

though little lagged, is definitely on the path of fiscal consolidation. 

 

The Easwar Committee's recommendation to simplify tax regimes seems to have considered only in 

parts! However the confidence of the foreign portfolio investors was established by providing an 

exemption from the indirect transfer provision and is a good boost to capital inflows. 

 

In all the Budget 2017 seems to have met overall investor sentiments as the saying goes “As long as 

there is no bad news it is good”. This has been seen in the market indices. However, the larger 

challenge remains as there have been no substantial measures to increase employment which should 

be a matter of great concern in the coming years. 

 

K R Girish  
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2. Budget at a glance & highlights 
 

Transformational reforms in last year 

 

 Passage of the Constitution Amendment Bill for GST 

 

 Demonetisation of high denomination bank notes 

 

 Enactment of the Insolvency and Bankruptcy Code; amendment to the RBI Act for inflation 

targeting; enactment of the Aadhar bill for disbursement of financial subsidies and benefits 

 

Budget 2017 

 

  Budget 2017-18 contains 3 major reforms. First, presentation of Budget advanced to 1st 

February. Second, merger of Railways Budget with General Budget to bring Railways to the 

centre stage of Government’s Fiscal Policy and Third, removal of plan and nonplan 

classification of expenditure to facilitate a holistic view of allocations for sectors and ministries 

 

Key Tax Proposals 

 

  Reduction in the holding period for computing long term capital gains from transfer of 

immovable property from 3 years to 2 years. Also, the base year for indexation is proposed to 

be shifted from 1.4.1981 to 1.4.2001 for all classes of assets including immovable property 

 

  For builders for whom constructed buildings are stock-in-trade, tax on notional rental income 

will only apply after one year of the end of the year in which completion certificate is received 

 

  For Joint Development Agreement signed for development of property, the liability to pay 

capital gain tax will arise in the year the project is completed 

 

  Affordable housing will now be given infrastructure status, which will enable these projects to 

avail the associated benefits. 

 

  For the purpose of carry forward of losses in respect of start-ups, the condition of continuous 

holding of 51 percent of voting rights has been relaxed subject to the condition that the holding 

of the original promoter/promoters continues. Also the profit (linked deduction) exemption 

available to the start-ups for 3 years out of 5 years is changed to 3 years out of 7 years 

 

  MAT/AMT credit is allowed to be carried forward up to a period of 15 years instead of 10 years 

at present. 

 

  In order to make MSME companies more viable, income tax for companies with annual 

turnover upto Rs 50 crore is reduced to 25 percent 
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  No transaction above Rs 3 lakh would be permitted in cash subject to certain exceptions 

 

  Under scheme of presumptive income for small and medium tax payers whose turnover is upto 

2 crores, the present, 8% of their turnover which is counted as presumptive income is reduced 

to 6% in respect of turnover which is by non-cash means 

 

  Scope of domestic transfer pricing restricted to only if one of the entities involved in related 

party transaction enjoys specified profit-linked deduction 

 

  Threshold limit for audit of business entities who opt for presumptive income scheme increased 

from Rs 1 crore to Rs 2 crores. Similarly, the threshold for maintenance of books for individuals 

and HUF increased from turnover of 10 lakhs to 25 lakhs or income from 1.2 lakhs to 2.5 lakhs 

 

  Foreign Portfolio Investor Category I & II exempted from indirect transfer provision. Indirect 

transfer provision shall not apply in case of redemption of shares or interests outside India as a 

result of or arising out of redemption or sale of investment in India which is chargeable to tax in 

India 

 

  Time period for revising a tax return is being reduced to 12 months from completion of financial 

year, at par with the time period for filing of return. Also the time for completion of scrutiny 

assessments is being compressed further from 21 months to 18 months for Assessment Year 

2018-19 and further to 12 months for Assessment Year 2019-20 and thereafter 

 

  Existing rate of taxation for individual assesses between income of Rs 2.5 lakhs to 5 lakhs 

reduced to 5 percent from the present rate of 10 percent 

 

  Surcharge of 10 percent of tax payable on categories of individuals whose annual taxable 

income is between Rs 50 lakhs and Rs 1 crore 

 

  Basic customs duty on LNG reduced from 5 percent to 2.5 percent 

 

  Miniaturised POS card reader for m-POS (other than mobile phones or tablet computers), micro 

ATM standards version 1.5.1, Finger Print Readers / Scanners and Iris Scanners and on their 

parts and components for manufacture of such devices to be exempt from BCD, Excise/CV 

duty and SAD 

 

  FIPB to be abolished in 2017-18. 
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3. Economic analysis 
 

Against the backdrop of macro-economic stability, the year was marked by two major domestic policy 

developments, the passage of the Constitutional Amendment Bill, paving the way for implementing 

the transformational Goods and Services Tax (GST), and the action to demonetise the two highest 

denomination notes. The GDP growth rate at constant market prices for the current year is placed at 

7.1 % in contrast to 7.6%t in 2015-16. In the coming fiscal 2017-18 the GDP growth is forecasted 

between 6.75% and 7.5 %.Thus these actions would allow growth to return to trend in 2017-18, 

following a temporary decline in 2016-17. 

 

Sectoral Performance 

 

The Gross Value Added (‘GVA’) which broadly reflects the supply and production aspect of the 

economy has registered a growth from 7.2 % in 2016-17 to 7.1 %
[1]

  in 2015-16 affirming the positive 

trends in the economy. 

 

At the sectoral level, growth of agriculture & allied sectors improved significantly in 2016-17 at 4.1% 

following the normal monsoon in the current year which was preceded by sub-par monsoon rainfall in 

2014-15 and 2015-16.  

 

After achieving a real growth of 7.4 % in terms of value added in 2015-16, the growth in industrial 

sector, comprising mining & quarrying, manufacturing, electricity, gas & water supply, and 

construction sectors was moderate in 2016-17. This is in tandem with the moderation in 

manufacturing, mostly on account of a steep contraction in capital goods, and consumer non-durable 

segments of Index of Industrial Production (“IIP”). The contraction in mining and quarrying largely 

reflects slowdown in the production of crude oil and natural gas.  

 

However, the performance of industrial sector in terms of value added continued to be at variance 

with its achievements based on IIP. As in the previous years, the service sector continued to be the 

dominant contributor to the overall growth of the economy, led by a significant pick-up in public 

administration, defence & other services that were boosted by the payouts of the Seventh Pay 

Commission. 

 

Results as per the economic indicators 

 

In addition to the above, India’s other macro-economic parameters like inflation, fiscal deficit and 

current account balances have exhibited signs of stability.  

  

                                                           
Economic Survey 2016-17  
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Inflation 

 

The general inflation rates have been lower for the third successive year. The decline in pulses prices 

has contributed substantially to the decline in Consumer Prices Inflation (“CPI”) inflation which 

reached 3.4 % at end of December plus the reversal of WPI inflation, from a trough of (-) 5.1 % in 

August 2015 to 3.4 % at end-December 2016, on the back of rising international oil prices and policies 

and management techniques of the government The core inflation for the fiscal has been more stable, 

hovering around 4.5 % to 5 %. and the trend likely to be assisted by demonetisation. 

 

The effects of demonetisation saw the surge in the price of cash on the one hand; and the 

decline in interest rates on the lending rate (based on the marginal cost of funds) by 90 basis points 

since demonetisation; on deposits by about 25 basis points and on government securities by about 32 

basis points on the other. 

 

Fiscal Deficit 

 

The government has acquired more credibility because of posting steady and consistent 

improvements in the fiscal situation for three consecutive years., the government fiscal deficit 

declining from 4.5 % of GDP in 2013- 14 to 4.1 %, 3.9 %, and 3.5 % in the following three years. 

 

Excise duties and services taxes have benefitted from the additional revenue measures introduced 

last year. The most notable feature has been the over-performance (even relative to budget 

estimates) of excise duties in turn based on buoyant petroleum consumption. 

More broadly, tax collections have held up to a greater extent than expected possibly because of 

payment of dues in demonetised notes was permitted. Non-tax revenues have been challenged owing 

to shortfall in spectrum and disinvestment receipts. 

 

The government is certainly on the path of fiscal consolidation and has pegged the fiscal deficit at 

3.2% for the fiscal year 2017-18 and for the three coming fiscal at 3% and ensuring a 60% 

sustainable debt to GDP ratio which would be at par with the international standard . 

 

Governments finances at a glance 
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Current Account Balances 

 

Despite moderation in India’s exports, India’s external sector position has been comfortable, with the 

current account deficit (“CAD”) progressively contracting from US$ 88.2 billion (4.8 % of GDP) in 

2012-13 to US$ 22.2 billion (1.1 % of GDP) in 2015-16. The CAD further narrowed in 2016-17 to 0.3 

% of GDP.  

 

The downward spiral in international crude oil prices resulted in a decline in oil import bill by around 

18 % which together with a sharp decline in gold imports led to a reduction in India’s overall imports 

(on Balance of Payment basis).  

Net services receipts declined by 10 percent and growth of receipts of software was marginal and 

financial services receipts declined. Subdued income conditions in source countries, particularly in the 

gulf region due to downward spiral in oil prices continued to weigh down on remittances by Indians 

employed overseas as private transfers moderated to US$ 28.2 billion in 2016-17 from US$ 32.7 

billion in 2015-16 

 

In 2016-17, India’s foreign exchange reserves increased by US$ 15.5 billion on BoP basis (i.e., 

excluding valuation effects),while in nominal terms(i.e., including valuation effect) the increase was to 

the tune of US$ 11.8 billion. The loss due to valuation changes of US$ 3.7 billion mainly reflects the 

appreciation of the US dollar against major currencies. 

 

Demonetisation 

 

India’s demonetisation bold economic move to remove the shadow economy, with combined secrecy 

and suddenness amidst normal economic and political conditions was a blow of sorts The Economic 

Survey describes demonetisation as a radical governance-cum-social engineering measure to curb 

corruption, counterfeiting, the use of high denomination notes for terrorist activities, and especially the 

accumulation of “black money”, generated by income that has not been declared to the tax 

authorities. 
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The negative impact of demonetisation on GDP is estimated between 0.25 and 0.5 % points relative 

to the baseline of about 7 %.(the said figure is only a range and not backed by actual data in the 

Economic Survey 2016-17) However over the medium run, the implementation of GST, follow-up to 

demonetization and other structural reform measures should take the trend rate of growth of the 

economy to the 8-10 % range that India needs.
[2]

 

 

The long term benefits of demonetisation are not yet clear however the hopeful benefits from the said 

exercise brought out in the survey include:- 

 

 The use of digital payment methods across smart phone users, regular phone users and the 

phoneless (digitisation). 

 The real estate may see a profound impact leading to a affordable housing for the middle 

class, and facilitate labour mobility across India currently impeded by high and unaffordable 

rents 

 The Cash to GDP ratio which is an indicator of black money expected to reduce 

 The number of new income tax payers as well as the magnitude of reported taxable income 

should go up over time.
[3]

 Also income tax rates including corporate taxe rates and real estate 

stamp duties could be reduced 

 GST could be implemented with broad coverage to include activities that are sources of black 

money creation—land and other immovable property. 

 

To sum up this radical measure does not have an immediate positive upturn and also quicker 

remonetisation and complementary measures will reduce the impact of demonetisation. However the 

perception is that in the long run it will maximise long-term benefits and minimise short-term costs. 

 

Outlook  

 

This year’s outlook must be evaluated in the background of fed rate hike, volatile implications of US 

elections and in the wake of the November 8 action to demonetize the high denomination notes. 

However the negative impact of demonetisation on GDP is considered only to transient in nature. The 

government claims that demonetisation will set the new normal and thus the GDP projections are 

expected to be more real, clear and transparent. 

 

The IMF’s January update of its World Economic Outlook forecast is projecting an increase in global 

growth from 3.1 percent in 2016 to 3.4 percent in 2017, with a corresponding increase in growth for 

advanced economies from 1.6 percent to 1.9 percent. Given the high elasticity of Indian real export 

growth to global GDP, exports could contribute to higher growth next year, by as much as 1 percent 

point. Thus the expected real GDP growth in the 6¾ to7½ percent ranges in FY2018. Even under this 

forecast, India would remain the fastest growing major economy in the world. 

 

                                                           
[2]

 Economic Survey 2016-17  
[3]

Economic Survey 2016-17  
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The Indian economy has shown stability in its macroeconomic fundamentals though the economic 

growth was set back because of demonetisation, it can still fairly be said that India is still on its growth 

trajectory. Currently the global economy is shrouded in uncertainties and thus the capital inflows could 

be affected added with the volatility in crude oil prices and lingering of affects of demonetisation into 

the next year. However the upside is strong export recovery would have broader spill over effects to 

investment. IMF projections are positive and it believes India is an engine for global growth. 
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4. Direct tax 
 

 4.1. Capital Gains 

 

Period of holding of immovable property, being land or building or both 

 

 The period of holding in case of immovable property, being land or building or both has been 

reduced form the existing 36 months to 24 months so as to qualify as long term capital asset. 

 

 This amendment shall be effective from 1st April, 2018. 

 

Shift of base year for computation of capital gains 

 

 For the purpose of computation of long-term capital gain, the base year for computing the 

cost of property will be shifted from April 1, 1981 to April 1, 2001 for all classes of assets 

including immovable property. The cost of acquisition of an asset in case acquired before 

April 1, 2001, the fair market value as on April 1, 2001 shall be allowed to be taken.  Cost of 

improvement shall be only those capital expenses which are incurred after April 1, 2001. 

 

 This amendment shall be effective from 1st April, 2017 

 

Tax neutral conversion of preference shares to equity shares 

 

 In order to provide tax neutrality to the conversion of preference share of a company into 

equity share of that company, it is proposed to insert clause (xb) to section 47 of the Act to 

provide that the conversion of preference share of a company into its equity share shall not be 

regarded as transfer for the purpose of levy of capital gain tax. 

 

 Further, the cost of acquisition and the period of holding of the converted equity share shall 

be pegged to the original preference share before conversion. 

 

Scope of long term bonds under section 54EC 

 

 The basket of financial instruments in which capital gain can be invested without payment of 

tax for the purpose of section 54EC expanded to include any bond redeemable after three 

years which has been notified by the Central Government in this behalf. This amendment 

shall be effective from 1st April, 2018. 

 

Clarification on tax rate on Long Term Capital Gains arising to a Non-Resident 

 

 It is proposed to amend section 50 of the Finance Act, 2016 so as to provide that the effective 

date of amendment made to section 112(1)(c)(iii) of the Act vide Finance Act,2016 shall be 

April 1, 2013 instead of April 1, 2017. 
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Consolidation of plans within a scheme of mutual fund 

 

 Finance Act, 2016 amended section 47 of the Act so as to provide tax neutrality to the 

transfer of units in a consolidating plan of mutual fund scheme made in consideration of the 

allotment of units in the consolidated plan of that mutual fund scheme 

 

 It provides that cost of acquisition of the units in the consolidated plan of mutual fund scheme 

referred to in section 47(xix) shall be the cost of units in consolidating plan of mutual fund 

scheme. 

 

Cost of Acquisition in case of assets held by trust or an institution in respect of accreted 

income 

 

 It is proposed to amend section 49 which provides for computation of cost with regards to the 

asset held by a trust or an institution in respect of which accreted income has been computed, 

and the tax has been paid thereon as per the provisions of Chapter XII-EB, the cost of 

acquisition of such asset shall be deemed to be the fair market value of the asset. 

 

Extension of capital gain exemption to Rupee Dominated Bonds 

 

 With a view to facilitate transfer of Rupee Denominated Bonds from non-resident to non-

resident, it has been proposed to amend Section 47 of the Act so as to provide that any 

transfer of capital asset, being rupee denominated bond of Indian company issued outside 

India, by a non- resident to another non- resident shall not be regarded as transfer. 

 

Exemption of long term capital gain tax under Section 10(38) 

 

 With a view to stop the abuse of exemption provided under section 10(38) it is proposed to 

restrict the exemption from long term capital gains in case of transfer of listed shares by 

providing that the exemption, subject to notification of certain exceptions, shall be available if 

security transaction tax has been paid at the time of acquisition of such shares where they 

have been acquired after 1st October, 2004. 

 

Fair Market Value to be full value of consideration in certain cases 

 

 In order to rationalise the provisions relating to deeming of full value of consideration for 

computation of income under the head capital gains", it is proposed to insert a new section 

50CA to provide that where consideration for transfer of share of a company (other than 

quoted share) is less than the Fair Market Value (“FMV”) of such share determined in 

accordance with the prescribed manner, the FMV shall be deemed to be the full value of 

consideration for the purposes of computing income under the head "Capital gains". 
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Cost of acquisition in Tax neutral demerger of a foreign company 

 

 It is proposed to amend section 49 of the Act, so as to provide that cost of acquisition of the 

shares of Indian company referred to in section 47(vic) of the Act, in the hands of the resulting 

foreign company shall be the same as it was in the hands of demerged foreign company. 

 

 4.2. Corporate tax 

 

Carry forward and set off of loss in case of start-ups 

 

 For the purpose of carry forward of losses in respect of eligible start-ups, the condition of 

continuous holding of 51 percent of voting rights as per section 79 of the Act has been 

relaxed. 

 

 The condition is that all the shareholders of such company which held shares carrying voting 

power on the last day of the year or years in which the loss was incurred continue to hold 

those shares on the last day of such previous year..  

 

Period for claiming deduction by start-ups 

 

 The profit linked deduction available to start-ups under section 80-IAC of the Act can now be 

claimed on an amount equal to one hundred per cent of the profits and gains derived from 

eligible business for 3 consecutive assessment years out of 7 years beginning from the year 

in which such eligible start-up is incorporated instead of the earlier provision of 3 years out of 

5 years. This amendment will take effect from 1st April, 2018. 

 

Rationalization of tax credit for Minimum Alternate Tax (“MAT”)  

 

 MAT credit under section 115JAA of the Act is allowed to be carried forward up to a period of 

15 years immediately succeeding the assessment year in which such tax credit becomes 

allowable instead of the current 10 years  

 

 It is also proposed to amend section 115JAA of the Act so as to provide that the amount of 

tax credit in respect of MAT shall not be allowed to be carried forward to subsequent year to 

the extent such credit relates to the difference between the amount of Foreign Tax Credit 

(“FTC”) allowed against MAT and FTC allowable against the tax computed under regular 

provisions of Act other than the provisions relating to MAT. 

 

Amendment to Sec 115 JB line with Indian Accounting Standard (Ind-AS) 

 

 Central Government notified the Indian Accounting Standards (“Ind AS”) and thus to provide 

the framework for computation of book profit for Ind AS compliant companies and for the 

companies adopting of Ind AS for the first time , subsection (2A),(2B) and (2C) to Sec 115 JB 

were inserted. These Ind-AS is required to be adopted by certain companies for financial year 

2016-17 mandatorily, these amendments will take effect from 1st April, 2017 and will, 
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accordingly, apply in relation to the assessment year 2017-18 and subsequent assessment 

years. 

 

Computation of MAT on Ind AS compliant financial statement 

 

 No further adjustments to the net profits before other comprehensive income of Ind AS 

compliant companies, other than those already specified under section 115JB of the Act shall 

be made. 

 The other comprehensive income includes certain items that will permanently be recorded in 

reserves and hence never be reclassified to the statement of profit and loss included in the 

computation of book profits. Items like Changes in revaluation surplus of Property, Plant or 

Equipment (PPE) and Intangible assets (as per Ind AS 16 and IndAS 38), remeasurements of 

defined benefit plans (Ind AS 19) etc shall be included in book profits for MAT purposes at the 

point of time as proposed. 

 

 Ind AS 10 provides that any distributions of non-cash assets to shareholders (for example, in 

a demerger) shall be accounted for at fair value. As there is a corresponding adjustment in 

retained earnings, this difference arising on demerger shall be excluded from the book profits 

 

 However, in the case of a resulting company, where the property and the liabilities of the 

undertaking are recorded at values different from values appearing in the books of account of 

the demerged company immediately before the demerger, any change in such value shall be 

ignored for the purpose of computing of book profit of the resulting company. 

 

Computation MAT on first time adoption Ind AS 

 

 The adjustments arising on account of transition to Ind AS from existing Indian GAAP is 

required to be recorded directly in Other Equity at the date of transition to Ind AS. Several of 

these items would subsequently never be reclassified to the statement of profit and loss / 

included in the computation of book profits and similar treatment as above is proposed. 

  

 All other adjustments recorded in Reserves and Surplus which would otherwise never 

subsequently be reclassified to the profit and loss account, shall be included in the book 

profits, equally over a period of five years starting from the year of first time adoption of Ind 

AS subject to the certain computations prescribed with regards to  

o PPE and intangible assets at fair value as deemed cost 

o Investments in subsidiaries, joint ventures and associates at fair value as deemed 

cost 

o Cumulative translation differences 

 

 In the first year of adoption of Ind AS, the companies would prepare Ind AS financial 

statement for reporting year with a comparative financial statement for immediately preceding 

year 
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Rationalisation of provisions of Section 10AA 

 

 The courts have taken a view (Apex court in the case of CIT vs. Yokogawa India Limited) that 

the deduction is to be allowed from the total income of the undertaking and not from the total 

income of the assessee. 

 

  In view of the above, it is proposed to clarify that the amount of deduction referred to in 

section 10AA shall be allowed from the total income of the assessee computed in accordance 

with the provisions of the Act before giving effect to the provisions of the section 10AA and 

the deduction under section 10AA in no case shall exceed the said total income.  

 

 4.3. Real Estate Specific 

 

Deductions in respect of profits and gains from housing projects 

 

 The following concessions in the scheme of Income tax exemption for affordable housing has 

been provided: 

 

 The size of residential unit (30 or 60 square meters, as the case may be) shall be 

measured by taking into account the "carpet area" as defined in Real Estate (Regulation 

and Development) Act, 2016 and not the "built-up area". 

 

 The restriction of 30 square meters on the size of residential units shall apply only in 4 

metropolitan city limits and 60 square meters shall apply for the rest of the country. 

 

 The condition of period of completion of project for claiming deduction shall be increased 

from existing three years to five years. 

 

 These amendments will take effect from 1st April, 2018. 

 

Joint Development Agreement 

 

 With a view to minimize hardship, in case of a joint development agreement, the liability to 

pay capital gain tax will arise in the year in which the certificate of completion for the whole or 

part of the project is issued by the competent authority.   

 

 To enable mode of computation as per section 48 of the Act, full value of the consideration 

received or accruing as a result of the transfer of the capital asset shall be deemed to be the 

stamp duty value of his share, being land or building or both, in the project on the date of 

issuing of said certificate of completion as increased by any monetary consideration 

received.  Consequential amendment will be made in section 49 of the Act. 

 

 The benefit of this proposed regime shall not be available in case such transfer takes place 

on or before the date of issue of said certificate of completion.  
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 It is also proposed to insert a new section 194-IC in the Act so as to provide that in case any 

monetary consideration is payable under the specified agreement, tax at the rate of 

10 percent shall be deductible from such payment. 

 

No notional income for house property held as stock-in-trade 

 

 Tax on Notional rental income for builders to be calculated only after 1 year from the end of 

the financial year in which the certificate of completion is obtained from the competent 

authority. This amendment will take effect from 1st April, 2018.   

 

 4.4. Funds Specific 

 

Clarification with respect to indirect transfer provision 

 

 Seeking to ease concerns of overseas investors, it is proposed to amend Section 9 of the Act 

so as to clarify that the Explanation 5 shall not apply to any asset or capital asset mentioned 

therein being investment held by non-resident, directly or indirectly, in a Foreign Institutional 

Investor, as referred to in clause (a) of the Explanation to section 115AD, and registered as 

Category-I or Category II Foreign Portfolio Investor under the Securities and Exchange Board 

of India (Foreign Portfolio Investors) Regulations, 2014 made under the Securities and 

Exchange Board of India Act, 1992, as these entities are regulated and broad based.  

 

 This amendment will take effect retrospectively from 1st April, 2012 and will, accordingly, 

apply in relation to AY 2012-13 and subsequent years. 

 

Modification in conditions of special taxation regime for off shore funds under Section 9A 

 

 To facilitate location of fund managers of off-shore funds in India, section 9A was introduced 

in Finance Act 2015. Sub-section (3) of section 9A provides for the conditions for the eligibility 

of the fund. These conditions, are related to residence of fund, corpus, size, investor broad 

basing, investment diversification and payment of remuneration to fund manager at arm's 

length. 

 

 With a view to rationalizing the regime and to address the concerns of the industry, it is now 

proposed to modify the conditions with respect to corpus of fund for the eligibility.  It is 

proposed to provide that in the previous year in which the fund is being wound up, the 

condition that the monthly average of the corpus of the fund shall not be less than one 

hundred crore rupees, shall not apply. 

 

 This amendment will take effect retrospectively from April 1
st
, 2016 and shall apply to the AY 

2016-17 and subsequent years. 
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 4.5. International Taxation 

 

Interpretation of terms used in a Tax Treaty - Section 90 and 90A. 

 

 It is provided that where any 'term' used in an agreement entered into under sub-section (1) of 

Section 90 and 90A of the Act, is defined under the said agreement, the said term shall be 

assigned the meaning as provided in the said agreement and where the term is not defined in 

the agreement, but is defined in the Act, it shall be assigned the meaning as definition in the 

Act or any explanation issued by the Central Government. This has been adopted from the 

Income-tax simplification committee. 

 

Limitation of interest deduction in certain cases: Thin Capitalisation 

 

 Continuing the commitment of India towards OECD BEPS project, thin capitalisation 

provisions have been introduced through section 94B to provide that interest paid by an 

Indian company or permanent establishment of a foreign company, in excess of 30 percent of 

EBITDA or interest paid to its associated enterprise, whichever is less, shall not be allowed as 

deduction in computing its taxable profit.   

 

 However, the interest so disallowed shall not become a sunk-cost and would be allowed to be 

carried forward and set off for eight AY.  Minimum threshold of Rs 1 crore has been 

prescribed for triggering section 94B of the Act. 

 

Secondary Adjustment in certain cases 

 

 In order to align the transfer pricing provisions with the OECD transfer pricing guidelines and 

international best practices, it is proposed to insert a Section 92CE to provide that the 

assesse shall make secondary adjustment where the primary adjustment to the transfer price 

has been made in certain cases.  The provision shall apply if the primary adjustment exceeds 

one crore rupees and the excess money attributable to the adjustment is not brought to India 

within the prescribed time. 

 

 4.6. Promoting Cashless / Digital Economy  

 

Restricting cash donation under section 80G of the Act 

 

 Under section 80G of the Act, donation given by any mode other than cash in excess of 

Rs 2,000 (as against the present ceiling of Rs 10,000) will not be eligible for deduction. 
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Disallowance of depreciation under section 32 and capital expenditure under section 35AD on 

cash payment 

 

 It is proposed to amend the provisions of section 43 of the Act to provide that where an 

assessee incurs any expenditure for acquisition of any asset in respect which a payment or 

aggregate of payments made to a person in a day, otherwise than by an account payee 

cheque drawn on a bank or account payee bank draft or use of electronic clearing system 

through a bank account, exceeds ten thousand rupees, such expenditure shall be ignored for 

the purposes of determination of actual cost of such asset. 

 

 It is further proposed to amend section 35AD of the Act to provide that any expenditure in 

respect of which payment or aggregate of payments made to a person in a day, otherwise 

than by an account payee cheque drawn on a bank or an account payee bank draft or use of 

electronic clearing system through a bank account, exceeds ten thousand rupees, no 

deduction shall be allowed in respect of such expenditure. 

 

Measures to discourage cash transactions 

 

 The existing provision of sub-section (3) of Section 40A of the Act, provides that any 

expenditure in respect of which payment or aggregate of payments made to a person in a 

day, otherwise than by an account payee cheque drawn on a bank or account payee bank 

draft, exceeds Rs 20,000, shall not be allowed as a deduction.  

 

 Further, sub-section (3A) of section 40A also provides for deeming a payment as profits and 

gains of business of profession if the expenditure is incurred in a particular year but the 

payment is made in any subsequent year of a sum exceeding Rs 20,000 otherwise than by an 

account payee cheque drawn on a bank or account payee bank draft. 

 

 In order to disincentivise cash transactions, it is proposed to amend the provision of section 

40A of the Act to provide the following: 

 

o To reduce the existing threshold of cash payment to a person from Rs 20,000 to Rs 10,000 in 

a single day; 

 

o Deeming a payment as profits and gains of business of profession if the expenditure is 

incurred in a particular year but the cash payment is made in any subsequent year of a sum 

exceeding Rs 10,000 to a person in a single day; and 

 

o Further expand the specified mode of payment under respective sub-section of section 40A to 

also include the use of electronic clearing system through a bank account. 

 

Measures for promoting digital payments in case of small unorganized businesses 

 

 The present 8 percent of turnover which is counted as presumptive income is reduced to 

6 percent in respect of turnover which is received an account payee cheque or account payee 

bank draft or use of electronic clearing system through a bank account during the previous 
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year or before the due date specified in sub-section (1) of section 139 in respect of that 

previous year.  

 

 However, the existing rate of deemed profit of 8 percent referred to in section 44AD of the 

Act, shall continue to apply in respect of total turnover or gross receipts received in any other 

mode. 

 

Restriction on cash transactions 

 

 It is proposed to insert a new section 269ST in the Act to provide that no person shall receive 

an amount of Rs 3 Lakhs or more, 

 

(a)  in aggregate from a person in a day; 

(b)  in respect of a single transaction; or 

(c)  in respect of transactions relating to one event or occasion from a person, 

 

otherwise than by an account payee cheque or account payee bank draft or use of electronic 

clearing system through a bank account. 

 

 The said restriction shall not apply to receipts by Government or any banking company, post 

office savings bank or co-operative bank, transactions of the nature referred to in section 

269SS or such other persons or class of persons or receipts which may be notified by the 

Central Government. 

 

 It is also proposed to insert new section 271DA in the Act to provide for levy of penalty of 

equal amount on a person who receives a sum in contravention of the provisions of the 

proposed section 269ST.  The said penalty shall however not be levied if the person proves 

that there were good and sufficient reasons for such contravention.  It is also proposed that 

any such penalty shall be levied by the Joint Commissioner. 

 

 4.7. TDS/TCS provisions 

 

Non-deduction of tax in case of exempt compensation under RFCTLAAR Act, 2013 

 

 Presently, compensation received for compulsory acquisition of land under the Right to Fair 

Compensation and Transparency in Land Acquisition, Rehabilitation and Resettlement Act, 

2013, (“RFCTLARR Act”), is exempted from the levy of income-tax. 

 

 It is proposed to amend the section 194LA of the Act to provide that no deduction shall be 

made, where payment is made in respect of any award or agreement which has been 

exempted from levy of income-tax under section 96 of RFCTLARR Act. 

 

Exemption from tax collection at source under Section 206C(1F) of the Act 

 

 It is proposed to amend Section 206C of the Act, to exempt certain class of buyers such as 

Central Government, a State Government, an Embassy, a High Commission, legation, 
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commission, consulate and the trade representation of a foreign State; local authority as 

defined in explanation to clause (20) of Section 10 of the Act; a public sector company which 

is engaged in the business of carrying passengers, from the burden of collection of tax by 

seller on sale of motor vehicle exceeding 10 lakh rupees at the rate of one percent. 

 

Tax deduction at source in case of fees for professional or technical services under Section 

194J 

 

 In order to promote ease of doing business, it is proposed to amend Section 194J of the Act 

to provide that in case of payment received or credited to a person engaged only in the 

business of operation of call centre, the rate of tax deducted at source shall be reduced to 2 

percent from 10 percent. 

 

Extension of eligible period of concessional tax rate under section 194LC 

 

 The concessional rate of 5 percent TDS under section 194LC on interest payments on 

borrowings made in foreign currency from sources outside India under a loan agreement or 

by way of issue of any long term bond including long term infrastructure bond, will now be 

available in respect of borrowings made before July 1, 2020. 

 

 Further, the benefit of section 194LC is also extended to rupee denominated bond issued 

outside India before July 1, 2020. This amendment will take effect retrospectively from 1st 

April, 2016. 

 

Extension of eligible period of concessional tax rate under section 194LD 

 

 The concessional rate of 5 percent TDS under section 194LD on interest payments to Foreign 

Institutional Investors (“FIIs”) and Qualified Foreign Investors (“QFIs”) on their investments in 

Government securities and rupee denominated corporate bonds, will now be available on 

interest payable before July 1, 2020. This amendment will take effect from 1st April, 2018. 

 

Definition of ‘person responsible for paying’ - sub-section (6) of section 195 

 

 Section 195(6) of the Act mandates the 'person responsible for paying' to furnish information 

relating to payment of any sum, whether chargeable to tax or not. Thus in order to bring clarity 

to the meaning of 'person responsible for paying' in case of payment by a resident to a non-

resident , it is proposed to amend the said section to include the payer himself, or, if the payer 

is a company, the company itself including the principal officer thereof. This amendment will 

take effect from 1st April, 2017. 

 

Interest on refund due to deductor 

 

 It is proposed to insert a new sub-section (1B) in the said section to provide that where refund 

of any amount becomes due to the deductor, such person shall be entitled to receive, in 

addition to the refund, simple interest on such refund, calculated at the rate of 1.5 percent for 
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every month or part of a month comprised in the period, from the date on which claim for 

refund is made in the prescribed form or in case of an order passed in appeal, from the date 

on which the tax is paid, to the date on which refund is granted. 

 

 It is also proposed to provide that the interest shall not be allowed for the period for which the 

delay in the proceedings resulting in the refund is attributable to the deductor. 

 

 4.8. Compliance related changes 

 

Clarity on changes or modification and filing of return in case of entities exempt under section 

11 and 12 

 

 Sec 12A has been amended to include a new clause (ab) to provide that when a previously 

registered trust subsequently has undertaken modifications of the objects within a period of 

thirty days from the date of said adoption or modification will have to obtain a fresh 

registration. 

 

 The entities registered under section 12AA are required to file return of income under sub 

section (4A) of section 139, if the total income without giving effect to the provisions of 

sections 11 and 12 exceeds the maximum amount which is not chargeable to income-tax. 

However, there is no clarity as to whether the said return of income is to be filed within time 

allowed under section 139 of the Act.  

 

Strengthening of PAN quoting mechanism 

 

 The said section is proposed to be inserted in order to strengthen the Permanent Account 

Number (“PAN”) mechanism. It provides that any person paying any sum on which tax is 

collectable at source under Chapter XVII BB (tax collection at source)shall furnish his PAN to 

the person responsible for collecting such tax , failing which tax shall be collected  

o at the twice the rate mentioned in the relevant section under Chapter XVII BB or 

o  at the rate of five per cent, whichever is higher. 

 

 Also the declaration filed under sub section (1A) of section 206C shall not be valid unless the 

person filing the declaration furnishes his PAN in such declaration and similar other sub 

clauses to this section have been inserted to ensure compliance under this section. 

 

Exclusion of certain specified person from requirement of audit of accounts under section 

44AB 

 

 It is proposed to amend the section 44AB to exclude the eligible person, who declares profits 

for the previous year in accordance with the provisions of sub-section (1) of section 44AD and 

his total sales, total turnover or gross receipts, as the case may be, in business does not 

exceed two crore rupees in such previous year, from requirement of audit of books of 

accounts under section 44AB. 
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Enabling claim of credit for foreign tax paid in cases of dispute 

 

 It is proposed to insert sub-section (14A) in section 155 of the Act, to provide that where credit 

for foreign taxes paid is not given for the relevant assessment year on the grounds that the 

payment of such foreign tax was in dispute, the AO shall rectify the assessment order or an 

intimation under sub-Section 143(1), provided the assessee, within six months from the end 

of the month in which the dispute is settled, furnishes proof and evidence before the AO that 

the foreign tax liability has been discharged and furnishes an undertaking that credit of such 

amount of foreign tax paid has not been directly or indirectly claimed for any other 

assessment year. 

 

Mandatory furnishing of return by certain exempt entities 

 

 In order to verify that certain entities which enjoy exemption under section 10 actually carry 

out the activities for which the exemption has been provided under the Act, it is proposed to 

provide that any person as referred to in clause (23AAA), Investor Protection Fund, Core 

Settlement Guarantee Fund and any Board or Authority referred to in clause (29A) of section 

10 shall be mandatorily required to furnish a return of income. 

 

Fees for delayed filling of return 

 

 In order to ensure timely filing of returns of income, it is proposed to introduce Section 234F to 

levy a fee in case of delay in filing the return.  The proposed fee structure is as follows:— 

 

(i) a fee of five thousand rupees shall be payable, if the return is furnished after the due 

date but on or before the 31st day of December of the assessment year; 

(ii) a fee of ten thousand rupees shall be payable in any other case. 

 

 However, in a case where the total income does not exceed five lakh rupees, it is proposed 

that the fee amount shall not exceed one thousand rupees. 

 

Rationalization of section 211 and section 234C relating to advance tax 

 

 Finance Act, 2016 introduced a new scheme for presumptive taxation for professionals under 

Section 44ADA with receipt up to 50 lakhs per annum.  In respect of such assesses, they are 

being given further benefit in terms of paying advance tax in one instalment on or before 

March 15th instead of four. 

 

 Furthermore, it is proposed to provide that if shortfall in payment of advance tax is on account 

of under-estimation or failure in estimation of income of the nature of dividend referred to in 

section 115BBDA, the interest under section 234C shall not be levied subject to fulfilment of 

conditions specified therein. 
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 4.9. Administration related changes 

 

Reason to believe to conduct a search, etc. not to be disclosed 

 

 It is proposed to insert an Explanation to provide that the 'reason to believe' or 'reason to 

suspect', as the case may be, shall not be disclosed to any person or any authority or the 

Appellate Tribunal thus disregarding certain judicial precedents in this regard. 

 

Power of provisional attachment and to make reference to Valuation Officer to authorised 

officer 

 

 It is proposed to provide that in a case of search, the authorised officer may, for the purpose 

of estimation of fair market value of a property, make a reference to a Valuation Officer 

referred to in section 142A, for valuation in It also provides that the Valuation Officer shall 

furnish the valuation report within sixty days of receipt of such reference. 

 

 It is also proposed to amend Explanation 1 to section 132, so as to provide that for the 

purposes of sub-sections 9A, 9B and 9D, with respect to "execution of an authorisation for 

search" under the provisions of sub-section (2) of section 153B shall apply. 

 

Power to call information  

 

 Section 133 empowers certain income-tax authorities to call for information for the purpose of 

any inquiry or proceeding under the Act. The said section has been rationalised by allowing 

the lower authorities to exercise the power to call for information.  The Joint Director, the 

Deputy Director and the Assistant Director may exercise the powers in respect of such 

inquiry, without seeking prior approval of higher authorities. 

 

Extension of the power to survey 

 

 The existing provisions of section 133A are widened further to empower the authorities to 

entre any place at which an activity for charitable purpose is carried on. 

 

Enable centralised issuance of notice and processing  

 

 It is proposed to amend section 133C to empower the Central Board of Direct Taxes to make 

a scheme for centralised issuance of notice calling for information and documents for the 

purpose of verification of information in its possession, processing of such documents and 

making the outcome thereof available to the Assessing Officer for necessary action, if any. 
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Income Declaration Scheme 2016 

 

 In order to remove hardship, it is proposed to omit section 197(C) of the Finance Act, 2016 

which provided for assessment of undisclosed income relating to any period prior to 

commencement of the Income Declaration Scheme, 2016. However, in search cases, it is 

proposed to provide that in case tangible evidence is found during the search, the Assessing 

Officer can assess income upto ten years preceding the year in which search took place.  

 

Amendments to the structure of Authority for Advance Rulings 

 

 With a view to promote ease of doing business, it has been decided by the Government to 

merge the Authority for Advance Ruling (“AAR”) for income-tax, central excise, customs duty 

and service tax.   

 

 Accordingly, it is proposed to amend the definition of applicant in section 245N of the Act to 

provide reference of applications for Advance Ruling made under the Customs Act, 1962, the 

Central Excise Act, 1944 and the Finance Act, 1994 (which makes provisions in respect of 

Service Tax Matters). Similarly, amendment has been proposed to section 245Q which 

relates to application for advance ruling. 

 

Rationalisation of time limits for completion of assessment, reassessment and re-computation  

 

 In the effort to minimise human interface and move towards technology and computerisation, 

the following amendments has been proposed: 

 

 It is proposed to amend Section 153(1) to provide that for the assessment year 2018-19, the 

time limit for making an assessment order under sections 143 or 144 of the Act, shall be 

reduced from existing twenty-one months to eighteen months from the end of the assessment 

year, and for the assessment year 2019-20 and onwards, the said time limit shall be twelve 

months from the end of the assessment year in which the income was first assessable. 

 

 It is further proposed to amend Section 153(2) to provide that, time limit for making an order 

of assessment, reassessment or re-computation under section 147, in respect of notices 

served under section 148 of the Act on or after the 1st day of April, 2019 shall be twelve 

months from the end of the financial year in which notice under section 148 is served. 

 

 It is also proposed to amend Section 153(3) of the Act to provide that the time limit for making 

an order of fresh assessment in pursuance of an order passed or received in the financial 

year 2019-20 and onwards under sections 254 or 263 or 264 of the Act shall be twelve 

months from the end of the financial year in which order under Section 254 of the Act is 

received or order under Section 263 or 264 of the Act is passed by the authority referred 

therein. 
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Reducing the time for filing revised return 

 

 In order to expedite assessments, it is proposed to amend Section 139(5) to provide that the 

time for furnishing of revised return shall be available up to the end of the relevant 

assessment year or before the completion of assessment, whichever is earlier as against, 

before the expiry of one year from end of the relevant assessment year or before the 

completion of assessment, whichever is earlier. 

 

Rationalisation of provisions in respect of time limits for completion of search assessment 

 

 It is proposed to amend Section 153A(1) of the Act, to provide that for search and seizure 

cases conducted in the financial year 2018-19, the time limit for making an assessment order 

under section 153A shall be reduced from existing twenty-one months to eighteen months 

from the end of the financial year in which the last of the authorisations for search under 

section 132 or for requisition under section 132A was executed.   

 

 It is further proposed that for search and seizure cases conducted in the financial year 

2019-20 and onwards, the said time limit shall be further reduced to twelve months from the 

end of the financial year in which the last of the authorisations for search under section 132 or 

for requisition under section 132A of the Act was executed. 

 

 4.10. Individuals & HUF 

 

Personal Income tax 

 

 No change in the basic exemption limit, but tax rate has been reduced to 5 percent from 

10 percent only for the first slab of income as follows: 

 

a. For income between Rs 2.5 Lakhs to Rs 5 Lakhs in cases not covered in (b) below; 

b. For income between Rs 3 Lakhs to Rs 5 Lakhs in case of individual aged between sixty to 

eighty years 

 

 Surcharge of 10 percent on individuals whose income is between Rs 50 Lakh and 

Rs 1 Crore.  The 15 percent surcharge on income of above Rs 1 Crore remains unchanged. 

 

 Rebate under section 87A will be available only if total income (i.e., taxable income) of a 

resident individual does not exceed Rs 3.5 Lakh.  In such a case, rebate will be 100% of 

income-tax or Rs 2,500, whichever is lower. 

 

Deduction of tax at source on payment of rent 

 

 It has been proposed to introduce a new section 194-IB which provides for tax to be deducted 

at source at 5 percent in case of Individuals or HUF (other than those covered under section 

44AB of the Act) responsible for paying to a resident income by way of rent exceeding 

Rs 50,000 for a month or part of month. 
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 Such tax shall be deducted on such income at the time of credit of rent, for the last month of 

the previous year or the last month of tenancy if the property is vacated during the year, as 

the case may be, to the account of the payee or at the time of payment thereof in cash or by 

issue of a cheque or draft or by any other mode, whichever is earlier. 

 

 Tax under this section shall be liable to deducted only once in a previous year. No 

requirement to obtain tax deduction account number (“TAN”) as per section 203A of the Act.  

 

 If tax is required to be deducted as per the provisions of section 206AA, such deduction shall 

not exceed the amount of rent payable for the last month of the previous year or the last 

month of the tenancy, as the case may be. 

 

 This amendment will take effect from 1st June, 2017. 

 

Tax incentive for the development of capital of Andhra Pradesh 

 

 For Andhra Pradesh a specified capital asset (as per new clause (37A) in section 10 of the 

Act), being land or building or both, belonging to owners, being Individual or HUF, as on 

June 2, 2014 to be exempted from capital gain if the same is offered under the land-pooling 

mechanism. This amendment will have retrospective effect from 1st April, 2014.   

 

 Corresponding amendment in section 49 of the Act which provides that the cost of acquisition 

of plot or land, received under land pooling scheme which is transferred after the expiry of two 

years from the end of the financial year in which the possession of such plot or land was 

handed over to the said assessee, shall be deemed to be its stamp duty value on the last day 

of the second financial year after the end of financial year in which the possession of such 

asset was handed over to the assessee. This amendment will take effect from 1st April, 2017 

 

Enabling of filling of Form 15G/15H for commission payments specified under Section 194D 

 

 Presently, the payment in the nature of commission for soliciting or procuring insurance 

business as referred to in Section 194D of the Act is not covered by the provisions of Section 

197A of Act for non-deduction of tax at source which enables an assessee to furnishes to the 

payer a self-declaration in prescribed Form.No.15G/15H declaring that the tax on his 

estimated total income of the relevant previous year would be nil. 

 

 In order to reduce compliance burden in the case of Individuals and HUFs, it is proposed to 

amend section 197A so as to make them eligible for filing self-declaration in 

Form.No.15G/15H for non-deduction of tax at source in respect insurance commission 

referred to in section 194D. This amendment will take effect from June 1
st,

 2017. 
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Maintenance of books of accounts in case of individuals and HUF 

 

 In order to reduce the compliance burden for individuals and HUFs, it is proposed to amend 

the provisions of Section 44AA of the Act to provide that Individuals and HUFs are not 

required to keep books of accounts, if their turnover is up to Rs.25 lakhs or income is up to 

Rs.2.5 lakhs from the existing Rs.10 lakhs and Rs.1.2 lakhs respectively. 

 

Rationalization of tax credit for Alternate Minimum Tax (“AMT”) 

 

 AMT credit under section 115JD of the Act is allowed to be carried forward up to a period of 

15 years immediately succeeding the assessment year in which such tax credit becomes 

allowable in case of a non-corporate assessee. 

 

 It is also proposed to amend section 115JD of the Act so as to provide that the amount of tax 

credit in respect of AMT shall not be allowed to be carried forward to subsequent year to the 

extent such credit relates to the difference between the amount of Foreign Tax Credit (“FTC”) 

allowed against AMT and FTC allowable against the tax computed under regular provisions of 

Act other than the provisions relating to AMT. 

 

Rebate allowable under Section 87A 

 

Since the tax rates for individuals in the income slab of Rs. 2,50,000 to Rs.5,00,000 has been 

reduced ,it is proposed to amend section 87A of the Act so as to reduce the rebate available under 

this section from existing Rs. 5,000 to Rs.2,500. It is also proposed to provide that this rebate shall be 

available to only resident individuals whose total income does not exceed Rs 3,50,000. The proposed 

amendment shall apply in relation to the assessment year 2018-19 

 

 4.11.Miscellaneous 

 

Tax on Dividends received by Residents from Domestic Companies  

 

 Any income by way of dividend in excess of Rs 10 Lakh received from a domestic company in 

aggregate for the previous year shall be chargeable to tax in case of ‘a specified assessee’ 

i.e., all resident assessees except domestic company and certain funds, trusts and 

institutions, etc.  

 

 This is for the rationalisation of taxation of income by way of dividend which is currently 

chargeable to tax only in the hands of resident individual, HUF and Firm. The amendment 

shall be effective from April 01, 2018. 
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Scope of Section 92BA relating to Specified Domestic Transactions 

 

 Presently, the definition of specified domestic transaction under Section 92BA of the Act 

include any expenditure in respect of which payment has been made by the assessee to 

certain "specified persons" under section 40A(2)(b) of the Act. 

 

 In order to reduce the compliance burden of taxpayers, it has been proposed that expenditure 

in respect of which payment has been made by the assessee to a person referred to in 

section 40A(2)(b) shall be excluded from the scope of section 92BA of the Act.   

 

 Accordingly, the scope of domestic transfer pricing is restricted to a situation where only if one 

of the entities involved in related party transaction enjoys specified profit-linked deduction. 

 

Extension of scope of section 43D and 43B to Co-operative Banks 

 

 Section 43D of the Act, provides that interest income in relation to certain categories of bad or 

doubtful debts i.e., Non-Performing Assets (“NPA”) received by certain institutions or banks or 

corporations or companies, shall be chargeable to tax in the previous year in which it is 

credited to its profit and loss account for that year or actually received, whichever is earlier.  

 

 The benefit of this provision is now extended to co-operative banks other than a primary 

agricultural credit society or a primary co-operative agricultural and rural development bank. 

 

 Consequentially, it is proposed to amend section 43B of the Act to provide that any sum 

payable by the assessee as interest on any loan or advances from a co-operative bank other 

than a primary agricultural credit society or a primary co-operative agricultural and rural 

development bank shall be allowed as deduction if it is actually paid on or before the due date 

of furnishing the return of income of the relevant previous year. 

 

Increase in deduction limit in respect of provision for bad and doubtful debts 

 

 The existing provisions of sub-clause (a) of section 36(1)(viia) of the Act, provides that a 

scheduled bank (not being a bank incorporated by or under the laws of a country outside 

India) or a non-scheduled bank or a co-operative bank other than a primary agricultural credit 

society or a primary co-operative agricultural and rural development bank, can claim 

deduction in respect of provision for bad and doubtful debts.  

 

 The amount of such deduction on NPA is limited to 7.5 percent of the total income (computed 

before making any deduction under that clause and Chapter VIA) and an amount not 

exceeding 10 percent of the aggregate average advances made by the rural branches of such 

bank computed in the prescribed manner at the end of the previous year. 

 

 The present allowable deduction for NPA of Banks is increased from 7.5 percent to 

8.5 percent of the total income (computed before making any deduction under that clause and 

Chapter VIA). 
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Actual cost of asset in case of withdrawal of deduction 

 

 The existing provisions of Section 35AD of the Act provides for investment linked deduction 

on amount of capital expenditure incurred, wholly or exclusively, the purposes of business, 

during the previous year for a specified business and further provides that where any asset on 

which benefit of section 35AD is claimed and allowed, is used for a purpose other than 

specified business, the benefit of deduction already granted under section 35AD shall be 

deemed to be the income of the assessee net of normal depreciation as would be entitled. 

 

Phasing out deduction under section 80 CCG 

 

 The said section provides a deduction for three consecutive assessment years is allowed 

upto Rs 25,000 to a resident individual for investment made in listed equity shares or listed 

units of an equity oriented fund subject to fulfilment of certain conditions. This deduction is 

proposed to be phased out by providing that no deduction under section 80CCG shall be 

allowed from assessment year 2018-19. However deduction claimed beginning in from 

assessment year 2017-18 and earlier assessment years shall be allowed till the assessment 

year 2019-20. 

 

House property loss  

 

 Section 71 of the Act relates to set-off of loss from one head against income from another. It 

is proposed to provide that set-off of loss under the head "Income from house property" 

against any other head of income shall be restricted to two lakh rupees for any assessment 

year. However, the unabsorbed loss shall be allowed to be carried forward for set-off in 

subsequent years in accordance with the existing provisions of the Act. 

 

Transparency in Electoral Funding 

 

It is proposed to amend the provisions of section 13A (exempting political parties from paying income 

tax) to provide for additional conditions for availing the benefit of the said section which are as under: 

 

o No donations of Rs 2000 or more is received otherwise than by an account payee 

cheque drawn on a bank or an account payee bank draft or use of electronic clearing 

system through a bank account or through electoral bonds, 

 

o Political party furnishes a return of income for the previous year in accordance with 

the provisions of sub-section (4B) of section 139 on or before the due date under 

section 139. 

 

 Amendment to the Reserve Bank of India Act to enable the issuance of electoral bonds in 

accordance with a scheme that the Government of India would frame in this regard. 
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Income from transfer of Carbon Credit 

 

 In order to bring clarity on the issue of taxation of income from transfer of carbon credits and 

to encourage measures to protect the environment, it is proposed to insert a new section 

115BBG to provide that where the total income of the assessee includes any income from 

transfer of carbon credit, such income shall be taxable at the concessional rate of ten per cent 

(plus applicable surcharge and cess) on the gross amount of such income. No expenditure or 

allowance in respect of such income shall be allowed under the Act. 

 

Widening scope of income from other source 

 

 Presently, the anti-abuse provisions under Section 56 of the Act are applicable only in case of 

individual or HUF and firm or company in certain cases.  Therefore, receipt of sum of money 

or property without consideration or for inadequate consideration does not attract these anti-

abuse provisions in cases of other assessees 

 

 Hence, it is proposed to widen the scope of section 56 of the Act to provide that any money, 

immovable property or specified movable property received without consideration or with 

inadequate consideration, by any person, subject to certain exemption and exceptions, shall 

be taxable if its value exceeds rupees fifty thousand. 

 

Restriction on exemption in case of corpus donation by exempt entities to other exempt 

entities 

 

 It is proposed to insert a new Explanation to section 11 of the Act and proviso in clause (23C) 

of section 10 to provide that donation by an entity registered under section 12A or approved 

under section 10(23C), to other entity, registered under section 12AA, with the direction that 

such donation shall form part of the corpus, shall not be treated as application of income for 

charitable purposes. 

 

Penalty on professionals for furnishing incorrect information in statutory report or certificate 

 

 In order to ensure that the person furnishing report or certificate undertakes due diligence 

before making such certification, it is proposed to insert a new section 271J so as to provide 

that if an accountant or a merchant banker or a registered valuer furnishes incorrect 

information in a report or certificate under any provisions of the Act or the rules made 

thereunder, the AO or the Commissioner (Appeals) may direct him to pay a sum of ten 

thousand rupees for each such report or certificate by way of penalty. 
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5. Indirect tax 
 

In the proposed Finance Bill 2017, the rate of Service tax has not been increased as anticipated by 

the experts.  The Finance Minister’s reiteration about the steps taken to implement GST is an 

indication that the Government is leaving no stone unturned to introduce GST from July 2017.  GST 

Council has finalized almost all recommendations with consensus. It was announced that from 1st 

April 2017, CBEC will reach out to industries to make them aware of new taxation system. 

 

 5.1. Service Tax 

 

Important Changes 

 

 Service tax rate of 14 percent, Swach Bharat Cess of 0.5% and Krishi Kalyan cess of 0.5% 

retained. 

 

 Research and Development Cess Act, 1986 is proposed to be repealed.  Consequent to the 

repeal of the Act, with effect from the enactment of the Finance Bill, 2017, the exemption from 

service tax under notification No. 14/2012-ST would be not available to a taxable service 

involving import of technology on which Research and Development Cess is not payable.  Full 

service tax along with cesses (Swachh Bharat Cess and Krishi Kalyan Cess) would be 

applicable to such taxable service. 

 

Amendment to Service Tax (Determination of Value) Rules, 2006 

 

 It is proposed to amend Rule 2A of Service Tax (Determination of Value) Rules, with effect from 

01.07.2010 so as to make it clear that value of service portion in execution of works contract 

involving transfer of goods and land or undivided share of land, as the case may be, shall not 

include value of property in such land or undivided share of land.   

 

The proposed amendment is coming from the backdrop of Delhi High Court Court Judgement 

in the case of Suresh Kumar Bansal vs Union of India, wherein it was held that held that neither 

the Finance Act 1994 nor the respective rules provide a machinery provision for determining 

the value of services to arrive at the measure of service tax for composite contract, involving 

sale of undivided share of land. 

 

Amendments with respect to Advance Rulings 

 

 Following Amendments were proposed with respect to Advance Rulings under Authority for 

Advance Rulings (Central Excise, Customs and Service Tax): 

 

 Authority for Advance Rulings of Income Tax, Central Excise, Customs and Service tax 

are being merged. 

 

 Application fee for seeking advance ruling increased from Rs. 2,500 to Rs. 10,000 in line 

with Income Tax. 

 

 It is also proposed to extend the existing time limit of 90 days to 6 months by which time 

the Authority shall pronounce its ruling. 
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Amendment to Cenvat Credit Rules, 2004 

 

 It is proposed to amend Rule 6 of Cenvat Credit Rules, 2004 so as to exclude banks and 

financial institutions including non-banking financial companies engaged in providing services 

by way of extending deposits, loans or advances from its ambit. 

 

It has been provided in the Cenvat Credit Rules, 2004 that value for the purpose of reversal of 

common input tax credit on inputs and input services used in providing taxable services and 

exempted services, shall not include the value of service by way of extending deposits, loans or 

advances against consideration in the form of interest or discount. 

 

New Exemption 

 

 It is proposed to insert a new Section 105 to Finance Act 1994, to provide that services 

provided by the Army, Naval and Air Force Group Insurance Funds by way of life insurance to 

members of the Army, Navy and Air Force under the Group Insurance Schemes of the Central 

Government shall be exempt from levy of Service Tax from February 2, 2017. 

 

 It is proposed to exempt the service tax leviable on one time upfront amount (called as 

premium, salami, cost, price, development charges or by whatever name) payable for grant of 

long-term lease of industrial plots (30 years or more) by State Government industrial 

development corporations/undertakings to industrial units during the period June 1,.2007 to 

September 21,.2016.  Any tax already paid can be claimed refund within 6 months from the 

date on which Finance Bill 2017 receives President’s assent. 
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 5.2. Excise 

 

 Since GST is expected to be implemented soon, the Finance Act 2016 has not made any 

specific changes to the Central Excise Act except few changes to rate of duty under Central 

Excise Tariff Act, 1985, which has been discussed below. 

 

 Excise duty on non-filter cigarettes of length not exceeding 65 mm raised to Rs 311 per 

thousand from Rs 215 per thousand. 

 

 Changes in the Central Excise Tariff, 1985 on some key items are set down below: 

 

 

Items 

Rate Movement (percent) 

Basic Duty Movement 

From To 

Cigar and cheroots 12.5% or Rs.3755 

per thousand, 

whichever is higher 

12.5% or Rs.4006 

per thousand, 

whichever is 

higher 

 

Cigarillos 12.5% or Rs.3755 

per thousand, 

whichever is higher 

12.5% or Rs.4006 

per thousand, 

whichever is 

higher 

Cigarettes of tobacco substitutes Rs.3755 per 

thousand 

Rs.4006 per 

thousand 

 

 Changes in rate of excise duty on some key items are set down below: 

 

 

Items 

Rate Movement (percent) 

Basic Duty Movement 

From To 

Pan Masala 6% 9%  

Unmanufactured Tobacco 4.2% 8.3% 

Paper rolled biris – handmade Rs.21 per thousand Rs.28 per 

thousand 

Solar tempered glass for use in 

solar photovoltaic cells/modules, 

solar power generating 

equipment or systems 

Nil 6% 

All parts for manufacture of LED 

lights or fixtures, including LED 

lamps, subject to actual user 

condition 

Applicable duty 6% 
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 5.3. Customs 

 

Policy Changes 

 

 Median rate of BCD retained at 10 %. 

 

 Education cess and secondary and higher education cess to continue on imports. 

 

 The definition of exporter and importer to include a beneficial owner and also a beneficial owner 

has been defined in 2(3A) 

 

 A new section 30A and 41A has been introduced so as to make it obligatory on the person in 

charge of a conveyance to deliver to the proper officer the passenger and crew 

arrival/departure manifest and passenger name record information of arriving/departing 

passengers before arrival/departure India to a place outside India or any other person as may 

be specified by the Central Government in such prescribed form and time.  The sections also 

intend to provide for imposition of a penalty on delay not exceeding Rs.50000.  

 

 It has been made mandatory to file the bill of entry before the end of the next day following the 

day (excluding holidays) on which the vessel or aircraft or vehicle carrying the goods arrives at 

a customs station at which such goods are to be cleared for home consumption or 

warehousing. 

 

 It has been proposed to amend Section 49 to extend the facility of storage of imported goods 

entered for warehousing before their removal on application of the importer that the goods 

cannot be cleared within a reasonable time.  This has been permitted to be stored in a public 

warehouse for a period not exceeding thirty days and further extend the period of storage for a 

further period not exceeding thirty days at a time on approval from the authority in concern. 

 

 It has been proposed to amend Section 69 relating to clearance of warehoused goods for 

exportation is being amended to align it with the proposed omission of section 82. 

 

 It has been proposed to amend Section 127B so as to insert a new sub-section (5) therein to 

enable any person, other than applicant, referred to in sub-section (1) to make an application to 

the Settlement Commission. 

 

 It further seeks to insert a new sub-section (5A) to Sec 127C to enable the Settlement 

Commission to amend the order passed by it under sub-section (5), to rectify any error 

apparent on the face of record. 
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 5.4. Other Changes 

 

 The following changes will be effective immediately owing to a declaration under the 

Provisional Collection of Taxes Act,1931: 

 

 The rate of BCD on cashew nuts roasted, salted or both has increased to 45%. 

 

 The rate of export duty on other aluminium ores and concentrates has increased from Nil 

to 30%. 

 

 The BCD on LNG (liquefied natural gas has decreased to 2.5% from the erstwhile 5%. 

 

 The BCD on vegetable tanning extracts has come down to 2.5% from 7.5%. and is a 

good news for the finished leather products. 

 

 The BCD on co-polymer coated MS tapes / stainless steel tapes for manufacture of 

telecommunication grade optical fibres has increased to 10% from NIL. 

 

 The BCD on Nickel has reduced to Nil from 2.5% 

 

 The BCD on Solar tempered glass for use in the manufacture of solar 

cells/panels/modules has been reduced to Nil from 5%. 

 

 To boost digital economy the BCD,CVD and SAD are reduced to Nil on miniaturized 

POS card reader for m-POS (not including mobile phones, or tablet computers), micro 

ATM as per standards version 1.5.1, Finger PrintReader / Scanner or Iris Scanner and 

related parts. 
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