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Budget Walks The Tightrope With Fewer Changes To Tax Structure

Industry was hopeful that the government would abolish MAT or at the very least, substantially revisit the current MAT provisions

In the third Budget of the NDA, the Government has walked a tightrope by seeking to balance populist measures with fewer
changes in the current corporate and tax structure. At the same time, the Budget indeed has made some commitments towards
strengthening the demonetization drive and bringing transparency to political funding.  
 
The significant reduction in the tax rate (from 10% to 5%) for those with income up to 5 lakh is sure to appease the masses,
however, the unchanged corporate tax rates and absence of any significant benefits/ exemptions to businesses seems to be a
dampener at a time when industry at large is struggling with low economic growth coupled with the effects of demonetization -
except if the proposal to reduce the tax rate by 5% for smaller corporates with turnover less than 50 crore is taken as a
relaxation. In effect, there is no reduction in the corporate tax rate. 
 
Industry was hopeful that the Government would abolish MAT or at the very least, substantially revisit the current MAT
provisions, including the rate of almost 20%, which was viewed as being unreasonably high. This view was also supported by the
recent withdrawal of MAT for FPIs and foreign companies not having a permanent establishment in India. However, the
Government merely indicated in this Budget that MAT would be phased out eventually, and proposed to increase the carry
forward of MAT credit from 10 to 15 years. 
 
One of the proposals of some rejoice has been the curtailment of the scope of scrutiny in relation to domestic transfer pricing to
limit it to cases where one party enjoys profit-linked exemption, as in the recent past domestic transfer pricing disputes had
arisen manifold. The amendment will certainly help in containing litigation going forward. 
 
Further, the clarification on non-taxability of redemption of shares by FPIs will also be assuaging to foreign investors. 
On the foreign investment policy front, the Finance Minister by announcing the abolition of the Foreign Investment Promotion
Board (FIPB) has brought much relief to foreign investors. In any event, the continuation of the Board did not make sense as
more than 90% of FDI today is already through the automatic route where the approval of FIPB is not needed. The step is in line
with the Government's commitment to 'ease of doing business' in India and also showcases India as more FDI-friendly. The FM
also stated that further liberalization of the FDI Policy is under consideration and may be announced in the coming months. 
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The announcement that affordable housing being given Infrastructure status is a welcome move and will act as a catalyst to
meet the objectives of Housing to all by 2022, but will also result in increased participation from private players. 
 
In terms of the existing provisions and precedents, there was significant ambiguity in relation to whether under Joint
Development Agreements (JDAs), the landowner would be liable to pay tax at the time when the legal possession of the land
was handed over to the builder/ developer, or at the subsequent point in time when the revenue from the construction (either
monetary or in terms of built-up area) accrued to him.  
 
The move in this Budget to provide clarity that the point of taxability would only be upon the completion of the project, would
serve to not only reduce litigation but also provide much needed relief to landowners. 
 
In the parallel, with a view to encouraging the mobility of assets, the Budget has also proposed to reduce the holding period for
long-term capital gains tax period from 3 to 2 years. This, coupled with the grant of one year tax exemption from notional rental
income in respect of unsold inventory will definitely provide significant respite to the sector. 
 
After this Budget, in the coming months, the most awaited policy change is the introduction of GST, which, incidentally, was
given a miss in the Budget speech of the FM. Hopefully, the implementation of GST shall provide the much needed impetus to
industry, which this Budget did not.

Disclaimer: The views expressed in the article above are those of the authors' and do not necessarily represent or reflect the views of this
publishing house. Unless otherwise noted, the author is writing in his/her personal capacity. They are not intended and should not be thought
to represent official ideas, attitudes, or policies of any agency or institution.
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