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 CIRCULAR 


INCOME-TAX ACT 


Finance Act, 2017 ─ Explanatory Notes to the Provisions of the Finance Act, 2017 


CIRCULAR NO. 2/2018, DATED THE  15th OF FEBRUARY, 2018 
 AMENDMENTS AT A GLANCE 


Section/Schedule  Particulars / Paragraph number 


Finance Act, 2017 
 First Schedule  Rate Structure, 3.1-3.4 


Chapter III  Income-tax Act, 1961 


2 


Consolidation  of  plans  within  a  scheme  of  mutual  fund, 4.1-
 4.3;  Tax  neutral  conversion  of  preference  shares  to  equity 
 shares,  26.1-26.4;  Widening  scope  of  Income  from  other 
 sources, 33.1-33.6 


9  Clarity relating to indirect transfer provisions, 5.1-5.8 


9A  Modification  in  conditions  of  special  taxation  regime  for  off 
 shore funds under section 9A, 6.1-6.5 


10 


Correct  reference  to  FEMA  instead  of  FERA,  7.1-7.4;  Tax 
 exemption  to  partial  withdrawal  from  National  Pension 
 System (NPS), 8.1-8.3; Exemption of income of Chief Minister's 
 Relief Fund or the Lieutenant Governor's Relief Fund, 9.1-9.4; 


Tax  incentive  for  the  development  of  capital  of  Andhra 
 Pradesh, 10.1-10.5;  Exemption  of  long  term  capital  gains  tax 
 under  section  10(38)  of  the  Income-tax  Act,  11.1-11.3; 


Exemption of income of Foreign Company from sale of leftover 
 stock  of  crude  oil  from  strategic  reserves  at  the  expiry  of 
 agreement or arrangement, 12.1-12.3; Restriction on exemption 
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in case of corpus donation by exempt entities to other exempt 
 entities, 14.1-14.6 


10AA  Rationalisation of provisions of Section 10AA, 13.1-13.4 


11  Restriction on exemption in case of corpus donation by exempt 
 entities to other exempt entities, 14.1-14.6 


12A 


Clarity  of  procedure  in  respect  of  change  or  modifications  of 
 object and filing of return of income in case of entities exempt 
 under sections 11 and 12, 15.1-15.7 


12AA 


Clarity  of  procedure  in  respect  of  change  or  modifications  of 
 object and filing of return of income in case of entities exempt 
 under sections 11 and 12, 15.1-15.7 


13A  Transparency in electoral funding, 16.1-16.4 


23  No notional income for house property held as stock-in-trade, 
 17.1-17.3 


35AD  Disallowance  of  depreciation  under  section  32  and  capital 
 expenditure under section 35AD on cash payment, 20.1-20.4 


36  Increase in deduction limit in respect of provision for bad and 
 doubtful debts, 18.1-18.3 


40A 


Measures  to  discourage  cash  transactions, 19.1-19.3;  Scope  of 
 section  92BA  of  the  Income-tax  Act  relating  to  Specified 
 Domestic Transactions, 44.1-44.4 


43  Disallowance  of  depreciation  under  section  32  and  capital 
 expenditure under section 35AD on cash payment, 20.1-20.4 


43B  Extension of scope of section 43D to Co-operative Banks, 21.1-
 21.4 


43D  Extension of scope of section 43D to Co-operative Banks, 21.1-
 21.4 


44AA  Increasing  the  threshold  limit  for  maintenance  of  books  of 
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accounts  in  case  of  Individuals  and  Hindu  undivided  family, 
 22.1-22.3 


44AB  Exclusion  of  certain  specified  person  from  requirement  of 
 audit of accounts under section 44AB, 23.1-23.3 


44AD  Measures  for  promoting  digital  payments  in  case  of  small 
 unorganized businesses, 24.1-24.3 


45  Special  provisions  for  computation  of  capital  gains  in  case  of 
 joint development agreement, 25.1-25.8 


47 


Tax  neutral  conversion  of  preference  shares  to  equity  shares, 
 26.1-26.4;  Extension  of  capital  gain  exemption  to  Rupee 
 Denominated Bonds, 27.1-27.5 


48 


Extension  of  capital  gain  exemption  to  Rupee  Denominated 
 Bonds,  27.1-27.5;  Shifting  base  year  from  1981  to  2001  for 
 computation of capital gains, 32.1-32.4 


49 


Consolidation  of  plans  within  a  scheme  of  mutual  fund, 4.1-
 4.3;  Tax  incentive  for  the  development  of  capital  of  Andhra 
 Pradesh,  10.1-10.5;  Special  provisions  for  computation  of 
 capital gains in case of joint development agreement, 25.1-25.8; 


Tax  neutral  conversion  of  preference  shares  to  equity  shares, 
 26.1-26.4; Cost of Acquisition of capital assets of entities in case 
 of  levy  of  tax  on  accreted  income  under  section  115TD, 28.1-
 28.4;  Cost  of  acquisition  in  Tax  neutral  demerger  of  a  foreign 
 company,  29.1-29.3;  Widening  scope  of  Income  from  other 
 sources, 33.1-33.6


50CA  Fair  Market  Value  to  be  full  value  of  consideration  in  certain 
 cases, 30.1-30.3 


54EC  Expanding the scope of long term bonds under 54EC, 31.1-31.3 


55  Shifting base year from 1981 to 2001 for computation of capital 
 gains, 32.1-32.4 


56  Widening scope of Income from other sources, 33.1-33.6 
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58  Disallowance  for  non-deduction  of  tax  from  payment  to 
 resident, 34.1-34.3 


71  Restriction on set-off of loss from house property, 35.1-35.3 


79  Carry forward and set off of loss in case of certain companies, 
 36.1-36.3 


80CCD  Rationalisation  of  deduction  under  section  80CCD  for  self-
 employed individual, 37.1-37.3 


80CCG  Rationalization of deduction under section 80CCG, 38.1-38.3 
 80G  Restricting cash donations, 39.1-39.3 


80-IAC  Extending the period for claiming deduction by start-ups, 40.1-
 40.3 


80-IBA  Rationalisation  of  Provisions  of  Section  80-IBA  to  promote 
 Affordable Housing, 41.1-41.3 


87A  Rationalization  of  rebate  allowable  under  Section  87A, 42.1-
 42.3 


90  Clarification with regard to interpretation of 'terms' used in an 
 agreement entered into under section 90 and 90A, 43.1-43.5 


90A  Clarification with regard to interpretation of 'terms' used in an 
 agreement entered into under section 90 and 90A, 43.1-43.5 


92BA  Scope  of  section  92BA  of  the  Income-tax  Act  relating  to 
 Specified Domestic Transactions, 44.1-44.4 


92CE  Secondary adjustments in certain cases, 45.1-45.6 


94B  Limitation of Interest deduction in certain cases, 46.1-46.8 


115BBDA  Rationalization of taxation of income by way of dividend, 47.1-
 47.3 


115BBG  Income from transfer of carbon credits, 48.1-48.4 
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 115JAA 


Rationalisation  of  Provisions  relating  to  tax  credit  for 
 Minimum  Alternate  Tax  and  Alternate  Minimum  Tax, 49.1-
 49.5 


115JB  Rationalisation  of  provisions  of  section  115JB  in  line  with 
 Indian Accounting Standards (Ind-AS), 50.1-50.7 


115JD 


Rationalisation  of  Provisions  relating  to  tax  credit  for 
 Minimum  Alternate  Tax  and  Alternate  Minimum  Tax, 49.1-
 49.5 


119  Empowering Board to issue directions in respect of penalty for 
 failure to deduct or collect tax at source, 51.1-51.3 


132 


Reason to believe to conduct a search, etc. not to be disclosed, 
 52.1-52.5;  Power  of  provisional  attachment  and  to  make 
 reference to Valuation Officer to authorised officer, 53.1-53.5 


132A  Reason to believe to conduct a search, etc. not to be disclosed, 
 52.1-52.5 


133  Rationalisation of the provisions in respect of power to call for 
 information, 54.1-54.4 


133A  Extension of the power to survey, 55.1-55.3 


133C  Legislative framework to enable centralised issuance of notice 
 and processing of information under section 133C, 56.1-56.3 


139 


Mandatory  furnishing  of  return  by  certain  exempt  entities, 
 57.1-57.3;  Rationalisation  of  time  limits  for  completion  of 
 assessment,  reassessment  and  re-computation  and  reducing 
 the time for filing revised return, 60.1-60.13 


139AA  Quoting of Aadhaar number, 58.1-58.6 
 140A  Fee for delayed filing of return, 73.1-73.7 


143 


Processing  of  return  within  the  prescribed  time  and  enable 
 withholding  of  refund  in  certain  cases,  59.1-59.5;  Fee  for 
 delayed filing of return, 73.1-73.7 



Download Source- www.taxguru.in 



(7)8 
 153 


Rationalisation  of  time  limits  for  completion  of  assessment, 
 reassessment  and  re-computation  and  reducing  the  time  for 
 filing revised return, 601-60.13 


153A 


Rationalisation  of  the  provisions  in  respect  of  time  limits  for 
 completion  of  search  assessment, 61.1-61.7;  Rationalisation  of 
 provisions  of  the  Income  Declaration  Scheme,  2016  and 
 consequential amendment to section 153A and 153C, 80.1-80.7 


153B  Rationalisation  of  the  provisions  in  respect  of  time  limits  for 
 completion of search assessment, 61.1-61.7 


153C 


Rationalisation  of  provisions  of  the  Income  Declaration 
 Scheme,  2016  and  consequential  amendment  to  section  153A 
 and 153C, 80.1-80.7 


155  Enabling claim of credit for foreign tax paid in cases of dispute, 
 62.1-62.3 


194-IB  Deduction  of  tax  at  source  in  the  case  of  certain  Individuals 
 and Hindu undivided family, 63.1-63.7 


194-IC  Special  provisions  for  computation  of  capital  gains  in  case  of 
 joint development agreement, 25.1-25.8


194J 


Simplification  of  the  provisions  of  tax  deduction  at  source  in 
 case  Fees  for  professional  or  technical  services  under  section 
 194J, 64.1-64.3 


194LA  Non-deduction  of  tax  in  case  of  exempt  compensation  under 
 RFCTLAAR Act, 2013, 65.1-65.5 


194LC 


Extension of eligible period of concessional tax rate on interest 
 in  case  of  External  Commercial  Borrowing  and  Extension  of 
 benefit to Rupee Denominated Bonds, 66.1-66.8 


194LD  Extension  of  eligible  period  of  concessional  tax  rate  under 
 section 194LD, 67.1-67.3 


197A  Enabling of Filing of Form 15G/15H for commission payments 
 specified under section 194D, 68.1-68.3 
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 204 


Definition  of  'person  responsible  for  paying'  in  case  of 
 payments  covered  under  sub-section  (6)  of  section  195, 69.1-
 69.4 


206C 


Exemption from tax collection at source under section 206C in 
 case of certain specified goods, services and  buyers, 70.1-70.5; 


Restriction on cash transactions, 77.1-77.6 


206CC  Strengthening of PAN quoting mechanism in the TCS regime, 
 71.1-71.3 


211  Rationalisation  of  section  211  and  section  234C  relating  to 
 advance tax, 72.1-72.6 


234C  Rationalisation  of  section  211  and  section  234C  relating  to 
 advance tax, 72.1-72.6 


234F  Fee for delayed filing of return, 73.1-73.7 


241A  Processing  of  return  within  the  prescribed  time  and  enable 
 withholding of refund in certain cases, 59.1-59.5 


244A  Interest on refund due to deductor, 74.1-74.3 


245A 


Rationalisation  of  time  limits  for  completion  of  assessment, 
 reassessment  and  re-computation  and  reducing  the  time  for 
 filing revised return, 60.1-60.13 


245N  Amendments  to  the  structure  of  Authority  for  Advance 
 Rulings, 75.1-75.4 


245-O  Amendments to the structure of Authority for Advance 
 Rulings, 75.1-75.4


245Q  Amendments to the structure of Authority for Advance 
 Rulings, 75.1-75.4


253  Amendment of Section 253, 76.1-76.3 
 269ST  Restriction on cash transactions, 77.1-77.6
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271DA  Restriction on cash transactions, 77.1-77.6
 271F  Fee for delayed filing of return, 73.1-73.7 


271J  Penalty  on  professionals  for  furnishing  incorrect  information 
 in statutory report or certificate, 78.1-78.4 


273B  Penalty  on  professionals  for  furnishing  incorrect  information 
 in statutory report or certificate, 78.1-78.4 


CHAPTER VI  Miscellaneous 


Part XIII  Amendment to the Finance Act, 2016 


50  Clarification  regarding  the  applicability  of  section  112, 79.1-
 79.4 


197 


Rationalisation  of  provisions  of  the  Income  Declaration 
 Scheme,  2016  and  consequential  amendment  to  section  153A 
 and 153C, 80.1-80.7 


1.  Introduction   


1.1  The  Finance  Act,  2017  (hereafter  referred  to  as  ‘the  Act’)  as  passed  by  the 
 Parliament, received the assent of the President on the  31st day  of March, 2017 and 
 has  been  enacted  as  Act  No.  7  of  2017.  This  circular  explains  the  substance  of  the 
 provisions of the Act relating to direct taxes.  


2.  Changes made by the Act 
 2.1   The Act has-   


(i)  specified the rates of income-tax for the assessment year 2018-19 and the rates 
 of income-tax on the basis of which tax has to be deducted at source and advance tax 
 has to be paid during financial year 2017-18; 


(ii)  amended sections 2, 9, 9A, 10, 10AA, 11, 12A, 12AA, 13A, 23, 35AD, 36, 40A, 
 43,  43B,  43D,  44AA,  44AB,  44AD,  45,  47,  48,  49,  54EC,  55,  56,  58,  71,  79,  80CCD, 
 80CCG, 80G, 80-IAC, 80-IBA, 87A, 90, 90A, 92BA, 115BBDA, 115JAA,  115JB, 115JD, 
 119,  132,  132A,  133,  133A,  133C,  139,  140A,  143,  153,153A,  153B,  153C,  155,  194J, 
 194LA,  194LC,  194LD,  197A,  204,  206C,  211,  234C,  244A,  245A,  245N,  245-O,  245Q, 
 253, 271F and 273B of the Income-tax Act, 1961 (‘the Income-tax Act’);   


(iii)  inserted  new  sections  50CA,  92CE,  94B,  115BBG,  139AA,  194-IB,  194-IC, 
 206CC, 234F, 241A, 269ST, 271DA and 271J in the Income-tax Act;   


(v)  amended sections 50 and 197 of the Finance Act, 2016. 
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 3.  Rate structure 


3.1  Rates  of  income-tax  in  respect  of  incomes  liable  to  tax  for  the  assessment 
 year 2017-18. 


3.1.1  Part  I  of  the  First  Schedule  to  the  Act  specifies  the  rates  of  income-tax  in 
 respect of incomes of all categories of assessees liable to tax for the assessment year 
 2017-18. These rates are the same as those laid down in Part III of the First Schedule 
 to  the  Finance  Act,  2016  as  amended  by  the  Taxation  Laws  (Second  Amendment) 
 Act,  2016  (No.  48  of  2016)  for  the  purposes  of  computation  of  ‚advance  tax‛, 
 deduction  of  tax  at  source  from  ‚Salaries‛  and  charging  of  tax  payable  in  certain 
 cases during the financial year 2016-17.  


The main features of the rates specified in the said Part I are as follows:  


3.1.2    Individual,  Hindu  undivided  family,  association  of  persons,  body  of 
 individuals or artificial juridical person.  


Paragraph  A  of  Part  I  of  the  First  Schedule  specifies  the  rates  of  income-tax  in  the 
 case  of  every  individual,  Hindu  undivided  family,  association  of  persons,  body  of 
 individuals or artificial juridical person (other than a co-operative society, firm, local 
 authority and company) as under:- 


Income chargeable 


to tax  Rate of income- tax 


Individual (other 
 than senior and 
 very senior citizen), 
 HUF, association of 
 persons, body of 


individuals and 
 artificial juridical 


person. 


Individual, 
 resident in India 
 who is of the age 
 of sixty years or 
 more but less than 


eighty years. 


(senior citizen) 


Individual, 
 resident in India 


who is of the 
 age of eighty 
 years or more 


(very senior 
 citizen) 
 Up to Rs. 2,50,000  Nil 


Nil 


Nil 
 Rs. 2,50,001 - Rs. 


3,00,000 


10% 


Rs. 3,00,001 - Rs. 


5,00,000  10% 


Rs. 5,00,001 - Rs. 


10,00,000  20%  20%  20% 


Exceeding Rs. 


10,00,000  30%  30%  30% 


The amount of income-tax so computed shall be increased by a surcharge at the rate 
 of  fifteen  per  cent  of  such  income-tax  in  case  of  a  person  having  a  total  income 
 exceeding one crore rupees. However, marginal relief shall be available so the total 
 amount  payable  as  income-tax  and  surcharge  on  total  income  exceeding  one  crore 
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rupees shall not exceed the total amount payable as income-tax on a total income of 
 one crore rupees by more than the amount of income that exceeds one crore rupees. 


The Education Cess on income-tax shall continue to be levied at the rate of two per 
 cent on the amount of tax computed inclusive of surcharge. In addition, the amount 
 of  tax  computed  shall  be  further  increased  by  an  additional  surcharge  called 
 Secondary  and  Higher  Education  Cess  on  income-tax  at the rate  of  one  per  cent  of 
 such income-tax inclusive of surcharge. 


No marginal relief shall be available in respect of Education Cess and Secondary and 
 Higher Education Cess. 


For instance, if the income of an individual below sixty years of age is Rs. 1,01,00,000 
 and income-tax computed is Rs. 28,55,000/-. Surcharge on the income-tax at the rate 
 of fifteen per cent of such tax is Rs. 4,28,250/-. Thus the total income-tax inclusive of 
 surcharge  is  Rs.  32,83,250/-  without  providing  marginal  relief.  On  providing 
 marginal  relief,  the  income-tax  inclusive  of  surcharge  shall  be  limited  to  Rs. 


29,55,000/-.  Then  the  education  cess  of  two  per  cent  is  to  be  computed  on  Rs. 


29,55,000/- which works out to Rs. 59,100/-. In addition, the amount of tax computed 
 shall also be increased by an additional cess called Secondary and Higher Education 
 Cess  on  income-tax  at  the  rate  of  one  per  cent  of  such  income-tax  which  for  the 
 present  case  of  income-tax  of  Rs.  29,55,000/-  works  out  to  be  Rs.  29,550/-.  Thus, 
 where the amount of tax computed is Rs. 29,55,000/-, the Education Cess of two per 
 cent  is  Rs.  59,100/-,  the  Secondary  and  Higher  Education  Cess  is  Rs.  29,550/-.  The 
 total cess  in this case  will amount to Rs. 88,650/-(i.e. Rs. 59,100/- + Rs. 29,550/-). No 
 marginal relief shall be available in respect of such cess. 


3.1.3   Co-operative Societies. 


Paragraph B of Part I of the First Schedule to the Act specifies the rates of income-tax 
 in the case of every co-operative society as under:- 


Income chargeable to tax  Rate 


Up to Rs. 10,000  10% 


Rs. 10,001 -Rs. 20,000  20% 


Exceeding Rs. 20,000  30% 


The amount of income-tax so computed shall be increased by a surcharge at the rate 
 of twelve per cent of such income-tax in case of a co-operative society having a total 
 income  exceeding  one  crore  rupees.  However,  marginal  relief  shall  be  available  so 
 that  the  total  amount  payable  as  income-tax  and  surcharge  on  total  income 
 exceeding one crore rupees shall not exceed the total amount payable as income-tax 
 on  a  total  income  of  one  crore  rupees  by  more  than  the  amount  of  income  that 
 exceeds one crore rupees. 
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The Education Cess on income-tax shall continue to be levied at the rate of two per 
 cent on the amount of tax computed inclusive of surcharge. In addition, the amount 
 of  tax  computed  shall  be  further  increased  by  an  additional  surcharge  called 
 Secondary  and  Higher  Education  Cess  on  income-tax  at the rate  of  one  per  cent  of 
 such income-tax inclusive of surcharge. 


No marginal relief shall be available in respect of Education Cess and Secondary and 
 Higher Education Cess. 


3.1.4   Firms.  


Paragraph C of Part I of the First Schedule to the Act specifies the rate of income-tax 
 as thirty per cent in the case of every firm.  


The amount of income-tax so computed shall be increased by a surcharge at the rate 
 of  twelve  per  cent  of  such  income-tax  in  case  of  a  firm  having  a  total  income 
 exceeding one  crore rupees. However, marginal relief shall be available so that the 
 total  amount  payable  as  income-tax  and  surcharge  on  total  income  exceeding  one 
 crore  rupees  shall  not  exceed  the  total  amount  payable  as  income-tax  on  a  total 
 income  of  one  crore  rupees  by  more  than  the  amount  of  income  that  exceeds  one 
 crore rupees. 


The Education Cess on income-tax shall continue to be levied at the rate of two per 
 cent on the amount of tax computed inclusive of surcharge. In addition, the amount 
 of  tax  computed  shall  be  further  increased  by  an  additional  surcharge  called 
 Secondary  and  Higher  Education  Cess  on  income-tax  at the rate  of  one  per  cent  of 
 such income-tax inclusive of surcharge. 


No marginal relief shall be available in respect of Education Cess and Secondary and 
 Higher Education Cess. 


3.1.5   Local Authorities.  


Paragraph D of Part I of the First Schedule to the Act specifies the rate of income-tax 
 as thirty per cent in the case of every local authority. 


The amount of income-tax so computed shall be increased by a surcharge at the rate 
 of  twelve  per  cent  of  such  income-tax  in  case  of  a  local  authority  having  a  total 
 income  exceeding  one  crore  rupees.  However,  marginal  relief  shall  be  available  so 
 that  the  total  amount  payable  as  income-tax  and  surcharge  on  total  income 
 exceeding one crore rupees shall not exceed the total amount payable as income-tax 
 on  a  total  income  of  one  crore  rupees  by  more  than  the  amount  of  income  that 
 exceeds one crore rupees. 


The Education Cess on income-tax shall continue to be levied at the rate of two per 
 cent on the amount of tax computed inclusive of surcharge. In addition, the amount 
 of  tax  computed  shall  be  further  increased  by  an  additional  surcharge  called 
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Secondary  and  Higher  Education  Cess  on  income-tax  at the rate  of  one  per  cent  of 
 such income-tax inclusive of surcharge. 


No marginal relief shall be available in respect of Education Cess and Secondary and 
 Higher Education Cess. 


3.1.6   Companies. 


Paragraph E of Part I of the First Schedule to the Act specifies the rates of income-tax 
 in the case of a company. 


In case of a domestic company, the rate of income-tax is__


a)  twenty nine per cent of the total income, if the total turnover or gross receipts 
 of  the  company  in  the  previous  year  2014-15  does  not  exceed  five  crore 
 rupees;  


b)  twenty-five  per  cent  of  the  total  income  at  the  option  of  the  company,  if  it 
 satisfies the conditions contained under section 115BA of the Income-tax Act; 


c)  thirty per cent of the total income, in all other cases.  


The  tax  computed  shall  be  enhanced  by  a  surcharge  of  seven  per  cent  where  such 
 domestic  company  has  total  income  exceeding  one  crore  rupees  but  not  exceeding 
 ten crore rupees. Surcharge at the rate of twelve per cent shall be levied if the total 
 income of the company exceeds ten crore rupees. 


 In  the  case  of  a  company  other  than  a  domestic  company,  income  from  royalties 
 received  from  Government  or  an  Indian  concern,  under  an  approved  agreement 
 made after 31.03.1961 but before 01.04.1976, shall be taxed at fifty per cent. Similarly, 
 income from fees for technical services received by such company from Government 
 or  an  Indian  concern,  under  an  approved  agreement  made  after  29.02.1964  but 
 before 01.04.1976, shall be taxed at fifty per cent. On the balance of the total income 
 of  such  company,  the  tax  rate  shall  be  forty  per  cent.  The  tax  computed  shall  be 
 enhanced  by  a  surcharge  of  two  per  cent  where  such  company  has  total  income 
 exceeding one crore rupees but not exceeding ten crore rupees. Surcharge at the rate 
 of five per cent shall be levied if the total income of such company exceeds ten crore 
 rupees. 


However,  marginal  relief  shall  be  allowed  in  the  case  of  every  company  to  ensure 
 that:  (i)  the  total  amount  payable  as  income-tax  and  surcharge  on  total  income 
 exceeding one crore rupees shall not exceed the total amount payable as income-tax 
 on  a  total  income  of  one  crore  rupees  by  more  than  the  amount  of  income  that 
 exceeds one crore rupees, (ii) the total amount payable as income-tax and surcharge 
 on total income exceeding ten crore rupees shall not exceed the total amount payable 
 as income-tax and surcharge on a total income of ten crore rupees, by more than the 
 amount of income that exceeds ten crore rupees. 
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Education Cess on income-tax shall continue to be levied at the rate of two per cent 
 on the amount of tax computed, inclusive of surcharge in the case of every company. 


Also, such amount of tax and surcharge shall be further increased by an additional 
 surcharge called Secondary and Higher Education Cess on income-tax at the rate of 
 one per cent of the amount of tax computed, inclusive of surcharge.  


No marginal relief shall be available in respect of Education Cess and Secondary and 
 Higher Education Cess. 


3.2   Rates for deduction of income-tax at source from certain incomes during the 
 financial year 2017-18. 


3.2.1   Part  II  of  the  First  Schedule  to  the  Act  specifies  the  rates  for  deduction  of 
 income-tax at source during the financial year 2017-18 in every case in which tax is to 
 be  deducted  at  the  rates  in  force  under  the  provisions  of  sections  193,  194,  194A, 
 194B,  194BB,  194D,  194LBA,  194LBB,  194LBC  and  195  of  the  Income-tax  Act.  The 
 rates  for  deduction  of  income-tax  at  source  during  the  financial  year  2017-18  will 
 continue  to  be  the  same  as  those  specified  in  Part  II  of  the  First  Schedule  to  the 
 Finance Act, 2016. 


3.2.2   Surcharge. 


The tax deducted at source in the following cases shall be increased by a surcharge, 
 as specified under, for purposes of the Union: 


(i) in case of every non-resident individual or Hindu undivided family or association 
 of  persons  or  body  of  individuals,  whether  incorporated  or  not,  or  every  artificial 
 juridical person, the rate of surcharge is__


(a) ten  per  cent  of  such  income-tax,  where  the  income  or  the  aggregate  of  such 
 incomes  paid  or  likely  to  be  paid  and  subject  to  the  deduction  exceeds  fifty 
 lakh rupees but does not exceed one crore rupees; 


(b) fifteen per cent of such income-tax, where the income or the aggregate of such 
 incomes  paid  or  likely  to  be  paid  and  subject  to  the  deduction  exceeds  one 
 crore rupees; 


(ii) in  the  case  of  every  non-resident  co-operative  society  or  firm,  the  rate  of 
 surcharge  is  twelve  per  cent.,  where  the  income  or  the  aggregate  of  such  incomes 
 paid or likely to be paid and subject to the deduction exceeds one crore rupees; 


(iii) in case of payments made to foreign companies, the rate of surcharge is__


(a) two  per  cent  of  such  income-tax  where  the  income  or  the  aggregate  of  such 
 incomes  paid  or  likely  to  be  paid  and  subject  to  the  deduction  exceeds  one 
 crore rupees but does not exceed ten crore rupees; 


(b) five per cent of such income-tax where such income or the aggregate of such 
 incomes  paid  or  likely  to  be  paid  to  a  foreign  company  and  subject  to  the 
 deduction exceeds ten crore rupees. 


(iv) No  surcharge  on  tax  deducted  at  source  shall  be  levied  in  the  case  of  an 
 individual,  Hindu  undivided  family,  association  of  persons,  body  of  individuals, 
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artificial juridical person, co-operative society, local authority, firm, being a resident 
 or a domestic company. 


3.2.3   Education Cess. 


Education  Cess  on  income-tax  shall  continue  to  be  levied  for  the  purposes  of  the 
 Union at the rate of two per cent of income-tax and surcharge, if any. For instance, if 
 the  amount  of  income  of  a  foreign  company  is  Rs.  1,20,00,000/-  and  tax  to  be 
 deducted  from  such  foreign  company  is  Rs.  12,00,000/-  at  the  rate  of  10  per  cent.,  
 then  the  surcharge  at  the  rate  of  two  per  cent  on  such  tax  deducted  shall  be  Rs. 


24,000/-.  Education  cess  on  such  amount  of  tax  deducted  and  surcharge  (i.e.  Rs. 


12,00,000/- + Rs. 24,000/- = Rs. 12,24,000/-) shall be Rs. 24,480/-. 


In addition, the amount of tax deducted and surcharge shall be further increased by 
 an additional surcharge called Secondary and Higher Education Cess on income-tax 
 at the rate of one per cent in all such cases. Thus in the above illustration, where the 
 amount  of  tax  deducted  is  Rs.  12,00,000/-,  the  surcharge  is  Rs.  24,000/-,  the  said 
 Secondary and Higher Education Cess will be computed at the rate of one per cent 
 on Rs. 12,24,000/- which works out to be Rs. 12,240/-. The total cess in this case will, 
 therefore, amount to Rs. 36,720 (i.e. Rs24,480/- + Rs. 12,240/-). 


3.3   Rates for deduction of income-tax at source from “Salaries”, computation of 


“advance  tax”  and  charging  of  income-tax  in  special  cases  during  the  financial 
 year 2017-18. 


3.3.1 Part III of the First Schedule to the Act specifies the rates for deducting income-
 tax  at  source  from  ‘Salaries’  and  computing  advance  tax  during  the  financial  year 
 2017-18. These rates are also applicable for charging income-tax during the financial 
 year 2017-18 on current incomes in cases where accelerated assessments have to be 
 made,  e.g.,  provisional  assessment  of  shipping  profits  arising  in  India  to  non-
 residents,  assessment  of  persons  leaving  India  for  good  during  that  financial  year, 
 assessment of persons who are likely to transfer property to avoid tax, assessment of 
 bodies formed for short duration, etc. The rates are as follows:- 


3.3.2  Individual,  Hindu  undivided  family,  association  of  persons,  body  of 
 individuals or artificial juridical person.  


Paragraph A of Part III of the First Schedule specifies the rates of income-tax in the 
 case  of  every  individual,  Hindu  undivided  family,  association  of  persons,  body  of 
 individuals or artificial juridical person (other than a co-operative society, firm, local 
 authority and company). The basic exemption limits, rates of tax and slabs of income 
 for various categories remain the same as in financial year 2015-16. 
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The rates of tax during the financial year 2016-17 are as follows:- 
 Income 


chargeable to tax  Rate of income- tax 


Individual (other than 
 senior and very senior 


citizen), HUF, 
 association of persons, 


body of individuals 
 and artificial juridical 


person. 


Individual, 
 resident in India 
 who is of the age 
 of sixty years or 


more but less 
 than eighty years. 


(senior citizen) 


Individual 
 resident in India, 
 who is of the age 
 of eighty years or 


more. (very 
 senior citizen) 
 Up to Rs. 2 ,50,000  Nil 


Nil  Nil 


Rs.  2,50,001  -  Rs. 


3,00,000 


Rs.  3,00,001  -  Rs.  5% 


5,00,000  5% 


Rs.  5,00,001  -  Rs. 


10,00,000  20%  20%  20% 


Exceeding  Rs. 


10,00,000   30%  30%  30% 


The amount of income-tax so computed shall be increased by a surcharge at the rate 
 of  ten  per  cent  of  such  income-tax,  in  case  of  a  person  having  a  total  income 
 exceeding fifty lakh rupees but not exceeding one crore rupees, and fifteen per cent 
 of  such  income-tax,  in  case  of  a  person  having  a  total  income  exceeding  one  crore 
 rupees. However, marginal relief shall be available so that the total amount payable 
 as income-tax and surcharge on total income exceeding, 


(a) fifty lakh rupees but not exceeding one crore rupees shall not exceed the total 
 amount payable as income-tax on a total income of fifty lakh rupees by more 
 than the amount of income that exceeds fifty lakh rupees; 


(b) one crore rupees shall not exceed the total amount payable as income-tax on a 
 total  income  of  one  crore  rupees  by  more  than  the  amount  of  income  that 
 exceeds one crore rupees. 


The Education Cess on income-tax shall continue to be levied at the rate of two per 
 cent on the amount of tax computed inclusive of surcharge. In addition, the amount 
 of  tax  computed  shall  be  further  increased  by  an  additional  surcharge  called 
 Secondary  and  Higher  Education  Cess  on  income-tax  at the rate  of  one  per  cent  of 
 such  income-tax  inclusive  of  surcharge.  No  marginal  relief  shall  be  available  in 
 respect of Education Cess and Secondary and Higher Education Cess. 


3.3.3   Co-operative Societies. 


Paragraph B of Part III of the First Schedule to the Act specifies the rates of income-
 tax in the case of every co-operative society. The rates are as follows:- 
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Income chargeable to tax  Rate 


Up to Rs. 10,000  10% 


Rs. 10,001 – Rs. 20,000  20% 


Exceeding Rs. 20,000  30% 


The  amount  of  income-tax  so  computed  shall  continue  to  be  increased  by  a 
 surcharge at the rate of twelve per cent of such income-tax in case of a co-operative 
 society having a total income exceeding one crore rupees. However, marginal relief 
 shall be available so that the total amount payable as income-tax and surcharge on 
 total income exceeding one crore rupees shall not exceed the total amount payable as 
 income-tax on a total income of one crore rupees by more than the amount of income 
 that exceeds one crore rupees. 


Education  Cess  on  income-tax  and  Secondary  and  Higher  Education  Cess  on 
 income-tax shall be levied at the rate of two per cent and one per cent respectively of 
 the amount of income-tax computed inclusive of surcharge. No marginal relief shall 
 be available in respect of Education Cess and Secondary and Higher Education Cess. 


3.3.4   Firms. 


Paragraph C of Part III of the First Schedule to the Act specifies the rate of income-
 tax as thirty per cent in the case of every firm. 


The  amount  of  income-tax  so  computed  shall  continue  to  be  increased  by  a 
 surcharge at the rate of twelve per cent of such income-tax in case of a firm having a 
 total income exceeding one crore rupees. However, marginal relief shall be available 
 so  that  the  total  amount  payable  as  income-tax  and  surcharge  on  total  income 
 exceeding one crore rupees shall not exceed the total amount payable as income-tax 
 on  a  total  income  of  one  crore  rupees  by  more  than  the  amount  of  income  that 
 exceeds one crore rupees. 


The Education Cess on income-tax shall continue to be levied at the rate of two per 
 cent on the amount of tax computed inclusive of surcharge. In addition, the amount 
 of  tax  computed  shall  be  further  increased  by  an  additional  surcharge  called 
 Secondary  and  Higher  Education  Cess  on  income-tax  at the rate  of  one  per  cent  of 
 such  income-tax  inclusive  of  surcharge.  No  marginal  relief  shall  be  available  in 
 respect of Education Cess and Secondary and Higher Education Cess. 


3.3.5   Local Authorities. 


Paragraph D of Part III of the First Schedule to the Act specifies the rate of income-
 tax as thirty per cent in the case of every local authority. 


The  amount  of  income-tax  so  computed  shall  continue  to  be  increased  by  a 
 surcharge at the rate of twelve per cent of such income-tax in case of a local authority 
 having a total income exceeding one crore rupees. However, marginal relief shall be 
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available  so  that  the  total  amount  payable  as  income-tax  and  surcharge  on  total 
 income  exceeding  one  crore  rupees  shall  not  exceed  the  total  amount  payable  as 
 income-tax on a total income of one crore rupees by more than the amount of income 
 that exceeds one crore rupees. 


Education  Cess  on  income-tax  and  Secondary  and  Higher  Education  Cess  on 
 income-tax shall be levied at the rate of two per cent and one per cent respectively of 
 the  amount  of  income-tax  and  surcharge.  No  marginal  relief  shall  be  available  in 
 respect of Education Cess and Secondary and Higher Education Cess. 


3.3.6   Companies. 


Paragraph E of Part III of the First Schedule to the Act specifies the rate of income-
 tax in the case of a company. 


In case of a domestic company, the rate of income-tax is__


a)  twenty five per cent of the total income, if the total turnover or gross receipts 
 of  the  company  in  the  previous  year  2015-16  does  not  exceed  fifty  crore 
 rupees;  


b)  twenty-five  per  cent  of  the  total  income,  at  the  option  of  the  company,  if  it 
 satisfies the conditions contained under section 115BA of the Income-tax Act;; 


c)  the rate of income-tax is thirty per cent of the total income, in all other cases. 


The  tax  computed  shall  continue  to  be  enhanced  by  a  surcharge  of  seven  per  cent 
 where such domestic company has total income exceeding one crore rupees but not 
 exceeding ten crore rupees. Surcharge at the rate of twelve per cent shall continue to 
 be levied if the total income of the company exceeds ten crore rupees. 


In  the  case  of  a  company  other  than  a  domestic  company,  income  from  royalties 
 received  from  Government  or  an  Indian  concern  under  an  approved  agreement, 
 made after 31.03.1961 but before 01.04.1976, shall be taxed at fifty per cent. Similarly, 
 income from fees for technical services received by such company from Government 
 or  Indian  concern  under  an  approved  agreement,  made  after  29.02.1964  but  before 
 01.04.1976, shall be taxed at fifty per cent. On the balance of the total income of such 
 company, the tax rate shall be forty per cent. 


The  tax  computed  shall  continue  to  be  enhanced  by  a  surcharge  of  two  per  cent 
 where such company has total income exceeding one crore rupees but not exceeding 
 ten crore rupees. Surcharge at the rate of five per cent shall continue to be levied if 
 the total income of such company exceeds ten crore rupees. 


However,  marginal  relief  shall  be  allowed  in  the  case  of  every  company  to  ensure 
 that:  (i)  the  total  amount  payable  as  income-tax  and  surcharge  on  total  income 
 exceeding one crore rupees shall not exceed the total amount payable as income-tax 
 on  a  total  income  of  one  crore  rupees  by  more  than  the  amount  of  income  that 
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exceeds one crore rupees, (ii) the total amount payable as income-tax and surcharge 
 on total income exceeding ten crore rupees shall not exceed the total amount payable 
 as income-tax and surcharge on a total income of ten crore rupees, by more than the 
 amount of income that exceeds ten crore rupees. 


Education  Cess  on  Income-tax  and  Secondary  and  Higher  Education  Cess  on 
 income-tax  shall  continue  to  be  levied  at  the  rate of  two  per  cent and  one  per  cent 
 respectively  of  the  amount  of  income-tax  computed  including  surcharge.  No 
 marginal  relief  shall  be  available  in  respect  of  Education  Cess  and  Secondary  and 
 Higher Education Cess. 


3.4   Surcharge on Additional Income-tax. 


Where additional income-tax has to be paid under section 115-O or section 115-QA 
 or sub-section (2) of section 115R or section 115TA or section 115TD of the Income-
 tax  Act,  that  is  to  say,  on  distribution  of  dividend  by  domestic  companies  or 
 distribution of income by a company on buy-back of shares from shareholders or on 
 distribution  of  income  by  a  mutual  fund  to  its  unit  holders  or  on  distribution  of 
 income  by  a  securitisation  trust  to  its  investors  or  on  accreted  income  of  certain 
 trusts  and  institutions,  the  additional  tax  so  payable  shall  be  increased  by  a 
 surcharge of twelve per cent of such income-tax. 
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4.  Consolidation of plans within a scheme of mutual fund. 


4.1  Section  47  of  the  Income-tax  Act  was  amended  vide  Finance  Act,  2016  to 
 provide tax neutrality to the transfer of units in a consolidating plan of mutual fund 
 scheme  made  in consideration of the allotment of units  in the consolidated plan of 
 that mutual fund scheme. 


4.2  Clause  (42A)  of  section  2  and  section  49  of  the  Income-tax  Act  have  been 
 amended  so  as  to  provide  that  cost  of  acquisition  of  the  units  in  the  consolidated 
 plan of mutual fund scheme referred to in section 47(xix) shall be the cost of units in 
 consolidating  plan  of  mutual  fund  scheme  and  period  of  holding  of  the  units  of 
 consolidated  plan  of  mutual  fund  scheme  shall  include  the  period  for  which  the 
 units in consolidating plan of mutual fund scheme were held by the assessee. 


4.3  Applicability: These amendments take effect from 1st of April, 2017 and will, 
 accordingly, apply from assessment year 2017-18 and subsequent assessment years. 


5.  Clarity relating to indirect transfer provisions. 


5.1  Section 9 of the Income-tax Act deals with cases of income which are deemed 
 to  accrue  or  arise  in  India.  Sub-section  (1)  of  the  said  section  creates  a  legal  fiction 
 that  certain  incomes  shall  be  deemed  to  accrue  or  arise  in  India.  Clause  (i)  of  said 
 sub-section (1) provides a set of circumstances in which income accruing or arising, 
 directly  or  indirectly,  is  taxable  in  India.  The  said  clause  provides  that  all  income 
 accruing  or  arising,  whether  directly  or  indirectly,  through  or  from  any  business 
 connection  in  India,  or  through  or  from  any  property  in  India,  or  through  or  from 
 any  asset  or  source  of  income  in  India,  or  through  the  transfer  of  a  capital  asset 
 situate in India shall be deemed to accrue or arise in India. 


5.2  Certain clarificatory amendments were inserted in the provisions of section 9 
 vide  Finance  Act,  2012.  The  amendments  included  inter  alia  the  insertion  of 
 Explanation 5 in section 9(1)(i) w.e.f. 1st April, 1962. Explanation 5 clarified that an 
 asset or capital asset, being any share or interest in a company or entity registered or 
 incorporated  outside  India  shall  be  deemed  to  be  situated  in  India,  if  the  share  or 
 interest derives, directly or indirectly, its value substantially from the assets located 
 in India. 


5.3  In response to various queries raised by stakeholders seeking clarification on 
 the  scope  of  indirect  transfer  provisions,  the  CBDT  issued  Circular  No.  41  of  2016. 


However,  concerns  have  been  raised  by  stakeholders  that  the  provisions  result  in 
 multiple taxation. 


5.4  In order to address these concerns, section 9 of the Income-tax Act has been 
 amended  so  as  to  clarify  that  Explanation  5  shall  not  apply  to  an  asset  or  capital 
 asset, which is held by a non-resident by way of investment, directly or indirectly, in 
 a  Foreign  Institutional  Investor  as  referred  to  in  clause  (a)  of  the  Explanation  to 
 section 115AD for an assessment year commencing on or after the 1st April, 2012 but 
 before the 1st April, 2015. 
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5.5  Applicability: This  amendment  takes  effect  retrospectively  from  1st  April, 
 2012  and  will,  accordingly,  apply  from  assessment  year  2012-13  and  subsequent 
 assessment years. 


5.6  Section 9 of the Income-tax Act has been further amended so as to clarify that 
 Explanation  5  shall  not  apply  to  an  asset  or  capital  asset,  which  is  held  by  a  non-
 resident  by  way  of  investment,  directly  or  indirectly,  in  Category-I  or  Category-II 
 foreign portfolio investor under the Securities and Exchange Board of India (Foreign 
 Portfolio  Investors)  Regulations,  2014,  made  under  the  Securities  and  Exchange 
 Board of India Act, 1992, as these entities are regulated and broad based.  


5.7  This amendment is clarificatory in nature. 


5.8  Applicability: This  amendment  takes  effect  retrospectively  from  1st  April, 
 2015  and  will,  accordingly,  apply  from  assessment  year  2015-16  and  subsequent 
 assessment years. 


6.  Modification  in  conditions  of  special  taxation  regime  for  off  shore  funds 
 under section 9A. 


6.1  Section  9A  of  the  Income-tax  Act  provides  for  a  special  regime  in  respect  of 
 offshore funds. It provides that in the case of an eligible investment fund, the fund 
 management activity carried out through an eligible fund manager acting on behalf 
 of  such  fund  shall  not  constitute  business  connection  in  India  of  the  said  fund. 


Further, an eligible investment fund shall not be said to be resident in India merely 
 because  the  eligible  fund  manager  undertaking  fund  management  activities  on  its 
 behalf  is  located  in  India.  The  benefit  under  section  9A  is  available  subject  to  the 
 conditions provided in sub-sections (3), (4) and (5) of the section.  


6.2  Sub-section (3) of section 9A provides for the conditions for the eligibility of 
 the fund. These conditions,  inter alia, are related to residence of fund, corpus, size, 
 investor  broad  basing,  investment  diversification  and  payment  of  remuneration  to 
 fund manager at arm's length. In respect of corpus of the fund,  before amendment 
 by the Act, it was provided that the monthly average of the corpus of the fund shall 
 not  be  less  than  one  hundred  crore  rupees  except  where  the  fund  has  been 
 established  or  incorporated  in  the  previous  year  in  which  case,  the  corpus  of  fund 
 shall not be less than one hundred crore rupees at the end of such previous year. 


6.3  Representations have been received stating that in the year in which the fund 
 is being wound up, it would not be possible to maintain the monthly average of the 
 corpus  of  the  fund  to an  amount  which  would  not  be  less  than  one  hundred  crore 
 rupees as required. 


6.4  In  order  to  rationalise  the  regime  and  to  address  the  concerns  of  the 
 stakeholders, section 9A of the Income-tax Act has been amended to provide that in 
 the  previous  year  in  which  the  fund  is  being  wound  up,  the  condition  that  the 
 monthly average of the corpus of the fund shall not be less than one hundred crore 
 rupees, shall not apply. 
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6.5  Applicability: This  amendment  takes  effect  retrospectively  from  1st  April, 
 2016  and  will,  accordingly,  apply  from  assessment  year  2016-17  and  subsequent 
 assessment years. 


7.  Correct reference to FEMA instead of FERA. 


7.1  Sub-clause  (ii)  of  clause  4  of  section  10  of  the  Income-tax  Act  refers  to  any 
 income  of  an  individual  by  way  of  interest  on  moneys  standing  to  his  credit  in  a 
 Non-Resident  (External)  Account  in  any  bank  in  India  in  accordance  with  the 
 Foreign  Exchange  Management  Act,  1999  (42  of  1999),  and  the  rules  made 
 thereunder.  The  proviso  to  the  said  sub-clause,  before  amendment  by  the  Act, 
 referred individual to be a person resident outside India, as defined in clause (q) of 
 section  2  of  Act  46  of  1973,  i.e.,  Foreign  Exchange  Regulation  Act,  1973,  (FERA) 
 which  stands  repealed  and  re-enacted  as  Act  42  of  1999,  i.e.,  the  Foreign  Exchange 
 Management Act, 1999 (FEMA). The definition of person outside India is occurring 
 in clause (w) of FEMA. 


7.2  With a view to reflect the correct definition of the expression "person resident 
 outside  India",  the  proviso  to  section  10(4)(ii)  of  the  Income-tax  Act  has  been 
 amended.  


7.3  This amendment is clarificatory in nature. 


7.4  Applicability: This  amendment  takes  effect  retrospectively  from  1st  April, 
 2013,  and  will,  accordingly,  apply  from  assessment  year  2013-14  and  subsequent 
 assessment years. 


8.  Tax-exemption to partial withdrawal from National Pension System (NPS). 


8.1  The provisions of section 10(12A) of the Income-tax Act specify that payment 
 from National Pension System (NPS) trust to an employee on closer of his account or 
 opting out shall be exempt up to 40% of total amount payable to him. 


8.2  In  order  to  provide  further  relief  to  an  employee  subscriber  of  NPS,  clause 
 (12B)  has  been  inserted  in  section  10  of  the  Income-tax  Act  so  as  to  provide 
 exemption to partial withdrawal not exceeding 25% of the contribution made by an 
 employee  in  accordance  with  the  terms  and  conditions  specified  under  Pension 
 Fund Regulatory and Development Authority Act, 2013 and regulations made there 
 under. 


8.3  Applicability: This  amendment  takes  effect  from  1st of  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent assessment years. 


9.  Exemption  of  income  of  Chief  Minister's  Relief  Fund  or  the  Lieutenant 
 Governor's Relief Fund. 


9.1  Section 10(23C) of the Income-tax Act provide exemption in respect of income 
 of certain funds which include inter alia the Prime Minister's National Relief Fund. 


9.2  The  Chief  Minister's  Relief  Fund  or  the  Lieutenant  Governor's  Relief  Fund, 
 referred  to  in  sub-clause  (iiihf)  of  clause  (a)  of  sub-section  (2)  of  section  80G  of  the 
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Income-tax  Act,  which  is  of  the  same  nature  at  the  level  of  state  or  the  Union 
 Territory as is the Prime Minister's National Relief Fund at the national level, is not 
 exempted under section 10(23C). In the absence of such exemption, these funds are 
 required to obtain registration under section 12A of the Income-tax Act in order to 
 avail  exemption  of  its  income  under  section  11  and  12  of the  said  Act  and  are  also 
 required to fulfil certain conditions. 


9.3  Therefore, clause (23C) of section 10 of the Income-tax Act has been amended 
 to  provide  the  benefit  of  exemption  to  the  Chief  Minister's  Relief  Fund  or  the 
 Lieutenant Governor's Relief Fund also. 


9.4  Applicability: This amendment takes effect retrospectively from the 1st April, 
 1998, the date on which sub-clause (iihf) of clause (a) of sub-section (2) of section 80G 
 relating  to  deduction  in  any  sum  paid  to  the  Chief  Minister's  Relief  Fund  or  the 
 Lieutenant  Governor's  Relief  Fund  came  into  force,  and  will,  accordingly,  apply 
 from assessment year 1998-99 and subsequent assessment years. 


10.  Tax incentive for the development of capital of Andhra Pradesh. 


10.1  As  per  section  96  of  the  Right  to  Fair  Compensation  and  Transparency  in 
 Land  Acquisition,  Rehabilitation  and  Resettlement  Act,  2013,  the  specified 
 compensation  received  by  the  landowner  in  lieu  of  acquisition  of  land  is  exempt 
 from  income  tax.  The  Land  Pooling  Scheme  is  an  alternative  form  of  arrangement 
 made  by  the  Government  of  Andhra  Pradesh  for  formation  of  new  capital  city  of 
 Amaravati  to  avoid  land-acquisition  disputes  and  lessen  the  financial  burden 
 associated with payment of compensation under that Act. In Land pooling scheme, 
 the  compensation  in  the  form  of  reconstituted  plot  or  land  is  provided  to 
 landowners.  However,  before  amendment  by  the  Act,  there  were  no  provisions  in 
 the Income-tax Act to provide for exemption from tax on transfer of land under the 
 land pooling scheme as well as on transfer of Land Pooling Ownership Certificates 
 (LPOCs) or reconstituted plot or land. 


10.2  With  a  view  to  provide  relief  to  an  individual  or  Hindu  undivided  family 
 who was the owner of such land as on 2nd June, 2014, and has transferred such land 
 under  the  land  pooling  scheme  notified  under  the  provisions  of  Andhra  Pradesh 
 Capital  Region  Development  Authority  Act,  2014,  a  new  clause  (37A)  has  been 
 inserted in section 10 of the Income-tax Act to provide that in respect of said persons, 
 capital gains arising from following transfer shall not be chargeable to tax under the 
 Income-tax Act: 


(i)  Transfer  of  capital  asset  being  land  or  building  or  both,  under  land  pooling 
 scheme. 


(ii) Sale of LPOCs by the said persons received in lieu of land transferred under the 
 scheme. 


(iii) Sale of reconstituted plot or land by said persons within two years from the end 
 of the financial year in which the possession of such plot or land was handed over to 
 the said persons. 
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10.3  Applicability: This  amendment  takes  effect  retrospectively,  from  1st  April, 
 2015  and  will,  accordingly,  apply  from  assessment  year  2015-16  and  subsequent 
 years. 


10.4  Further,  section  49  of  the  Income-tax  Act  has  also  been  amended  so  as  to 
 provide that where reconstituted plot or land, received under land pooling scheme is 
 transferred after the expiry of two years from the end of the financial year in which 
 the possession of such plot or land was handed over to the said assessee, the cost of 
 acquisition  of  such  plot  or  land  shall  be  deemed  to  be  its  stamp  duty  value  on  the 
 last  day  of  the  second  financial  year  after  the  end  of  financial  year  in  which  the 
 possession of such asset was handed over to the assessee. 


10.5  Applicability: This  amendment  takes  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent years. 


11.  Exemption of long term capital gains tax under section 10(38) of the Income-
 tax Act. 


11.1  Clause (38) of Section 10 of the Income-tax Act, before amendment by the Act, 
 provided  that  the  income  arising  from  a  transfer  of  long  term  capital  asset,  being 
 equity share of a company or a unit of an equity oriented fund, shall be exempt from 
 tax  if  the  transaction  of  sale  is  undertaken  on  or  after  1st  October,  2014  and  is 
 chargeable  to  Securities  Transaction  Tax  under  Chapter  VII  of  the  Finance  (No.2) 
 Act, 2004. 


11.2  With  a  view  to  prevent  abuse  of  this  exemption  by  certain  persons  for 
 declaring  their  unaccounted  income  as  exempt  long-term  capital  gains  by  entering 
 into  sham  transactions,  section  10(38)  of  the  Income-tax  Act  has  been  amended  to 
 provide  that  exemption  under  this  section  for  income  arising  on  transfer  of  equity 
 share  acquired  or  on  after  1st  day  of  October,  2004  shall  be  available  only  if  the 
 acquisition of share is chargeable to Securities Transactions Tax under Chapter VII of 
 the Finance (No. 2) Act, 2004. However, to protect the exemption in genuine cases, it 
 is also provided that the Central Government shall notify transactions of acquisition 
 for  which  the  condition  of  chargeability  to  the  Securities  Transaction  Tax  on 
 acquisition shall not be applicable. 


11.3  Applicability: This  amendment  takes  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent years. 


12.  Exemption  of  income  of  Foreign  Company  from  sale  of  leftover  stock  of 
 crude oil from strategic reserves at the expiry of agreement or arrangement. 


12.1  Clause  (48A)  of  section  10  of  the  Income-tax  Act  provide  that  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 therefrom to any person resident in India shall 
 be  exempt,  if  the  said  storage  and  sale  is  pursuant  to  an  agreement  or  an 
 arrangement  entered  into  by  the  Central  Government;  and  having  regard  to  the 
 national interest, said foreign company and the said agreement or arrangement are 
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notified by the Central Government in that behalf. Before amendment by the Act, the 
 benefit of exemption was not available to sale out of the leftover stock of crude after 
 the expiry of said agreement or the arrangement. 


12.2  Given  the  strategic  nature  of  the  project  benefitting  India  to  augment  its 
 strategic petroleum reserves, a new clause (48B) has been inserted in section 10 of the 
 Income-tax  Act  so  as  to  provide  that  any  income  accruing  or  arising  to  a  foreign 
 company  on  account  of  sale  of  leftover  stock  of  crude  oil,  if  any,  from  a  facility  in 
 India after the expiry of an agreement or an arrangement referred to in clause (48A) 
 of section 10 of the Income-tax Act shall also be exempt subject to such conditions as 
 may be notified by the Central Government in this behalf. 


12.3  Applicability: This  amendment  takes  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent assessment years. 


13.  Rationalisation of provisions of Section 10AA. 


13.1  Under  section  10AA  of  the  Income-tax  Act,  deduction  is  allowed,  from  the 
 total income of an assessee, in respect of profits and gains from his unit operating in 
 a Special Economic Zone (SEZ), subject to fulfilment of certain conditions. 


13.2  The  said  section  allows  deduction  in  computing  the  total  income  of  the 
 assessee; hence the deduction is to be allowed from the total income of the assessee 
 as  computed  in  accordance  with  the  provision  of  the  Income-tax Act  before  giving 
 effect to the provisions of  section 10AA. However, courts have taken a view (while 
 deciding the matter pertaining to the section 10A of the Income-tax Act which also 
 contains similar provision) that the deduction is to be allowed from the total income 
 of the undertaking and not from the total income of the assessee. 


13.3  In view of the above, section 10AA of the Income-tax Act has been amended 
 to  clarify  that  the  amount  of  deduction  referred  to  in  the  said  section  shall  be 
 allowed  from  the  total  income  of  the  assessee  computed  in  accordance  with  the 
 provisions  of  the  Income-tax  Act  before  giving  effect  to  the  provisions  of  the  said 
 section and the deduction under the said section in no case shall exceed the said total 
 income. 


13.4  Applicability: This  amendment  takes  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent assessment years. 


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


14.1  Donations  made  by  a  trust  to  any other trust  or  institution  registered  under 
 section  12AA  or  to  any  fund  or  institution  or  trust  or  any  university  or  other 
 educational institution or any hospital or other medical institution referred to in sub-
 clause (iv) or sub-clause (v) or sub-clause  (vi) or sub-clause  (via) of clause (23C) of 
 section 10 of the Income-tax Act, except those made out of accumulated  income,  is 
 considered as application of income for the purposes of its objects. 
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14.2  Similarly, donations made by entities exempted under sub-clause (iv) or sub-
 clause  (v)  or  sub-clause  (vi)  or  sub-clause  (via)  of  clause  (23C)  of  section  10  to  any 
 trust  or  institution  registered  under  section  12AA,  except  those  made  out  of 
 accumulated income, is also considered as application of income for the purposes of 
 its objects. 


14.3  However, donation given by these exempt entities to another exempt entity, 
 with  specific  direction  that  it  shall  form  part  of  corpus,  was  though  considered 
 application of income in the hands of donor trust but was not considered as income 
 of  the  recipient  trust.  Trusts,  thus,  engaged  in  giving  corpus  donations  without 
 actual applications. 


14.4  Therefore,  a  new  Explanation  has  been  inserted  to  section  11  of  the  Income-
 tax Act so as to provide that any amount credited or paid, out of income referred to 
 in  clause  (a)  or  clause  (b)  of  sub-section  (1)  of  section  11,  being  contributions  with 
 specific  direction  that  they  shall  form  part  of  the  corpus  of  the  trust  or  institution, 
 shall not be treated as application of income. 


14.5  A proviso has also been inserted in clause (23C) of section 10 of the Income-
 tax  Act  so  as  to  provide  similar  restriction  as  above  on  the  entities  exempt  under 
 sub-clauses (iv), (v), (vi) or (via) of said clause in respect of any amount credited or 
 paid out of their income. 


14.6  Applicability: These  amendments  take  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent assessment years. 


15.  Clarity  of  procedure  in  respect  of  change  or  modifications  of  object  and 
 filing of return of income in case of entities exempt under sections 11 and 12. 


15.1  The provisions of section 12A of the Income-tax Act provide for conditions for 
 applicability of sections 11 and 12 of the Income-tax Act in relation to the benefit of 
 exemption in respect of income of any trust or institution. 


15.2  Further,  the  provisions  of  section  12AA  of  the  Income-tax  Act  provide  for 
 registration of the trust or institution which entitles them to the benefit of sections 11 
 and 12. Section 12AA also provides the circumstances under which registration can 
 be cancelled, one such circumstance being satisfaction of the Principal Commissioner 
 or  Commissioner  that  its  activities  are  not  genuine  or  are  not  being  carried  out  in 
 accordance  with  its  objects  subsequent  to  grant  of  registration.  However,  before 
 amendment by the Act, there was no explicit provision in the Income-tax Act which 
 mandates  said  trust  or  institution  to  approach  for  fresh  registration  in  the  event  of 
 adoption or undertaking modifications of the objects after the registration has been 
 granted. 


15.3  Therefore,  section  12A  of  the  Income-tax  Act  has  been  amended  to  provide 
 that where a trust or an institution has been granted registration under section 12AA 
 or  has  obtained  registration  at  any  time  under  section  12A  [as  it  stood  before  its 
 amendment  by  the Finance  (No.  2)  Act,  1996]  and,  subsequently,  it  has  adopted  or 
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undertaken  modifications  of  the  objects  which  do  not  conform  to the  conditions  of 
 registration, it shall be required to obtain fresh registration by making an application 
 within a period of thirty days from the date of such adoption or modifications of the 
 objects  in  the  prescribed  form  and  manner.  Consequential  amendments  to  Section 
 12AA of the Income-tax Act have also been made. 


15.4  Further,  as  per  the  provisions  of  said  section,  the  entities  registered  under 
 section 12AA are required to file return of income under sub-section (4A) of section 
 139 of the Income-tax Act, if the total income without giving effect to the provisions 
 of  sections  11  and  12  exceeds  the  maximum  amount  which  is  not  chargeable  to 
 income-tax. However, there  was no clarity as to whether the said  return of income 
 was to be filed within time allowed under section 139 or otherwise. 


15.5  In order to provide clarity in this regard, further amendment to section 12A of 
 the  Income-tax  has  been  made  so  as  to  provide  for  additional  condition  that  the 
 person in receipt of the income chargeable to income-tax shall furnish the return of 
 income within the time allowed under section 139 of the Income-tax Act. 


15.6  These amendments are clarificatory in nature. 


15.7  Applicability: These  amendments  take  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent assessment years. 


16.  Transparency in electoral funding. 


16.1  The  provisions  of  section  13A  of  the  Income-tax  Act  provide  inter  alia  that 
 political parties that are registered with the Election Commission of India are exempt 
 from paying income-tax. To avail the exemption, the political parties are required to 
 submit a report to the Election Commission of India as mandated under sub-section 
 (3)  of  section  29C  of  the  Representation  of  the  People  Act,  1951  (43  of  1951) 
 furnishing  the  details  of  contributions  received  by  a  political  party  in  excess  of  Rs. 


20,000  from  any  person.  However,  before  amendment  by  the  Act,  there  was  no 
 restriction of receipt of any amount of donation in cash by a political party. 


16.2  Secondly,  a  political  party  is  also  required  to  file  its  return  of  income  under 
 section  139(4B)  of  the  Income-tax  Act,  if  its  income  exceeds  the  maximum  amount 
 not chargeable to tax (without considering the exemption under section 13A of the 
 Income-tax  Act).  However,  before  amendment  by  the  Act,  filing  of  the  return  was 
 not a condition precedent for availing exemption under the said section. 


16.3  In order to discourage the cash transactions and to bring transparency in the 
 source  of  funding  to  political  parties,  section  13A  of  the  Income-tax  Act  has  been 
 amended  so  as  to  provide  for  additional  conditions  for  availing  the  benefit  of  the 
 said section which are as under: 


(i)  No  donations  of  Rs.2000/-  or  more  is  received  otherwise  than  by  an  account 
 payee  cheque  drawn  on  a  bank  or  an  account  payee  bank  draft  or  use  of 
 electronic clearing system through a bank account or through electoral bonds, 
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(ii)   Political  party  furnishes  a  return  of  income  for  the  previous  year  in 
 accordance with the provisions of sub-section (4B) of section 139 on or before 
 the due date under section 139 of the Income-tax Act. 


16.4  Further, in order to address the concern of anonymity of the donors,  section 
 13A of the Income-tax Act has been further amended by the Act so as to provide that 
 the  political  parties  shall  not  be  required  to  furnish  the  name  and  address  of  the 
 donors who contribute by way of electoral bond. 


16.5  Applicability: This  amendment  takes  effect  from  1st  April,  2018  and  will, 
 accordingly, apply from assessment year 2018-19 and subsequent assessment years. 


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


17.1  Section 23 of the Income-tax Act provides for the manner of determination of 
 annual value of house property. 


17.2  Considering the business exigencies in case of real estate developers, the said 
 section  has  been  amended  to  provide  that  where  the  house  property  consisting  of 
 any building and land appurtenant thereto is held as stock-in-trade and the property 
 or  any  part of  the  property  is  not  let  during  the  whole or  any  part  of the  previous 
 year, the annual value of such property or part of the property, for the period up to 
 one year from the end of the financial year in which the certificate of completion of 
 construction of the property is obtained from the competent authority, shall be taken 
 to be nil. 


17.3  Applicability: This  amendment  takes  effect  from  1st  April,  2018  and  will, 
 accordingly apply from assessment year 2018-19 and subsequent years. 


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


18.1  Sub-clause  (a)  of  section  36(1)(viia)  of  the  Income-tax  Act  specify  inter  alia 
 that  a  scheduled  bank  (not  being  a  bank  incorporated  by  or  under  the  laws  of  a 
 country outside India) or a non-scheduled bank or a co-operative bank other than a 
 primary agricultural credit society or a primary co-operative agricultural and rural 
 development bank, can claim deduction in respect of provision for bad and doubtful 
 debts. Before amendment by the Act, the amount of such deduction was limited to 
 seven  and  one-half  per  cent  of  the  total  income  (computed  before  making  any 
 deduction under that clause and Chapter VIA of the Income-tax Act) and an amount 
 not  exceeding  ten  per  cent  of  the  aggregate  average  advances  made  by  the  rural 
 branches of such bank computed in the prescribed manner at the end of the previous 
 year.   


18.2  In order to strengthen the financial position of the entities specified in the sub-
 clause  (a)  of  section  36(1)(viia)  of  the  Income-tax  Act,  the  said  section  has  been 
 amended so as to enhance the present limit from seven and one-half per cent to eight 
 and  one-half  per  cent  of  the  amount  of  the  total  income  (computed  before  making 
 any deduction under that clause and Chapter VIA of the Income-tax Act). 
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