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ABOUT CTC

The CTC established in 1926, is one of the oldest voluntary non-profit making

organisation formed with the object of educating and updating its members

on the Direct Tax Laws and other Allied Laws. It has a robust membership

strength exceeding 3,500 members comprising of Chartered Accountants,

Advocates, Tax Practitioners, Corporate Members and Student Members.

The CTC regularly organises Workshops, Seminars, Lecture Meetings,
Study Circle Meetings, Study Group Meetings, Outstation Conferences, etc.,
for the benefit of members which keeps them up-to-date with the latest
developments in Tax and Allied Laws.

Its popular monthly journal ‘The Chamber’s Journal’ consists of Special
Issues covering in depth analysis on topics day to day of professional
interest. These special issues have found a permanent place in libraries of
leading tax professionals.

CTC functions through various sub-committees comprising of above 250
core group members and maintains excellent rapport with the Tax
Department and Government authorities.

CTC is active in filing public interest litigation, for instance TDS, DIS,
Service Tax, etc., presenting pre and post-budget memorandum and
making representations on various Tax and Corporate Laws to the
Government and regulatory authorities.

CTC manages two libraries at prominent places at Aayakar Bhavan, New
Marine Lines and Pratyakshakar Bhavan, Bandra, which are widely used
by the professionals. These libraries have more than 4,000 titles, various
leading law journals/magazines and books.

The members of the CTC enjoy a unique bond of fellowship and
brotherhood which is evident in all its activities and programmes. Its
monthly newsletter, The CTC NEWS keeps members updated on various

events.



VISION STATEMENT

The Chamber of Tax Consultants (The Chamber) shall be a
powerhouse of knowledge in the field of fiscal laws in the

global economy.

The Chamber shall contribute to the development of law and
the profession through research, analysis and dissemination

of knowledge.

The Chamber shall be a voice which is heard and recognised
be all Government and Regulatory agencies through effective

representations.

The Chamber shall be pre-eminent in laying down and
upholding, among the professionals, the tradition of
excellence in service, principled conduct and social

responsibility.
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FOREWORD

During the presentation of the Union Budget, the Honourable Prime Minster
of India and Honourable Finance Minster deserve to be appreciated for
focussing more on the rural side, and recognising that demonetisation had
brought some hardship to the people of India. The government has
attempted to mitigate the demonetisation effect as much as possible, with
some rural schemes and reduction in taxation for people with low income. I
see that the present Finance Bill, 2017 reported in [(2017) 391 ITR 1 (St.), is
a revolutionary Finance Bill as it gives a clear impression that this bill wants
to be citizen friendly, business friendly and is perhaps for the people, by the
people and of the people. It has a long-term view for the growth of the
economy and lays down a clear path of anchoring India’s economy in an

uncertain global economic scenario.

According to me accountability of the Assessing Officers has not been
addressed in this year’s budget which is a pressing requirement in the
current scenario. The need of accountability by the Assessing Officers had
been pointed out by the Tax Reforms Committee in their final report (1992)
197 ITR 177 (St.). Infact, if the parameters of accountability are not drawn
soon, and wide powers as per the amendments in S.132 are bestowed upon
such officers, the powers may be misused. The potential of being misused
needs to be reigned in by introducing accountability provisions for the

greater good and better justice for the country and its people.

At this juncture I would like to specially emphasize on the amendment w.r.t.
section 132 wherein, retrospective effect has been given to prior amendment
which gives the right to the authorities to not reveal the reasons for search
or reasons for suspicion for any search conducted. It is also mentions that
the reasons need not be produced before any authority till the Tribunal. This
move may lead to increased burden on the High Court, which in my opinion,

the government should aim at reducing.

The above amendment, seems to me, as a draconian provision which also

reflects itself to be contrary to the promise made by the Hon’ble Prime



Minister and Finance Minister, with regard to not bringing in retrospective

enactments.

There is another provision which may require attention. The Transfer Pricing
Provision introducing restriction on deduction in respect of interest
paid/payable to associated enterprise u/s 94B. The provision implies that
even though the rate of interest passes the test of transfer pricing, it will not
be allowed, if the interest payment exceeds 30% of the earnings of that
company before taking into account interest, taxes, depreciation and
amortisation. Allowance of interest cannot depend upon the earnings of the
entity. However, the reason given is that people pay excessive interest,
because the recipient is another country, where the interest is taxed at a
lower rate. Now if someone else has taken advantage of this, then why the
assessee suffer and disallowance be attracted. Similarly, Section 92A and
92CE along with the above mentioned provision, stand contrary to the DTAA

provisions already entered into.

Various amendments have been carried out in the Finance Bill, 2017 which

could lead to increased litigation.

In substance, the Budget has a transformative agenda built on nine pillars-
agriculture and farmer’s welfare, rural employment and infrastructure,
social sector, education, skills and job creation, infrastructure and
investment, financial sector reforms, governance and ease of doing business,
fiscal discipline and tax reforms. The task now is to sustain the growth in a
difficult global environment. The achievements of the government are
remarkable, given the continuing global headwinds and two successive poor

monsoons.

The Finance Bill needs to be studied, examined and analysed in the above
background. Moreover, there appears to be a healthy coordination between
the bureaucracy on the one hand and the political leadership on the other,
both of which constitute and form the Government. Moreover, as tax

practitioners, we have a responsibility to take a lead to see that the various



schemes announced by the Government, really benefit the persons for whom

they are meant.

After Demonetization, the preliminary analysis of data mining will help the

revenue to expand the tax net as well as increase the revenue.
It was stated in the Budget speech [(2017) 391 ITR 1 (St) (23) para 140] :

“For the A.Y.2016-17, that 2.76 lakh companies have shown losses or zero
income. 2.85 lakhs companies have shown profit before Tax of less than 1
crore. 28667 companies have shown profit of Rs 1 crore to 10 crores and

only 7781 companies have profit before tax more than Rs 10 crores.”

(Para 141) “Amongst the 3. 7 crores individuals who have filed the tax
returns in F.Y. 2015-16 , 99 lakh have shown income below the exemption
limit of Rs 2.5 lakhs p.a. 1.95 crore show income between 2. 5 lakh to 5
lakh, 52 lakh show income between 5 to 10 lakhs and only 24 lakh show
income above 10 lakhs. Of the 76 lakh individual assesses who declare
income above Rs 5 lakh are the salaried class . The number of people
showing income more than Rs 50 lakhs in the entire country is only 1. 72
lakh. We can contradict this with the fact that last five years more than 1.25

crores, cars have been sold.”

This makes it very clear that the Govt is unable to bring more assesses
under the tax net, though the tax rate is reasonable. The reasons for which
people are not ready to pay taxes should be one of the many questions
arising for consideration. According to me the following could be some of the

many reasons for the reluctance on the part of the citizens to pay tax:

1. We are not able to bring tax service culture, we only have a tax
collection culture. Unless the mind set of tax administration is
changed, such a trend of evading taxes may continue

2. The Citizens are needed to be educated by explaining the advantages

of paying the taxes and how it will be helpful in building the nation.



10.

Tax payers must be treated with respect and there has to be more
transparency in the way the tax payer’s money is spent.

Tax evaders feel that, the Govt brings amnesty schemes every five
years and they will pay as per the scheme which is more
advantageous than paying yearly.

Assuming the tax evaders are caught, they can manage to get free
from the shackles of the legal system, due to delay in disposal of cases
by the Courts.

Tax evaders feel, that assuming they are caught, that they can
approach the settlement commission and get it settled

There is no fear of prosecution at all, reason being, the Govt has not
been able to get the prosecution matters decided within reasonable
time. It takes more than 20 years to reach finality of many matters.
Honest tax payers are not getting the refunds , credit for tax deducted
at source is not given, appeal effects are not given for years, etc, then
a tax payer’s immediate thought process would question his conscious
as to why they should pay the taxes, since payment of taxes seem to
initiate all the problems.

There is no social security to the honest taxpayers i.e. no benefit is
accruing to the taxpayers personally, even though they are regular in
paying their taxes. An example of social security could be the UK’s
National Health Services which provide free health services, which is
mostly funded by the general taxes collected.

It is desired that the Hon’ble Finance Minister should interact with the
professional organisations like the Chamber of Consultants, before
introduction of the Finance Bill. It is the professional organisations
which give suggestions objectively without any fear, taking into

consideration, the interest of the tax payers and the nation.

The tax professionals must debate on these issues and white paper may be

presented to the Government on the above issues.



Apart from above, professionals should also represent for introduction of
section 271J being penalty levied on Chartered Accountants. It may be
noticed that no appeal has been provided against such penalty. The only
remedy against penalty is by way of writ petition. Such penalty brings a
stigma on professional, a proper representation should be made, opposing

such harsh provisions.

The Chamber is doing an excellent service to tax professionals and tax
payers of our Country. Every year, the Chamber publishes special issue on
Finance Bill which always comes handy to understand the various
provisions of the Finance Bill. I thank and appreciate all our readers,
members who form the backbone of our publication. I am sure this
publication will help us to understand in on exhaustive manner the
amendments and implications of the proposal made by Hon’ble Finance

Minister in Budget Speech.

My best wishes to the team of the Chamber for bringing out the e-
publication on Finance Bill, 2016 in particular to the editors and the
authors. I am sure in the years to come there could be innovation and better

presentation after getting feedback from the stake holders.

I would like to specially thank Mr. Vipul Choksi, Chairman of Journal
Committee, and Mr. Paras S. Savla, Chairman of Research & Publication
Committee, for bringing out the publication in an effort of disseminating

knowledge and information and making it a grand success.

Dr. K. Shivaram

Senior Advocate



PRESIDENT MESSAGE:

Dear Readers,

The Chamber is a great institution with a tradition of high integrity, independence
and professionalism. The Chamber act as power house of knowledge in the field of
fiscal law, contributes to the development of law and profession through research,
analysis and dissemination of knowledge. Chamber has entered its 90t year and
our theme for 90th year is “Gyanam Param Balam” means “Knowledge is Supreme
Power” . We are celebrating 90t year by way of spreading knowledge by various
means. The Chamber is also instrumental in making active representations before
regulatory authorities. Continuing with its tradition this year also Chamber has come
out with E book on Finance Bill 2017 . Research and publication committee under
the leadership of Advocate Paras Savla and Journal Committee under the leadership
of CA Vipul Choksi has put enormous effort with the objective of bringing out with
E book containing indepth analysis of Finance Bill 2017.

This year budget assumes an importance on two counts viz. merging of Railway budget with
general budget and by announcing budget on 1st February will allow Parliament to vote on
tax, finalise spending proposals before the beginning of the new financial year on April 1 and

direct tax measures to have full year’s play.

Every year Budget was looked at with expectations. Will, the finance minister, give India a tax
break? Will he ease service tax, lower corporate tax rate? This year is different. All the
demands fused into one - no more jolts like demonetisation and in that sense this budget is

positive.

The hallmarks of the 2017-18 Budget are prioritising investment expenditure, focusing on

inclusive growth , less Govt borrowing and working within a prudent fiscal framework.

In the budget significant funds have been allocated for farmers, education and infrastructure,

which are three pillars of the economy



Carrots and stick approach has been adopted for taxpayer, it proposes to reduce income tax
rate for those earning up to Rs 5 lakh which is reduced to 5% thereby flat Rs 12,500 rebate
offered to all taxpayers. But tax compliance will become stricter and delays in filing tax returns

will cost money by way of penalties or fees.

Impetus has been given to small and medium enterprises (SMEs) with the lower tax rate of

25%. This tax saving will give them additional liquidity for growing business.

More powers to tax officers to conduct searches and provisionally attach properties could

lead to arbitrariness & harassment This goes against the tenet of non adversial tax regime.

Cash transactions of more than Rs.3 lakh have been banned however measures to curb black
money are half hearted unless agriculture income is brought to tax exempting poor people

by putting higher threshold limit .

The Hon’ble Finance Minister in his budget speech stated that we are largely a non tax
compliant society. Hence it is necessary to expand the tax base of the country and
concentrate on people who are not filing return of Income by making effective use of
Information Technology tool.

For the first time that significant steps have been taken to clean up political funding by

initiating more transparency measures.

Finally the global winds of a strong dollar, the risk of capital outflows on account of Monetary
Policy stance of the US Federal Reserve to increase rates in 2017, the uncertainty around
commodity prices, especially that of crude oil and growing protectionism which have
potential to affect exports, provided the backdrop to the Budget. Any changes in the such

uncertainties will change the mathematics of budget.

I thank all authors for their contribution to this E-book on Finance Bill 2017. I also
acknowledge support of the Editor K Gopal in bringing out this E- book. This E-book
on "Finance Bill 2017" deals in-depth analysis of provisions covering Direct and
Indirect Taxes. This issue will be of immense help to the readers in understanding the

nuances of provisions contained in the Budget.



I would like to end with the quote of Dr. A. P. ]J. Abdul Kalam.
"Learning gives creativity,

creativity leads to thinking,

thinking provides knowledge,

knowledge makes you great”

President

HITESH R SHAH



Chairman’s Message

Dear Readers,

Countries have a tax system in place to pay for public/common/agreed national needs
and government functions. States and their functional equivalents throughout history
have used money provided by taxation to carry out many functions. Some of these include
expenditures on economic infrastructure (roads, public transportation, sanitation, legal
systems, public safety, education, health-care systems), military, scientific research,
culture and the arts, public works, distribution, data collection and dissemination, public
insurance, and the operation of government itself. A government's ability to raise taxes is
called its fiscal capacity. Governments in more advanced economies tend to rely more on

direct taxes, while developing economies rely more on indirect taxes.

According to the United Nations in July 2016, Indian population stood at 1,326,801,576.
However, only 3.7 crores individuals (Out of about 132 crores) have filed tax returns in
2015-16. As mentioned by the Finance Minister, out of the above 3.7 crores individual tax
returns, 99 lakh show income below the exemption limit of 2.5 lakh p.a., 1.95 crore show
income between 2.5 to 5 lakh, 52 lakh show income between 5 to 10 lakhs and only 24
lakh people show income above 10 lakhs. Of the 76 lakh individual assesses who declare
income above 5 lakh, 56 lakh are in the salaried class. The number of people showing
income more than 50 lakh in the entire country is only 1.72 lakh. This certainly is a tragic
state, however it also reflects the trust a citizen reposes on the Government. The Finance
minister has commented on taxpayers database without touching on any of its own
performance indicators. The honest taxpayers are unnecessarily harassed due to various
reasons. Further the logic of paying tax being contribution towards national needs is never
felt, but taxpayer only sense as if it’s a donation to the Government. A citizen would always
turn to a private player first, for the quality of product or service, as compared to

Government players.

However, this cannot be changed, without transformation both from the Government front
as well as taxpayers front. The Government and also the Citizens need to develop a sense
of responsibility. The Government has launched a war against black money and have come
out with various measures to fight it. Government should extend its war to corrupt officers

also.

Despite various challenges, the budget is a good budget for various reasons like Small and
medium enterprise taxes reduced, Ease of business by abolishing FIPB, focused quality

spending, etc.



I would like to thank the Authors and editors for their support and cooperation, at such a short

notice.

I am grateful to the Vipul Choksi, Haresh Kenia, K. Gopal and other team members for

their support and commitment.

We have made efforts to help readers have ease of reading this publication by providing

appropriate hyperlinks.
Hope you find a good read.

Regards,
Paras S. Savla

Chairman, Research and Publication Committee



EDITORIAL

The Union Government was successful in presenting the Finance Bill on
1st February, 2017, in spite of several hurdles which were expected to be there for
doing so. This shows the determination on the part of the Government to walk the
talk. The Hon’ble Finance Minister, before speaking about the Direct Tax provisions
has put forward some statistics with respect to the number of assessees. The
information provided is very crucial and important. The Hon’ble Finance Minister

has mentioned as under:

“140. India's tax to GDP ratio is very low, and the proportion of direct tax to indirect
taxes is not optimal from the view point of social justice. I place before you certain
data to indicate that our direct tax collection is not commensurate with the income and
consumption pattern of Indian economy. As against estimated 4.2 crore persons
engaged in organised sector employment, the number of individuals filing return for
salary income are only 1.74 crore. As against 5.6 crore informal sector individual
enterprises and firms doing small business in India, the number of returns filed by
this category are only 1.81 crore. Out of the 13.94 lakh companies registered in India
up to 31st March, 2014, 5.97 lakh companies have filed their returns for Assessment
Year 2016-17. Of the 5.97 lakh companies which have filed their returns for
Assessment Year 2016-17 so far, as many as 2.76 lakh companies have shown losses
or zero income. 2.85 lakh companies have shown profit before tax of less than =~ 1
crore. 28,667 companies have shown profit between = 1 crore to ~ 10 crore, and only
7,781 companies have profit before tax of more than ~ 10 crores. 141. Among the 3.7
crore individuals who filed the tax returns in 2015-16, 99 lakh show income below the
exemption limit of ~ 2.5 lakh p.a., 1.95 crore show income between ™ 2.5 to ™ 5 lakh, 52
lakh show income between =~ 5 to = 10 lakhs and only 24 lakh people show income
above ~ 10 lakhs. Of the 76 lakh individual assessees who declare income above = 5
lakh, 56 lakh are in the salaried class. The number of people showing income more
than = 50 lakh in the entire country is only 1.72 lakh. We can contrast this with the
fact that in the last five years, more than 1.25 crore cars have been sold, and number
of Indian citizens who flew abroad, either for business or tourism, is 2 crore in the
year 2015. From all these figures we can conclude that we are largely a tax non-

compliant society. The predominance of cash in the economy makes it possible for the



people to evade their taxes. When too many people evade taxes, the burden of their

share falls on those who are honest and compliant.”

The above observations of the Finance Minister may be correct but he has to consider
the aspect which we professional organisations, have been putting forward before
the policy makers. The tax gatherer overcomes judicial decisions and the inherent
inefficiency of the system by amending the statutory provisions in every finance bill.
The Finance Bill, 2017 is not an exception. This attitude and behaviour of the
executive makes the citizens skeptical about the intention of the tax authorities.
Every effort of the policy makers to eradicate black money and abuse of tax laws
makes the laws stringent. This impacts the tax compliant citizens by burdening him
with prohibitive cost of compliance. The Hon’ble Finance Minister may be right in
generalisation of his observation that as a society we are not tax compliant. But what
are his views on the levels of corruption within the tax gathering machinery. The

generalisation made by the Hon’ble Finance Minister is a sorry state of affairs.

The Hon’ble Finance Minister may also consider that unbridled discretion has been
vested with the tax authorities. So, amendments of the Finance Bill, 2017 propose
that the authorities are not bound to provide the reasons to any appellate authority
for carrying out the most stringent form of investigation against a citizen. Thus, a
citizen whose privacy has been invaded by the unbridled power of the tax authority
can seek protection under the Constitution by approaching either High Court or
Supreme Court. The Appellate authorities who determine the lis between the
assessee and Assessing Officer have no jurisdiction to look into the reason for such
extreme action. These provisions are going to further widen the trust deficit between
the tax department and the assessees. These amendments have been brought in to
overcome decisions of the Courts. This attitude on the part of the executive hardly
creates a conducive atmosphere for compliance. After providing such discretion, the
Hon’ble Finance Minister should also come up with a scheme where an independent
authority is going to monitor the conduct of the tax authorities who are carrying out
the quasi-judicial function. In the absence of any check on the discretion and
conduct of the tax authorities, abuse of the same is not an exception but it has
become a rule. The Hon’ble Finance Minister should give some time to various

professional organisations to find out what “efforts” the tax authorities make to



promote policy decisions of the Government like IDS 2016 and PMJKY. I am sure
such interaction with the professionals will help the society in becoming a tax

compliant society.

This special e-publication is on Finance Bill 2017. In a very short period, eminent
professionals have agreed to contribute. I am thankful to them for their support. I

thank all the contributors to this issue of the Chamber.

K. GOPAL
Editor



Overview of the Finance Bill 2017
— Something For Every One

CA Jayant Gokhale

This year’s budget had many path breaking initiatives. It was also presented in the
backdrop of very significant transitions in the economic environment. In the midst of
this stormy weather, the Budget presented by Shri Arun Jaitley on 1st February, 2017
shows that the nation is in charge of a confident ‘helmsman’, with a competent crew to
help him steer the national economy to more pleasant climes. The Hon’ble Finance
Minister (FM) seems to have charted this course in his mind with clarity, as he himself
mentions (Para 8 of his Budget Speech) that “The Government has continued on the
steady path of fiscal consolidation, without compromising on the public investment

requirements of the economy.”

This ‘steady path’ steered by the FM is one of the biggest positives for the economy from
a long-term perspective. It is all the more commendable because one must consider the
overall economic environment in which the Budget was presented. The economy is still
feeling the after-shocks of demonetisation. The stock market, [IP and GDP growth rate
had contracted in the preceding months. There was also the political imperative to boost
the party's chances in the forthcoming State elections. The election of Trump as POTUS
and consequent changes in the Dollar Index and prospects of rough weather for Indian
IT Sector (which has been a driver for the Indian economy) coupled with gradually rising

oil prices have undoubtedly added to the difficulties.

In the face of these situations, it requires ‘courage of conviction’ and self-belief in the
long-term positives of economic initiatives taken till date, to not succumb to the
temptation of short term populism. This, by itself, is a heartening feature of the Budget
and the Flls, stock markets and analysts have taken positive note of this fact. Coupled
with this the FM took the pragmatic step of changing the date of the Budget and
combining the Railway Budget with the main one doing away with the Railway Budget

as a separate document.

Having put the challenges in perspective I would now look at the broad scope of the

Direct Tax provisions. Apart from the normal breakdown into Reliefs, Rationalisations,

Return to Index 1



Anti-abuse measures etc., we may look at the Direct tax proposals from a different

perspective:-

A.

Changes driven by policy and populism; which are decided more by the FM and
his economic and policy advisors. These represent the more significant changes
that are most often driven by the policy priorities of the FM and the Government.
Thus, these are usually the more far-reaching and significant changes that one
finds in the budget. As analysed later in this article, thankfully, such changes in

the present budget are quite positive, though not large in number.

There are other changes, often initiated by representations from taxpayers
(Chambers of Commerce, Trade Bodies and Professionals) to remove certain
hardships. These have to be considered since no Government can afford to ignore
genuine hardships, faced by the voters. Such changes are characterised by

concessions, being granted, rather grudgingly.

Changes driven by need to plug loopholes in the law, prevent revenue leakage
and tighten the anti-evasion and anti-abuse mechanisms. Most often these
changes are driven by suggestions, made by Commissioners of Income Tax or
initiated by Tax Planning & Legislation (TPL) wing in the Ministry of Finance, arising
from their study of tax data, judicial trends etc. Some of these changes also result
from representations in national interest by bodies such as ICAI, The Chamber of

Tax Consultants, etc.

I make this different type of classification because, on a broad scale, I perceive a different

mind-set driving the three types of changes.

I will not enter into the nitty-gritty of analysing the specific direct tax changes proposed,;

(this has been wonderfully done by my specialist colleagues whose articles follow in this

issue). Instead I will look at the broader characteristics of these classes of change.

A)

Changes drivens by policy and populism. [ would guess that these changes would

have a more direct level of involvement and initiative by the FM. The changes falling in

this category are marked by a broader vision and policy perspective but which have a

certain boldness in departing from convention where required. Notable among these are

1.

Incentives to Housing Sector which would include the clarity provided in regard
to year of taxability of Joint Development agreements (S.45). This was very
necessary as it was iniquitous to seek to recover tax when the owner in fact received
no liquid funds. This, coupled with the non-taxing of notional income from flats,
held as stock-in-trade by builders, would provide some relief to the real- estate

Return to Index 2



business which has been under pressure for some period. The reduction in the
period of holding necessary to qualify as a capital asset ( in case of land and
building), is also expected to make more ‘housing stock’ available to those in need
of housing; especially in urban areas. The amendments in the provisions of S. 80-
IBA, increasing the effective area, which could be made available to the purchasers
/ erstwhile tenants by changing the reference from built-up area to carpet area, is

also widening the eligibility for this relief and thus supporting the housing industry.

Coupled with this, is the step to include ‘housing’ within the meaning of
‘infrastructure’. This will increase funding availability at lower cost to the
borrowers and simultaneously enable credit growth in banks and housing finance
companies. Stagnation of credit growth is also an area of economic concern which

is also indirectly addressed through these changes.

Taken together this indicates conscious effort to pursue a policy of promoting
revival in housing industry. While the policy move in this regard is worth
appreciating, more such boosts to other sectors that would enable job-creation’
would have been ideal; but then the FM also has to keep an eye on the deficits. Yet,
this latter factor can hardly justify the pin-prick of curtailing the deduction
available for set-off of interest paid on housing loan to Rs. 2 lakhs (instead of the

actual deficit presently allowed) S. 71 r.w.s.23.

The decision to grant relief in rate of tax applicable to individuals in the slab
upto Rs. 5 lakhs also reflects an awareness to grant some relief to the lower
income brackets. Similarly, the decision to shift the base year for indexation in
Computation (S.55 & S.48) would afford considerable relief to a large category of
investors. Similarly, broadening the investment options for S4EC bonds will also
enable channellisation of funds to other sectors while simultaneously providing

greater options in investment for relief from capital gains tax to investors.

The banking sector has for quite some time been undergoing a tough time. This
sector and economic growth are closely intertwined and therefore the small but
much needed relief by way of increase in allowable provision for bad and doubtful
debts is welcome. The increase of 1% in S. 36(1) (viia) [From 7.5 to 8.5] would
provide some relief to banks, which are already having a huge burden arising from
stressed assets. Similarly, the extension of applicability of S.43B (e) would also
encourage payment of interest to co-operative banks. Similarly, the clarity provided

in regard to revenue recognition in case of NPAs, even post-implementation of ICDS
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B.

reflects a clear policy to support the banking sector; and the fact that the problem
of your of taxability of interest on NPA is addressed even before it has arisen must

be appreciated.

Another initiative that none had anticipated is the introduction of the electoral
bonds, coupled with the lowering of the limit for cash donation to Rs. 2,000. It is
likely that this change too will be circumvented by political parties. However, it is a
step in the right direction; and reflects an awareness on the part of FM of the
imperative for change. This is tempered by the awareness that change in the
present democratic environment cannot be pushed through, but has to be managed

in a phased manner.

Initiatives for encouraging growth of digital economy. A carrot and stick approach
has been adopted in this regard. This is clearly a policy initiative, intended as a
follow-up to the demonetisation. Given the bold step taken by the government, the
carrots offered in this regard, leave much to be desired. There is indeed a
concession given in regard to presumptive tax payable u/s. 44AD by the effective
concession by changing the presumptive rate of income computation from 8% to
6% in case of a transactions. However, this would amount to a maximum relief of
Rs. 1 lakh for a person who does 80% of his turnover through digital mode. In
reality, small traders and business having turnover of much less than Rs. 2 crores
would get a relief of not more than Rs. 30,000 in tax. Undoubtedly, it is a positive
step, but considering that this is more of a policy initiative, it is felt that a bit more
could have been done. As against this limited carrot, the stick in the nature of
disallowance of revenue or capital expenditure incurred in cash S. 40A(3) & S. 35
AD along with the penal consequences in S. 269ST & 271DA are far more sweeping

in scope.

As in every Finance Bill, the Finance Bill, 2017 also contains numerous

amendments intended to alleviate hardships. However, the process of granting the

relaxations is often hedged by numerous ifs and buts which renders the law complex to

understand and implement. This, in turn, fosters litigation and vitiates the atmosphere

of trust that desperately needs to be created between the administration and taxpayers.

However, the changes arising through these processes, not being part of the ‘big picture’

of the FM’s policy, implementation is delegated to the ‘babus’. It is here that the problem

arises. The official concerned, has a limited brief of setting right a particular problem

and goes about this task without having the vision to realise that the remedy may often
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result in a different problem. Such piece-meal changes are seen in numerous areas,

particularly because the draftsman does not have the authority or vision to make

structural changes and therefore can only tinker around the ‘problem’ sections. Some

examples of this sort of situation are: -

1.

Taxation of Carbon Credits. The intention is to settle the controversy arising out
of various judgments by providing a flat tax of 10%. The Memorandum recognises
that courts have held such receipts to be ‘capital receipts’. Despite this, no
amendment to the definition of income has been made. Thus the issue of whether
such receipts are at all taxable continues to be prone to litigation since the

fundamental issue remains unaddressed.

The applicability of tax u/s. 115 BBDA - 10% tax on Dividend - is expanded to
cover all resident assessees (except companies, funds, trusts etc ). Though this may
net the Government some additional tax, it may have an unintended consequence
of sinking the Revenue’s argument that Dividend income is exempt. This may result
in a far greater negative impact on applicability of S.14A and may result in altering

the ratio of Bombay H. C. in Godrej Boyce case.

The levy of MAT in case of companies adopting Ind AS is another complex situation
provided in S. 115JB. Sub-Sections 2A, 2B and 2C are added. Numerous large
listed companies have already adopted Ind AS in F. Y 2016-17 (as required under
the Cos Act 2013). The clarity in this regard was overdue. However; it is worth
noting that MAT is fundamentally an alternative methodology and is not truly a tax
on income. With different classes of assessees required to transit to Ind AS in a
phased manner, the issue of ‘ensuring horizontal equity’ is going to be complex.
The methodology proposed by these newly introduced sections, will call for an
elaborate set of adjustments — virtually all of these not being in the books of
account. To add to the problem, taxability or adjustment in regard to some of them
will be spread over 5 years. Applicability of Ind AS to different assessees is itself
staggered over multiple years. The challenges posed in implementation of Ind. AS
are already huge and many senior Chartered Accountants are finding it difficult to
grapple with this issue. Given this scenario, one needs to take a realistic look at
how Departmental Officers, across the country, are updated and equipped to cope
with the situation. In this backdrop, it would be fruitful to consider whether this
whole effort makes economic sense. Mr. Jayesh Gandhi in his article has dealt with
the complex subject. Without getting into the specific issues, one needs to note that
MAT credit set-off is now extended to a period of 15 years. So is all this effort really
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worth the time, cost, litigation that will surely go into the matter. Over 10 to 15
years; the aggregate tax realisation will equalise because eventually tax is on
income — by whichever way computed. At a policy level, the FM must really consider
that when the only incremental revenue is the present value of money arising from
front ending tax collection; is all this really worth it. Offset it against the damage
done to concept of ‘Ease of Doing Business’ and one may conclude that it is not
really worth it. In this draftsman may have done an honest and competent job in
providing a detailed solution. But in attending to the detail, he cannot visualise the
big picture. This begs the question ‘Is anyone looking at the big picture’; or are we
destined to be a nation of clerks as Lord Macaulay purportedly said about Indians

during the British Raj.

It is therefore my belief that while some tinkering with tax legislation is inevitable
in each Budget — such areas need to be evaluated in the context of a larger game
plan so that petty changes that are ‘not material‘ for a global economic power, that

India aspires to be could well be avoided.

4. Finally, I come to the changes, generally labelled as Anti-abuse, Rationalisation etc.
Many of these derive from bitter experiences of the Department and are suggested
with a view to block escape routes for tax evaders. These changes are invariably
driven by the bureaucracy and therefore very focused on remedying a specific
lacuna or loophole in drafting such provisions; the collateral damage, likely to be

caused to honest taxpayers is totally lost sight of.

A case in point is the draconian extension of power of search and seizure. The
introduction of the concept of ‘reason to suspect’in S.132 coupled with the fact that
such reason need not be disclose