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Taxman Will Need Approval for
Unrecognised Startups’ Scrutiny

Angel Tax Breather CBDT exempts startups that are already recognised by DPIT
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® ANGEL TAX

Summary relief for
recogmsed start-ups

Assessmg officer
will need nod
from supervisors
to pursue others’
cases

FE BUREAV
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INWHATWOULD bring clarity
to the start-ups that have been
served with notices by the
Income-tax department under
the so-called angel tax provi
sion, the Central Board of
Direct Taxes on Thursday said
the department would "sum-
marily accept’ contention of
start-ups recognised by the
Department for Fromotion of
Industry and Intérnal Trade
(DPIIT), if the notices pertained
oaly to the angel tax section.
The angel tax, under Section
56{2){viib) of the Income Tax
Act, 1961, Is typlcally an impost
on the extracapital mised byan
unlisted flom through the lssue
of shares over and above their
falr market value .According to
the Act, the excess capital so

raised is treated as income and
taxed accordingly, While the
section is primarily aimed at
curbing money laundering, it
had troubled start-ups and
thelr investors.

Further, the Board said that
those DPIIT-recognised stant-
ups which have received
notlces related o multiple
issues including the angel tax,
the lssue of applicability of
angel tax will not be pursued
during the assesament pro-
ceedings. The assessing offices
(AD)will conduct inquiriesand
verification Into other lsswes
only after cbtaining approval
of the supervisory officer.

As for the third category of
notices, which were served on,
start-ups not recognised by
DPIUIT and are concermed with
multiple sections of the law

including angel tax, the ADwilk
proceed only aftér a nod from
supervisory officer, the CBDT
said.
“Whike the

ups stand that
are vat toreceive a nod from the
DPIIT ey still have to face the

oAby the D elfcanta

Slart-ups,
it can invest init.
As many as 16,116 start-
ups with
rnrlﬂldwnm

I:I.I:It:ﬂ!ﬂ.thprv
ernment had relaxed norms

such ﬂ-umﬂhuudlw—-—-hr start-ups to be

note,” Rakesh

sors padeent .M‘.um
In June, the government
had said that ﬂ! start-ups
had'mhw*m of |
tax. To
hullllhluuld.m-m
DPITand

which exceeds €10 lakh and
jewellery, etc. However, if a

ithe
funing cop by ot s

or individuals in a start-up to
£25 crove from T10 crore.
lh-r, investments by listed

having a pet worth
above €100 crore or annual
turnover of T250 crore were
akso exempt from tax.

However, while these mea-
sures provided protection
from future Income tax
notices, the clarity on the fate
of start-ups that had already
come under the department’s
radar was mising,

“This clarification will help
tloning In thelrassessments and
will also give a clear direction to
assessing officers onwhat to do
in such cases” Amit Mahesh-
warl, partner at Ashok Mahesh-
wary & Associates sald



Taxman to accept tax break claims of startups

Giressh Chandra Prasad

ation of the premium they
receive on share sale will nol be
verified if eligibility for this
concession isthe only issue for
which their tax relurns are
plcdeed up for limdted sorating.

The instruction came this
week, sald & person familiar

" Mt 2
The mcen soeks to streamline assessment and scrutiny of
new-age enterprises and to enhance ease of doing business.

slartups realize inexcrssol fair | toenhance ease of doing busi-
market value, subject toriders, | ness,
That concession was biter given CBDT alio told Beld officers

effect wunder that iffa registersd
it Lk rubes, The latest start up is chosen
instruction to

The latest for limited scru-
instruction 10 flald officersisto  tnyforanumber
ensure that

fleld officers is to of issues or for a

ensure that genu-
ine startups do
not get caught up
in red tape and
actually benefit
from the conces-
sion.

The move socks to stream-
line the assessment and scr-

tiny of new age enlerprises and

genuine startups
do not get caught

up in red tape

complete scru-
tiny, their claims
about eligibility
for angel tax
exemption will
not be verified.

However, the assessing officers
can verify other claims after
getting approval from a supe-
rior officer. In the case of




iAngelta:c CBDT comes out withassessment process for start-ups

recognised startup cases se-  Ing approval of its supervis  proceeding already under-

mw'l
The Central Board of Direct
- Taxes has come out with a de-
| lafled procedure for assess-
 ment of stareups having an-
| gel taxexemption.

This procedure is a logical
mowe to the notification is-
sued bythe tax bodyin March,
which reiterated that the ‘pro-
| visions of Clause (viiB) of Sub
| Section (2) ol section 56 of the
| Income Tax Act shall not apply
| toconsideration received bya
start-up company provided it
s by the Depart-
ment Promation of In-
dustry and Internal Trade

deﬂwﬂzw

#tal and share premium of the
stariup after issue or pro-
posed lssue of share, If any,
does not exoeed, €25 crore”

plication of Section 36(2)
(vidb). N verification on such
issues will be done by the tax
officer and the contention ol

:  lected under lined scrtiny

with multiple ssues or under
complete scrutiny Inchuding
the ksue under Section 56(2)
(vilb). Here the lssue of applic-
abillity of this section will not
be pursued during the assess

gard to other lssues in such
cases will be carried out by a
tax official, anly after obtain.
myppml!n!dtmnﬂs-

ory officer.

The 'thrd category i ol
start-ups which have not got
DFIT approval and the case is
selected for scruting on the
grounds of applicability of
Section  56{2)(viib) or any

com-  other lssue. Here, Lnquiry of

such recognised start-up
panies will be summarily
accepted.

The second category covers

verification will be carmied out
by a ax official, as per due
procedure oaly after obtain-

Angel tax is levied on the
capital raised via the issue of
shares by unlisted companies
from an Indian investor if the
share price of Issued shares is
seen in excess of the fir mar:
ket value of the company The
excess realisation s con-
sidered as income and, there-
fore, taxed under
Section 56(2)(vilb),

According 10 Rakesh
Nangla, Managing Partner,
Mangia Advisors (Andersen
Global), allaying the concerns
of the startup community,
the government had exemp-
ted investments made by do-
mestic investors in the com
panies approved by the DPIT
from angel taw

Howeves, start-ups had con-

companies, the CBOT has fur-
ther clarified the procedure
to be followed by tax officers
while handling the assess-
ment proceeding of such
start-ups.
Directions of the CBOT that
the tax officer will have to
summarily accept the conten-
tions of the start-up on valu-
ation of fts shares shall
provide the reliel intended to
be provided to the start-ups.

"While the start:
ups stand relieved, the ones
that are yet to receive a nod
from ithe DPIIT may still have
to face inquiry from tax of
ficers and the tobe
fallowed by the tax officers in
such cases would be crucial to
pote,” he said,




Relief for startups: CBDT lays out plan
for pending angel tax assessment cases

NEW DELHE: Giving a relief
to startups, the government has
laid out a procedure to address
pending angel tax assessments
under which action would be
taken only after approval of a
supervisory officer.

The Central Board of Direct
Taxes (CBDT). in a circular,
said that o verification will be
done by an assessing officer ifa
startup has been recognised by
the Department for Fromotion
of Industry and Internal Trade
(DPIIT ) and the case is selected
under limited scrutiny.

Similarly, it said the applica-
bility of angel tax would not be
pursued during the assessment

ceedings and "inguiry or
E‘igﬁ.catinn%ith rcgm'ilm other
issues in such cases shall be car-
ried out by the assessing officer
only after obtaining approval
af his/her supervisory officer”.

If a startup is not recog-
nised by the DPIIT, then too
the inquiry would be carried out

after the approval of a supervi-
sory officer.
The circular followed

the announcement made by
Finance Minister Nirmala Sith-
araman in Budget.

She proposed a host of
incentives, including a special
arrangement for resolution of
pending assessments of income
tax cases, with a view to encour-
aging startups.

“To resolve the so-called
‘angel tax’ issue, the startups
and their imvestors who file reg-
uisite declarations and provi
informeation in their retoms will
not be subjected to any kind of
scrutiny in respect of valua-
tions of share premiums,” she
had said.

The issue of establishin
the identity of the investor an
source of his/her funds will be
resalved by putting in place a
mechanism of e-verification.

Commenting on the issue,
Amit Maheshwari, Partner,

Ashok Maheshwary B Asso-
ciates LLP said that CBDT has
come out with a framework to

tackle pending tax assessments.

This darification will help
startups which are facing ques-
thoning in their assessments and
will also give a clear direction to
assessing officers on what to do
in such cases, he said.

"Contention of startups hav-
ing DPUT recognition will be
accepted on section 56{2)(viib}
of Income tax act and there-
fore, there would not be any
tax adjustment additions on
this account,” he said.

He added that startups
which do not have DPIT rec-
ognition will still have to sub-

stantiate the valuations of the
assessing office, if they ques-
tion them.
"However, as a safe

this enquiryfverification will be
after obtaining prior approval
from the supervisory officer,”
he addtd.

Advisors {Ander-
sen Glo Partner
Rakesh Nangus:ﬁl nglremnns
ofthe CBDT that the tax officer
will have to summarily accept
the contentions of the startup
on valuation of its shares shall
provide the relief intended to be

ovided to the startups.”

P While the recognised start-
ups stand relieved, the ones that
are yet to receive 2 nod from the
DT may still have to face the
inquiry from tax officers and
the procedure to be followed
by the tax officers in such cases
would be crucial to note, Man-
gia added

An angel investor puts funds
in a startup when it is setting up

its business. Normally, about
300-400 startups receive angel
funding in a year. Their invest-
ment in a unit ranges between
Rs 15 lakh and Bs 4 crore.
After claims being made by
several startups that they were
receiving tax notices under sec-
tion 56{2)(viib} of the Income
Tax Act, 1961 to pay taxes on
angel funds received by them,
the DPIIT in consultations with
CEDT resobved the issne.
Section 56({2){viib) of the I-T
Act provides that the amount
raised by a startup in excess of
its fair market value would be
deemed as income from other
sources and would be taxed at
30 per cent. Touted as an anti-
abuse measure, this section was
introduced in 2012, It is dubbed
as angel tax due to its impact
on investments made by angel
investors in startup ventures.
More than 540 startups have
received an exemption from
angel tax so far. Fll
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TAX OFFICIALS TO GO
EASY ON STARTUPS

New Delhi: Giving arelieftostart-
ups, the government has laidout a
procedure to address pending an-
gel tax assessments under which
action would be taken only after
approval of a supervisory officer.
The Central Board of Direct
Taxes (CBDT), in a circular, said
that noverification willbe done by
an assessing officerif a startup has
been recognised by the Depart-
ment for Promotion of Industry
and Internal Trade (DPLIT) and
the case is selected under imited
scrutiny.
Similarly, iteaid the applicability
of angel tax would not be pursued
during the assessment proceed-
ings and " inquiry or verification
withregardto otherissuesin such
cases shall be carried out by the as-
sessingofficer only after obtaining
approval of his/ her supervisory of-
ficer”. I fastartupis not recognised
by the DPIIT, then too the inguiry
would be carried out after the ap-
proval of a supervisory officer.
The circular followed the an-
nouncement made by Finance
Minister Nirmala Sitharaman in
Budget. She proposed a host ofin-
centives, including a special
armngement for resolution of
pending assessments of income tax
cases, with a view to encouraging
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startups. “To resolve the so-called
‘ange] tax’ issue, the startups and
their investors who file requisite
declarations and provide informa-
tion in their returns will not be
subjected to any kind of scrutiny
in respect of valuations of share
premiums.” she had said.

The issue of establishing the
identity of the investor and source
of his/her funds will be resolved
by putting in place a mechanism
of e=verification.

Commentingon the issue, Amit
Maheshwari, Partner, Ashok Ma-
heshwary & Associates LLF said
that CBDT has come out with a
framework to tackle pending tax

s CBDTsays,

DPIIT recognised
_startups wil

not undergo
verification by
an assessing
officer in respect
of Section 56(2)
(viib) which is
Angel Tax

assessments, This clarification
will help startups which arefacing
questioning in their assessments
andwill also give a clear direction
toazsessing officerson what todo
insuch cases, he said.

“Contention of startups having
DPIIT recognition will be ac-
cepted on section 56{2)(viib) of
Income tax act and therefore,
therewould ot be any tax adjust-
ment additions on this account,”
he said

He added that startups which
do not have DPIT recognition
will still have to substantiate the
valuations of the assessing office,
if they question them. “However,

BUSINESS

a5 a safeguard this enguiry/ven-
fication will be after ubtam.mg
prior approval fr

Nangia A{I'u*i sors (Anderse
Global) Managing Partne
Rakesh Nangia said, "Directio
the CBDT that the tax officer
ill have to summarily accept
contentions of the startup on
luation of its shares shall pro-
¢ the relief intended to be
ovided to the startups.” While
recognised startups stand re-
eved, theones that are yet tore-
ceive a nod from the DPIT may
still have toface the ingquiry from
tax officers and the procedure to
be followed by the tax officersin
such cases would be crucial to
note, Nangia added.

An angel investor puts funds in
startup when it is setting up its
siness. Normally, about 300-
0 startups receive angel fund-
ing in a yvear. Their investment in

madeby several startups that they
were receiving tax notices under
section 56 (2){viib) of the Income
Tae Act, 1961 to pay taxeson angel
funds received by them, the
DPIIT in consultabions with
“BDT resolved theissue.



I-T' assessment
normsrelaxed

for start-ups

INDIVIAL BALAS MARA
Hesw Doihi, & Augus:

The income tax (1-T) depart-
enent has relaved lis assess-
ment and scrutiny norms for

In a eircular it directed s
officers not 1o rajse
additional Ay
demands for start-
ups recognised by
the Department for
Promotion of
Industry and Intern-
al Trade (DPITT).

This will be done
im cases where scruting s lim-
ired to Section 56 (2) (vilb) of
the Incoame Taox Act, or what is
called in popular parlance
angel tax,

Angel tax refers to incame
tax payable on capital raised

by unlisted firms by lssuing
shares where tho share priceds
consbdered more than the fir

market value. !

“Mo verificatlon an such |
Isgwes will be done by the ADls |
lassessing officers) the |
proceedings and the con- |

tention  of such |
recognised start-up
companies on the
issue will be sum- |
marily accepted,” |
the ciroular said,

In cases where
Slafl-ups are recog- |
nised by the DPIIT |
but serutiny involves wider
issues, the T et has
asked it field formations ot
o pursue the kssue of the
angel tax during the assess-
ment proceadings.

Tuim ta Page i b

I-Tassessment...

Sofarasather [ssues ane concerned, the AD
can go ahesd with his of I inqulry or ver-
ification after the approval of
supervisony officers. In asituation
wheTe StAI-upsan: not reoognised
by the DPIIT, sssescing officers

have

been asked to sesk the

cers 1ogo for inquény arverification
about any issue,
“This clarification will halp

start-upsthat ans

uestion-

ing aned will alsojgive a clear direc-

tie bo
| to do in such cases™ Amir
Maheshwari,

|'Mm'l

officers on what
partner_Ashok
Associates, s,
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