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FOREWORD

The 2016-17 budget has been presented under “Asmani & Sultani” challenges.  
It reflects a good balancing act between managing the need to stay fiscally prudent 
while targeting spending towards critical areas such as rural and infrastructure sector, 
except the fact that progress towards GST is virtually non-existent. 

As India is an agriculture-oriented country much emphasis was laid on agriculture and 
infra sector by bestowing on them a load of incentives – like interest subvention and 
subsidies along with the open handed assistance to these sectors. The nine pillars 
which the Finance Minister spoke about are expected to have a transformational 
impact on the economy and expected to build the foundations for a robust business 
environment coupled with strong social security framework. This gives us hope that 
India is now moving from “Developing Country to Developed Country”. 

Besides these, I really appreciate the move by the Finance Minister to make officers 
accountable. There is also an attempt to include e-assessment procedure, wherein all 
of us Chartered Accountants will have to gear up to a new technology and system. 
Looking at the big picture, I feel this budget is in a real way leading towards “Swachh 
Bharat” in terms of cleansing the economic and financial system and bringing in more 
transparency.

While the Finance Minister has done his part, it is now important to see that we 
execute his vision in the right spirit. I believe that ‘Together We Can’. This ethos is 
amply demonstrated by the untiring efforts of our contributors of this publication, 
Direct Tax Committee Chairman CA. Vishnu Agarwal, Indirect Tax Committee Chairman 
CA. Manish Gadia and my council colleagues CA. Sandeep Jain and CA. Rakesh Alshi.

I am sure that the Budgetary Analysis presented here will create a great foundational 
knowledge base for our members, students as well as the common man. 

CA. Shruti Shah 
Chairperson, WIRC of ICAI
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PREFACE

The vision of The Hon’ble Prime Minister, Shri Narendra Modi, of a self-sufficient 
nation has been clearly envisaged in the Union Budget, 2016, as the main focus 
remained on Infrastructural, Rural and Agricultural development. With the demands 
falling, markets looking gloomy and a slow growth rate on global front, The Hon’ble 
Finance Minister, Shri Arun Jaitley has very wisely addressed the issue by keeping his 
eyes on the developmental and a robust 9-Pillar Approach.

Being called a “Pro- farmer” budget by many, the introduction of Krishi Kalyan Cess 
of 0.5% has shown that agricultural progress is one of his focal point. This cess will 
be levied on all or few services, but as opposed to Swach Bharat Cess, its credit 
can be availed against the payment of this cess. The Hon’ble Finance Minister, Shri 
Arun Jaitley, has also promised to infuse INR 2.21 trillion into the ever evolving 
infrastructure of India, with particular emphasis on Roadways enhancement along 
with additional INR 350 billion towards farmer welfare.

Giving a relief to the RBI Governor Shri Raghuram Rajan, even when India needs a 
growth path, he kept the fiscal deficit target at 3.5%, sending strong indications to 
global investors.

There wasn’t much change in direct tax end as the tax slab remains constant. Even 
though this year’s budget was not common man pro, very supportive steps were 
taken like allowing an extra INR 50,000 as an additional deduction on interest paid on 
home loans for the first time home-buyers, increase in the deduction of INR 50,000 
to boost National Pension Scheme, and also tax exemption increase in the rent paid 
from INR 24,000 to INR 60,000 per annum. 

The Hon’ble Finance Minister, has shown his intense belief in the mission of “Make 
in India” giving major thrust towards building a demand and job based market. He 
has taken bold yet progressive steps of giving 100% profit exemption to Start-ups 
and funding Skill India programmes which aim to impart skills to 1 crore youth in the 
forthcoming 3 years. Yet, the crucial part lies on its implementation. Sturdy steps still 
need to be taken on GST front, but barring that, The Hon’ble Finance Minister Walks 
the Talk with a well-balanced and forward looking Budget.

This compilation of the budget will be a convenient reference guide for all the 
respected professionals. I take this opportunity to acknowledge and appreciate the 
time and effort put in by our contributors.

Looking forward to a Healthy Nation.

CA. Vishnu Agarwal 
Chairman, Direct Tax Committee of WIRC of ICAI
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PREFACE

Union Budget 2016-17 has brought along with it “a desire, a dream and a vision” for 
every Indian. It has offered a promise of growth with focus on Infrastructure, Rural 
Development, Agriculture and ease of doing business.

The  Budget has conveyed a hope of development for the farmers of the country. 
The Budget has proposed a Krishi Kalyan Cess @ 0.5% on the value of services, the 
proceeds of which shall be used for financing and promoting initiatives to improve 
agriculture.

The Hon’ble Finance Minister had earlier, in 2014 assured the taxpayers, that there 
would be no Retrospective Taxation and it will provide a stable and predictable 
taxation regime. The Government has acted on its words in the present Budget and 
has given a retrospective exemption to certain services which were made taxable in 
2015, along with the provisions for refund of tax already paid on such services.

There are also some tax payer friendly amendments in this Budget, like rationalisation 
of conditions to avail CENVAT Credit and reduction of rate of interest, which will help 
promote the concept of Minimum Government and Maximum Governance.

Administrative burden on the assessee has been enhanced by requiring, Annual 
Service Tax returns to be filed in addition to the existing half yearly Returns.

The Government is keen to resolve pending tax disputes and has Introduced “Tax 
Dispute Resolution Scheme” apart from Creation of 11 new Benches of CESTAT. These 
measures will certainly help in clearing of the huge backlog of pending tax disputes.

The Hon’ble Finance Minister has rightly concluded his Budget Speech by highlighting 
the focus of the Union Budget as “desire to provide socio-economic security to every 
Indian, especially the farmers, the poor and the vulnerable; dream to see a more 
prosperous India; and a vision to Transform India”.

Lastly, on behalf of WIRC, I would like to thank the contributors of this book who 
have put in immense and tireless efforts to provide us their analysis in a very limited 
span of time.

I believe that this book shall be handy for easy understanding of the tax proposals 
presented in Union Budget 2016-17.

Happy Reading!

CA. Manish R. Gadia 
Chairman, Indirect Tax Committee of WIRC of ICAI
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The annual Budget is an opportunity for the Government to outline its priorities for the year to come. This 
year’s Budget proposal is built on the agenda of ‘Transform India’, with nine distinct pillars. Budget is trying 
to accomplish this despite unfavourable conditions in terms of low growth, high inflation and zero investor 
confidence. These difficulties and challenges will be converted into opportunities through ‘Skill India’, ‘Make in 
India’ and ‘Digital India’.

Skill India
The Hon’ble Prime Minister’s ongoing vision of Make in India and the launch of Skill India is a step to ensure 
India has an adequately skilled labour force in future. The Hon’ble Finance Minister, Shri Arun Jaitley, has in 
the Union Budget said that India is one of the youngest nations in the world with more than 54% of the total 
population below 25 years of age. Yet today less than 5% of our potential workforce gets formal skill training to 
be employable and stay employed. 

To give a boost to major developments in Rural and Infrastructure sector which will lead to job creations and 
sustainability in future, India will need a skilled labour force, for which The Hon’ble Prime Minister has allocated 
INR 1,500 crore to the National Skill Development Mission. 

Key announcements in budget
• INR 1,804 crore to be allocated for skill development where 1 crore youth is to be skilled in the next 3 

years under Pradhan Mantri Kushal Vikas Yojana.

• INR 1,000 crore initial capital base is to be allocated to set up higher education financing agency.

• 1,500 multi skill training institutes and 62 New Navodaya Vidyalayas to be set up.

• Proposed to set up an IIT in Karnataka and upgrade Indian School of Mines, Dhanbad into a full-fledged 
IIT.

• IIMs will be established in J&K and Andhra Pradesh. 

• Three new National Institutes of Pharmaceuticals Education and Research are proposed to be set up 
in Maharashtra, Rajasthan and Chhattisgarh along with Institutes of Science and Education Research in 
Nagaland and Odisha.

• Ten Public and Private institutions to be provided with regulatory architectures to elevate as world class 
teaching and research institutions. 

• INR 5,000 to INR 1.5 lakh will be made available to 34 lakh of the youth population seeking to pursue the 
skill development programmes within the next 5 years. 

Start-Up India
The Hon’ble Finance Minister has formulated the vision and theme of “Skilled India, Successful India”. 

Launching the Start-up India Action plan, The Hon’ble Prime Minister mentioned that the Government wants to 
play the supporting role, that of an enabler. The intention is laudable and the Budget looks to provide some very 
important steps around the ease of doing business, taxation, access to capital for MSMEs and skill development.

The Government has realised that the only way employment can be generated, at the pace at which it is needed, 
is by empowering entrepreneurship and easing entry barriers for youth having ideas that can build a business, 
nurture it well so as to add to the nation’s GDP and generating a path to the unemployed yet talented lot to 
work upon.

The Union Budget 2016 has been looked up by the entire start-up community as the most interesting one, which 
for the first time has been prepared with a vision of self-propelling the entrepreneurial population.

budget vision
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Key announcements in budget - 
• Start-ups which will be set up during April, 2016 to March, 2019 will receive 100% deduction of profits for 

3 out of 5 years. (MAT will apply in such cases.)

• The government has set up a funds with corpus of INR 10,000 crore to provide support to Start- ups. 

• Women Entrepreneurs would be entitled to a loan from INR 10 lakhs to INR 1 crore to start a business. 

• Creating online portal for easy registration so as to do away with regulatory processes. 

• Amendments will be made to the Companies Act, 2013 for empowering environment conducive for  
Start-ups.

• Two projects per bank branch to be facilitated which will benefit at least 2.5 lakh entrepreneurs. 

The Union Budget 2016 aims to accelerate the investors interest and make Start -ups more competitive, by 
inducing initiatives like creating a fast track system for examining of patents in a cost effective manner, exemption 
of income tax for the first three years as well as tax exemptions on high investments. There will be no Capital 
Gains Tax, which will reduce administrative and legal costs.

Digital India
The Make in India and Digital India initiatives will transform the country not only into a global design and 
manufacturing hub but also empower citizens to access digital services, knowledge and information.

A total of 11 new initiatives have been announced in the Union budget including usage of analytical data to grab 
tax defaulters, building ecosystems as required by IT companies and computer literacy.

Key announcements in budget  

• There is a target to connect 550 farmer markets in India using technology to give them access to 
information on the best price offered for farm produce. 

• Under the digital literacy program, that the government has declared for the rural masses, six crore families 
will be covered in 3 years.

• E-assessment to be taken up in seven metropolitan cities.

• 9% per annum interest rate to be levied against the normal 6% per annum for delay in giving effect to 
Appellate Orders over and above 90 days.

• For the benefit of small tax payer, e-sahyog initiative to be expanded to reduce compliance costs.

The Union budget 2016 has a strong emphasis on leveraging technology to transform India digitally. The initiatives 
announced combined with swift implementation of Digital India will help to digitize India and provide effective 
citizen services.

BUDGET VISION
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ECONOMIC INDICATORS

Economic Indicators FY 2015 – 16
Economic and financial indicators FY 2014-15 FY 2015-16 Comments

Gross Domestic Product (GDP) 7.2% 7.6% Increase primarily due to 
accelerated private final 
consumption expenditure

Per Capita GDP 5.9% 6.2%

Inflation * Decline mainly due to fall global 
commodity prices especially oil 
prices. 

Consumer Price Index (CPI) 5.9% 4.9%
Wholesale Price Index (WPI) 2% -2.8%
Exchange Rate of INR Vs. USD* 60.92 65.04 The decline of 6.76% can be 

attributed to strengthening of USD 
against all other major currencies 
because of stronger growth in US 
and flight of capital from emerging 
economies. 

Fiscal Deficit (as a % of GDP) 4% 3.9% The target seems realizable due 
to the buoyancy in tax collections, 
steep decline in oil prices and 
prudent expenditure management. 

Interest Rates 8% 6.75% The interest rate have been 
brought down due to moderation 
in inflation.
Though the interest rates have been 
reduced, the banks have not been 
able to fully pass on the rate cut 
to the market due to structural 
rigidities in the credit market and 
increasing level of NPAs which 
have reduced the banking sector’s 
capacity to lend.

Foreign Direct Investments (FDI)** USD 27.7 USD 34.8 FDI inflows increased by 26% due 
to the reforms announced by the 
Indian Government in liberalization 
of various sector.

Net Investments Foreign Portfolio Investors 
(FPI) / FII

INR 256,213 
Crores

INR 63,663 
Crores

*Figure upto January 2016

**Figures for FY 2015-16 are for the period of April to November 2015

• Primary and Secondary Market

— Primary Market : In the current financial year (upto January 2016), 71 companies raised over USD 
7 billion from the capital markets which is more than 4 times the capital raised in the last year. 
Further, Indian mutual funds raised over USD 23 billion during the current financial

— Secondary market:  Sensex has declined approximately 15 % in the year 2016 from the year 2014 
which is mainly attributable to the turmoil in global equity markets and consistent fall in commodity 
prices.
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Expectations 

• The Gross Domestic Product (GDP) growth rate in the current year is estimated to be 7.6% compared with 
7.2% in the last financial year. 

• The Government’s outlook for the upcoming financial year 2016-17 appears cautiously optimistic. 
Considering the resilience in the domestic economy, the GDP growth for year 2016-17 is estimated to be 
between 7% to 7.75%. However, this estimated rate is subject to downside risks, especially the sluggish 
global demand.

INDUSTRYWISE BUDGET IMPACT

I. Financial Services sector:
 This section includes sectors of banking, insurance and capital market.

Direct Tax Proposals: 
 STT on sale of option where such option is not exercised inhanced from 0.017% to 0.05%.

 Dividend income exceeding INR 10 lacs for Resident Individuals, HUF or a firm to be taxed at 10% on gross 
basis.

 Deposits under Gold Monetisation Scheme and interest thereon to be exempted from tax.

 Capital gains arising to a non-resident on appreciation of Rupee in case of Rupee denominated bonds, is 
proposed to be exempt from tax.

 Transfer of a unit held in the consolidating plan of a mutual fund scheme made in consideration of 
allotment of units in the merged scheme is proposed to be exempt from capital gains tax.

 Dividend payment by SPV to REITs and Infrastructure Investment Trusts exempted from DDT subject to 
certain conditions. Dividend income also tax exempted in the hands of recipient.

 Deduction for provision for bad and doubtful debts up to 5% of total income extended to NBFC.

 MAT exemption to foreign companies not having permanent establishment in India.

 LTCG on transfer of shares of company in which public are not substantially interested will be taxable at 
10%.

 Category – I and Category – II AIF may consider DTAA rates for payments to Non-Resident investors.

 For International Financial Services Centre units:

• MAT rate for IFSC unit reduced from 18.5% to 9% (plus applicable surcharge and cess)

• No STT where consideration is paid or payable in foreign currency

• LTCG from transaction in foreign currency exempt even if STT not paid.

• No DDT on dividend payment by IFSC unit subject to certain conditions

Indirect Tax Proposals:
 Levy of Krishi Kalyan Cess @ 0.5% on taxable services w.e.f. 1st June, 2016.

 Banks and other financial institutions including NBFCs allowed reversal of credit in respect of exempted 
services in addition to 50% reversal.

INDUSTRYWISE BUDGET IMPACT
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 IRDA services, general insurance business services provided under ‘Niramaya’ of India and life insurance 
business services under NPS exempted from service tax.

 Service tax liability on single premium annuity policies prescribed at 1.4% of the total premium charged, 
in cases where the amount allocated for investment or savings on behalf of policy holder is not intimated 
to the policy holder.

 Services provided by SEBI exempted from service tax.

 Services provided by mutual fund agents/distributor to a mutual fund or asset management company are 
put under forward charge. 

II. Consumer sector
 100% FDI allowed for marketing of food products produced and manufactured in India.

 Tax incentives for employment generation extended to all the sectors with rationalization in 
conditions.

 Excise duty on water including mineral waters, aerated waters etc. raised to 3%.

 Excise duty on branded readymade garments of retail sale price of INR 1000 or more raised to 2% 
without CENVAT credit or 12.5% with CENVAT credit.

 Basic Customs Duty on imitation jewellery increased from 10% to 15%.

 Manufacture of articles of jewellery with certain exclusions to become taxable @ 1% excise duty 
(without CENVAT credit) and 12.5% excise duty (with CENVAT credit) with a higher  threshold 
exemption of INR 6 crores and eligibility limit of INR 12 crores.

 Exemption to the services of transport of passengers, by ropeway, cable car or aerial tramway to 
be withdrawn with effect from 1st April, 2016.

 Levy of Infrastructure cess (non-creditable) of 1% on small petrol, LPG, CNG cars, 2.5% on diesel 
cars of certain capacity and 4% on other higher engine capacity vehicles and SUVs.

 TCS rate of 1% on purchase of luxury cars exceeding value INR 1,000,000 and purchase of goods 
and services in cash for exceeding INR 200,000.

III. Manufacturing sector

Direct Tax Proposals:

 Newly set-up domestic manufacturing companies incorporated on or after 1st March, 2016, given option 
to get taxed at 25% plus surcharge and cess with no claim of any profit / investment linked incentives, 
accelerated depreciation, investment allowance, expenditure on scientific research and certain deductions 
covered under Chapter VI-A.

 Highest depreciation rate capped at 40% for all assets w.e.f 1st April, 2017

 Weighted deduction under section 35AD of 150% reduced to 100% w.e.f 1st April, 2017.

 Availability of weighted deduction of 150% under section 35CCD only till to 31 March 2020 and thereafter 
restricted to 100%.

 Weighted deduction in relation to contribution to Scientific Research Association /National Laboratory / 
in-house R&D expenditure restricted to 150% for FY 2017-18 to FY 2019-20 and thereafter, restricted to 
100% of the expenditure.

INDUSTRYWISE BUDGET IMPACT
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 Deduction under Section 32AC allowed for new asset installed on or before 31 March 2017 even though 
acquired in earlier year with retrospective effect from AY 2016-17

 Additional deduction under section 80JJAA for new employment is extended to all assesses who are 
subjected to tax audit subject to certain conditions.

 Income from worldwide exploitation of patents developed and registered in India taxed at 10% on gross 
basis for resident tax payers.

Indirect Tax Proposals:

 Customs duties and excise duties on inputs / raw materials reduced for certain sectors like information 
technology, capital goods, textiles, etc. to simulate local manufacturing.

 Withdrawal of certain import duty exemption to stimulate local manufacturing.

 Duty drawback scheme widened to encourage the export sector.

 Effective rate of Clean Energy cess increased for coal, lignite and peat.

 Procedure for procurement of exempted goods made easy.

 Return filing procedure simplified with reduction in number of excise returns from 27 to 13 and providing 
facility for revision of excise return to manufacturing entities.

 Levy of Infrastructure cess (non-creditable) of 1% on small petrol, LPG, CNG cars, 2.5% on diesel cars of 
certain capacity and 4% on other higher engine capacity vehicles and SUVs.

 On CENVAT Credit front, simplification of apportionment credit between exempted and taxable products 
and adoption of flexible credit transfer mechanism.

 Service tax not payable on Information Technology Software recorded on media when Excise duty is paid 
under Retail Selling Price or CVD under Customs duty on off the shelf software.

IV. Energy & Resources

Direct Tax Proposals:

 Phasing out of 100% profit linked incentives for companies engaged in production of mineral oil and natural 
gas with no tax incentive if the specified activity commences on or after 1 April 2017.

 Accelerated depreciation capped at 40%.

 Benefit of additional depreciation @ 20% extended to power transmission companies. 

 Exemption of income arising / accruing to a foreign company from storage and sale of crude oil to Indian 
residents provided same is pursuance of  agreement or an arrangement entered into by the Central 
Government that is notified.

Indirect Taxes Proposals:

 100% exemption on export duty on specified ores and concentrates.

 Revision of basic customs duty on specified mineral fuels and mineral oils.

 100% exemption on basic customs duty and CVD on goods required for exploration and production of 
hydrocarbon activities.

 Upward revision of basic excise duty on Aviation Turbine Fuel proposed from 8% to 14%.

INDUSTRYWISE BUDGET IMPACT
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 Revision in excise duty rates for parts of wind operated electricity generators.

 Excise duty on certain resins used for manufacture of rotor blades and intermediates, parts and sub parts 
of rotor blades for wind operated electricity generator increased from 0% to 6% while the duty on  carbon 
pultrusion reduced from12.5% to 6%.

 Downward revision of basic excise duty on solar lamps from 12.5% to 0%.

 Effective Clean Energy Cess (renamed as ‘Clean Environment Cess’) rate to be increased from INR 200 per 
tonne to INR 400 per tonne on all goods covered under the Tenth Schedule of the Finance Act, 2010.

 Sale or purchase of gas transported through a common carrier pipeline or any other common transport 
distribution systems subject to certain conditions shall be deemed to be a movement of goods from one 
state to another under Central Sales Tax Act.

 Revision of Oil Industries Development cess on domestically produced crude oil from INR 4500 per metric 
tonne to 20% ad-valorem from notified date. 

V. Infrastructure & Public Sector

Direct Tax Proposals:

 Phasing out of 100% profit linked incentives for infrastructure facility with grant of investment based 
incentives.

 Dividend payment by SPV to REITs and Infrastructure Investment Trusts exempted from DDT subject to 
certain conditions. Dividend income also tax exempted in the hands of recipient.

 100% deduction of profits of an undertaking engaged in developing and building affordable housing project 
for flats upto 30 sq. metres in four metro cities and 60 sq. metres in other cities, subject to fulfillment of 
prescribed conditions. However, MAT is in such cases applicable.

Indirect Tax Proposals:

 100% service tax exemption on services by way of construction, erection, etc. of original works pertaining 
to an airport and port till 31st March, 2020.

 Withdrawal of 100% service tax exemption to construction, erection, commissioning or installation of 
original works pertaining to monorail or metro for contracts entered into on or after 1st March, 2016.

 Rationalization of abatement rate in respect of services provided by construction of residential complex, 
building, civil structure, or a part thereof at 70% by merging the two existing abatement rates.

VI. Impact on Life Sciences & Health Care
• Social Sector including Healthcare one of the critical pillars of Government’s “Transform India” 

agenda.

• Introduction of new health protection scheme for BPL families up to INR 100,000 per family. 

• Inaugural plans for 3,000 stores for supplying quality medicines available at affordable prices under 
Prime Minister’s Jan Aushadhi Yojana.

Direct Tax Proposals:

 Income from worldwide exploitation of patents developed and registered in India taxed at concessional 
10% on gross basis for resident tax payers for boosting in house R&D activities to make India a global R & 
D hub.

INDUSTRYWISE BUDGET IMPACT
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 Newly set-up domestic manufacturing companies incorporated on or after 1st March, 2016 given option 
to get taxed at 25% plus surcharge and cess with no claim of any profit / investment linked incentives, 
accelerated depreciation, investment allowance, expenditure on scientific research and certain deductions 
covered under Chapter VI-A.

 Incentive for start-ups companies in form of 100% deduction of the profits for 3 out of 5 consecutive years 
at the option of the taxpayer subject to certain conditions. 

 Weighted deduction under section 35AD of 150% reduced to 100% w.e.f 1st April, 2017.

 Availability of weighted deduction of 150% under section 35CCD only till to 31st March, 2020 and 
thereafter restricted to 100%.

 Weighted deduction in relation to contribution to scientific research association /National Laboratory / 
in-house R&D expenditure restricted to 150% for FY 2017-18 to FY 2019-20 and thereafter, restricted to 
100% of the expenditure.

 New SEZ units to commence operation on or before 31st March, 2020 to avail tax holiday benefits as per 
section 10AA.

 Highest depreciation rate capped at 40% for all assets w.e.f 1st April, 2017.

Indirect Tax Proposals: (Changes effective from 1st April, 2016)

Service Tax

 General insurance business services provided under ‘Niramaya’ of India and Services provided by 
Biotechnology Industry Research Assistance Council (BIRAC)  exempted from service tax with effect from 
1st April, 2016

 Basic customs duty on import of Medical Use Fission Molybdenum-99 by Board of Radiation and Isotope 
Technology (BRIT) for manufacture of radio pharmaceuticals is being reduced from 7.5% to Nil.

 Disposable sterilized dialyzer and micro barrier of artificial kidney are proposed to be exempted from Basic 
Custom Duty (BCD), Additional Duty of Customs (CVD) and Special Additional Duty of Customs (SAD).

 Basic Customs Duty on Super absorbent polymer for manufacture of sanitary towels/tampons/napkins/
diapers reduced from 7.5% to 5% based on actual user condition.

 Basic Customs Duty on electrolysers, membranes and their parts required by caustic soda/ potash unit 
based on membrane cell technology reduced from 2.5% to Nil.

 Basic Customs Duty on refrigerated containers reduced from 10% to 5%.

 Excise duty on micronutrients falling under Chapters 28, 29 or 38, which are covered under Sr. No. 1(f) 
of Schedule 1 Part (A) of the Fertilizer Control Order, 1985 and are manufactured by the manufacturers 
which are registered under FCO, 1985, is being reduced from 12.5% to 6%.

 Disposable sterilized dialyzer and micro barrier of artificial kidney are exempted from Excise duty.

 Increased Excise duty on water, including mineral waters and aerated waters containing added sugar or 
sweetening matter or flavored from 18% to 21%.

 Excise duty on refrigerated containers reduced from 12.5% to 6%

INDUSTRYWISE BUDGET IMPACT
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KEY HIGHLIGHTS OF UNION BUDGET

DIRECT TAX

 No change in the Non-Corporate Assessee tax rates.
 Tax rebate under Section 87A raised from INR 2000 to INR 5000 for relief to small taxpayers.
 Higher surcharge @ 15% on individuals, HUFs having income exceeding INR 1 crore.
 Limit for deduction of rent paid under section 80GG raised from INR 24,000 to INR 60,000 to provide relief 

to those who live in rented houses.
 Turnover limit for Presumptive taxation scheme under Section 44AD upsized from INR 1 crore to  

INR 2 crores to reduce the compliance burden of MSME category. 
 The presumptive taxation scheme extended to professionals with gross receipts up to INR 50 lakhs with 

profit deemed to be 50%.
 Corporate tax rates for small domestic entities (turnover not exceeding INR 5 crores in FY 2014-15) reduced 

to 29% plus surcharge and cess.
 Equalisation levy of 6% of gross amount for payment made to nonresidents exceeding INR 1 lakh a year 

in case of B2B transactions. 
 New manufacturing companies, incorporated on or after 1.3.2016, given an option to be taxed at 25% plus 

surcharge and cess subject to not claiming of certain deductions.
 For startups, 100% deduction of profits for 3 out of 5 years with MAT applicability.
 NBFCs eligible for deduction for provision for bad and doubtful debts to the extent of 5% of its income. 
 Concessional tax rate @ 10% to introduce patent box regime.
 Penalty rates revised to 50% in case of under-reporting of income and 200% for misreporting of facts.
 One-time scheme of Dispute Resolution for ongoing cases under retrospective amendment. 
 Phasing out of various investment and profit linked deduction under Direct Tax.
 GAAR applicable from 1.4.2017.
 Applicability of POEM to foreign companies deferred by one year.
 Income Declaration Scheme for domestic taxpayers to declare undisclosed income or such income 

represented in the form of any asset by paying 45% of the undisclosed income with immunity from 
prosecution.

 Country by Country Reporting transfer pricing requirements introduced in line with BEPS guidance.
 Time limit for assessment and reassessment conclusion reduced.
 Automation and paperless process ‘e-Sahyog’ expanded to reduce compliance cost, especially for small 

taxpayers.
 All assessees are now required to pay 4 instalments of Advance Tax.
 Shares received by Individual/HUF on demerger or amalgamation of a Company shall not be charged to 

tax.
 It is proposed that a person shall be required to file his Return of Income if his total income during the 

previous year without claiming exemption u/s 10 (38) exceeds the minimum amount not chargeable to tax
 It is proposed that in case of belated return u/s 139(4) the returns can now be filed within one year from 

the end of the financial year or completion of assessment whichever is earlier
 It is proposed that the restriction to revise belated return u/s 139(5) is now removed  
 Finance Bill 2016 proposes to process the Income Tax Return u/s 143(1) 143(1D) and issue refund even 

where the return is selected for tax scrutiny. 

DIRECT TAX
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 The time limit to complete the scrutiny assessment u/s 143(3) is now reduced from 24 months to 21 
months from the end of the assessment year.

 The time limit to complete the reassessment u/s 148 is now reduced from 1 year to 9 months from the 
end of the financial year from where the notice u/s 148 is received.

 The time limit to complete the set aside assessment , fresh assessment u/s 254, 263, 264 is now reduced 
from 1 year to 9 months from the end of the financial year from where the order  is received. 

 It is proposed that to effect appellate order to be given within three months from the end of the moth 
in which order is received by Commissioner.  Further, extension of six months can be provided by 
Commissioner, however in respect of cases pending as on 1st June, 2016, the time limit for passing order 
is extended to 1st March, 2017.

 In case of fresh assessment upon the direction of appellate authorities, the Finance Bill, 2016 proposes 
to complete the assessment within twelve months from the end of the month in which order is received 
by the Commissioner However in respect of cases pending as on 1st June 2016, the time limit for passing 
order is extended to 31st March, 2017 or twelve months whichever is later. 

 In case of search assessments, the Finance Bill, 2016 proposes the time limit to complete the assessments 
to be reduced from 2 years to 21 months. 

 It is proposed that no appeal shall be filed by the Income Tax department against the direction of the 
Dispute Resolution panel.  

 It is proposed to reduce the time limit for rectifying an order passed by the Appellate Tribunal from 4 years 
to 6 months.

 It is proposed amend section 281 B of the Act to provide for revocation of attachment of property in cases 
where assessee furnishes a Bank Guarantee from a scheduled Bank of an amount not less than the fair 
market value of such property or an amount sufficient to protect the interest of the revenue. 

 It is proposed that the Income Tax department shall issue notices and documents in the electronic form.
 It is proposed that the reopening of the cases u/s 147 of the Act may also be done on the basis of 

information culled out from the data by the Directorate of Systems indicating that the income has escaped 
assessment. 

 It is proposed to expand the scope of adjustment that can be done at the time of processing of return u/s 
143(1), it is also proposed that before making assessment u/s 143(3) of the Act, a return shall be processed 
u/s 143(1) of the Act.

 Under existing provision, interest on refund arising on account of excess TDS and advance tax is computed 
from 1st Day of April till the date of refund, it is now proposed that  if the return is not filed within due 
date, than interest on refund arising on account of excess TDS and advance tax will be computed from 
date of filing of return.  Interest on self-assessment tax will be paid from date of payment of tax or date of 
filing return of income, whichever is later. If the order giving effect to appellate order is not given within 
the time prescribed u/s 153(5), then additional interest @ 3% per annum will be provided, for the period 
following the date of expiry of the time limit till the date refund is granted.

DIRECT TAX
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Unless otherwise specifically mentioned, the amendments proposed are effective from the Assessment Year 
(“A.Y.”) 2017-2018 and are, therefore, applicable to income arising on or after 1st April, 2016. Specific mention 
is made at the relevant places, when the effective date of the proposed amendment is other than A.Y. 2017-
18. Reference to the existing provisions means the provisions of the Income-tax Act, 1961 (“Act”) prior to the 
amendments proposed in the Finance Bill, 2016 (“Bill”). Any reference to sections, unless otherwise stated, is to 
the sections of the Act.

RATES OF INCOME TAX

Individuals/HUFs

There is no change in the basic exemption limit and tax rates for Individuals/HUFs.

It is proposed to increase the surcharge from 12% to 15% on taxable income above INR 1 crore for Individuals/
HUFs. Currently, rebate (deduction from income tax) of upto INR 2,000 is available to resident individuals 
whose total income does not does exceed INR 500,000. It is proposed to increase the rebate from INR 2,000 to  
INR 5,000.

Table 1: Tax Rates for Individuals/HUFs

Income Slabs (INR) Rate of Tax (%)
Up to 250,000 Nil
250,001-500,000 10
500,001-1,000,000 20
1,000,001 and above 30

Notes:

• For resident senior citizens (60 years but less than 80 years) and very senior citizens (80 years or more), 
the basic exemption limit remains unchanged at INR 300,000 and INR 500,000, respectively.

• Education cess will continue to be levied at the rate of 3% of Income Tax (including surcharge).

• The maximum marginal rate will be 35.535%, where taxable income is above INR 1 crore.

Tax Rate for Domestic Companies
Corporate tax rate is proposed to be reduced to 29% in case of Domestic Companies having a total turnover or 
gross receipts up to INR 5 crores.

Newly set-up domestic manufacturing companies incorporated on or after 1st March, 2016 can opt to be taxed at 
25% plus surcharge and cess, provided they do not claim any profit-linked incentives, investment-linked incentives, 
accelerated depreciation, investment allowance, expenditure on scientific research and certain deductions covered 
under Chapter VI-A.

In other cases, the Corporate Tax rate remains unchanged.

DIRECT TAX
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PERSONAL TAXATION

Uniformity in taxation of unrealised rent and arrears of rent
Currently, arrears of rent or unrealised rent received is deemed to be income from house property in the year 
of receipt.

It is proposed to merge relevant provisions of unrealised and arrears of rent into a single section, to bring 
uniformity in taxation and standard deduction of 30%.

Extension of time limit for Construction/Acquisition of House Property for 
interest deduction
Currently, the enhanced interest deduction of INR 200,000 on self-occupied house property is available only if the 
acquisition or construction of property is completed within 3 years from the end of the financial year in which 
capital was borrowed.

It is proposed to increase the time limit from 3 years to 5 years.

Introduction of presumptive taxation for certain Professional’s resident in India
It is proposed to introduce presumptive taxation in case of specified professionals whose Total Gross Receipts do 
not exceed INR 50 lakhs in a financial year. The taxable income will be 50% of Total Gross Receipts or a higher 
sum, if taxpayer claims to earn higher income. 

Requirement to maintain books of account and get the accounts audited, is also not applicable to such 
professionals, unless they claim that the actual income lower than the deemed income.

Deduction for Rent paid
Currently, deduction for Rent paid in excess of 10% of total income, where an individual does not receive House 
Rent Allowance, is allowed upto 25% of Total Income or INR 2,000 p.m., whichever is less.

It is proposed to increase the limit of INR 2,000 p.m. to INR 5,000 p.m.

Additional tax on dividend
Currently, companies declaring dividend are subject to DDT @ 15% plus applicable surcharge and cess and 
dividends are not taxable in the hands of the shareholders.

In order to create an equity amongst the tax payers, it is proposed that Individuals, Firms and HUF Resident 
in India receiving dividend income in excess of INR 10 lakh shall be chargeable to Additional tax @ 10% 
plus applicable Surcharge and Cess (as may be applicable) on gross basis. Further, appropriate consequential 
amendment has been proposed to be inserted in section 10(34) of the Income Tax Act, 1961.

Impetus for first-time home buyers
It is proposed to re-introduce the additional deduction which was available for first time home buyers in the 
Financial Year 2013-14 and Financial Year 2014-15.

It is proposed to now allow a deduction of INR 50,000 (over and above the existing INR 200,000) for interest on 
housing loan to first-time home buyers subject to the following conditions:

• The loan has been sanctioned during the financial year 2016-17;
• The loan amount does not exceed INR 35 lakhs;
• The value of the house property does not exceed INR 50 lakhs; and
• The individual does not own any other residential house property on the date of sanction of the loan.

DIRECT TAX
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CORPORATE TAXATION AND BUSINESS INCOME

Taxability of Non-Compete fees and exclusivity rights in case of “Profession” 
Currently, the provisions relating to taxation of any sum, received or receivable, in cash or in kind, under a Non-
Compete agreement do not cover this fees received or receivable in relation to a “profession”.

It is proposed to tax “non-compete fee” received or receivable in relation to “not carrying out any profession” as 
Profits and Gains of Business or Profession, except where the same is chargeable to tax under the head “Capital 
Gains”. 

It is also proposed to provide that in case the non-compete fees in relation to “Profession” is taxable as a “Capital 
Gain”, the ‘cost of acquisition’ and ‘cost of improvement’ for computing “Capital gains” will be considered as 
‘Nil’. However, in case of acquisition of such a right from a previous owner, the cost of acquisition will mean the 
actual purchase price.

Additional depreciation
Benefit of initial additional depreciation is proposed to be also granted to an assessee engaged in the business 
of transmission of power.

Provisions relating to investment allowance rationalised
In terms of the section 32AC of the Act investment allowance at the rate of 15% is allowed on the investment 
made in new Plant and Machinery exceeding INR 25 crores in a previous year by a company engaged in 
manufacturing or production of any article or thing subject to the conditions that the acquisition and installation 
is done in the same previous year. This incentive is available up to 31st March, 2017

In view of the fact that the dual condition of acquisition and installation causes genuine hardship in cases where 
assets have been acquired and could not be installed in same previous year, it is proposed to amend section 32AC 
so as to provide that the acquisition of the plant and machinery of the specified value has to be made in the 
previous year. However, installation may be made by 31st March, 2017 in order to avail the benefit of investment 
allowance of 15%. It is also proposed to provide that where the installation of the new asset is in a year other 
than the year of acquisition, the deduction under this sub-section shall be allowed in the year in which the new 
asset is installed. These amendments are proposed to take effect retrospectively i.e. from the AY 2016-2017.

Phasing out of deductions and exemptions
In pursuance of the Budget Speech of the Hon’ble Finance Minister in 2015 where he had indicated that the rate 
of Corporate Tax will be reduced from 30% to 25% over the next 4 years along with corresponding phasing out 
of exemptions and deductions, various incentives available under the Act are proposed to be phased out over a 
period of time. The guiding principles for this phasing out of incentives are:

• Profit linked, investment linked and area based deductions will be phased out for both corporate and non-
corporate tax payers.

• The provisions having a sunset date will not be modified to advance the sunset date. Similarly the sunset 
dates provided in the Act will not be extended.

• In case of tax incentives with no terminal date, a sunset date of 31st March, 2017 will be provided either 
for commencement of the activity or for claim of benefit depending upon the structure of the relevant 
provisions of the Act.
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• There will be no weighted deduction with effect from 1st April, 2017

Based on the above guiding principles and taking into account the response of the stakeholders on the proposed 
phasing out plan, the  following  incentives  under  the  Act  are  proposed  to  be  phased  out  in  the  manner  
as  tabulated    below  in Table 1 and Table 2:

Table 1:

Section Incentive available currently Proposed phase out amendment 
10AA- Special provision in respect 
of newly established units in Special 
economic zones (SEZ).

Profit linked deductions for units in 
SEZ for profit derived from export 
of articles or things or services

No deduction shall be available to 
units commencing manufacture or 
production of article or thing or 
start providing services on or after 
1st day April,2020. (from previous 
year 2020-21 onwards).

35AC- Expenditure on eligible 
projects or schemes.

Deduction for expenditure incurred 
by way of payment of any sum 
to a public sector company or a 
local authority or to an approved 
association or institution, etc., on 
certain eligible social development 
project or a scheme.

No deduction shall be available 
with effect from 1st April, 2017 (i.e 
from previous year 2017-18 and 
subsequent years).

35CCD- Expenditure on skill 
development project.

Weighted deduction of 150 
per cent on any expenditure 
incurred (not being expenditure 
in the nature of cost of any land 
or building) on any notified skill 
development project by a company.

Deduction shall be restricted to 
100% from 1st April, 2020 (i.e. from 
previous year 2020-2021 onwards).

Section 80IA 80IAB, and 80IB   - 
Deduction in respect of profits 
derived from:

100% profit linked deductions 
for specified period on eligible 
business carried on by industrial 
undertakings or enterprises referred 
in sections 80IA; 80IAB, and 80IB.

No deduction shall be available if 
the specified activity commences 
on or after 1st April, 2017. (i.e 
from previous year 2017-18 and 
subsequent years).

• development, operation 
and maintenance of an 
infrastructure facility (80-IA)

• development of special 
economic zone (80-IAB)

• production of mineral oil and 
natural gas [80-IB(9)]
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These amendments mentioned in table 2 will take effect from 1st April, 2018 and will, accordingly, apply in 
relation to the assessment year 2018-19 and subsequent years

Section Incentive available currently Proposed phase out amendment 
32 read with rule 5 of Income-
tax Rules, 1962 – Accelerated 
Depreciation.

Accelerated depreciation is 
provided to certain Industrial 
sectors in order to give impetus 
for investment.  The depreciation 
under the Income-tax Act is 
available up to 100% in respect of 
certain block of assets.

To amend the new Appendix IA 
read with rule 5 of Income-tax 
Rules, 1962 to provide that highest 
rate of depreciation under the 
Income-tax Act shall be restricted 
to 40% w.e.f 1st April, 2017 (i.e fro 
m  previous  ye ar  20 17-1 8  a nd 
subsequent years).
The new rate is proposed to be 
made applicable to all the assets 
(whether old or new) falling in the 
relevant block of assets

35(1)(ii)- Expenditure on Scientific 
Research.

Weighted deduction from the 
business income to the extent 
of 175% of any sum paid to an 
approved scientific research 
association which has the object 
of undertaking scientific research. 
Similar deduction is also available 
if a sum is paid to an approved 
university, college or other 
institution and if such sum is used 
for scientific research.

Weighted deduction shall be 
restricted to 150% from 1st April, 
2017 to 31st March, 2020 (i.e. from 
previous year 2017-18 to previous 
year 2019-20) and deduction shall 
be restricted to 100% from 1st 
April, 2020 (i.e. from previous year 
2020-21 onwards).

35(1)(iia)- Expenditure on scientific 
research.

Weighted deduction from the 
business income to the extent 
of 125 per cent of any sum paid 
as contribution to an approved 
scientific research company.

Deduction shall be restricted to 
100 per cent with effect from 
01.04.2017 (i.e. from previous year 
2017-18 and subsequent years).

35(1)(iii)- Expenditure on scientific 
research.

Weighted deduction from the 
business income to the extent of 
125 per cent of contribution to 
an approved research association 
or university or college or other 
institution to be used for research 
in social science or statistical 
research.

Deduction shall be restricted to 
100 per cent with effect from 
01.04.2017 (i.e. from previous year 
2017-18 and subsequent years).

35(2AA)- Expenditure on scientific 
research.

Weighted deduction from the 
business income to the extent of 
200 per cent of any sum paid to a 
National Laboratory or a university 
or an Indian Institute of Technology 
or a specified person for the 
purpose of approved scientific 
research programme.

Weighted deduction shall be 
restricted to 150 per  cent  with  
effect  from  01.04.2017  to 
31.03.2020 (i.e. from previous year 
2017-18 to previous year 2019-20).

Deduction shall be restricted to 
100 per cent from 01.04.2020  
(i.e.  from previous  year 2020-21 
onwards).
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Section Incentive available currently Proposed phase out amendment 
35(2AB)- Expenditure on scientific 
research.

Weighted deduction of 200 per 
cent of the expenditure (not being 
expenditure in the nature of cost of 
any land or building) incurred by a 
c o m p a n y, e n g a g e d  i n  t h 
e  b u s i n e s s  o f bio-technology 
or in the business of manufacture 
or production of any article or 
thing except some items appearing 
in the negative list specified in 
Schedule-XI, on scientific research 
on approved in-house research and 
development facility.

Weighted deduction shall be 
restricted to 150 per cent from 
01.04.2017 to 31.03.2020 (i.e. from 
previous year 2017-18 to previous 
year 2019-20).

Deduction shall be restricted to 
100% from 1st April, 2020  (i.e.  
from  previous  year 2020-21 
onwards).

35AD- Deduction in respect of 
specified business.

In case of a cold chain facility, 
warehousing facility for storage 
of agricultural produce, an 
affordable housing project, 
production of fertiliser and hospital 
weighted deduction of 150% of 
capital expenditure (other than 
expenditure on land, goodwill and 
financial assets) is allowed.

In case of a cold chain facility, 
warehousing facility for storage 
of agricultural produce, hospital, 
an affordable housing project, 
production of fertilizer,   deduction 
shall be restricted to 100% of 
capital expenditure w.e.f.  1st April, 
2017 (i.e.  from  previous  year 
2017-18 onwards).

35CCC- Expenditure on notified 
agricultural extension project.

Weighted  deduction  of  150% of 
expenditure incurred on notified 
agricultural extension project.

Deduction shall be restricted to 
100% from 1st April, 2017 (i.e  from  
previous  year 2017-18 onwards).

These amendments mentioned in Table 2 will take effect from 01st April, 2018 and will, accordingly, apply in 
relation to the assessment year 2018-19 and subsequent years.

Amortisation of fee for purchase of spectrum
Currently, depreciation is allowed in respect of assets including certain intangible assets u/s. 32 of the Act. Section 
35ABB of the Act, provides for amortisation of license fee in case of telecommunication service.

Recently, spectrum fee has been introduced for auction of airwaves. There is uncertainty in tax treatment of 
payments in respect of spectrum i.e. whether spectrum is an intangible asset  eligible for depreciation or whether 
it is in the nature of a ‘license to operate telecommunication business’ and eligible for deduction under section 
35ABB of the Act.

To provide clarity on the issue it is proposed to insert a new section 35ABA in the Act to provide for tax treatment 
of spectrum fee. This section provides that

• Any capital expenditure incurred and actually paid by an assessee on the acquisition of any right to use 
spectrum for telecommunication services by paying spectrum fee will be allowed as a deduction in equal 
instalments over the period for which the right to use spectrum remains in force.

• Where the spectrum is transferred and proceeds of the transfer are less than the expenditure remaining 
unallowed, a deduction equal to the expenditure remaining unallowed as reduced by the proceeds of 
transfer, shall be allowed in the previous year in which the spectrum has been transferred.
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• If the spectrum is transferred and proceeds of the transfer exceed the amount of expenditure remaining 
unallowed, the excess amount shall be chargeable to tax as profits and gains of business in the previous 
year in which the spectrum has been transferred.

• Unallowed expenses in a case where a part of the spectrum is transferred would be amortised.

• Under the scheme of amalgamation, if the amalgamating company sells or transfer the spectrum to 
an amalgamated company, being an Indian company, then the provisions of this section will apply 
to amalgamated company as they would have applied to amalgamating company if the later has not 
transferred the spectrum.

Deduction for provision for bad and doubtful debt in the case of NBFCs
Currently, a deduction, limited to an amount not exceeding 5% of the gross total income (computed before 
making any deduction under the aforesaid clause and Chapter VI-A) is allowed in respect of any provision for bad 
and doubtful debt is allowed to a Public Financial Institutions, State Financial Corporations and State Industrial 
Investment Corporations.

It is now proposed to provide for a similar deduction to NBFCs since they are also engaged in financial lending 
to different sectors of society.

Certain payments to Railways also to be allowed on payment basis u/s. 43B
Currently, in terms of section 43B of the Act any sum payable by the assessee by way of tax, cess, duty or fee, 
employer contribution to Provident Fund, etc., are allowable as deduction on payment basis (as specified therein) 
irrespective of method of accounting followed by a person.

To ensure the prompt payment of dues to Railways for use of the Railway assets, it is proposed to expand the 
scope of section 43B of the Act to include payments made to Indian Railways for use of Railway assets within 
its ambit.

Presumptive taxation introduced for persons having income from profession
It is proposed to introduce presumptive taxation in case of specified professionals whose total gross receipts do 
not exceed INR 50 lakhs in a financial year. The taxable income will be 50% of total gross receipts or a higher 
sum if the assessee claims to earn higher income. It is further proposed that the requirement to maintain books 
of accounts and get the same audited, will also not be applicable to such professionals, unless they claim that 
the actual income is lower than the deemed income.

Limits for applicability of presumptive taxation increased
Presently specified assessees having income from business are eligible for being taxed on a presumptive basis, 
if their total turnover or gross receipts does not exceed INR 1 crore during the financial year. It is proposed 
to increase the limit for such assesses to INR 2 crores. It is also proposed that such assesses will need to pay 
advance tax during the financial year. 

It is also proposed to provide that that once an assessee who follows presumptive taxation for any year, decides 
not to follow the presumptive basis for any financial year within a period of 5 years subsequent to the year in 
which the presumptive basis was adopted, he will not be eligible to follow the presumptive taxation for the next 
5 financial years.

Increase in threshold for audit of persons carrying on profession
Presently assesses carrying on a profession are required to get their accounts audited if the gross receipts exceed 
INR 25 lakh in a previous year. It is now proposed to increase the threshold limit to INR 50 lakh.
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CAPITAL GAINS

1. Section 2(14) & 10(15) - Gold Monetisation Scheme -

 The Finance Bill 2016 proposes to exclude Deposit Certificate issued under Gold Monetisation Scheme, 
2015 from the definition of Capital Asset and thereby exclude it from the Capital Gains tax. Further section 
10(15) is also proposed to be amended to provide interest received on deposit certificate issued under the 
Scheme, shall be exempt from tax.  

2. Section 47- Transactions not regarded as transfer

I. Section 47(viic)- Sovereign Gold Bond 

 With the aim of reducing the demand for physical gold so as to reduce the outflow of precious 
foreign exchange and thereby curb the CAD, Sovereign Gold Bond, as an alternative to purchasing 
metal gold was proposed in last budget. Accordingly, bonds were issued during the financial year 
2015-16. However, no tax break on redemption of gold bond was granted. It is now proposed to 
introduce new clause (viic) to section 47 providing that the redemption of Sovereign Gold Bond 
under the Sovereign Gold Bond Scheme, 2015, held by an individual shall not be treated as a 
transfer for the purpose of Capital Gains tax. Hence, redemption of Sovereign Gold Bond held by 
other class of assessee i.e.  HUFs, trusts, universities, charitable institutions, would attract capital 
gains tax liability. 

 It is now also provided that benefit of second proviso to section 48 i.e. indexation shall be also be 
available to the Sovereign Gold Bond issued under the Sovereign Gold Bond Scheme, 2015. 

II. Section 47(xiiiib)- Conversion into LLP

 Transfer of capital asset or intangible asset by a private company or unlisted public company 
upon its conversion into a LLP is not regarded as a transfer on fulfilment of prescribed conditions. 
Considering practical difficulties various representations were made to relax conditions. However, 
instead of relaxing existing conditions, additional restriction has been introduced by the Finance 
Bill. It is now also provided that in order to have tax neutral conversion of private company or 
unlisted public company into LLP, the total value of assets as appearing in the books of account of 
the company in any of the 3 previous years excluding the previous year in which conversion take 
place does not exceed INR 5 crores. 

III. Section 47 (xix)- Consolidation of ‘plans’ within a ‘Scheme’ of mutual fund- as per the guidelines 
issued by SEBI for consolidation of mutual funds plans within a scheme.

 Previously, section 47(xviii) was introduced providing for tax exemption on merger or consolidation 
of mutual fund schemes viz. Merger of two or more equity oriented fund scheme or two or more 
other than equity oriented fund. Hence, current exemption is applicable in case of merger / 
consolidation of 2 or more plans are of a “same class”. 

 In order to provide larger exemption it is now, proposed to introduce new section 47(xix) providing 
exemption in case of merger of different class of plans in a mutual fund scheme. 

3. Rupee Denominated bonds 

 Indian Corporates are allowed to issue Rupee Denominated bonds. A Non-Resident who subscribes to such 
bonds may be subject to tax in case of appreciation of Indian Rupee. In order to provide relief to a non-
resident, the Finance Bill proposes to amend section 48 by providing that gains, arising on such bonds at 
the time of redemption, shall not be subject to Capital Gains tax.
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4. Section 50C- Special provision for full value of consideration in certain cases

 Finance Bill, 2016 proposes to amend section 50C to provide relief to the assessee in case value, as 
adopted by Stamp Duty Authorities (of capital being land and building or both) is different at the time of 
entering into agreement and at the time of registration of agreement. 

 Considering the recommendation of Justice Easwar Committee, it is provided that in such case of mismatch 
in value between the date of agreement to sell and date of registration, the value adopted or assessed or 
assessable by the stamp valuation authority on the date of agreement would be considered as full value 
of consideration. However, benefit would be available only if whole or part of the consideration amount 
has been received by account payee cheque/ draft / electronic clearing system, on or before the date of 
agreement for transfer. This amendment effectively brings Section 50C at par with the extant provision of 
section 43CA. 

5. Section 54EE Exemption for investment in Specified Fund

 In order to set funds as per ‘Start-up India Action Plan’, Section 54EE has been proposed to be introduced. 
It provides exemption from Capital Gains tax arising on transfer of any capital asset if the capital gains 
are invested in units of fund, as may be specified and notified by the Central Government. Details of such 
scheme of exemption is as under:

 Eligible Assessees

 Any Assessee

 Conditions to be fulfilled

• There should be transfer of a Long Term Capital Asset (LTCA).

• The capital gains arising from such transfer should be invested in units of specified funds within 6 
months from the date of transfer.

• The assessee should not transfer or convert or avail loan or advance on the security of such 
specified funds for a period of 3 years from the date of acquisition of such funds.

Quantum of exemption

• If cost of long term specified asset >= capital gains on transfer of LTCA, entire capital gains is exempt.

• If cost of long term specified asset < capital gains on transfer of LTCA, only proportionate capital 
gains is exempt i.e. so much of the capital gains as bears to the whole of the capital gains the same 
proportion as the cost of acquisition of the long-term specified asset bears to the whole of the 
capital gains, shall not be charged 

• The maximum investment which can be made in specified asset, out of capital gains arising 
from transfer of LTCA, during the previous year in which original asset is transferred and in the 
subsequent financial year cannot exceed INR 50 lakhs.

Consequences of violation of conditions

In case of transfer or conversion of such specified asset, or availing loan or advance on security of such asset 
before the expiry of 3 years, the capital gains exempted earlier shall be taxed as LTCG in the year of violation.

Benefit u/s Section 54EE can be availed in addition to benefit under section 54EC.
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6. Section 54GB- Capital Gains on transfer of residential property not to be charged in certain cases

 The section 54GB provides exemption from Long Term Capital Gains in respect of gains arising out of 
transfer of a residential property, if such capital gains are invested for subscribing share of a company 
which qualifies to be a small or medium enterprise under the MSME Act, 2006 subject to certain condition. 
The provision of this section will only be applicable till 31st March, 2017.

 It is now proposed that benefits of section 54GB would also be availed in case investment is made in 
eligible start-ups, doing eligible business, as defined under newly introduced section 80-IAC. It is also 
provided that in case of eligible start up being is Technology driven company the amount of Share Capital 
can be used for investment in computer and computer software. The provisions of the amended section 
shall be valid for the investments made on or before 31st March, 2019

7. Cost of Goodwill in case of profession

 Currently, section 55 provides that while computing capital gains on transfer of right to carry business, 
cost of acquisition and cost of any improvement shall be regarded as NIL. It is now proposed to extend 
NIL cost also to the right to carry profession. 

8. It is proposed to provide that long-term capital gains arising from the transfer of a capital asset being 
shares of a company not being a company in which the public are substantially interested, shall be 
chargeable to tax at the rate of 10 per cent.

PROVISIONS PERTAINING TO TDS/TCS
Tax Deducted at Source 

In order to rationalise the rates and base for TDS, the existing threshold limit for deduction of Taxes at Source 
and the rates of deduction of Tax at Source are proposed to be revised as mentioned herein below:

1. Increase in the threshold limit for deduction of Tax at Source on various payments mentioned in the 
relevant sections of the Income Tax Act, 1961

Section Nature of Payment Existing threshold  
limit (INR)

Proposed threshold limit 
(INR)

192A Payment of accumulated balance due to 
an employee for EPFS

30,000 50,000

194BB Winning from horse race 5,000 10,000
194C Payment to contractor Aggregate Annual Limit of 

INR 75,000
Aggregate Annual Limit of 
INR 1,00,000

194LA Payment of Compensation on 
acquisition of certain Immovable 
Property

2,00,000 2,50,000

194D Insurance Commission 20,000 15,000
194G Commission on sale of lottery tickets 1,000 15,000
194H Commission on brokerage 5,000 15,000
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2. Revision in rates of deduction of Tax at Source on various payments mentioned in the relevant sections 
of the Income Tax Act, 1961

Section Nature of Payment Existing Rate of TDS (%) Proposed Rate of TDS (%) 
194DA Payment in respect of Life insurance 

Policy
2% 1%

194EE Payment in respect of NSS Deposits 20% 10%
194D Insurance Commission* 10% 5%
194G Commission on sale of lottery tickets 10% 5%
194H Commission on brokerage 10% 5%

* as per rates in force

Hence, effectively all Commission payments (exceeds aggregating INR 15,000) irrespective of it’s nature would be 
liable for uniform TDS at the rate of 5%. Rationalisation of the rate of TDS on commission and limit marks partial 
adoption of Justice Easwar Committee Report. 

3. The Bill also proposes to omit non operative section 194K - Income in respect of units and section 194L - 
Payment of Compensation on acquisition of Capital Asset  w.e.f. 1st June, 2016.

4. Revision of Rates in respect of units of Investment Fund (AIF) under section 194LBB

Existing Rate of TDS (%) Proposed Rate of TDS (%)
if  payee is resident if payee is a non-resident (not being a 

company) or a foreign company
10% 10% At the rate in force i.e. 20% (Non-Resident 

Indian) 30% (Person other than Company); 
40% (Foreign Company) or rate specified 

in DTAA

5. Rates of TDS with respect of income earned by investor in securitization trust - Section 194LBC

 The Finance Bill proposes to grant Securitisation Trust pass through status w.e.f. 1st April, 2017. In view 
of this, section 194LBC has been inserted prescribing the rate of tax to be deducted in respect of income 
received from securitisation trust as referred in section 115TCA. 

 Section 194LBC makes an obligation on person making to deduct tax at the following rates

Nature of Payee Proposed rate of tax
Resident:
An individual or HUF 25%
Any other person 30%
Non Resident:
Non-resident not being a company Rates in Force i.e. 20% (Non-resident Indian) 30% 

(Person other than Company) or rate specified in DTAA
Foreign Company Rates in Force i.e. 40% or rate specified in DTAA

DIRECT TAX



22

6. Section 197- Certificate for deduction of tax at lower rate

 Section 197 provides for making application to the Assessing Officer for deduction of taxes at lower or nil 
rate of tax.  The Finance Bill proposes that recipient of income who is subject to TDS under section 194LBB 
and section 194LBC, can also apply for lower or nil rate of deduction, w.e.f. 1st June, 2016.

7. Section 197A-No deduction in certain cases

 On fulfilment of certain conditions no tax to be deducted in certain cases on furnishing of Form 15G/15H. 
It now proposed that recipient of rent which is subject to TDS under section 194-I, can also furnish Form 
15G/15H for payment a rent u/s 194I w.e.f. 1st June, 2016. Proposed relaxation will reduce compliance 
burden.

8. Section 206AA- Requirement to furnish PAN, failing which higher rate of deduction is applied

 Failure to furnish PAN to payer of income attracts higher rate of TDS. Section 206AA(7) is proposed to be 
amended to provide that rigours of section 206AA would not apply to prescribed payment. 

9. Section 206C- Tax Collection at Source

1) The Finance Bill, 2016 proposes to enlarge the scope of provisions of TCS to include purchase of a 
Motor vehicle, exceeding INR 10 lakhs at a rate of TCS of 1%.

2) Further scope of Tax Collection at Source is also proposed to be extend to supply of goods (other 
than jewellery /bullion) and providing any service exceeding INR 2 lakhs. However said provision 
shall not apply to class of buyer on fulfilment of conditions as may be prescribed.

3) It is also provided that provisions of TCS would not apply in respect to transactions which are subject 
to TDS.

 The proposed amendments are with the objective to reduce the quantum of cash transactions during the 
course of sale of any goods and supply of services. It also targets for curbing the flow of unaccounted 
money in the trading system and to bring high value transactions within the tax net.

THE INCOME DECLARATION SCHEME 2016
A onetime opportunity is proposed to be provided by the Finance Bill 2016 to persons to declare the undisclosed 
income. A brief of this proposed scheme is:

• Any person may make a declaration in respect of any income chargeable to tax under the Act for any 
Assessment Year prior to AY 2017-18 for which the declarant -

— Has failed to furnish Return of Income u/s 139; or

— Has failed to disclose in the Return of Income furnished prior to the commencement of the scheme; 
or

— Has escaped assessment by reason of failure to furnish Return of Income or to disclose fully and 
truly all material facts necessary for the assessment

The scheme shall come into force w.e.f. 1st June, 2016 and will be valid till the date to be notified.

• Where the income is declared in the form of an investment in any asset, the fair value of such asset as on 
1st June, 2016 (in the manner as prescribed) shall be deemed to be the undisclosed income
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• No deduction in respect of any expenditure or allowance shall be allowed against such income declared 
under the Scheme.

• Tax, Surcharge and Penalty shall be payable @ 45% of the undisclosed income, breakup of which is Tax @ 
30% of the income disclosed, Surcharge (“Krishi Kalyan Cess”) @ 25% of tax payable (i.e. 7.5% of income 
disclosed) and Penalty @ 25% of tax payable (i.e. 7.5% of income disclosed).

• Tax, Surcharge and Penalty shall be paid on or before a date to be notified by the Central Government.  If 
the tax is not paid within the prescribed time, then undisclosed income shall be chargeable to tax in the 
year in which declaration is filed and it shall be deemed that declaration had never been filed.

• Assets disclosed under the scheme shall not be subjected to Wealth Tax.

• Declaration will not be used as an evidence under any other law.

• No further scrutiny or enquiries under Income Tax Act / Wealth Tax Act shall be undertaken and immunity 
from prosecution under such Acts shall be provided.

• Undisclosed income declared under this scheme shall not affect the finality of completed assessment.

• Immunity from the Benami Transactions (Prohibition) Act, 1988 if the asset is transferred to the declarant 
during the relevant period.

• Provision of the scheme shall not apply to following:

— For any assessment year prior to A.Y 2017-18, where notice has been issued under section 142(1) 
or 143(2) or 148 or 153A or 153C for such assessment year, or

— Where a search or survey has been conducted, and the time for issuance of notice under the 
relevant provisions of the Act has not expired, or

— Where information is received under an agreement with foreign countries regarding such 
income or

— Cases covered under the Black Money Act, 2015, or

— Persons notified under section 3 of the Special Court (Trial of offences relating to transaction in 
securities) Act, 1992, or

— Cases covered under Indian Penal Code, the Narcotic Drugs and Psychotropic Substances Act, 1985, 
the Unlawful Activities (Prevention) Act, 1967, the Prevention of Corruption Act, 1988 or

— Any person in respect of whom an order of detention has been made under the Conservation of 
Foreign Exchange and Prevention of Smuggling Activities Act, 1974 (subject to certain exceptions)

— Where a person has already made the declaration under the scheme, he shall not be entitled to 
make any other declaration again
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REAL ESTATE INVESTMENT TRUST & INFRASTRUCTURE INVESTMENT TRUST 
Real Estate Investment Trusts (“REITs”) and Infrastructure Investment Trusts (“InvITs”) were introduced by the SEBI 
(Real Estate Investment Trust) Regulations, 2014 and the SEBI (Infrastructure Investment Trust) Regulations, 2014 
respectively. The Finance Act, 2014 and Finance Act, 2015 brought in substantial tax reforms to make REITs and 
InvITs more attractive to investors. However, one of the major issues still outstanding is that any distribution by 
the Special Purpose Vehicle (“SPV”) to the REIT / InvIT in the form of dividend, attracted Dividend Distribution 
Tax. In sectors (Real Estate and Infrastructure) where holding assets through SPVs is the norm, coupled with the 
legal requirement that REITs and InvITs are required to distribute 90% of their operating income, this is a major 
hurdle for REITs and InvITs to take off.

However, the Budget now seeks to exempt ‘Specified Domestic Companies’ from payment of Dividend Distribution 
Tax for any dividend payments to REITs and InvITs, whose units are required to be listed on any Recognized Stock 
Exchange. ‘Specified Domestic Companies’ have been defined to mean domestic companies in which the business 
trust holds the entire nominal value of the Equity Share Capital (cases where some portion of the equity share 
capital are required to be mandatorily held by any other person in accordance with laws, or directions of the 
Government have been exempted from this). Such exemption from Dividend Distribution Tax shall be available to 
these specified domestic companies only when dividends are paid out of accumulated profits and current profits 
post the date when the business trust acquires such shares in such ‘specified domestic company’.

While for the other exemptions under the Income Tax Act in relation to a ‘business trust’, a ‘special purpose 
vehicle’ is defined as an Indian company in which the business trust holds a controlling stake, i.e. at least 50% of 
the nominal voting capital, the exemption under the Budget for Dividend Distribution Tax has been provided only 
to Companies in which the business trust holds the entire Equity Share Capital. This may restrict the exemption 
granted to only those SPVs where the entire free shareholding is held by the business trust.

NEW TAXATION REGIME FOR SECURITISATION TRUST AND ITS INVESTORS 
– SECTIONS 115TA, 115TB AND 115TC
It is proposed to amend the provisions of the Act to substitute the existing special regime for securitisation trusts 
by a new regime having the following elements: -

(i)  The new regime shall apply to securitisation trust being an SPV defined under SEBI (Public Offer and Listing 
of Securitised Debt Instrument) Regulations, 2008 or SPV as defined in the guidelines on securitisation of 
standard assets issued by RBI or being setup by a securitisation company or a reconstruction company in 
accordance with the SARFAESI Act;

(ii)  The income of securitisation trust shall continue to be exempt. However, exemption in respect of income 
of investor from securitisation trust would not be available and any income from securitisation trust would 
be taxable in the hands of investors;

(iii)  The income accrued or received from the securitisation trust shall be taxable in the hands of investor in the 
same manner and to the same extent as it would have happened had investor made investment directly 
in the underlying assets and not through the trust;

(iv)  Tax deduction at source shall be effected by the securitisation trust at the rate of 25% in case of payment 
to resident investors which are individual or HUF and @ 30% in case of others. In case of payments to 
non-resident investors, the deduction shall be at rates in force;

(v) The facility for the investors to obtain low or nil deduction of tax certificate would be available; and

(vi) The trust shall provide breakup regarding nature and proportion of its income to the investors and also to 
the prescribed income-tax authority.
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Further, it is proposed to provide that the current regime of distribution tax shall cease to apply in case of 
distribution made by securitisation trusts with effect from 01.06.2016.

These amendments will take effect from 1st June, 2016.

Levy of tax where the charitable institution ceases to exist or converts into a non-charitable organization – 
Chapter XII EB Sections 115TD, 115TE, 115TF

It is proposed to introduce a new Chapter to provide for levy of additional income-tax in case of conversion into, 
or merger with, any non-charitable form or on transfer of assets of a charitable organisation on its dissolution 
to a non-charitable institution.

The accretion in income (accreted income) of the trust or institution shall be taxable on conversion of trust or 
institution into a form not eligible for registration u/s 12 AA or on merger into an entity not having similar objects 
and registered under section 12AA or on non-distribution of assets on dissolution to any charitable institution 
registered u/s 12AA or approved under section 10(23C) within a period of twelve months from dissolution.

Accreted income shall be amount of aggregate of total assets as reduced by the liability as on the specified date 
which will be taxed at the maximum marginal rate. This levy shall be in addition to any income chargeable to 
tax in the hands of the entity.

These amendments will take effect from 1st June, 2016.

APPEALS & DISPUTE RESOLUTION

1. Income Tax Appellate Tribunal

a. Appeal against order of Dispute Resolution Panel (DRP)

i. Section 144C relating to ‘Reference to Dispute Resolution Panel’, was inserted by the Finance 
(No. 2) Act, 2009, w.r.e.f. 1st April, 2009. Subsequent amendment was also made in Section 
253(1) of the Act, wherein any assessee aggrieved by the order passed in pursuance of the 
directions of the Dispute Resolution Panel, may file an appeal to the Appellate Tribunal. 
However, no such power was entrusted to the Assessing Officer.  

ii. The Finance Act, 2012, w.e.f. 1st July, 2012 inserted sub-section (2A) and (3A) to section 253 
of the Act, which empowered the Assessing Officer to file an appeal to the Appellate Tribunal 
against the order passed in pursuance to the direction issued by the Dispute Resolution Panel 
u/s. 144C of the Act.

iii. However, in order to minimize litigation, it is proposed to take away the right of the Assessing 
Officer to file an appeal against the order of the DRP, by making appropriate changes in 
section 253 of the Act.

iv. Further, section 253(4) of the Act has also been appropriately amended to provide that the 
Assessing Officer is also not empowered to file a cross-objection against the appeal filed by 
the assesse in pursuance to the direction issued by the DRP.

v. This provision is applicable from 1st June, 2016.   

b. Rectification of order

i. The existing provisions of section 254(2) of the Act, provide that the Appellate Tribunal may 
rectify any mistake apparent from the record in its order at any time within four years from 
the date of the order.
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ii. However, in order to bring certainty to the order of ITAT, it is proposed to provide that the 
Appellate Tribunal may rectify any mistake apparent from the record in its order at any time 
within six months from the end of the month in which the order was passed.

iii. This provision is applicable from 1st June, 2016.   

c. Increase in threshold limit for disposing cases by SMC Bench

i. Earlier Finance Act, 2015 increased the threshold limit of assessed income for disposing cases 
by Single Member Bench of Appellate Tribunal from INR 5 Lakhs to INR 15 Lakhs.

ii. In view of the recent increase in monetary limit for filing appeal before ITAT and to expedite 
the process of dispute resolution at the level of ITAT, it is proposed to increase the threshold 
limit of assessed income for disposing cases by Single Member Bench of Appellate Tribunal 
from INR 15 Lakhs to INR 50 Lakhs.

iii. This provision is applicable from 1st June, 2016.

2. Additional interest on delayed refund arising out of appeal effect

a. Newly inserted section 153(5) of the Act provides for time limit for giving effect to an order passed 
by Commissioner of Income Tax (Appeals) u/s. 250 or Appellate Tribunal u/s. 254 or High Court u/s. 
260 or Supreme Court u/s. 262 or Commissioner of Income Tax u/s. 263 or 264, being three months 
from the end of the month in which order u/s. 250 or 254 or 260 or 262 is received by the Principal 
Chief Commissioner or Chief Commissioner or Principal Commissioner or Commissioner, as the case 
may be, the order u/s. 263 or 264 is passed by the Principal Commissioner or Commissioner.

b. Sub-section (1A) has been inserted in section 244A of the Act, which provides for additional interest 
on refund amount, arising out of appeal effect, calculated at the rate of three percent per annum, 
for the period beginning from the date of expiry of three months to the date on which refund is 
granted.  

c. Such additional interest is provided in order to expedite the passing of order giving effect to various 
orders passed under different sections, by the Income Tax Officers and also to compensate the 
assessee for the delay in receipt of the refund, pursuant to the relief granted by various appellate 
authorities and courts.  

3. The Direct Tax Dispute Resolution Scheme, 2016

a. The said scheme has been introduced to reduce the huge backlog of cases and to enable the 
Government to realize its dues expeditiously.

b. The following are the important terms defined in the said Scheme:

i. “Specified tax” means tax determined in consequence of or validated by an amendment made 
with retrospective effect for a prior period and a dispute in respect of such tax is pending as 
on 29th February, 2016.

ii. “Tax arrears” means amount of tax, interest or penalty in respect of which appeal is pending 
before the Commissioner of Income Tax (Appeals) as on 29th February, 2016.  

c. A declaration can be filed under this scheme on or after 1st June, 2016 but before a date to be 
notified by the Central Government in the Official Gazette, in such form and verified in such manner 
as may be prescribed.
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d. Amount payable by declarant:

Particulars Tax Interest Penalty
Specified Tax 100% Nil Nil
Tax Arrear < Disputed tax of INR 10 Lakhs 100% 100% Nil
Tax Arrear > Disputed tax of INR 10 Lakhs 100% 100% 25%

e. It is proposed that where a declaration filed is in respect of “tax arrear”, the pending appeal before 
the Commissioner of Income Tax (Appeals) shall be deemed to have been withdrawn.

f. For availing the benefit of this Scheme in respect of “specified tax”, the declarant shall be required 
to withdraw, any appeal filed before the CIT (A) or Tribunal or Court, any writ petition before any 
Court, any proceeding for arbitration or conciliation or mediation, any notice under any law or 
agreement entered into by India; before making the declaration and also furnish a proof of such 
withdrawal. Even an undertaking is required to be furnished to waive the right, whether direct 
or indirect, to seek or pursue any remedy or claim, which otherwise be available to them under 
any law, in equity, by statute or under any agreement, whether for protection of investment or 
otherwise, entered into by India with a country or territory outside India.  

g. Where the declarant violates any of the conditions referred to in the scheme or any material 
particular furnished in the declaration is found to be false at any stage, it shall be presumed as if 
the declaration was never made under this scheme and the pending proceedings shall be deemed 
to have been revived.

h. It is proposed that no Appellate Authority, Arbitrator, Conciliator or Mediator shall proceed to decide 
an issue relating to “specified tax” in the declaration, in respect of which an order is made by the 
designated authority or in respect of the payment of the sum determined to be payable.

i. The designated authority shall issue the prescribed certificate within sixty days of receipt of the 
declaration specifying the amount payable.

j. The declarant shall pay the determined amount within thirty days of receipt of the prescribed 
certificate.

k. Persons ineligible under this Scheme:

i. Search or survey cases where there is a declaration in respect of tax arrears;

ii. Where prosecution has been initiated before 29th February, 2016;

iii. Cases relating to undisclosed foreign income and assets;

iv. Where cases are based on information received under Double Taxation Avoidance Agreement 
u/s. 90 or 90A and the declaration is in respect of tax arrears;

v. On whom detention order has been made under the Conservation of Foreign Exchange and 
Prevention of Smuggling Activities Act, 1974;

vi. Cases covered under Indian Penal Code, the Narcotic and Psychotropic Substances Act, 1985, 
the Unlawful Activities (Prevention) Act, 1967, the Prevention of Corruption Act, 1988;

vii. Persons notified under Special Court Act, 1992.
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l. Other proposal of the Scheme:

i. The orders passed under this scheme shall be conclusive and shall not be re-opened in any 
proceeding.

ii. Immunity from initiation of proceedings in respect of offence, imposition or waiver of penalty 
and interest in certain cases.

iii. Any amount paid in pursuance of a declaration shall not be refundable under any 
circumstances.

m. This chapter is applicable from 1st June, 2016.

INTERNATIONAL TAXATION 

Place of Effective Management (“POEM”) deferred:

POEM test for determination of residency of a foreign company introduced by the Finance Act, 2015 is proposed 
to be deferred to 01 April 2017, so that clarity can be provided in respect of the implementation of POEM.  It is 
also proposed to provide transition provisions for a foreign company which was hitherto not assessed to tax in 
India. These will include provisions for of determination of income, set-off or carry forward of losses, applicability 
to specified subsequent periods, etc.

No income to foreign company by mere display of diamonds:

It is proposed to provide that no income of a foreign company engaged in the business of mining of diamonds, 
will be deemed to accrue or arise in India from the activity of display of uncut and unassorted diamond in a 
notified special zone.

Modification in special taxation regime for offshore funds 

It is proposed to provide that ‘eligible investment fund’ will include not only those entities that are tax resident in 
a country with which India has a DTAA but also those entities which established or incorporated or registered in 
a country or specified territory notified by the Central Government. It is also proposed that the earlier condition 
of the fund not carrying on or controlling or managing, directly or indirectly, any business in India or from India 
will now be restricted only to any business in India. 

Storage and sale of crude oil by foreign company not taxable

Any income accruing or arising to a foreign company on account of storage of crude oil in a facility in India and 
sale of crude oil from such facility to any person resident in India is proposed to be exempt from tax if such 
storage or sale is pursuant to notified agreements or arrangements entered with or approved by the Central 
Government. This move is to encourage foreign national oil companies and multinational companies to store 
their crude oil in India and to be build up strategic oil reserves.

Clarity on taxation of rupee denominated bonds:

RBI has recently permitted Indian corporates to issue rupee denominated bonds outside India.  This is to enable 
the Indian corporates to raise funds from outside India with minimum foreign exchange fluctuation risks. It is 
now proposed to provide that any capital gains arising to a non-resident investor on account of appreciation of 
rupee against a foreign currency between date of issue and date of redemption of such bonds will be exempt.
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Term “unlisted security” clarified for the purposes of taxability of long term capital gains in the hands of non-
residents 

Under the existing provisions, there is an ambiguity with regard to the applicability of the concessional rate 
of tax of 10% on sale of shares of a private company by a non-resident assessee. In order provide clarity, it is 
proposed to amend the provisions of section 112 of the Act, to provide that the concessional rate of tax of 10% 
will also apply on long-term capital gains arising to a non-resident from transfer of a capital asset, being shares 
of a company  not being a company in which the public are substantially interested.

Taxability of income from patents:

It is proposed to provide that where the total income of the eligible assessee income includes any income by 
way of royalty in respect of a patent developed and registered in India, such royalty shall be taxable at the rate 
of 10% (plus applicable surcharge and cess) on the gross amount of royalty. It is also proposed to provide that 
no expenditure or allowance in respect of such royalty income shall be allowed under the Act. For the purpose 
of this, an eligible assessee means a person resident in India, who is the true and first inventor of the invention 
and whose name is entered on the patent register as the patentee in accordance with Patents Act, 1970 and 
includes every such person, being the true and the first inventor of the invention, where more than one person 
is registered as patentee under Patents Act, 1970 in respect of that patent. It is further proposed that the provide 
that the royalty income and corresponding expenditure incurred by the tax payer would be ignored for purposes 
of computing MAT.  

The above amendment is to encourage indigenous R  & D activities and to make India a global R & D hub, with an 
aim to provide an additional incentive for companies to retain and commercialise existing patents and to develop 
new innovative patented products and to encourage companies to locate the high-value jobs associated with the 
development, manufacture and exploitation of patents in India. This is also in lines with the recommendation 
of the Organization for Economic Cooperation and Development (OECD), in the Base Erosion and Profit Shifting 
(BEPS) project under Action Plan 5 and the nexus approach therein which prescribes that income arising from 
exploitation of Intellectual property (IP) should be attributed and taxed in the jurisdiction where substantial 
research & development (R&D) activities are undertaken rather than the jurisdiction of legal ownership only.

Clarity on MAT provisions for FIIs/FPIs for the earlier years:

It is proposed to clarify that the MAT provisions under section 115JB of the Act will not be applicable to a foreign 
company with effect from 01 April 2001 in following cases:

• the assessee is a resident of a country or a specified territory with which India has an agreement referred 
to in sub-section (1) of section 90 or the Central Government has adopted any agreement under sub-
section (1) of section 90A and the assesse does not have a permanent establishment in India in accordance 
with the provisions of such Agreement; or

• the assessee is a resident of a country with which India does not have an agreement of the nature referred 
to in clause (i) above and the assessee is not required to seek registration under any law for the time being 
in force relating to companies.

This amendment is proposed  in view of the recommendation of the Committee on Direct Tax matters headed 
by Justice A. P. Shah set up by the Government to look into the matter regarding applicability of MAT provisions 
to FIIs and FPIs in view of the fact that FIIs/FPIs do not have a place of business in India.

Requirement of obtaining PAN by non-residents relaxed:

Under the existing provisions, failure by a non-resident to furnish a PAN triggers TDS at the higher rate of 20%. 
In order to reduce compliance burden, it is proposed to provide that, with effect from 01 June 2016, the said 
provisions shall not apply to a non-resident, in respect of:

• Payment of interest on long-term bonds as referred to in section 194LC; and

• Any other payment subject to such conditions as may be prescribed.
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Equalisation Levy:

Recognising the challenges posed by the digital economy vis-à-vis taxability of ecommerce transactions and 
to address the challenges in terms of taxation of digital transactions, it is proposed to insert a new Chapter 
under the Act titled “Equalisation Levy” to impose an “equalisation levy” on consideration for certain digital 
transactions received or receivable by a non-resident from a resident or from a non-resident having a permanent 
establishment in India. Key features of the proposed new Chapter are as under:

Applicable to  Payments to a non-resident for “specified services” by:
• A person resident in India and carrying on 

business or profession; or
• A non-resident having a permanent 

establishment in India. 
What is meant by “specified services”  Online advertisement, any provision for digital 

advertising space or any other facility or service for 
the purpose of online advertisement and such other 
services as may be notified.

Any exclusions Equalisation levy will not be charged in the following 
cases:
• Non-resident providing specified services has 

permanent establishment in India and specified 
service is effectively connected with such 
permanent establishment;

• Payment does not exceed INR 1 lakh  in any 
previous year;

• Payment is not for the purposes of carrying out 
business or profession

Percentage of levy 6% of the amount of consideration for any specified 
service received or receivable

How will the levy be collected By way of deduction by the payer
Any time limit for deposit Seventh day of month subsequent to the month in 

which the levy is deducted
Any statements to be furnished  Statement in the prescribed form to be furnished 

within the prescribed time at the end of each financial 
year  

Consequences of non-deduction by the payer Payments on which levy is non-deducted or deducted 
but not deposited before the prescribed due date 
under section 139(1) of the Act will be disallowed in 
the hands of the payer in the year of default. However, 
such expenditure will be allowed as a deduction in 
computing the income of the previous year in which 
such levy has been paid

Interest on delayed payment of levy 1% per month or part of month
Penalty for failure to deduct or pay levy • Fails to deduct (whole or any part of the levy) – 

equal to equalization levy

• Fails to deposit – INR 1,000 per day till failure 
continues However maximum penalty restricted 
to the amount of levy  

DIRECT TAX
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Whether any relief from double taxation Payments subject to levy will be exempt from income 
tax in the hands of the recipient under section 10(50) 
of the Act.  

Date on which applicable from This clause will be effective from 1 June, 2016

   

TRANSFER PRICING

Introduction of Country by Country Reporting

On 5th October, 2015, OECD released the final reports under the Base Erosion and Profit Shifting (BEPS) project 
bringing about significant changes in the compliance and reporting of global information. India being an active 
member of the G20 countries involved in the BEPS initiative, introduction of the BEPS initiatives, was much 
anticipated in the recent Budget.

The proposed Country by Country (CBC) regulation for implementation of BEPS Action 13 in India, is as follows:

Particulars Details of proposed CbC Reporting in India
Effective Date Proposed to be effective from 1st April, 2017 i.e. applicable for the AY 2017-18 onwards. 
Applicability Applicable to MNE group (i.e. group operating in two or more jurisdictions) having con-

solidated revenue exceeding the prescribed threshold.
For FY 2016-17, the specific threshold for applicability of the CbC reporting is yet to be 
prescribed, the same is anticipated to be in line with the OECD mandated threshold of 
Euro 750 million i.e. INR 5395 crores at current exchange rates.
The threshold would be determined based on the consolidated revenues of the group 
in the immediately preceding year

Reporting Format A three-tiered TP documentation structure, with OECD guidance, has been proposed.
I. CbC report - The information and details to be furnished in the said report is 

based on the template provided in the OECD BEPS report on Action Plan 13. 
This report is to be furnished to the prescribed authority on or before the 
due date of furnishing of return of income for the relevant to the financial 
year.  Accordingly, the first CbC report will have to be furnished report by 30th 
November, 2017

II. Master File – As per Memorandum to the Finance Bill, rules for the information 
/ documents to be maintained in the master file is to be prescribed which is 
likely to be as mandated under OECD BEPS Action 13. Further, the Master File 
has to be furnished by each entity to the tax authority of the country in which 
it operates, the rules for manner in which it is to be furnished is also awaited.

III. Documentation requirement under Section 92D (read with Rule 10D of the 
Income Tax Rules, 1962)  continues

DIRECT TAX
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Particulars Details of proposed CbC Reporting in India
Responsibility of main-
taining and furnishing 
CbC Report

Indian companies have the responsibility of maintaining and furnishing the CbC report if : 

• it is the parent company of an international group located in India; or 
• if it is designated as a ‘Alternate reporting entity’ to furnish the CbC report; or
• if the parent entity of the group is resident of a tax jurisdiction with which India 

does not have treaty to exchange information, the country does not exchange 
information and this fact is intimated to the entity by the prescribed authority. 

In cases where more than one Indian entity of an overseas parent group, the group can 
nominate any entity in writing for furnishing the report on behalf of all the Indian entities

Penalty • In case of non- submission of CbC report :
 If default is less than one month – INR 5,000 per day
 If default is beyond one month – INR 15,000 per day
 Any further default – INR 50,000 per day
• Default due to filing inaccurate particulars – INR 500,000 (subject to fulfilment 

of certain conditions)
• Non-furnishing of prescribed information and document as required under 

Section 92D(4) - INR 500,000.

Extension of limitation period for Transfer Pricing audits

By virtue of amendment to section 92CA(3A) , the time limit for TP assessment is proposed to be extended 
beyond the limitation period so as to allow the TPO at least 60 days for passing the TP order after excluding 
the period for which the assessment proceedings before the TPO are stayed by any court; or the information is 
sought from any other country under the exchange of information provisions. The amendment is effective from 
1st June, 2016.

Shortening of the transfer pricing assessment time limit

Time limit for concluding tax assessments involving transfer pricing reduced from thirty six months to thirty three 
months with the Transfer Pricing Officer to pass order sixty days prior to the said time limit. For instance, the 
transfer pricing assessment for AY 2013-14 shall be required to be concluded by the Transfer Pricing Officer by 
31st October, 2016.

The amendment is effective from 1st June, 2016.  

Penalty for failure to report transactions covered under Chapter X

In case of under-reporting of income as a consequence of failure to report international transactions/deemed 
international transactions or specified domestic transactions, a penalty of 200% of amount of tax payable will 
be applicable.

DIRECT TAX
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CUSTOMS
1) No change in Peak Rate. It remains same @ 10%.

A.	 Changes	effective	immediately	from	1st	March,	2016

2) Software: Exemption has been granted to duty payable on the portion of value of IT software which is 
leviable to service tax. The importer is required to declare the value of software which is leviable to tax 
in the format prescribed in the notification. The customs duty will be leviable on the balance value of 
software. 

3) Increase in monetary limit of imported gifts from INR 10,000/- to INR 20,000/-

B.	 Changes	effective	from	1st	April,	2016

4) Interest Rate under section 28AA are reduced from 18% to 15%.

5) The salient feature of New Baggage Rules 2016 are as follows:

(a) The standard duty free allowance of used personal effects, travel souvenirs and articles other than 
mentioned in Annexure-I of rules upto value of INR 50,000/- is allowed for accompanied baggage to 
passenger of Indian origin. The monetary limit for a tourist of foreign origin is INR 15,000/-.

(b) The Baggage Declaration Rules, 2013 have been amended to provide that declaration is required to 
be filed by passenger who have anything to declare or carry any dutiable/prohibited goods and not 
by any other person.

6) The salient feature of Customs (Import of Goods at Concessional Rate for Manufacture of Excisable Goods) 
Rules, 2016 are as follows:

(a) The term ‘for use in his factory’ used in earlier rule is omitted. Hence a manufacturer can import 
goods under this rule and process the same at its job worker, sub-contractor premises. 

(b) The registration under Excise rules is sufficient for purpose of this rule and no need to obtain 
separate registration. 

(c) The importer is required to execute a bond along with surety undertaking to pay duty in event of 
violation of rules. 

(d) The time period for re-export of unutilized imported goods have been reduced from six months to 
three months. 

C.	 Changes	in	statutory	provisions	effective	from	date	of	enactment	of	Finance	Bill,	2016

7) The salient feature of amendment in the provision of warehousing of goods are:

(a) It has been proposed to dispense the requirement to declare any area as warehousing station. Hence 
the importer will be able to establish warehouse at desired location. 

(b) The section 62 which provided for control of proper officer on all warehouses is deleted.

(c) A separate license under section 58A shall be granted for special warehouse wherein dutiable goods 
can be deposited. This warehouse shall be locked by proper officer. The entry and removal of any 
goods will be with permission of proper officer. 
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(d) The license under sections 57, 58 and 58A for public and private warehouse including EOU will 
be granted by Principal Commissioner/Commissioner of Customs as against Deputy/Assistant 
Commissioner. 

(e) The amount of bond required to be executed to avail benefit of warehousing provisions have been 
increased from twice to thrice the amount of the duty assessed. 

(f) The time period for warehoused goods will be as follows:

Sr.	
No.	

Description	of	goods	 Time	period	

1. Capital goods for use in EOU/EHTP/STP or any 
warehouse wherein manufacture or other 
operation has been permitted under section 65 
of Act

Till clearance from the warehouse.

2. In case of goods other than capital goods used by 
above category of persons 

Till consumption or clearance from the 
warehouse. 

3. In case of any other goods Till expiry of one year from date on 
which proper officer has made order 
under section 60(1) of Act. 

(g) The warehousing provisions shall be extended to units under Electronic Hardware Technology Park 
and Software Technology Park schemes also. 

(h) A provision is inserted to waive interest payable on warehoused goods in part or full as the Board 
may deem fit. 

(i) The importer will not be required to pay rent, interest, supervision charges etc. for warehouse. 

(j) A person other than importer will also be eligible to remove goods from warehouse. 

(k) The samples shall be allowed to be removed from the warehouse. 

8) Normal period of demand of duty u/s 28 increased from 1 year to 2 years.

9) Deferred payment of duty: It is propose to permit certain class of importer to make deferred payment of 
duty. The class of importer and manner of payment of duty will be notified in due course. 

10) Retrospective amendment to notifications providing exemption from safeguard duty.
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CENTRAL EXCISE

I. CHANGES IN RATES OF EXICSE DUTY

1. There is no change in the peak rates of Central Excise duty. 

2. New Levy of Infrastructure Cess of rates 1% to 4% on value for goods falling under Chapter Heading 
8703 applicable w.e.f 1-03-2016 is levied. Since the said levy is a new levy, the same will not 
be applicable on goods manufactured till 29-02-2016. No credit of such cess is available to the 
purchaser and no credit can be utilised for payment of such cess.

3. Clean energy cess has been renamed as Clean Environment Cess and is being increased on specified 
goods to INR 400 per tonne.

4. Duty imposed on Jewellery (effective from 1st March 2016):

a. Basic Excise duty of 1% (without CENVAT) and 12.5% (with CENVAT) is being imposed on 
manufacture of article of Jewellery ( other than silver) and articles of silver jewellery studded 
with diamond, ruby, emerald or sapphire, (falling under chapter heading 7113). Exemption will 
still be available for other articles of silver jewellery.

b. As per Rule 12AA, the principal manufacturer (Except EOU & SEZ) is required to pay duty and 
comply with excise provisions in case of goods manufactured from the job-worker out of the 
inputs and raw material supplied by the principal manufacturer. 

c. Option available for Centralised registration for two or more premise if such premises is having 
centralised billing or accounting. 

d. No physical verification by the department at the time of registration.

e. The benefit of SSI exemption has been provided to the manufacturers upto an aggregate value 
not exceeding six crore made on or after 1st day of April in any financial year provided value 
of clearance of all manufactured goods does not exceed INR 12 crore in the preceding financial 
year. For March 2016 the said exemption will be available for the value not exceeding INR 50 
lakhs. Such manufacturers can pay the Excise duty on quarterly basis.

5. Excise duty on Specified Ready-made Garments: 

a. Duty has been imposed on branded Ready-made Garments and other articles or goods sold 
under a brand name and having a retail sale price of INR 1000 and above. 

b. The levy is not applicable to retail tailoring establishments that stitch garments in a customised 
manner. 

c. In case of manufacture of goods on job-work basis, the manufacturer can take the registration 
himself at the warehouse where the finished goods are stored or, 

d. The manufacturer can also authorize the job worker to get the registration at the job worker 
premises in his behalf, to discharge the duty liability.

e. As per TRU circular, in cases where the goods are manufactured on job-work basis and no MRP 
is fixed no duty liability arises since there is no RSP on the goods. Duty will be payable by the 
person undertaking such activity of relabelling or repacking. 

f. The SSI benefit for March 2016 is limited to the value upto INR 12.5 lakhs (based on tariff 
value) provided other conditions of Notification No. 8/2003-CE are complied with. 
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g. Tariff value - The tariff value for charging duty on ready-made garment and textile made ups 
would be @ 60% on the retail sale price. 

h. The affixing brand name on a product, labelling or re-labelling of containers or adoption 
of any other treatment to render the product marketable will be considered as process of 
manufacture.

6. Exemption from payment of duty to Ready Mix Concrete also effective from 1st March, 2016. 
The exemption is applicable only for Concrete mix or RMC which is manufactured in the premises 
of the construction site and the goods manufactured in such RMC plant are solely used at such 
construction site. Thus the exemption will be applicable only for captive RMC plants. In case the 
RMC is manufactured and certain quantity of it is transferred to other construction sites, then the 
exemption will not be available, not only for the RMC transferred from the site but even for the 
RMC used at the same site

7. The exemption under �otification �o. 11/2016-CE is now applicable to media which contains 
recorded information technology software and on which there is no requirement to declare the 
retail sales price on the package of the said media. The exemption is to the extent of excise duty 
payable on that value of Information Technology Software recorded on a media, on which service 
tax is leviable The extent of exemption and conditions of exemption in specified in notification. 

II. AMMENDMENTS TO STATUTORY PROVISIONS AND RULES

A.	 Changes	Effective	Immediately	from	1st	March,	2016

1) Currently there are various decisions supporting the interpretation that interest under provisional 
assessment is payable only from the date of finalisation of order. To put an end to the litigation, the 
Rule 7 has been amended to provide that interest is payable from the due date in terms of Rule 8 of 
the Central Excise Rules, 2002, on any duty which becomes payable due to finalisation of provisional 
assessment.

2) The hard copy of duplicate copy of excise invoice (invoice meant for transporter) which is digitally 
signed need not be again self-attested by the manufacturer. 

3) Amendment has been made to specify that the penalty proceedings against other persons (directors, 
employees, etc.) under Rule 26 will also be concluded when the proceedings against the assessee 
are concluded in the following situations:

a. Conclusion of proceedings in respect of penalty under section 11AC(1)(a) when the assessee 
pays the applicable excise duty and interest within 30 days of receipt of show cause notice.

b. Conclusion of proceedings in respect of penalty under Sec. 11AC(1)(d) when the assessee pays 
the applicable service tax, interest and 15% of penalty within 30 days of receipt of show cause 
notice.

4) The single registration of two premises can now be granted by Commissioner subject to following 
conditions :

• All the premises fall within the jurisdiction of one Range Superintendent

• The manufacturing process undertaken therein are interlinked

• The units are not operating under any of the area based exemptions

• Proper accounting of the movement of the goods from one premise to other is in place.
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5) Rule 18 is amended to provide time limit as per section 11B (i.e. one year from date of export) for 
claiming rebate of duty paid on goods exported. The amendment has also simplified the procedure 
for claiming rebate of duty paid on materials used for in manufacture of goods exported.

B.	 Changes	Effective	from	1st	April,	2016

6) The rate of interest has been reduced from 18% p.a. to 15% p.a. under Section 11AA of the Central 
Excise Act, 1944. 

7) There will be no requirement to file Annual Installed Capacity Statement ER-7 return w.e.f 1st April 
2016. There is no clarity on whether the ER-7 is required to be filed for the FY 2015-16. Thus it is 
advised to file the return for FY 2015-16 by 30th April, 2016.

8) The Central Excise (Removal of Goods at Concessional Rate of Duty for Manufacture of Excisable 
Goods) Rules, 2001 has now been superseded. The salient feature of Central Excise (Removal of 
Goods at Concessional Rate of Duty for Manufacture of Excisable Goods) Rules, 2016 are as follows:

a. Unregistered manufacturer, manufacturer of exempted goods or non-excisable goods shall be 
eligible for exemption from duty under the said rules only after taking registration under Rule 
9 of Central Excise Rules, 2002.

b. Only information in Form-I is to be made by the Receiver of goods to enable Supplier of goods 
to claim the benefit. The Application (in Annexure-45) is removed.

c. There is no requirement to countersign the Form-I from Assistant/Division Commissioner of the 
Receiver of goods. The Form-I should be signed by Receiver of goods only 

d. The manufacturer can provide combined information for various supplier in Form-I. However, 
the details of each supplier is to be provided separately.

e. If the goods are not used for the intended purpose and the applicant manufacturer is found 
to be non-existent, the supplier manufacturer shall be liable to pay the amount equal to the 
duty amount.

f. Time-limit for demand of duty under section 11A will not be applicable.

C.	 Changes	Effective	from	the	Date	of	Enactment	of	the	Finance	Bill,	2016

9) Section 11A is being amended so as to increase the normal period of limitation from one year to 
two years in cases not involving fraud, suppression of facts, wilful mis-statement, etc. 

D.	 Changes	Effective	from	a	Date	to	be	Notified

10) Facility of revision of Monthly/Quarterly Return (i.e. ER-1/ER-2/ER-3/Annual Return) is being 
provided.
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THE	INDIRECT	TAX	DISPUTE	RESOLUTION	SCHEME,	2016
The salient features of the scheme are:

1. Effective Date: It shall come into force on the 1st day of June, 2016.
2. Applicability: The scheme will be available from 1st day of June, 2016 to 31st December, 2016.
3. Acts covered: 
a. Custom Act, 1962
b. Central Excise Act, 1944
c. Chapter V of the Finance Act, 1994
4. Disputes/Cases which are covered by this scheme: Dispute in respect of any of the provisions of the Act 

pending before the Commissioner (Appeals) as on 1st day of March, 2016.
5. Disputes/Cases which are not covered by this scheme: 

(a)  Appeal against order is in respect of search and seizure proceeding.

(b)  Appeal involving prosecution for any offence punishable under the Act which has been instituted 
before the 1st day of June, 2016.

(c)  Appeal against the order is in respect of narcotic drugs or other prohibited goods.

(d)  Appeal against an order is in respect of any offence punishable under the Indian Penal Code, the 
Narcotic Drugs and Psychotropic Substances Act, 1985 or the Prevention of Corruption Act, 1988. 

(e)  Detention order has been passed under the Conservation of Foreign Exchange and Prevention of 
Smuggling Act, 1974. 

6. Procedure for making declaration:

a. The person shall make a declaration on or before 31st December, 2016 which will be acknowledged 
by the designated authority.

b. The person/declarant shall pay the following amount within 15 days of the receipt of the 
acknowledgement: 

i. Tax Amount due

ii. Interest thereon at the rate provided under Act

iii. Penalty equivalent to 25% of the penalty imposed in the impugned order.

 After paying the above amount, person is required to intimate to the authority within 7 days of 
making such payment giving the details of payment made along with proof.

c. On receipt of proof of payment of tax, interest and penalty, the authority shall within 15 days of the 
receipt of such proof pass an order of Discharge of dues.

7. Consequences of Discharge Order passed under the scheme:

a. Appeal pending before the Commissioner (Appeals), shall stand disposed and the declarant shall get 
immunity from all the proceedings under the acts, in respect of the indirect tax dispute for which 
declaration has been made under the scheme. 

b. A declaration shall become conclusive upon the issuance of the order.

c. No matter related to the impugned order shall be reopened thereafter in any proceedings before 
any authority or court.

d. An Amount paid under scheme shall not be refunded.

 Order shall not be deemed to be an order on merits and has no binding effect.
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CENVAT	CREDIT	RULES,	2004

Changes	effective	from	1st	March,	2016

1. The definition of ‘exempted services’ has been amended to exclude services of transportation of goods 
from India to outside India. Consequently, the cenvat credit will be available on such activity. Similar 
amendment is made in rule 6 of CENVAT Credit Rules 2004. 

2. Now, payment of NCCD on all goods can be made by utilising CENVAT credit availed on NCCD. Earlier, 
credit was allowed to be utilised only for NCCD payment on mobile phones.

3. Credit of Infrastructure cess as and when levied cannot be availed. Further, CENVAT credit cannot be 
utilised for payment of such liability. 

4. Rule 4(2)(a) of CENVAT Credit Rules has been amended to provide that an assessee engaged in 
manufacture of jewellery shall be eligible for 100% credit on capital goods if the aggregate value of 
clearance of excisable goods in the preceding financial year does not exceed INR 12 crores.

Changes	effective	from	1st	April,	2016

1.	 Capital	goods

(i) The definition of capital goods is amended to include wagons falling under chapter heading no. 
860692 and capital goods used outside the factory for pumping of water for captive use within the 
factory.

(ii) The definition of capital goods, specifically excluded any equipment or appliance which is used in 
office. Now such exclusion has been removed and even equipments used in office are eligible for 
cenvat credit as capital goods.

2.	 Inputs

(i) Goods used for pumping of water for captive use has been included in the definition of ‘inputs’. 

(ii) Capital goods having value upto INR 10 thousand per piece will be treated as ‘inputs’. Consequently, 
100% credit of such items will be allowed in the first year itself.

3.	 Job	worker

a) A proviso has been added in rule 4(5)(b) to clarify that credit of moulds, dies, jigs and fixtures shall 
be allowed even if the manufacturer directly sends these goods without bringing them to its factory.

b) The permission to manufacturer for clearing the goods from the premises of a job worker will be 
valid for three financial years. 

4.	 Cenvat	availment	of	service	tax	paid	on	‘Right	to	Use	Natural	Resources’

 CENVAT credit of service tax paid for ‘Right to Use any Natural Resources’ shall be spread over a period 
of time for which the ‘Right to Use’ has been assigned. 

 The formula prescribed is as follows:

 CENVAT to	be	taken	in	FY	=	Total	ST	paid/No.	of	years	for	which	rights	have	been	received

 If the ‘Rights’ are further assigned to any person, then balance cenvat credit can be taken in the year of 
sale to the extent of service tax payable on the consideration received for such assignment. 
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5.	 Refund

 A service provider shall file the refund claim within one year from the date of:

a) Receipt of payment, where service is provided before receipt of such payment or

b) Issue of invoice, where payment is received in advance prior to the date of issue of the invoice.

6.	 Rule	6	-	Obligation	of	manufacturer	of	dutiable	and	exempted	goods	and	provider	of	taxable	and	
exempted	services

 The provisions of rules 6(1), 6(2), 6(3), 6(3A) and 6(3B) which provides for reversal of credit are substituted 
by new rules. A summary of the same is as follows:

a) CENVAT credit is not eligible with respect to inputs/input services used for manufacturing exempted 
goods or for providing exempted service.

b) Full CENVAT credit is eligible with respect to inputs/input services used for manufacturing non-
exempted goods or for providing non-exempted service.

c) Assessee can pay 6% of the value of exempted goods or 7% of the value of exempted services and 
avail full cenvat credit of common input/input services. However, this reversal is subject to maximum 
of total credit available at the end of the period to which the payment relates. 

d) Alternatively, Common CENVAT credit can be reversed (on proportionate basis) on the basis of 
turnover of preceding financial year. In case, no final products are manufactured or no output service 
is provided in the preceding financial year, then the assessee must reverse 50% of the common 
cenvat credit. 

i) Any activity which is not a service as defined in Section 65B(44) of the Finance Act, 1994 will 
be considered as exempted service.

ii) The option relating to maintaining separate books of accounts (as available under existing Sub-
rule 6(2)) has been removed.

iii) On account of failure to reverse proportionate credit (under rule 6(3A)(b)) on monthly basis or 
making adjustment of credit at the end of year, interest will be applicable @ 15% for delay.

iv) The adjudicating authority is empowered to condone non-following the procedure of reversal 
of credit provided under sub-rule (3A) on payment of interest. 

v) Banks, financial institution including NBFCs are given a choice to follow the options given under 
sub-rules (1), (2) & (3) apart from paying 50% every month. 

vi) As the amendments in CENVAT Credit Rules 2004 are applicable from 1st April 2016, a saving 
clause has been inserted vide rule 6(3AB) to provide that existing provisions of rule 6 will 
continue upto 30.06.2016.

vii) Presently, if capital goods (at the time of installation) are exclusively used in the manufacture of 
exempted goods or for providing exempted service, then cenvat credit is not allowed. The said 
rule is being amended wherein credit of capital goods exclusively used in the manufacture of 
exempted goods or for providing exempted service will not be allowed for a period of 2 years. 

 An assessee claiming SSI exemption can avail credit of such capital goods immediately. 

viii) In case of taxable services where a portion of the value of the service is exempted on condition 
of non-availability of CENVAT credit on inputs and input services, the value of such exempted 
portion shall be included for payment of 6/7% option.
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7.	 ISD	Distribution

 Following is the summary of amendments made under Rule 7 of the CENVAT Credit Rules, 2004:

a) The credit shall be distributed on pro-rata basis only amongst such units to which the input service 
is attributable based on the turnover of the units.

b) The ‘outsourced manufacturing unit’ means “a job-worker who is liable to pay duty on the value 
determined under the provisions of rule 10A of the Central Excise Valuation Rules or a manufacturer 
who manufactures goods, for the Input Service Distributor under a contract, bearing the brand name 
of the Input Service Distributor and is required to pay duty on value determined under the provisions 
of section 4A of the Central Excise Act, 1944.”

 Rule 7 has been amended to allow an ISD to distribute the input service credit to an ‘outsourced 
manufacturing unit’ also in addition to its own manufacturing units. 

c) Specific clause provides that Rule 6 shall apply to the units manufacturing goods or provider of 
output service and shall not apply to the ISD.

d) A manufacturer having one or more premises and common warehouse shall be allowed to take credit 
on inputs received under the cover of an invoice issued by the warehouse.

8.	 Document	for	availing	CENVAT	credit

 Rule 9(1) specifies only an invoice issued by manufacturer. The invoice issued by a service provider is 
specified under rule 9 for availing credit.

9. Annual returns are required to be filed by provider of service also.

10.	 Interest	on	ineligible	credit	utilised

 The existing sub-rule (2) of rule 14 prescribes a procedure based on FIFO method for determining 
utilisation of credit is omitted. 
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SERVICE TAX 

1.	 PREAMBLE

1.1. The Finance Bill, 2016 (“Bill”) has proposed to make certain changes in Chapter V of the Finance Act, 
1994 (“Act”), the law governing service tax, some of which are effective on the enactment	of	the	Bill, and 
some thereafter from 01.06.2016	after	the	enactment	of	the	Bill. In addition to the above, the Central 
Government has also issued notifications making some changes in the Service Tax Rules, abatements, 
existing exemption notifications and also providing for certain new exemptions. Significant changes have 
been made in the CENVAT Credit Rules also. Most of the notifications are effective	from	01.04.2016	and	
a	few	from	1.3.2016.

1.2. However, the rate of service tax has been maintained @ 14% with an addition of Swachh Bharat Cess of 
0.5% introduced last year. The Bill seeks to introduce another cess called ‘Krishi Kalyan Cess’ of 0.5% on 
the value of taxable services.

1.3. The significant changes are elaborated as follows.

A.	CHANGES	EFFECTIVE	FROM	01.06.2016	AFTER	THE	ENACTMENT	OF	THE	BILL

2.	 AMENDMENTS	IN	NEGATIVE	LIST

 The Finance Act, 2012 w.e.f 1.7.2012 made a paradigm shift in the law governing service tax one of which 
was the introduction of what is popularly known as ‘Negative List of Services’. The services enumerated 
in the ‘negative list’ are not subjected to service tax. The Bill seeks to make the following amendments in 
the negative list as under.

2.1. International Ocean Freight for inbound shipments brought into service tax net.

2.1.1. Presently, international air freight and ocean freight for inbound shipments/imports are covered by the 
negative list and hence not liable for service tax. The Bill seeks to exclude the above services from the 
negative list but international inbound air freight is sought to be exempted by inserting a new entry in 
the Mega Exemption Notification.

 Thus,	w.e.f	1.06.2016,	international	ocean	freight	in	respect	of	inbound	shipments/imports	would	be	
liable	for	service	tax.

2.1.2. (i)  However, international ocean freight for outbound shipment/exports would continue to be outside 
the ambit of service tax since place of provision of services is considered to be outside India pursuant 
to Rule 10 of Place of Provision of Services Rules, 2012.

 (ii) Further, the CENVAT Credit Rules, 2004 is sought to be amended w.e.f. 01.03.2016 to provide for 
allowance of credit of inputs, capital goods and input services for providing transportation of goods 
by ship outside India [i.e. for export freight] by amending the definition of ‘exempted service’ in 
CENVAT Credit Rules to provide that this service will not be considered as an ‘exempt service’.
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2.1.3. The above proposed changes may be depicted as under:

A International	Ocean	Freight	for	Imports
(i) Received	by	a	domestic	shipping	line

(a) From a person located in India - Liable for service tax 
(b) From a person located outside India - Liable for service tax

(ii) Received	by	a	foreign	shipping	line
(a) From a person located in India - Liable for service tax under reverse charge – 

service tax to be paid by recipient of service
(b) From a person located outside India - Exempted vide entry 34(c) of Notification 

No. 25/2012 dated 20.06.2012 – services 
provided by a person located outside India 
to a person located outside India – Exempt

B International	Ocean	Freight	for	Exports
Received by any shipping line, whether domestic or 
foreign shipping line or his agent

- Not liable for service tax but credit of input, 
capital goods or input services allowed

2.2.	 Transport	of	passengers	by	air	conditioned	stage	carriages	(e.g.	public	buses)	proposed	to	be	made	liable.

2.2.1. Presently, transportation of passengers by a stage carriage are covered by the negative list and hence is 
not liable for service tax. The term ‘stage carriage’ means “a motor vehicle constructed or adapted to carry 
more than six passengers excluding the driver for hire or reward at separate fares paid by or for individual 
passengers, either for the whole journey or for stages of the journey.” [s.65B(46) of the Act r.w.s. 2(40) of 
the Motor Vehicles Act, 1988] e.g. buses used for public transportation are ‘stage carriages’.

2.2.2. The Bill seeks to exclude the above services from the negative list and bring transportation of passengers 
by stage carriage within the ambit of service tax. However, transportation of passengers in a non - air 
conditioned stage carriage is sought to be exempted from service tax.

2.2.3. Thus an air conditioned bus ‘ride’ will cost more. However, an abatement of 60% is sought to be provided 
[refer Sl. No. 5 of table in para 13.1].

3.	 Krishi	Kalyan	Cess	[“KKC”]	introduced	–	0.5%	of	value	of	taxable	service	

3.1. The Bill seeks to enable the Government to impose a ‘Krishi Kalyan Cess’ [“KKC”] as service tax on all 
or any of the taxable services at the rate of 0.5% on value of such taxable services for the purpose of 
financing and promoting initiatives to improve agriculture.

3.2. The Finance Minister’s speech and Budget Circular No. F. No. 334/8/2016-TRU dated 29.02.2016 clarifies 
that the input tax credit of KKC can be availed for payment of KKC on output services. 

3.3. Thus, the tax payer is better off with KKC as against SBC [“Swachh Bharat Cess”] which is not integrated 
in the CENVAT Credit chain.

3.4. As in the case of SBC, the clause introducing KKC has also provided that the provisions of Chapter V 
of the Finance Act, 1994 and the Rules made thereunder would also apply to KKC on taxable services. 
Thus, the POTR would be applicable and as explained in para 5. Rule 5 of POTR would be applicable with 
concomitant confusion calling KKC as CCC [Concomitant Confusion Cess]. 

3.5. In this regard, it is to be noted that the earlier cess of Education Cess and SHE Cess were on the service 
tax component viz., @ 2% and 1% respectively on service tax whereas the SBC and KKC are on the taxable 
value of services!
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3.6. Lastly, with all these cesses adding just INR 15,000 crores (10,000 crores – SBC and 5,000 crores – KKC) 
being only 7% of INR 2,13,000 crores of service tax collection it would add to a lot of mess in accounting 
and housekeeping [invoices, CENVAT documentation, etc] causing stress to the accountants who over the 
years look forward to such add on spices to an otherwise mundane accounting life!

B.	CHANGES	EFFECTIVE	FROM	THE	DATE	OF	ENACTMENT	OF	THE	BILL

4.	 Assignment	of	radio	frequencies	by	Government	and	subsequent	transfers	to	be	a	‘declared	service’

4.1. Under section 65B(44) of the Act, the term ‘service’ includes a ‘declared service’ and u/s. 65B(22) of 
the Act ‘declared service’ means ‘any activity carried out by a person for another for consideration and 
declared as such under section 66E’. Section 66E of the Act constitutes certain activities to be declared 
services. The Bill seeks to insert a new clause (j) in s.66E to provide that “assignment by the Government 
of the right to use the radio frequency spectrum and subsequent transfers thereof” shall be considered to 
be a declared service.

4.2. The Circular No. F. No. 334/8/2016-TRU dated 29.2.2016 issued by the Joint Secretary (Tax Research 
Unit) [“TRU Clarification”] in para 4.2B states that the amendment is made “so	as	to	make	it	clear that 
assignment by Government of the right to use the spectrum as well as subsequent transfers of assignment 
of such right to use is a service leviable to service tax and not sale of intangible goods”. Perhaps, the 
intention of the Government is to clarify that such an activity was always a ‘service’ and not sale of 
intangible goods!

4.3. In this regard it may be noted that w.e.f. 1.4.2016 all services (whether support or not) provided by 
Government or local authority to business entities would be liable for service tax unless they are 
specifically exempt and the recipient shall be liable to pay the entire service tax [Notification No.6/2016 
dated 18.2.2016 and Notifications No. 15/2016 to 18/2016 dated 1.3.2016].

4.4. Thus, in respect of assignments by the Government of the right to use radio frequency spectrum, the 
recipient of the spectrum would be liable to pay service tax. However, in respect of subsequent transfers 
the transferor would be liable to pay the service tax.

5.	 Point	of	Taxation	applicable	in	case	of	new	levy

5.1. The Government had formulated Point of Taxation of Rules, 2011 (“POTR”) w.e.f. 1.4.2011 that set out 
the criteria to decide the point of time when a service is deemed to have been provided for the purpose 
of collection of service tax and determination of rate of service tax.

	 Payment	of	tax	in	case	of	new	services	

5.2. Rule 5 of the POTR provides that where a service is taxed for the first time [say, from a specified date], 
no service tax needs to be paid on such services in case – 

(a) the payment for services has been received before the specified date; and 

(b) invoice has also been issued either before the specified date or within 14 days of the specified date.

 It is to be noted that Rule 5 of POTR does not provide when the Point of Taxation arises in case of a new 
service but carves out an exception where tax is not payable in case of new service. But it does not deal 
with a situation when service tax is payable. Further, Rule 5 of POTR does not deal with a case where 
the services are completed before the specified date but payment for which is not received before the 
specified date.
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5.3. When Swachh Bharat Cess (“SBC”) was introduced with effect from 15.11.2015, the Government of 
India vide its Press Release dated 12.11.2015 had clarified that Rule 5 of the POTR would be applicable 
to SBC also and hence if payment for services is received before 15.11.2015 and invoice is issued prior 
to 15.11.2015 or on or before 29.11.2015, no SBC would be applicable on the said services since all the 
provisions of service tax [including POTR] would be applicable to SBC. 

5.4. However, two issues arose – 

(i) whether a new levy on services would be considered as a ‘service being taxed for the first time’ so 
as to attract Rule 5 of POTR;

(ii) whether the new levy would be applicable on services provided prior to the specified date but 
payment for which is received post the specified date.

5.5. To overcome the above, Rule 5 of the POTR has been amended with effect from 01.03.2016 to provide – 

 “Explanation 1.- This rule shall apply mutatis mutandis in case of new levy on services. 

 Explanation 2.- New levy or tax shall be payable on all the cases other than specified above”

 Thus pursuant to Explanation 1, any new levy such as Krishi Kalyan Cess (KKC) would be covered by  
Rule 5 of POTR. Further, pursuant to Explanation 2 the new levy would be applicable in all cases other 
than the exception carved out by Rule 5 of POTR [refer para 5.2 above]. Thus, for the first time Rule 5 of 
POTR would also deal with as to when the new levy would be payable/applicable. Perhaps the intention 
is also to impose the levy even in those cases where service is completed before the specified date but 
payment is received after the specified date. 

5.6. However, on first principle KKC is going to be a new levy applicable from 01.06.2016. Recourse would be 
taken to Rule 5 of POTR pursuant to Sec. 158(5) of the Bill which makes all provisions of Chapter V of 
Finance Act, 1994 and rules made thereunder applicable to KKC. But as per Section 67A of the Act, the 
rate of tax applicable on the ‘taxable services’ is the rate prevailing at the time when the ‘taxable service’ 
(i.e. a service taxable under section 66B) is provided or agreed to be provided. In case taxable service is 
provided prior to the specified date, the rate of KKC prior to the specified date is Nil and therefore no KKC 
would be leviable on services provided prior to the specified date.

5.7. This point is sought to overcome by amending section 67A and s. 94(2) pursuant to which POTR have been 
issued u/s. 94(2)(a) and 94(2)(hhh). Sub-section 2 to s. 67A is sought to be inserted with effect from the 
date of enactment of the Finance Bill, 2016 as under:

“Section 67A

(1)  …….

(2)  The time or the point in time with respect to the rate of service tax shall be such as may be 
prescribed.”

 Further, the POTR is sought to be issued pursuant to s. 67A(2) also in addition to s. 94(2)(a) and 94(2)(hhh) 
so that the rate of the new levy [say KKC] would be applicable at the time or point in time as provided 
by Rule 5 of POTR and Rule 5 vide Explanation 2 provides that the new levy or tax would be applicable 
in all cases except in cases given in para 5.2 above.

5.8. However, the author has serious doubts whether the avowed purpose of imposing the new levy to services 
completed before the specified date but payment for which is received subsequently would be achieved!
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6.	 Increase	in	time	limit	for	issuance	of	Show	Cause	Notice	[“SCN”]	for	recovery	of	service	tax	from	18	
months	to	30	months.

6.1. Presently, section 73 of the Finance Act, 1994 empowers the Central Excise Officer to issue an SCN where 
service tax has not been levied or paid or has been short levied or short paid or erroneously refunded 
(hereinafter referred as “said defaults”) and thereafter determine the amount of service tax due and 
payable. The SCN has to be issued within 18 months from the “relevant date” [called ‘ordinary or normal 
period of limitation’]. Normally, in case of registered assessees, the relevant date for recovery of unpaid 
service tax is 18 months from the return due date or date of filing the return. The above limitation period 
of 18 months may be extended to 5 years from the ‘relevant date’ in case where the said defaults are by 
reason of:

1. fraud;

2. collusion;

3. willful mis-statement of facts; or

4. suppression of facts; or

5. contravention of any of the provisions of the Act or Rules 

with an intent to evade payment of service tax.

6.2. The Bill proposes to increase the above ordinary/normal period of limitation to issue an SCN from 18 
months to 30 months from the relevant date, thus providing a larger window to the department to issue 
SCN.

7.	 Reduction	in	the	rate	of	interest	for	delayed	payment	of	service	tax.

7.1. The rate of interest for delayed payment of service tax was increased from 13% p.a. to 18% p.a. w.e.f. 
1.4.2011. Subsequently, the Government vide Notification No.12/2014- ST dated 11.7.2014 w.e.f. 1.10.2014 
effected a phenomenal increase in the rate of interest payable by providing for a slab system of interest 
rate in the range of 18% - 30% as under:

Sl.	No. Delayed	period	involved Rate	of	simple	interest	(Normal	case) 
[See	note	below]

1 Up to 6 months 18% p.a.
2 From 6 months to 1 year 24% p.a.
3 Above 1 year 30% p.a.

 Note: The above rates of interest would be reduced by 3% p.a. for small tax payers i.e.

(a) whose turnover, in any of the financial years covered by a show cause notice issued under section 
73 does not exceed INR 60 lakhs; or

(b) whose turnover in the immediately preceding financial year does not exceed INR 60 lakhs.

7.2. Consequent to the several representations made by various professional/industry associations, the rate 
of interest for late payment of service tax is proposed to be reduced. The new rates of interest proposed 
are as under:
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Sl.No. Situation Rate	of	simple	interest
(1) (2) (3)

1. Service tax collected but paid belatedly 24% p.a.
2. In other cases 15% p.a.

 The above rates of interest would be reduced by 3% p.a. for small tax-payers as explained in Note to  
Para 7.1.

7.3. Thus post enactment of the Bill, the service tax assessee would have to keep separate accounts/records 
as under:

(i) Service tax collected and paid on time

(ii) Service tax paid on time without collection

(iii) Service tax collected and paid belatedly

(iv) Service tax paid belatedly without collection

7.4. Consequently, the interest in respect of delayed payment of excess service tax collected as envisaged in 
section 73A has been reduced from 18% to 15% pursuant to Section 73B.

8.	 Closure	of	proceedings	for	imposition	of	financial	penalties	on	directors,	managers,	secretary,	etc.	or	
other	officers	in	charge	of	the	company	for	certain	contraventions	by	the	company	if	tax	and	interest	
(and	15%	of	the	service	tax	by	way	of	penalty,	where	applicable)	is	paid	by	the	company	within	30	days	
of	issue	of	SCN.

8.1. Presently, section 78A provides for imposing a financial penalty upto INR 1,00,000/- on directors, 
managers, secretary or other officers incharge of the company for specified contraventions committed by 
a company namely : - 

(a) evasion of service tax; or

(b) issuance of invoice, bill or challan without provision of taxable services contravening the provisions 
of the Act or the Rules made thereunder1;

(c) availment and utilisation of credit of taxes/duty without actual receipt of taxable service or excisable 
goods either fully or partially in violation of the Act or Credit Rules;

(d) failure to pay to the Government any amount collected as service tax beyond a period of six months 
from the date on which such payment became due.

 The aforesaid persons are liable if – 

(i) at the time of such contravention they were in charge of, and responsible to, the company for the 
conduct of business; and

(ii) they were knowingly concerned with such contravention.

8.2. The Bill seeks to insert an Explanation in the above section 78A to provide that there shall be a closure 
of proceedings for imposition of the above financial penalties if proceedings against the company are 
concluded in the following circumstances – 

1. Thus issuing invoice for monies received in advance towards taxable service to be provided would not be a contravention.   



48

inDirect Tax

(i) Where the SCN on the company has proposed to impose a penalty u/s. 76 (i.e. for failure to pay 
service tax without suppression) and the company pays the service tax and interest within 30 days 
of receipt of SCN;

(ii) Where the SCN on the company has proposed imposition of penalty u/s.78 (i.e. for failure to pay 
service tax with an intent to evade) and the company has paid the tax, interest and 15% of the 
service tax as penalty u/s.78 within 30 days of receipt of the SCN.

9.	 Monetary	limits	for	launching	of	Prosecution	increased	from	INR	50	Lakhs	to	INR	2	crores.

9.1. Section 89 prescribes the offences and the quantum of punishment. The punishable offences enumerated 
in section 89(1) are the following :

(i) Knowingly evading payment of service tax. 

(ii) Availment and utilisation of credit of taxes and duty without actual receipt of taxable service or 
excisable goods either fully or partially in violation of the Act or Credit Rules;

(iii) Maintenance of false books of accounts;

(iv) Failure to supply information or supply of false information;

(v) Failure to pay to the Government any amount collected as service tax beyond a period of six months 
from the date on which such payment became due.

9.2. Presently, the quantum of punishment imposable is detailed in the table below:

Sl.	No. Offence Punishment	by	way	of	imprisonment
1. For ‘amounts’ up to INR 50 lakhs Up to 1 year.
2. Where ‘amount’ exceeds INR 50 

lakhs
• From 6 months upto 3 years for offences specified in 

(i) to (iv) in Para 9.1 above; and

• �rom 6 months to 7 years for offence specified in 
clause (v) in Para 9.1 above.

3. Second and subsequent offence Upto 3 years for offences specified in Sl. No. (i) to (iv) in Para 
9.1 above, and upto 7 years for offence specified in clause 
(v) in Para 9.1 above. 

9.3. However, the Board had vide Circular: 1009/16/2015-CX dated 23.10.2015 issued guidelines to normally 
not launch prosecution unless evasion of service tax or misuse of credit for the specified offences is  
INR 1 crore or more.

9.4. The Bill seeks to amend section 89 to increase the monetary limit for launching of specified prosecution 
from INR 50 Lakhs specified in the section to INR 2 crores. The revised quantum of punishment imposable 
as proposed in the Bill is detailed in the table below.

Sl.	No. Offence Punishment	by	way	of	imprisonment
1. For ‘amounts’ upto INR 200	lakhs Upto 1 year.
2. Where ‘amount’ exceeds INR 200	

lakhs
• From 6 months upto 3 years for offences specified in 

(i) to (iv) in Para 9.1 above; and

• From 6 months to 7 years for offence specified in 
clause (v) in Para 9.1 above.
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Sl.	No. Offence Punishment	by	way	of	imprisonment
3. Second and subsequent offence Up to 3 years for offences specified in Sl. no. (i) to (iv) in 

Para 9.1 above, and upto 7 years for offence specified in 
clause (v) in Para 9.1 above. 

10.	 Power	to	Arrest	restricted	only	to	cases	of	failure	to	pay	tax	collected	beyond	6	months	from	due	date	
where	the	amount	exceeds	INR	2	crore.

10.1. Presently, failure to pay tax collected beyond 6 months from due date where the ‘amount’ exceeds  
INR 50 lakhs is the only cognizable offence (i.e. where the person can be arrested without warrant). All 
other punishable offences (viz., knowingly evading service tax, availing bogus credits, supplying false 
information, etc.) are non-cognizable offences (i.e. other than a cognizable offence). In both cases there 
are separate procedures for arrest and release of the person.

10.2. The Bill proposes to amend sections 90 and 91 of the Act so as to restrict the power to arrest only to 
cognizable offences i.e. where the tax payer has collected the tax but not deposited it with the Central 
Government beyond the period of 6 months from the due date, and amount of such tax collected but 
not paid is above the threshold of INR 2 crore.

11.	 	Rebate	of	service	tax	paid	on	input	services.

11.1. Power	to	grant	rebate	of	service	tax	paid	on	input	services	by	issuing	a	Notification.

11.1.1. The Bill seeks to amend Section 93A to provide for granting of rebate of service tax paid on input services 
not only by empowering the Central Government to prescribe “Rules” for this purpose but by also issuing 
a “notification” in this regard. 

11.2. Retrospective	effect	to	notification	granting	rebate	of	tax	paid	on	services	used	beyond	factory	or	place	
of	production	for	export	of	goods.

11.2.1. Notification No. 41/2012- S.T. dated 29.06.2012 w.e.f. 1.7.2012 granted rebate of service tax paid on 
‘specified services’ used by an exporter of goods beyond the ‘place of removal’, for export of the said 
goods. The term ‘Place of Removal’ was defined to have a meaning assigned to it in Section 4 of Central 
Excise Act, 1944. In this regard, Circular No. 988/12/2014-CX dated 20.10.2014 had clarified that the place 
where the sale takes place is the ‘place of removal’. Thus, if the sale took place at the load port or at 
the customer’s premises, then based on the circular, the load port or the customer’s premises would be 
considered as the ‘place of removal’ and accordingly rebate of services used from the factory to the load 
port/customer’s premises may not be allowed under this notification.

11.2.2. In order to mitigate this hardship notification No. 1/2016-ST dated 3rd February, 2016 amended 
Notification No.41/2012 to allow refund of service tax on services used beyond the factory or any other 
place or premises of production or manufacture of the said goods, for export of the said goods. The Bill 
proposes to give the said amendment retrospective effect from 01.07.2012 to 29.02.2016. A time period 
of one month from the enactment of the Bill for making a refund claim is proposed to be allowed to the 
exporters whose claims of refund were earlier rejected in absence of amendment.



50

inDirect Tax

C.	CHANGES	EFFECTIVE	FROM	01.04.2016

12.	 AMENDMENTS	IN	SERVICE	TAX	RULES,	1994

12.1.	 Relaxation	to	Specified	One	Person	Company	and	Hindu	Undivided	Family	for	payment	of	service	tax	

12.1.1. Presently, only an individual or a proprietary concern or a partnership firm is allowed to pay service tax on 
a quarterly basis as against other assessees who have to pay on monthly basis. This benefit of payment 
of service tax on quarterly basis is extended to the following category of persons also – 

(a) Hindu Undivided Family; and

(b) Specified One Person Company;

 The aforesaid ‘Specified One Person Company’ has also been given an option to pay service tax on receipt 
basis instead of paying service tax as per the Point of Taxation Rules [subject to Note (ii) below]. 

	 Note:	

(i) ‘Specified One Person Company’ is One Person Company whose aggregate value of taxable services 
provided from one or more premises during the previous financial year is INR 50 lakhs or less;

(ii) The facility of payment of service tax on receipt basis is available only upto a limit of INR 50 lakhs 
of taxable services provided or agreed to be provided in current financial year.

12.2.	 Changes	in	composition	option	scheme	for	Life	Insurance	Business

Particulars Upto	
31.03.2016

W.e.f.	
01.04.2016

(i) On gross premium less amount allotted for investment/savings, if 
such amount intimated to policy holder.

14% 14%

(ii) Single annuity premium policy [other than covered in (i) above] 3.5% 1.4%
(iii) In other cases – 

(a) On first year premium 3.5% 3.5%
(b) On subsequent year premium 1.75% 1.75%

12.3.	 Filing	of	Annual	Returns	introduced

12.3.1. Presently every assessee is required to file two half yearly returns by the following dates viz.,

Sl.	No. For	the	Period Return	to	be	filed	by
1 April - September 25th October
2 October- March 25th April

12.3.2. The Central Government has now, in addition to the above two half yearly returns, also introduced an 
annual return required to be filed by every assessee by 30th day of November following the end of the 
financial year. 

12.3.3. The Central Government may exempt an assessee or a class of assessees from filing the annual returns 
subject to conditions/limitations. 
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12.3.4. If the annual return is filed on time it can be revised within a period of one month from the date of 
submission of the said Annual Return. Thus it appears a belated annual return cannot be revised as in 
the case of income tax.

12.3.5. The assessee would be required to pay a late fee of INR 100/- per day for the period of delay in filing the 
Annual Return, subject to a maximum late fee of INR 20,000/-

12.3.6. The format of Annual Return would be prescribed in due course.

12.4.	 Changes	in	person	liable	to	pay	service	tax	and	Reverse	Charge	Mechanism	–	Senior	Advocates	and	
Mutual	Fund	Distributors

12.4.1. Amendments have been made in Rule 2(1)(d) of Service Tax Rules 1994 which define ‘person liable for 
paying service tax’. These amendments are given in table below:

Sl.	
No.

Description	of	Service Person	liable	to	pay	service	tax
Existing	up	to	
31.03.2016

Post	01.04.2016

1 Legal services provided by Senior Advocate to – 
(i) firm of advocate or an individual advocate Not liable for service 

tax
Senior Advocate

(ii) Business entities Recipient of service 
i.e. Business Entity

Senior Advocate

2 Services by Mutual Fund agent/distributor to a 
mutual fund/asset management company

Mutual Fund/
Asset Management 
Company

Mutual Fund agent/
Distributor [See Note 
2 below]

 Notes:	

1. Consequential amendments have also been made in Notification No. 30/2012-ST dated 20.6.2012 
which deals with payment of service tax under Reverse Charge Mechanism.

2. Perhaps the avowed purpose seems to be to provide the benefit of basic threshold exemption of 
INR 10 lakhs to small mutual fund agents/distributors. 

D. CHANGES EFFECTIVE FROM MULTIPLE DATES

13.	 Changes	in	Abatements

13.1. The Central Government vide Notification No. 26/2012-Service Tax dated 20.6.2012 had granted to certain 
service providers exemption in the form of abatement/rebates some of which are being amended vide 
Notification No. 8/2016-ST dated 01.03.2016. 

Sl.	
No

Nature	of	service Existing Changes	[subject	to	conditions	
given	in	Note	below]

Rebate	Allowed Taxable	Value Rebate	Allowed Taxable	Value
1 Transport of goods by rail

70% 30%

70% 30%
a) Non-containerised freight 
b) Containerised freight
 (i) By Indian Railways
 (ii) By any Other person

70%
60%

30% 
40%

}
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Sl.	
No

Nature	of	service Existing Changes	[subject	to	conditions	
given	in	Note	below]

Rebate	Allowed Taxable	Value Rebate	Allowed Taxable	Value
2 Transport of passengers by Rail 70% 30% No change
3 Services of goods transport agency in 

relation to transportation of :
a) Used household goods

70% 30%

 

60%

 

40%
b) Other than used household goods 70% 30%

4 Services provided by a foreman of chit 
fund in relation to chit

- - 30% 70%

5 Transport of passengers by a stage 
carriage.

- - 60% 40%

6 Transportation of goods in a vessel 70% 30% No change
7 Tour operator providing:

• Package tour [i.e. accommodation 
cum transport, part of tour] 

75% 25% 70% 30%

• Non-package tour [say, transport] 60% 40%
• Only accommodation booking 

forming part of a tour
90% 10% 90% 10%

8 Construction of a complex, building, civil 
structure or a part thereof, intended for 
a sale to a buyer, wholly or partly except 
where entire consideration is received 
after issuance of completion certificate 
by the competent authority,-

(a)  for a residential unit satisfying 
both the following conditions, 
namely:– 

(i)  the carpet area of the unit is less 
than 2000 square feet; and

(ii) the amount charged for the 
unit is less than rupees one 
crore; 

75% 25%
70% 30%

(b)  for other than (a) above 70% 30%
9 Renting of Motor Cabs 60% 40% No change

	 Notes:	

1. The above amendments will be effective from 1.4.2016, except the amendment mentioned in Sl. No. 
5 which will be effective from 1.6.2016.

2. In case of Sl.	Nos.	1,	2	and	6	no CENVAT credit on inputs and capital goods can be taken but 
CENVAT credit on input services can be taken as against the existing bar/restriction.

3. In case of	Sl.	Nos.	3,	7	and	8 there is no change in the conditions.

4. In case of	Sl.	No.	4	and	5 which have been newly introduced, no CENVAT credit can be taken.

}

}

}
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5. In case of	Sl.	No.	9 a new condition has been introduced for availing the abatement viz., Gross 
amount charged shall include Fair Market Value (determined in accordance with Generally Accepted 
Accounting Principles) of all goods (including fuel) and services supplied by service receiver.

14.	 Changes	in	Exemptions	including	in	Mega	Exemption	Notification

 When the Negative List regime was introduced w.e.f. 01.07.2012, the Central Government had issued a 
Mega exemption Notification No. 25/2012 – ST dated 20.6.2012 conferring several exemptions. Some 
changes to the exemptions have been made vide Notification No. 9/2016 dated 1.3.2016 as explained 
below.

14.1.	 Exemptions	Modified

14.1.1.	Entry	6	Legal	services	[w.e.f.	01.04.2016]: Presently services provided by an individual advocate or a firm 
of advocates to:

(a) an advocate or partnership firm of advocate providing legal services;

(b) any person other than a business entity; or

(c) a business entity with a turnover upto INR 10 Lakhs in the preceding financial year

 is exempted from service tax. 

 This exemption has now been modified so as to exclude the legal services provided by a Senior Advocate 
to any person (except services provided to a person other than business entity) from the ambit of this 
exemption. Thus, Senior Advocates providing legal services would be liable to pay service tax themselves 
except where services are provided to non-business entities. Secondly, exemption in respect of services 
provided by persons represented on an arbitral Tribunal to an arbitral Tribunal has been withdrawn. 

14.1.2. Entry	14	Specified	construction	services	[w.e.f.	01.03.2016]: Exemption in respect of services provided 
by way of construction, erection, commissioning or installation of original works pertaining to Mono Rail/
Metro has been withdrawn. However, services provided under contracts entered into prior to 1.3.2016 
[on which appropriate stamp duty has been paid] would continue to be exempted.

14.1.3. Entry	16	Services	of	performing	artist	[w.e.f.	01.04.2016]: Presently services by performing artist in folk 
or classical art forms of music, or dance, or theatre, excluding services provided by such artist as a brand 
ambassador, is exempted from payment of service tax. This exemption had been modified w.e.f 1.4.2015 
so as to restrict the availability of exemption only to such cases where the amount charged for such 
performances is not more than INR 1,00,000/-. This threshold exemption limit has now been increased 
to INR 1,50,000/-.

14.1.4. Entry	23	Passenger	transportation	services	[w.e.f.	01.04.2016]:	Exemption in respect of services by way 
of transportation of passengers by a ropeway, cable car or aerial tramway has been withdrawn.

14.2.	 Exemptions	Newly	Introduced

 The following services have been exempted.

14.2.1. Entry	9B	Specified	Management	Educational	Programmes	[w.e.f.	01.03.2016]: Services provided by 
the Indian Institutes of Management (IIM) by way of educational programmes (other than executive 
development programme) viz., 2 year full time Post Graduate Programme in Management (PGPM), 
admissions to which are made through Common Admission Test conducted by IIMs, 5 year Integrated 
Programme in Management and Fellowship Programme in Management.
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14.2.2.	Entry	9C	Specified	bodies	for	skill	development	assessment	[w.e.f.	01.04.2016]:	Services by way of 
assessment under skill development initiative scheme rendered by bodies empanelled centrally by Director 
General of training, Ministry of Skill Development and Entrepreneurship. 

14.2.3. Entry	9D	Specified	vocational	training	courses	[w.e.f.	01.04.2016]: Services provided by way of skill or 
vocational training in courses certified by National Council for Vocation Training by training providers under 
specified programmes of Ministry of Rural Development.

14.2.4. Entry	13	Construction	of	houses	under	specified	schemes	[w.e.f.	01.03.2016]:	Services by way of 
construction/erection a civil structure or any other original work pertaining to :

(a) Rehabilitation of existing slumdwellers using land as a resource through private participation;

(b) The ‘beneficiary led individual house construction or enhancement’;

 under Housing for All (Urban) Mission or Pradhan Mantri Awas Yojana.

14.2.5. Entry	14	Specified	construction	services	[w.e.f.	01.03.2016]:	Services by way of constructions, erection, 
commissioning or installation of original works pertaining to low cost houses having a carpet area upto 
60 square meter per house in a housing project approved by competent authority under the “Affordable 
Housing in Partnership” component of Housing for All (Urban) Mission/Pradhan Mantri Awas Yojana or 
any housing scheme of the State Government.

14.2.6.	Entry	23	Passenger	transportation	services	[w.e.f.	01.06.2016]: Services by way of transportation of 
passengers by a non-air conditioned stage carriage.

14.2.7. Entry	26	Specified	General	Insurance	[w.e.f.	01.04.2016]: Services of general insurance business provided 
under Nirmaya Health Insurance Scheme implemented by National Trust for Welfare of persons with 
Autism, Cerebral Palsy, Mental Retardation and multiple disabilities.

14.2.8.	Entry	26C	[w.e.f.	01.04.2016]: Services of life insurance business provided by way of annuity under the 
National Pension System (NPS).

14.2.9. Entry	49	[w.e.f.	01.04.2016]: Services provided by Employees Provident Fund Office to employees 
governed under Employees Provident Fund and Miscellaneous Provisions Act 1952.

14.2.10. Entry	50	[w.e.f.	01.04.2016]: Services provided by Insurance Regulatory Development Authority to insurers 
under IRDAI Act, 1999.

14.2.11. Entry	51	[w.e.f.	01.04.2016]: Services provided by SEBI by way of protecting interest of investors in 
securities and promotion, development and regulation of securities market.

14.2.12. Entry	52	[w.e.f.	01.04.2016]: Services provided by National Centre for cold chain development by way of 
cold chain knowledge dissemination.

14.2.13. Entry	53	[w.e.f.	01.06.2016]:	Services by way of transportation of goods by an aircraft from a place outside 
India to a customs clearance station in India i.e. international air freight for inbound shipment. 

14.3.	 Exemptions	Restored	in	some	cases	

14.3.1. Entry	12A	Specified	construction	services	rendered	to	Government	[w.e.f.	01.03.2016]

(a) W.e.f. 1.4.2015 the exemptions in respect of following services was withdrawn viz., services provided 
to the Government, local authority or governmental authority by way of Construction, Erection, 
Commissioning, Installation, Completion, fitting out, repair, maintenance renovation or alteration of
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1. Civil structure or any other original work meant predominantly for use other than commerce 
or industry or any other business or profession

2. Structure meant predominantly for use as (i) Educational; (ii) Clinical; or (iii) art or cultural 
establishment 

3. A residential complex predominantly meant for use of employees or other specified persons 
(MPs, MLAs, etc.)

 The said exemption has now been restored till 31.3.2020 in respect of those contracts which had 
been entered into prior to 1.3.2015 and on which the appropriate stamp duty, where applicable, 
has been paid. 

(b) Retrospective exemption has also been given in respect of these services provided under the 
aforesaid contracts during the period commencing from 1.4.2015 to 29.2.2016. Consequently refund 
of service tax for the period 01.04.2015 to 29.02.2016 shall be made if refund claim is made within 
6 months from the date of enactment of the Bill subject to the principle of unjust enrichment.

14.3.2.	Entry	14A	Construction	of	ports	&	airports	[w.e.f.	01.03.2016]:	

(a) Exemptions in respect of services by way of construction, erection, commissioning or installation of 
original works pertaining to an airport or port had been withdrawn w.e.f 1.4.2015. However, the 
said exemption has now been restored till 31.3.2020 in respect of those contracts which had been 
entered prior to 1.3.2015 and on which the appropriate stamp duty, where applicable, has been 
paid. 

(b) Retrospective exemption has also been given in respect of these above services provided under the 
aforesaid contracts during the period commencing from 1.4.2015 to 29.2.2016, subject to production 
of certificate from concerned Ministry certifying the date of entering into the contract. Consequently 
refund of service tax collected shall be made if refund claim is made within 6 months from the date 
of enactment of the Bill subject to the principle of unjust enrichment.

14.4.	 Other	Exemptions	

	 Construction	services	 in	relation	to	canal,	dam	or	other	 irrigation	work	rendered	to	governmental	
authority	[w.e.f.	enactment	of	the	Bill]

14.4.1. Mega exemption Notification 25/2012 dated 20.06.2012 provides for the exemption of services provided 
to the Government, a local authority or a governmental authority by way of construction, erection, 
commissioning, installation, completion, fitting out, repair, maintenance, renovation, or alteration of canal, 
dam or other irrigation work.

 The definition of governmental authority is as under:

	 For	the	period	prior	to	30.1.2014

 “Governmental authority means a board, or an authority or any other body established with 90% 
or more participation by way of equity or control by Government and set up by an Act of the 
Parliament or a State Legislature to carry out any function entrusted to a municipality under article 
243W of the Constitution.” 
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	 For	the	period	from	30.1.2014

 “A Governmental authority means an authority or a board or any other board:

(i) Set up by an Act of Parliament or a State Legislature; or

(ii) Established by Government,

 with 90% or more participation by way of equity or control, to carry out any function entrusted to 
a municipality under Article 243W of the Constitution.”

 The bill provides for retrospective exemption to service provided to governmental authority as defined 
post 30.1.2014 even for the period 1.7.2012 - 29.1.2014 (both days inclusive). Consequently refund of 
service tax for the period 1.7.2012 to 29.1.2014 shall be made if refund claim is made within 6 months 
from the date of enactment of the Bill subject to the principle of unjust enrichment. 

	 Services	provided	by	approved	bio-technology	incubators	to	incubates	to	be	exempted	[w.e.f.	1.4.2016]

14.4.2. Services provided by recognised bio-technology incubators have been exempted from service tax subject 
to furnishing of information as required under Notification No. 32/2012- ST dated 20.6.2012.

15.	 AMENDMENTS	IN	CENVAT	CREDIT	RULES,	2004	QUA	SERVICE	PROVIDERS

 The Central Government has made a number of amendments in CENVAT Credit Rules, 2004 so as to 
improve the credit flow and reduce the compliance burden and associated litigation especially relating 
to apportionment of credit between exempted goods/services and non-exempted goods/services. The 
significant amendments in the CENVAT Credit Rules, 2004 (Credit Rules) qua Service Providers are given 
below. 

15.1.	 ‘Exempt	service’	to	exclude	transport	of	goods	by	ship	outside	India	[Exports	freight]	–	thus	input	credit	
of	such	services	fully	allowed	[w.e.f	1.3.2016]

15.1.1. International ocean freight for outbound shipment/exports is outside the ambit of service tax since 
place of provision of services is considered to be outside India pursuant to Rule 10 of Place of Provision 
of Services Rules, 2012. But since the moneys for the freight are received in Indian Rupees it does not 
comply with the criteria of exports as per Rule 6A of the Service Tax Rules, 1994 so as to be outside the 
ambit of exempted services for the purpose of CENVAT credit, thus resulting in disallowance of CENVAT 
credit for the export freight operator.

15.1.2. To overcome the above difficulty, the definition of ‘exempted service’ in CENVAT Credit Rules has been 
amended w.e.f. 1.3.2016 to provide that transportation of goods by ship outside India [i.e. for export 
freight] will not be considered as an ‘exempt service’. Consequently all credit of inputs, capital goods and 
input services used for providing the said service shall be allowed.

15.2. Capital	goods	of	INR	10,000/-	or	less	to	be	considered	as	inputs	[w.e.f.	1.4.2016]

15.2.1. The definition of capital goods and inputs are sought to be amended to provide that capital goods having 
value upto INR 10,000/- per piece would be considered as inputs and not capital goods to facilitate taking 
credit of the said capital goods in the same year in which they are received.

15.3. Utilisation	of	CENVAT	credit	of	service	tax	paid	on	the	amount	charged	for	assignment/transfer	of	Right	
to	use	natural	resources	to	be	phased	out	over	the	‘Rights’	period	[w.e.f.	1.4.2016]

15.3.1. The Credit Rules is sought to be amended to provide that the CENVAT credit of service tax paid on the 
amount charged for assignment/transfer of Right to use natural resources shall be spread over the period 
of time for which Rights have been assigned. 
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(a) The amount of credit to be taken in a financial year shall be determined by applying the following 
formula viz., 

  Total amount paid for assignment of Rights  
Credit to be taken in a financial year  = ---------------------------------------------------------------------- 
  No. of years for which Rights have been assigned

(b) If such Rights are further assigned to another person for a consideration then the balance of CENVAT 
credit which is yet to be availed or taken shall be allowed in the year of assignment/transfer subject 
to the condition that such amount does not exceed the amount of service tax charged by such 
person on subsequent transfer or assignment of such Rights.

(c) CENVAT credit of service tax paid on annual/monthly user charges for assignment of the Rights shall 
be availed in the same financial year in which it is paid.

15.4. Amendment	in	Rule	6	-	Computation	of	CENVAT	credit	available	[w.e.f.	1.4.2016]

15.4.1. Rule 6 of the Credit Rules has been amended so as to rationalize the computation of cenvat credit 
available where an assessee provides taxable and exempted services. The provisions maybe summarized 
as under.

 CENVAT	credit	for	inputs	and	input	services

15.4.2. CENVAT credit shall not be allowed on inputs or input services which are used for providing “exempted 
services” and such ineligible credit shall be computed as follows [paras 15.4.3 and 15.4.4 below]. 

Note: For the purpose of this rule ‘exempted service’ shall include an activity which is not a service as per 
the Act and the value for such activity shall be as per the invoice/agreement/contract and where such 
value is not available it may be determined in consistent with the principles of valuation contained 
in the Act and the Rules made thereunder.

15.4.3. Where the service provider is engaged in providing both exempted and non-exempted services he may 
follow one of the following options:

a. pay 7%2 of the value of exempted services subject to a maximum of total credit available in the 
CENVAT account at the end of the period to which the payment relates [“7%	option”]; or

b. pay an amount equal to the CENVAT credit attributable to exempt services computed in a prescribed 
manner under Rule 6(3A) [“proportionate	option”] and utilise the entire credit available.

15.4.4. Rule 6(3A) of the Credit Rules prescribes the formula for determining the CENVAT credit attributable to 
‘exempt services’ under the “proportionate option”. The method of computation and procedure under 
rule 6(3A) is given in para 15.5	below.

 CENVAT	credit	for	capital	goods

15.4.5. Rule 6(4) provides that no CENVAT credit shall be allowed on the capital goods if they are exclusively used 
for providing exempted services for a period of two years from the date of commencement of provision 
of service. Similarly, if capital goods are installed after the date of commencement of provision of service, 
the above period of two years shall be computed from the date of installation.

2. 2% in case the service provider is a transporter of goods or passengers by rail  
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	 Other	compliances

15.4.6. As regards the “7% option” or “proportionate option” under Rule 6(3) the following points may be noted:

(a) The manufacturer or service provider can choose only one of the above options i.e. “7% option” 
or “proportionate option” for all his services which will remain in force during the currency of a 
financial year. The option is qua a service provider and not qua a taxable service. Further, this option 
cannot be withdrawn for the remaining part of the financial year. 

(b) The payment of CENVAT credit attributable to exempt goods/services maybe made by debiting the 
CENVAT credit account or otherwise [say, paying in cash] on or before the 5th day of the following 
month except for the month of March, when such payment/reversal shall be made on or before the 
31st March.

(c) In case of Banking company or Non Banking Financial Corporation engaged in providing services by 
way of extending loans or deposits or advances, such assessees in addition to the above options 
also have an option to pay amount equal to 50% of CENVAT credit availed in that month.

(d) Transitional provisions have been made for the Financial Year 2015-16 to provide that existing rule 6 
will continue to be in operation till 30.6.2016. Thus, the amended Rule 6 would apply for Financial 
Year 2016-17 onwards.

(e) In case of taxable services where a portion of the value of the service is exempted on condition of 
non-availability of CENVAT credit, the value of such exempted portion shall be included for payment 
of 7% option.

15.5.	 Method	of	computation	and	procedures	for	reversal	of	CENVAT	credit	in	case	of	“proportionate	option”	
–	for	inputs	and	input	services

15.5.1. The assessee shall intimate their option in writing to the Superintendent of Central Excise giving the 
following particulars, namely:-

(a) name, address and registration number of the assessee;

(b) date from which the option under this clause is exercised or proposed to be exercised;

(c) description of taxable services and inputs and input services used exclusively for provision of such 
taxable services;

(d) description of exempted services and inputs and input services used exclusively for provision of such 
exempted services;

(e) CENVAT credit of inputs and input services lying in balance as on the date of exercising the option 
under this condition.

15.5.2. For every month the assessee shall follow the following procedure:

1. First take full credit of all inputs and input services – [denoted as ‘T’]

2. Pay/Reverse the following amounts on a provisional basis every month – 

(a) Credit of inputs or input services used exclusively for provision of exempted services [ineligible 
credit] [denoted as ‘A’]; plus
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(b) Common CENVAT credit [denoted as ‘C’] attributable to exempted services [denoted as ‘G’] 
computed as under

 E 
G =  C x --------------- 
  F

 Where C = T – [A+B] i.e. Common CENVAT Credit

 and 

T =  Total CENVAT Credit taken

A =  CENVAT credit used exclusively for exempted services

B =  CENVAT credit used exclusively for provision of taxable output services which shall be 
fully availed [eligible credit]

E =  Preceding financial year’s value of exempted services

F =  Preceding financial year’s value of taxable services and exempted services

Note: Where no output service is provided in the preceding financial year the ineligible common credit [G] 
shall be deemed to be 50% of common credit [C]. 

15.5.3. After the end of the financial year the assessee shall determine the amount equivalent to CENVAT credit 
attributable to exempted goods or services by applying the same formulae as mentioned in para 15.5.2 
above but based on the ‘total CENVAT credit taken for the entire financial year’ and the Current financial 
year’s value of taxable and exempted services. 

15.5.4. After the above amount in para 15.5.3 is determined the following would be the steps taken:

(i) If the amount paid/reversed provisionally is less than the amount determined finally, the assessee 
will have to pay the difference on or before the 30th June of the succeeding financial year failing 
which the assessee shall be liable to pay interest @ 15% p.a. from the due date i.e. 30th June till 
the date of payment. 

(ii) Where the amount paid/reversed provisionally is greater than the amount determined finally, the 
assessee shall take credit of the excess amount.

(iii) The assessee shall intimate to the jurisdictional Superintendent of Central Excise, within a period of 
fifteen days from the date of such payment or adjustment, the following particulars, namely :-

(a) details of CENVAT credit attributable to eligible credit, ineligible credit, eligible common credit 
and ineligible common credit, ‘determined’ as per para 15.5.2 provisionally, month-wise.

(b) the amount equivalent to CENVAT credit attributable to eligible credit, ineligible credit, eligible 
common credit and ineligible common credit, determined finally for the whole financial year 
as per para 15.5.3 above.

(c) details of amount short paid, if any, along with date of short payment and interest or details 
of credit taken on account of excess payment.

15.5.5. In case of failure or delay in payment or reversal of CENVAT credit provisionally as mentioned in para 
15.5.2 above, the assessee would be liable pay interest at the rate of 15% from the due date of payment 
till the actual date of payment.
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15.5.6. If the assessee fails to exercise the proportionate option, the Central Excise Officer may allow the assessee 
to pay/reverse the CENVAT credit payable/attributable to exempted services alongwith interest from the 
due date of such payment till the date of actual payment along with interest @ 15% p.a.

15.6.	 Furnishing	of	Annual	Returns	[w.e.f.	1.4.2016]

15.6.1. Rule 9 A provides for submitting an Annual Return to Superintendent of Central Excise by provider of 
output service for each financial year by 30th November of the succeeding financial year in a form as 
notified by the Board. 

15.7.	 Recovery	of	CENVAT credit	wrongly	taken	[w.e.f.	1.4.2016]

15.7.1. W.e.f. 1.3.2015, Rule 14 of the CENVAT Credit Rules was amended to provide for recovery of CENVAT Credit- 

(i) availed wrongly but not utilised. Here the recovery would be made without interest [Rule 14(1)(i)]

(ii) availed and utilised wrongly. Here the recovery would be made alongwith interest u/s.75 [Rule 14(1)
(ii)]

15.7.2. For the purpose of crystallising the date of availment, the amount and the date of utilisation, Rule 14(2) 
of Credit Rules laid down the following propositions:

(a) Credit availed during a month shall be deemed to have been taken on the last day of the month.

(b) The utilisation shall be appropriated from the credit available in the following chronological order:

(i) Towards opening balance of the month.

(ii) Towards the month’s admissible credit.

(iii) Towards the month’s inadmissible credit.

Thus it was a FIFO method.

15.7.3. The above is relevant –

(a) to determine the amount of CENVAT credit taken and utilised wrongly 

(b) to determine at what point in time the wrong utilisation has taken place, 

so as to compute the interest.

15.7.4. The existing sub–rule (2) of Rule 14 of CENVAT Credit Rules is being omitted w.e.f 1.4.2016. The TRU 
Circular in Annexure II Para (p) clarifies that “now whether a particular credit has been utilised or not 
shall be ascertained by examining whether during the period under consideration, the minimum balance 
of credit in the account of the assessee was equal to or more than the disputed amount of credit”.

15.8.	 Limitation	period	for	filing	claim	for	refund	of	CENVAT credit	for	export	of	services	under	rule	5	of	the	
CENVAT Credit	Rules,	2004	specified	-	Effective	from	1.3.2016

15.8.1. The Division Bench of the Hon’ble Tribunal in Bechtel India Pvt. Ltd. v. CCE 2014 (34) S.T.R. 437 (Tri.-Del.) 
has held that refund claim u/r. 5 of CENVAT Credit Rules, 2004 in respect of input services used for 
exports is to be preferred within one year from the date of exports and in case of export of services, 
export is completed on receipt of foreign exchange in India. Hence where the assessee had filed the 
refund claim within 1 year from the receipt of foreign exchange in India, the refund claim was held as not 
time barred. 
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15.8.2. However, without noticing the above `judgment’ single member Benches of the Tribunal had different 
views. One view was that, the export is complete on the date of issue of invoice [Affinity Express India Pvt 
Ltd. (2015) 37 STR 321 (Tri-Mum)] and the other view was that the date of export is the date of receipt of 
consideration in foreign exchange [Business Process Outsourcing (I) Pvt. Ltd. (2014) 34 STR 364 (Tri-Bang)]. 
On a reference to the Larger Bench in CCE vs Ratio Pharma India Pvt. Ltd. (2015) 38 STR 83 (Tri-Mum), 
the Larger Bench [(2015) 39 STR 31 (Tri-LB)] returned the reference since there was no contrary ruling of 
a Division Bench to the ruling in Bechtel India Pvt. Ltd. case (supra).

15.8.3. In this background, the Government has issued a Notification no. 14/2016 – CE (N.T) dated 1.3.2016 
amending Notification No. 27/2012 – CE-(N.T) dated 18.6.2012 to provide that the time limit for filing 
application for refund of CENVAT Credit under Rule 5 of the CENVAT Credit Rules, 2004, in case of export 
of services, shall be 1 year from the date of –

(a) receipt of payment in convertible foreign exchange, where provision of service has been 
completed prior to receipt of such payment; or

(b) the date of issue of invoice, where payment for the service has been received in advance prior 
to the date of issue of the invoice.

15.8.4. Thus, the receipt of foreign exchange is crucial. In any case, it is a necessary condition for a service to be 
considered as Export of Services under Rule 6A of the Service Tax Rules, 1994.

16.	 Other	clarifications	given	by	TRU	Circular	(not	forming	part	of	Budget	Amendments)

 This time the Tax Research Unit, Department of Revenue, Ministry of Finance while issuing the Budget 
Circular [D.O.F.No. 334/8/2016 dated 29.2.2016 (“TRU Circular”)] has also clarified some existing issues 
on the applicability of service tax though these are not forming part of Budget or The Finance Bill, 2016.

16.1.	 Incentives	received	by	Air	Travel	Agents	from	Companies	providing	Computer	Reservation	Systems	(CCRS)	
liable	for	service	tax

16.1.1. The TRU circular in Para 15.1 has clarified that incentives received by Air Travel Agents from Computer 
Reservation System Companies (CCRS) are for promoting the service provided by CCRS to Airlines and 
hence is liable for service tax since it is neither covered in the negative list nor specifically exempted. 

16.2.	 Services	provided	by	Institutes	of	Language	Management	(ILMs)	not	exempted

16.2.1. The TRU Circular in Para 15.7 has clarified that ILMs who are engaged by various schools/institutions to 
develop knowledge and language skills of student are not providing pre-school education or education 
up to higher secondary school (or equivalent) or education for obtaining a qualification recognized by law 
and hence are not covered under the negative list [S.66D(l)]. Further, services of ILMs are also not exempt 
under Entry 9 of Notification No. 25/2012. Hence ILMs’ services are not exempted from service tax.

17.	 Conclusion

 This Bill has given some khatta and some meeta but also some theeka [difficult to handle like my wife!]. 
After glancing through the newspapers, My One Person Company [OPC - only one shareholder i.e. my	
wife] had some queries and comments.

OPC: What is SBC and KKC?
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ARK:  These are new levies – 

- SBC stands for Swachh Bharat Cess effective from 15.11.2015; 

- KKC stands for Krishi Kalyan Cess effective from 01.06.2016

OPC: Oh Great! I shall also be recovering from you the following cesses3 as a percentage of your salary – 

- Krishnan Kalyan Cess [KKC] for your welfare @ 0.25% w.e.f. 01.03.2016

- Grah Kalyan Cess [GKC] for home welfare @ 0.5% w.e.f. 01.04.2016

- Secondary and Higher Grah Kalyan Cess [SHGKC] for better home welfare @ 0.25% w.e.f. 
01.06.2016

- Biwi Kalyan Cess [BKC] for my4 welfare @ 14% with retrospective effect i.e. from the date of 
marriage

 Explanation: For the removal of doubts, it is hereby clarified that no dispute resolution mechanism or 
waiver would be applicable to above. Failure to pay the above cess would attract HOUSE ARREST (as if 
marriage is not House Arrest – interpretational issues!)

3. No approval / assent akin to Parliamentary approval or President’s assent required! 
4.  As it is entire salary is for her welfare.

CENTRAL	SALES	TAX	ACT,	1956

Section	3:	When	 is	a	sale	or	purchase	of	goods	said	to	take	place	 in	the	course	of	 inter-State	trade	or	
commerce

The following Explanation 3 is proposed to be inserted in Section 3 of the Central Sales Tax Act, 1956:

 “Where the gas sold or purchased and transported through a common carrier pipeline or any other 
common transport or distribution system becomes co-mingled and fungible with other gas in the pipeline 
or system and such gas is introduced into the pipeline or system in one State and is taken out from the 
pipeline in another State, such sale or purchase of gas shall be deemed to be a movement of goods from 
one state to another.
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