Govt kicks off direct
tax code revision
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THE NARENDRA MODI government, if voted
back to power, will implement the long-
delayed Direct Taxes Code (DTC) on a priority
basis, official sources said, adding that discus-
sions were already underway in the finance
ministry in this regard. Initiation of the law-
making process has been included as part of
theagenda for the Modi 3.0 government after

directions from the prime
OINSIDE

minister, the sources said,

New cities requesting anonymity.
with 10K-cr The move is aimed at
funding on further simplifying the
a i laws governing direct

taxes and aligning these
PAGE 2

more with the global
norms, the sources said.
The draft prepared by a task force in 2019
would formthe basis for the revamp.

Arecast of thecapital gains tax regime,and
removing severalirritants in theimplementa-
tion of the tax deducted at source, are among
the key proposalsbeing discussed.

DTC was originally proposed by the UPAI
government, a draft Bill was putup in August
2009 and it was tabled in Parliament in 2010.
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Draft prepared by atask force in

2019 may form basis for the overhaul

TheBill,after reviewbythe Standing Commit-
tee,wasthenrevisedtwice—in 2012and 2014,
but lapsed with the dissclution of the 15thLok
Sabha. The Modi 1.0 and 2.0 governments
have taken a number of steps towards easing
compliance,reducing exemptions,making tax
rates benign, including the September 2019
slashing of the corporate income tax rate to
22%,which more orless aligned the effective
tax rate with notjust the Southeast Asian coun-
tries, but alsowith the US and the UK.
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Govt starts DTC revision

HOWEVER, THERE ARE several
pending reforms, induding in
domain of taxation of capital
gains, and simplification of the
tax bew provisions,

Thie DTC should mow simplify
rules, rationalise taxrates forcap-
ital gains, tax deducted at source
(TDS)strengthen alternative dis-
pute resolutbon mechanksms and
streamline personal income tax
regimes, experts said “The main
taskof DTC should besimplifica-
than, Sorme of the sections of the
[ncome Tax Act 1961 have
become unrecognisable due toso
manyamendments in the last 50-
60 years,” said Sudhir Kapadia,
Partner, EY India Tax & Regula-
tory Services. One area that would
require attention is how the
exemption-free personalincome
tax, introduwced in FY 20, and bt -
tressed in FY 24, would alignwith
the task force report, which pro-
posad a different slabs structure
and reliefs forthoseearning upto
55 lakh/annum.

"As far as corporate tax is con-
cerned, exemptions are bei
removed, and almost all have
migrated to the new scheme. 5o,
for individuals, what should be
done is to ensire that 100% of
the taxpayers embrace the new
scheme,” Kapadiasaid.

However, most proposals in
the earlier DTC drafts hawve
already been implemented by
way of the annual amendments
tothe I-TActs carried out in recent
vearsApart form thecut incorpo-
rafe tax rates, some Instances are
the introd uction of General Anti-
Avoidance Rules {GAAR) provi
sions, taxation of indinect trans-
fers, and scrapping of tax on
dividend distribution tax. The
revamping of direct taxes would
align with theeconomic needs of
the country in the current soe-
nark to make Indiaa developed

1

mation by 2047, the sources
added.

The task force appointed by
the Modigovernment inits report
recomumended radical changes
which include rationalisation of
personal income tax rates, and
stability in the tax system,with-
out annual changes in rates. The
commitice also proposed ways (o
reduce disputes around the resk-
dence wersus source rule of taxa-
tion, mmoval of ambiguities
arpund the definition ofthe term
“income”,which have been arcas
of litigation for decades. “Taking
CLES the recommendations
ofthetask foroe, DTC could unweil

aprogressive tax regime with an

eExpectation toreinvent a simple,
h;cmﬂunmarder:fmc::iie
tax law;” said Sandeep [hunjhun-

wala, M&A tax partner at Mangia
Andersen LLP. "With extended

tal frontiers, the
ﬂﬂ legislation culldppnmlb]y
witness  material  elements
around territorial nexus amd
souirce-based taxation having
regard to the rapidly :hansins
economicenvironment, he said.

Analysts are of the view that
the DTC should simplify the cap-
ital gains tax regime to align the
tax rates and holding period
across assetolasses,

Currently, thelong-termcapi-
tal gadnstax (LTOG) s more benign
on listed shares,while othertypes
of assets, including real estate,
attract the tax at higher rates, so
the taxpayers have to hold these
for longer periods to escape the

higher short-term taxes, The
holding period forlong-termeap-
ital gains tax is more than 12
mionths for listed shares/debt
securitieswhileitis moeethan 24
months for unlisted shares and
real estate, and 36 months for
debt mutwal funds and securities.

“Crweer the years, the capital
gains taxation regime InIndiahas
become complicated withvarious
buckets, periods, different tax
rates and indexation benefits”
sabd Mihir Gandhi, partner, tax
and regulatory services, BDO
ndia Similarly, the TDS regime
has become very unmwieldy. Cur-

Jthere are 33 sectionsdeal-
ingwith 3adifferent types of pay-
ments to residents where TDS
ratesvary from 0.1% to 30%. In
some sections, there are varying
rates of TDS within the same sec-
thon depending upon status of
payees/natureof payments.

With the government able to
digitally track transactions ona
360-degree basis, the TDS rates
should be modest with three
slabs, ie, salary at normal slab
rates, lotteries and horse racewin-
ningsat 3(Muand all other pay-
ments at 2%, Kapadia said, This
will benefit the assesses, whose
working capital will not suffer
whie the governmentwould save
on huge interest paid at 6% per
anmum along with tax refunds
each year, headded.

In 2019 20, direct tax refunds
af more than 1,7 trillion were
isswed with an interest payment
of a burden of an additional
123,000 crore. Income tax
refunds grew 12.7% on yearto
about £3.4 trillion between April
1, 2023, and March 17, 2024,
reflecting a higher interest bur-
den for the government and
higher blockage ofworking capi-
tad for the businesses due to high
TDSrates,




