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India’s Union Budget for 2015-16 was presented 
before parliament by the Finance Minister Mr. Arun 
Jaitley on 28 February 2015. It presents a significant 
push towards reforms and aims for growth and 
development for all segments of society. 

The Budget forecasts a growth of 8 to 8.5% for 2015-16 and aims for 
ambitious double digit growth in the next few years. It promises to 
overcome challenges such as increasing investment in infrastructure 
and increasing the share of manufacturing in GDP while maintaining 
fiscal discipline.

The major direct tax proposals include:
	reduction in the rate of corporate tax from 30% to 25% 

over the next four years
	abolition of wealth tax
	deferring the applicability of the General Anti-Avoidance 

Rule (GAAR) by two years with prospective application 
to investments made on or after 1 April 2017

	pass through status to category-I and category-II 
Alternative Investment Funds (AIFs)

	extension of lower withholding tax rate for interest 
on government securities and rupee-denominated 
corporate bonds to 30 June 2017

	non-applicability of MAT provisions to FII in respect of their 
income from capital gains liable to tax at a lower rate

	reduction in rate of tax on royalty / fees for technical 
services from 25% to 10%

	clarity relating to indirect transfer provisions pertaining 
to shares/interest in a company or entity registered or 
incorporated outside India where its value is derived  
substantially from property, assets or an income source 
in India

	modification of permanent establishment (PE) and 
business connection norms to facilitate relocation of 
fund managers of offshore funds in India

	change in residency rules for non-Indian companies to 
adopt the test of Place of Effective Management (POEM) 

The major indirect tax proposals include:
	bringing GST as a state-of-the-art indirect tax system by 

1 April 2016
	subsuming of education cess in the tax rates of excise 

and service tax
	increase in effective rate of service tax from 12.36% to 14%
	pruning negative list of services
	various measures to facilitate easier compliance and 

remove unnecessary complications such as recognising 
digitally-signed invoices and electronic records and 
speeding up the process of obtaining registrations

	exemption of most items from levy of special 
additional duties and correction of inverted duty 
rates on certain items to address problems of CENVAT 
credit accumulation

The following regulatory changes have been introduced:
	bankruptcy law reforms to bring about legal certainty 

and speed
	shifting control on capital flows as equity to the central 

government from the Reserve Bank of India to simplify 
cross-border transactions

	extending accelerated legal mechanism for debt-
recovery to large NBFCs

	intention to introduce comprehensive Indian Financial 
Code and pursue related capital market reforms to 
ensure proper consumer protection

	insurance sector reforms and increasing benefits and  
appeal of the New Pension Scheme (NPS)

	e-Biz Portal to integrate and simplify regulatory 
approval processes
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In the end, putting India back on a growth path will require the government to push 
reforms beyond the budget and pursue reforms to facilitate further industrialisation 
and increasing urbanisation. The budget aims to improve the investment climate and 
achieve fiscal consolidation. India does have the advantage of a hugely aspirational 
younger population and is still on the growth path when compared to most other 
countries. We remain hopeful that in an increasingly connected and transparent era, 
the government and the political class cannot ignore power of the people and their 
aspirations and shy away from accountability.    



2. Indian economy

2.1  Overview
2.1.1   A political mandate for reform and a benign 
external environment have created a historic moment of 
opportunity to propel India onto a double-digit growth 
trajectory. Decisive shifts in policies controlled by the 
centre, combined with a persistent, encompassing, and 
creative incrementalism in other areas could cumulate to 
Big Bang reforms.

2.1.2   This Budget is presented in an economic 
environment which is far more positive than in the recent 
past. When other economies are facing serious challenges, 
India is about to take-off on a faster growth trajectory 
once again. The International Monetary Fund (IMF) has 
downgraded its earlier forecast of global economic growth 
by 0.3%, and the World Trade Organisation has revised its 
forecast of world trade growth from 5.3% to 4%. Forecasts 
for India, however, have either been upgraded or remained 
the same.

2.1.3    The states have been acknowledged as equal 
partners in the process of economic growth. States have 
been economically empowered more than ever before and 
it is a belief that every rupee of public expenditure, whether 
undertaken by the centre or the states, will contribute to the 
betterment of lives through job creation, poverty elimination 
and economic growth.

2.1.4    The macroeconomic fundamentals have 
dramatically improved for the better, reflected in both 
temporal and cross-country comparisons.

2.1.5   The slowdown has been broad-board, with all 
sectors of the economy affected. The agriculture, industry 

and services are expected to grow at 1.1% (3.7%), 5.9% 
(4.5%) and 10.6 (9.1%) respectively in 2014-2015. As a result, 
the economy is expected to grow at 7.4% in 2014-15 as per 
CSO, as compared to a growth of 6.9% posted in 2013-14.  

2.1.6  The gross Tax-GDP ratio is expected to be at 10.6% 
in 2014-15 (direct tax being 5.7% and indirect tax being 
4.8%) as compared to 10.2% in 2013-14 (direct tax being 
5.6% and indirect tax being 4.6%).

2.1.7  The fiscal, revenue and primary deficits for 2014-15 
are placed at 4.1%, 2.9% and 0.8% of GDP respectively. The 
external debt as a percentage of GDP is on the decline and 
is placed at 1.5% in 2014-15 as compared to 1.6% in 2013-14. 

2.1.8  Widening of the tax base, prioritisation of 
expenditure, and addressing the problem of black money 
are key factors in effecting the desired reduction in the 
central government’s fiscal deficit over the medium term, 
which will aid in improving India’s sovereign credit rating. 

2.1.9 While the WPI inflation has been coming down 
in recent months, food inflation, after a brief slowdown, 
continues to be higher than overall inflation. As a result the 
CPI inflation has remained close to double digits. Apart from 
monetary policy attempting to control demand in the short 
run, supply side responses will be necessary to bring down 
inflation in a sustained way, and ongoing policy initiatives 
would need to be pursued. 

2.1.10 Due to the population dividend and shrinking of 
agriculture, India’s challenge is to create the conditions 
for faster growth of production, especially in organised 
manufacturing and in services, even while improving 
productivity in agriculture. 
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Sector-wise GDP growth in percentage

Sectors 2009-10 2010-11 2011-12 2012-13  2013-14 2014-15

Agriculture, forestry and fishing 1.5%    8.3% 4.4% 1.2% 3.7%  1.1% 

Manufacturing, construction, 
electricity, gas and water supply, 
mining and quarrying

9.5% 7.6%  8.5% 2.3% 4.5% 5.9% 

Trade, hotels and restaurants, 
transport and communication 10.4% 12.2% 4.3% 9.6% 11.1% 8.4% 

Financing, insurance, real estate 
and business services 9.7% 10.0% 11.3% 8.8% 7.9% 13.7% 

Community, social and 
personal services 11.7% 4.2% 4.9% 4.7% 7.9% 9.0% 

Composite GDP 8.6% 8.9%  6.7% 5.1% 6.9% 7.4% 

As per the Economic 
Survey, the GDP growth 
in 2015-16 is expected to 
be between 8 to 8.5%

2.2 Key economic indicators
2.2.1 GDP
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2.2.2 Savings and capital formation as percentage of GDP

2.2.3 Growth in tax revenues

Year Corp. tax Other direct tax Total direct tax Service tax Customs and excise Total indirect tax

2009-10 14.7% 10.3% 13.1% -4.1% -10.6% -9.2%

2010-11 22.1% 10.8% 18.1% 21.6% 46.8% 40.8%

2011-12 8.1% 15.7% 10.6% 37.3% 7.8% 13.9%

2012-13 10.4% 18.2% 13.1% 36.0% 15.9% 20.9%

2013-14 10.8% 18.0% 13.4% 16.7% -0.1% 4.6%

2014-15 (RE) 8.0% 14.5% 10.4% 8.6% 9.3% 9.1%

2015-16 (BE) 10.5% 17.3% 13.1% 24.8% 17.1% 19.5%

2014-15 (BE) 14.6% 17.5% 15.7% 31.0% 15.3% 20.3%

The Finance Minister is targeting Gross Tax 
receipts estimated to be INR 14,49,490 crores. 
Non Tax Revenues for the next fiscal are 
estimated to be INR 2,21,733 crores. With the 
above estimates, fiscal deficit will be 3.9 per 
cent of GDP and Revenue Deficit will be 2.8 
per cent of GDP.

 a: New Series Estimates

BE - Budgeted Estimate      RE - Revised Estimate

2.2.4 Deficit as percentage of GDP
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2.2.5 Inflation

Year WPI % CPI %

2010-11 9.6 10.4

2011-12 8.9 8.4

2012-13 7.4 10.4

2013-14 6.0 9.7

2014-15 3.4 6.2

2.2.6 External sector

Year
Export 
growth 
(US$)

Import 
growth 
(US$)

CAD as %  
of GDP

Fx reserve  
US$ Bn.

Average 
fx rate 
INR/US$

2009-10 -3.5 -5.0 -2.8 279.1 47.4

2010-11 40.5 28.2 -2.8 304.8 45.6

2011-12 21.8 32.3 -4.2 294.4 47.9

2012-13 -1.8 0.3 -4.7 292.0 54.4

2013-14 4.7 -8.3 -1.7 304.2 60.5

2014-15 4.0 3.6 -1.9 328.7 60.8

2.2.7 Foreign investments
                 in US$ Bn.

Year FDI FII Investments 

2009-10 37.745 29.048

2010-11 34.847 29.422

2011-12 46.553 16.813

2012-13 34.298 27.582

2013-14 36.050 5.010

2014-15  
 

2014-15 (up to Dec 2014) 31.853 --

2014-15 (up to Sept 2014) -- 9.700
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3. Policy proposals

3.1 Foreign equity investment to be 
regulated by central government 
3.1.1 Section 6 of the Foreign Exchange Management Act 
1999 (FEMA) grants powers to the Reserve Bank of India (RBI) 
to regulate, restrict or prohibit capital account transactions, 
in consultation with the central government. The RBI has 
accordingly notified regulations to regulate capital account 
transactions, including the Foreign Exchange Management 
(Transfer or Issue of Security by Persons Resident Outside 
India) Regulations 2000 (TISPRO Regulations). 

3.1.2 The Finance Bill, 2015 now seeks to shift the power 
to regulate non-debt capital account transactions from the 
fold of RBI to the central government, limiting the powers 
of RBI to only capital account transactions involving debt 
instruments. Further, the definition of debt instruments shall 
be as defined by the central government. 

3.1.3 The Finance Minister explained this by stating that 
this change, introduced as capital account controls, is a policy 
issue and not a regulatory matter.

3.2 Composite caps 
3.2.1 Under the FDI Policy, while foreign investment in 
most sectors is permitted up to 100% under the automatic 
route, there are certain sectors in which there are sectoral 
caps. Further, in some such sectors, there are separate 
caps for FDI and FPI route investments. For instance, in the 
power exchange sector, there is a composite cap of 49%, but 
sub-caps of 26% for FDI and 23% for FPI investments. The 
Finance Minister has proposed to replace these sub-caps with 
composite caps for both FDI and FPI. 

3.3 New Bankruptcy Code 
3.3.1 The Finance Minister has acknowledged that the 
Sick Industrial Companies (Special Provisions) Act 1985 (SICA) 
and Board for Industrial and Financial Reconstruction (BIFR) 
as suitable mechanisms for regulating bankrupt companies in 
India has failed.

3.3.2 The Budget announces the government’s intention 
to introduce a ‘comprehensive Bankruptcy Code’ for dealing 
with bankrupt companies in India. Steps were taken in 
August 2014 when a committee was set up under the 
chairmanship of Mr. T.K. Vishwanathan to study the corporate 
bankruptcy legal framework in India and suggest measures to 
reform the system. The interim report was submitted by the 
committee in February 2015, suggesting elaborate reforms

3.3.3 The committee is expected to submit the second 
part of its report, an Insolvency Code, which is likely to be the 
Bankruptcy Code for India to be in line with well-established 
international practices. 

3.4 Forward Markets Commission 
(FMC) to be merged with Securities and 
Exchange Board of India (SEBI)
3.4.1 In consonance with the recommendation of the 
Financial Sector Legislative Reforms Commission (FSLRC), the 
Budget announces the merger of the FMC with SEBI. As per 
proposed amendments to the FCRA and Securities Contract 
(Regulation) Act 1956 (SCRA), all registered associations 
such as commodity exchanges will now be deemed stock 
exchanges and have been given a period of one year, unless 
extended by SEBI, to comply with the regulation applicable 
to stock exchanges i.e. SCRA and rules framed thereunder. 
The convergence of the regulatory framework for securities 
and commodities trading should strengthen the regulatory 
framework for the financial markets and provide much-
needed confidence to all the stakeholders. 

3.5 Accelerated legal mechanism for 
debt recovery to large Non-Banking 
Financial Companies (NBFCs)
3.5.1 The Securitisation and Reconstruction of Financial 
Assets and Enforcement of Security Interest Act 2002 
(SARFAESI Act) provides certain measures for recovery of non-
performing assets to ‘financial institutions’ as defined under 
Section 2(1)(m) of SARFAESI Act. The definition includes (a) a 
public financial institution (as defined in the Companies Act 
1956), (b) any financial institution or non-banking financial 
company (NBFC), as specified by the central government. 
However, despite the recommendations by the Usha Thorat 
Committee to include NBFCs as financial institutions for the 
purposes of SARFAESI, the central government has not made 
any such inclusions to date.

3.5.2 The Finance Minister announced that NBFCs that (a) 
are registered with the RBI and (b) have an asset size of INR 
5 billion shall be considered as a financial institution for the 
purposes of the SARFAESI Act. 

3.6 Common grievance redressal 
body for financial service providers 
3.6.1 In the interest of enhancing consumer protection, 
the Finance Minister announced the creation of a task force 
for the formation of a Financial Redressal Agency (FRA), 
which shall address grievances against all financial service 
providers. While currently no clarity has been provided as 
regards the jurisdiction and scope of the FRA, it would be 
interesting to see how the FRA would function in sync with 
existing dispute resolution mechanisms in India, especially 
the various redressal mechanisms provided by various 
regulators under their respective statutory frameworks. 
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3.7 Insurance / pension 
sector reforms
3.7.1 The Budget proposes that employees of specified 
income brackets would now have the choice between 
contribution to Employee State Insurance or to any other 
private health insurance offered by an insurer recognised by 
Insurance Regulatory Development Authority of India. 
3.7.2 The Budget also increases the income tax 
deduction limits on account of contributions made towards 
life insurance pension plans as well as premium for 
medical insurance. 

3.8 Infrastructure financing  
3.8.1 The two key changes proposed in respect of 
infrastructure are:

(a) creation of a National Investment and Infrastructure 
Fund (NIIF) with an annual flow of INR 20,000 
Crore (approx. USD 3 billion) into it, to be raised 
through debt which will invest in equity of 
infrastructure finance companies

(b)  introduction of Public Contracts (Resolution of Disputes) 
Bill to streamline resolution disputes arising from 
public contract

10
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4.1 Rates of tax1

Individuals, Hindu Undivided Family (HUF), Association of Persons, 
Body of Individuals, Artificial Juridical Persons

4.1.1  There is no change in the present tax rates or slabs. Also there is no 
change in education cess of 2% and secondary and higher education cess of 1%. 
It is proposed to increase the surcharge from 10% to 12% where income exceeds 
INR 10 million. 

4.1.2 The effective rates of personal tax, inclusive of surcharge and total 3% 
education cess, work out to:

 
 

Firm / Limited Liability Partnership (LLP) 

4.1.3  There is no change in the present slabs and tax rates of 30%. Also there 
is no change in education cess of 2%, secondary and higher education cess of 1% 
and a surcharge of 12% on income exceeding INR 10 million. 

4.1.4 The effective rates of firm / LLP tax, inclusive of surcharge and total 3% 
education cess, works out to: 
 

Domestic company

4.1.5  There is no change in the present slabs and tax rates of 30%. Also there 
is no change in education cess of 2%, or secondary and higher Education Cess of 
1%. The surcharge is proposed to increase from 5% to 7% where net income is 
in the range of INR 10 million to INR 100 million and from 10% to 12% where net 
income exceeds INR 100 million.

4. Direct tax proposals

   

Taxable Income in INR Approx. US$ Proposed effective 
Rate of Tax

Up to INR 250,000 4,050 0%

INR 250,001 to INR 500,000 4,051 to 8,090 10.30%

INR 500,001 to INR 1,000,000 8,091 to 16,180 20.60%

INR 1,000,001 to INR 10,000,000 16,181 to 161,810 30.90%

INR 10,000,001 and above 161,811 and above 34.608%

Taxable Income Approx. US$ Regular Tax 
(Effective Rate)

Alternate Minimum Tax
(Effective Rate)

Up to INR 10,000,000 Up to 161,810 30.9% 19.055%

INR 10,000,001 and above 161,811 and above 34.608% 21.3416%

11

1 Unless otherwise stated, the proposed 
changes are proposed to take effect 
from 1st April 2015.

Notes:
INR 250,000 to INR 300,000 for the resident individual who is of the age of 60 
years or more but less than 80 years. 

There is no change in the threshold limit of super senior citizens whose is of the 
age of 80 years or more. The basic exemption limit is INR 500,000.



4.1.6 The effective rates of corporate tax for domestic companies, inclusive of 
surcharge and total 3% education cess, work out to: 

Company other than a domestic company 

4.1.7  There is no change in the present slabs and tax rates of 40%. Also there is no 
change in Surcharge of 2%, Education Cess of 2% and Secondary and Higher Education 
Cess of 1% in case of net income is in the range of INR 10 Million to INR 100 Million. In 
case net income exceeds INR 100 Million, the applicable rate of surcharge will increase 
to 5% and the Education Cess of and Secondary and Higher Education Cess will remain 
the same at 2% and 1% respectively.

4.1.8  The effective rates of corporate tax for foreign companies, inclusive of 
surcharge and total 3% education cess, work out to:

Income distributed by a domestic company

4.1.9  There is no change in the rate or cess or method of calculating Dividend 
Distribution Tax (DDT) except that the surcharge is being increased from 10% to 12% 
whereby the effective rate will work out as given below:

 

4.1.10 Similarly, the effective rate of tax on income distribution on buy back (DT), 
inclusive of surcharge of 12% and total 3% education cess, will increase to:

Taxable Income Approx. US$ Regular Tax 
(Effective Rate)

Minimum Alternate Tax 
(Effective Rate)

Up to INR 10,000,000 Up to 161,810 30.90% 19.055%

INR 10,000,001 
to INR 100,000,000 

161,811 to 1,618,100 33.063% 20.3889%

INR 100,000,001 and above 1,618,101 and above 34.608% 21.3416%

Taxable Income Approx. US$ Regular Tax 
(Effective Rate)

Alternate Minimum Tax
(Effective Rate)

Up to INR 10,000,000 Up to 161,800 41.20% 19.055%

INR 10,000,001 
to INR 100,000,000 

161,801 to 1,618,100 42.024% 19.4361%

INR 100,000,001 and above 1,618,101 and above 43.26% 20.00775%

Category of Payment Present Effective Rate 
on grossed up basis

Proposed Effective Rate 
on grossed up basis 

Dividend by a 
Domestic Company

20.4747% 20.9248%

Category of Payment Present Effective Rate Proposed Effective Rate

Buy-back of shares by an 
Unlisted Company 

22.66% 23.072%
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4.2 Taxation of non-residents 

4.2.1 General Anti-Avoidance Rules 

Implementing General Anti-Avoidance Rules (GAAR) has been 
deferred by a further two years; it is now scheduled to come 
into force from 1 April 2017 (i.e. FY 2017-18) to help promote 
domestic manufacturing and improving the investment 
climate - i.e. Make In India. The report on various aspects of 
Base Erosion and Profit Shifting (BEPS) and recommendations 
regarding the measures to counter it are awaited. Rule 10U 
of the income tax rules currently provides that GAAR will not 
apply to income from transfer of investments made before 30 
August 2010. The Memorandum clarifies that the provisions of 
GAAR, once implemented, would only apply prospectively, that 
is to investments made after 1 April 2017. Amendments to the 
income tax rules to this effect are proposed.

4.2.2 Residential status of foreign company

The existing provisions of section 6 of the Act provides for 
the conditions under which a company is said to be resident 
in India in any previous year, if:

	it is an Indian company; or
	during that year, the control and management of its 

affairs is situated wholly in India.
The tax authorities have explained that due to the 
requirement of whole control and management to be 
situated in India for the whole year, the condition has been 
rendered to be practically inapplicable.

Hence, it is proposed to amend the provisions of section 6 to 
provide that a person being a company shall be said to be 
resident in India in any previous year, if:

	it is an Indian company; or
	its place of effective management (POEM), at any time in 

that year, is in India.
Further, it is proposed to define the place of effective 
management to mean a place where key management and 
commercial decisions that are necessary for the conduct of 
the business of an entity as a whole are, in substance made. 
A set of guiding principles to be followed in determination 
of POEM would be issued for the benefit of the taxpayers as 
well as tax administration in due course.

4.2.3 Reduction in tax on income from royalty and fees 
for technical services 

Under existing provision the royalty and fees for technical 
services received by a non-resident from the government or 
an Indian concern which is not effectively connected with a 
permanent establishment of the non-resident in India, are 
taxed at the rate of 25% on a gross basis. It is proposed to 
reduce this rate to 10%.

4.2.4 Indirect transfers 

Significant changes are proposed in provisions of section 
9 relating to indirect transfers. While several amendments 
for clarification have been proposed based on the 
recommendations of the Expert Committee chaired by 
Dr. Parthasarathi Shome, the retrospective application of 

these provisions remains in the statute. In addition to the 
amendments, certain clarifications are also proposed to be 
issued through CBDT circulars. Even though the substantive 
provisions were given retrospective effect from 1 April 1962 
by the Finance Act 2012, the amendments proposed in the 
Finance Bill are slated to take effect prospectively - that is, 
from 1 April 2016 - and will apply from AY 2016-17. 

A new Explanation 6 is proposed to be added to section 9(1)
(i) to clarify that a share or an interest will be deemed to 
derive its value substantially from assets located in India, if 
on the specified date, the value of such assets:

 exceeds INR 100 million; and
 represents at least 50% of the value of all the assets 

owned by the company or entity.
 Value of an asset shall mean the fair market value of such 

asset without reduction of liabilities, if any, in respect of 
the asset.

 The specified date of valuation shall be the date on which 
the accounting period of the company or entity, as the 
case may be, ends preceding the date of transfer.

 However, if the book value of the assets of the company 
on the date of transfer exceeds by at least 15% of the 
book value of the assets as on the last balance sheet 
date preceding the date of transfer, then instead of the 
date mentioned above, the date of transfer shall be the 
specified date of valuation.

 The manner of determination of fair market value of 
the Indian assets vis-a vis global assets of the foreign 
company shall be prescribed in the rules. 

 The taxation of gains arising on transfer of a share 
or interest deriving, directly or indirectly, its value 
substantially from assets located in India will be on a 
proportional basis.

 In case the transfer is of shares or interest in a foreign 
entity which does not hold the Indian assets directly then 
the exemption shall be available to the transferor if he, 
along with his associated enterprises,

	  neither holds the right of control or management, 
	  nor holds any rights in such company which would  

 entitle it to either exercise control or management  
 of the direct holding company or entity or entitle it  
 to  voting power exceeding 5% in the direct   
    holding company or entity. 

 Exemption shall be available in respect of any 
transfer, subject to certain conditions, in a scheme of 
amalgamation or demerger, of a capital asset, being a 
share of a foreign company which derives, directly or 
indirectly, its value substantially from the share or shares 
of an Indian company, held by the amalgamating foreign 
company to the amalgamated foreign company.

 There shall be a reporting obligation on Indian concern 
through or in which the Indian assets are held by the 
foreign company or the entity. The Indian entity shall be 
obligated to furnish information relating to the off-shore 
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transaction having the effect of directly or indirectly 
modifying the ownership structure or control of the 
Indian company or entity. Where there is a failure on the 
part of the Indian concern, a penalty shall be levied:
 a sum equal to 2% of the value of the transaction 

where such failure has taken place in case and such 
transaction had the effect of directly or indirectly 
transferring the right of management or control in 
relation to the Indian concern; and, 

	  a sum of INR 500,000 in any other case. 

4.2.5 Extension of eligible period of concessional  
tax rate

Under the existing provision concessional rate of 5% is 
applicable on interest income earned by FIIs / QFIs (now 
re-designated as FPI as a consolidated investor class) 
during the period 1 June 2013 to 31 May 2015 in respect 
of their investments in government securities and rupee 
denominated corporate bonds (having specified coupon 
rates). It is proposed to extend the above concessional 
rate to FPIs, in respect of interest income earned 
up to 30 June 2017.

4.2.6 Business connection of offshore funds

Under Section 9 one of the conditions for the income of a 
non-resident to be deemed to accrue or arise in India is the 
existence of a business connection in India. Where there are 
offshore funds as per the existing provision, the presence 
of a fund manager in India can create sufficient nexus to 
constitute a business connection in India.

It is now proposed that eligible fund managers carrying out 
fund management activities in India shall not constitute a 
business connection for eligible investment funds (‘Fund’). 
It is further clarified that such Funds shall not be regarded 
as resident in India merely because an eligible offshore 
manager is carrying on fund management activity from India.

The offshore fund shall be required to fulfill the following 
conditions during the relevant year to be an eligible 
investment fund:

 the fund is not a person resident in India
 the fund is a resident of a country or a specified territory 

with which an agreement referred to in sub-section (1) 
of section 90 or sub-section (1) of section 90A has been 
entered into

 the aggregate participation or investment in the fund, 
directly or indirectly, by persons being resident in India 
does not exceed 5% of the corpus of the fund

 the fund and its activities are subject to applicable 
investor protection regulations in the country or specified 
territory where it is established or incorporated or is 
a resident

 the fund has a minimum of 25 members who are, 
directly or indirectly, not connected persons

 any member of the fund along with connected persons 
shall not have any participation interest, directly or 
indirectly, in the fund exceeding 10%

 the aggregate participation interest, directly or indirectly, 
of ten or less members along with their connected 
persons in the fund, shall be less than 50%

 the investment by the fund in an entity shall not exceed 
20% of the corpus of the fund

 no investment shall be made by the fund in its associate 
entity

 the monthly average of the corpus of the fund shall 
not be less than INR 1 billion and if the fund has been 
established or incorporated in the previous year, the 
corpus of fund shall not be less than INR 1 billion at the 
end of such previous year

 the fund shall not carry on or control and manage, 
directly or indirectly, any business in India or from India

 the fund is neither engaged in any activity which 
constitutes a business connection in India nor has any 
person acting on its behalf whose activities constitute 
a business connection in India other than the activities 
undertaken by the eligible fund manager on its behalf

 the remuneration paid by the fund to an eligible fund 
manager in respect of fund management activity 
undertaken on its behalf is not less than the arm’s 
length price of such activity

The following conditions shall be required to be satisfied 
by the person being the fund manager for being an eligible 
fund manager:

 the person is not an employee of the eligible. 
investment fund or a connected person of the fund

 the person is registered as a fund manager 
or investment advisor in accordance with the 
specified regulations

 the person is acting in the ordinary course of his 
business as a fund manager

  the person along with his connected persons shall not 
be entitled, directly or indirectly, to more than 20% of 
the profits accruing or arising to the eligible investment 
fund from the transactions carried out by the fund 
through such fund manager

Investment funds shall be required to provide the 
prescribed statement / information to the income tax 
authorities within 90 days from the end of the financial 
year; failure to do so may attract penalty of INR 500,000. 

Further, it is clarified that the provision (other than those in 
relation to business connections) relating to the taxability 
of income of the eligible investment fund and that of the 
eligible fund manager shall remain not impacted.

4.2.7 Source rule in respect of interest received by  
non-resident

It is clarified that any interest payable by a foreign bank 
branch in India to its non-resident head office or any 
permanent establishment or any other part of such non-
resident outside India shall be deemed to accrue or arise 
in India and shall be chargeable to tax in addition to any 
income attributable to the permanent establishment in India. 
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Accordingly, a foreign bank branch in India shall be obligated 
to deduct tax at source on any interest payable to them. 
Further, non-deduction would result in to disallowance of 
interest claimed as expenditure in the hand of the foreign 
bank branch in India and may also attract a levy of interest 
and a penalty in accordance with the relevant provisions of 
the Act.

4.3 Incentives for investments 
4.3.1 Incentives for investment in the State of Andhra 
Pradesh and the State of Telangana 

To promote industrialisation and economic growth in the 
abovenamed states, incentives are proposed for undertaking 
manufacturing or setting up an enterprise in what are 
deemed “notified backward areas” in these states: 

Additional investment allowance
New section 32AD in the Act provides for an additional 
investment allowance of an amount equal to 15% of the 
cost of the new asset acquired and installed on or after 1 
April 2015 in any notified backward areas and acquired and 
installed during the period beginning from 1 April 2015 to 31 
March 2020. This deduction shall be available over and above 
the existing deduction available under section 32AC of the Act. 

Additional depreciation 
Higher additional depreciation at the rate of 35% (instead 
of 20%) in respect of the actual cost of new machinery or 
plant (other than a ship and aircraft) acquired and installed 
in the area on or after the 1 April 2015.

There are consequential amendments in the second 
proviso to section 32(1) of the Act for applying the existing 
restriction of the allowance to the extent of 50% for assets 
used for the purpose of business for less than 180 days in 
the year of acquisition and installation.

There were no provisions permitting deduction for the 
remaining 50% additional depreciation in the subsequent 
year. It is now proposed that such additional depreciation 
shall be allowed in the immediately succeeding previous year.

4.3.2 Taxation Regime for Real Estate Investment 
Trusts (REIT) and Infrastructure Investment Trusts 
(InvIT)

Capital gains
The specific tax regime of REITs / InvITs (Business Trusts) 
introduced in 2014 provided a deferral of tax on capital 
gains arising to the sponsor at the time of exchange of 
shares in Special Purpose Vehicles (SPV), which are unlisted 
companies through which income-generating assets are 
held indirectly by the business trusts. The tax on such gains 
is to be levied at the time when the units are disposed of 
by the sponsor, and where preferential capital gains tax 
regime (even where securities transaction tax was payable) 
was not made available to sponsors of some units of 
business trust which was available to other unit holders of  
a business trust. 

Long-term gains (where it is held for more than 36 months) 
will be exempt; short term capital gains will be taxable at a 
concessional rate of 15%.

STT is proposed to be applied on the sale of unlisted units 
of a REIT / InvIT, acquired in lieu of shares of SPV, under an 
initial offer for listing of units of business trust and the benefit 
of the concessional tax regime is extended to such sale. 

4.3.3 Rental income

The specific tax regime of REITs introduced in 2014 provided 
a pass-through treatment only to the interest income 
received by the REITs from its SPVs; it did not include 
income earned by REITs from renting and leasing / letting-
out of real estate assets directly, therefore leading to a 
taxability at the maximum marginal rate. Pass-through 
status is now proposed to be provided to REITs in respect of 
income earned from renting, leasing or letting out any real 
estate asset owned directly by the REITs. Thus, the rental 
income would be exempt in the hands of REITs. 

On distribution of such income from renting and leasing / 
letting-out of real estate assets to unit holders the REITs 
would be liable to deduct tax at the rate of 10% for resident 
unit holders and at rates applicable for non-resident unit 
holders. Also, it is proposed that rental income leasing /
letting-out of real estate assets received/receivable by 
the REITs will not be subject to any withholding tax. These 
changes will be effective from 1 June, 2015.

4.3.4  Tax regime for Alternate Investment Fund (AIF)

Under existing provisions, pass-through treatment is provided 
to venture capital funds (VCFs) and venture capital companies 
(VCC - registered under SEBI (AIF) / (VCF) regulations) 
in respect of income from investment in venture capital 
undertakings (VCUs). Such income is taxable in the hands of 
an investor where the investor has made direct investment 
in VCUs. It is proposed to extend such pass-through treatment 
for all income (other than business income) to all sub-
categories of Category I AIF and to Category II AIF registered 
with SEBI under SEBI (AIF) regulations (referred to as 
investment funds).

Under the AIF regulations, the funds can be set up as a 
trust, company, limited liability partnership or any other 
body corporate. So, pass-through benefits of investment by 
AIFs now can be availed by these entities. The existing pass-
through benefits were restricted to trust and companies.

Business income is to be taxed at the rates applicable to a 
company or a firm at the investment fund level, or else at 
maximum marginal rate (MMR). Losses are to be carried 
forward and are to be set-off against future income of 
investment funds (as per the existing provisions of set off and 
carry forward) before being passed through to the investors.
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Source of Income Investment Fund Investors Withholding tax 
on distribution

Business Income 
Taxable 
(applicable rates/MMR)

Exempt Not applicable

Losses 
No pass through (Carried 
forward and set off 
against future income)

Cannot carry forward 
or set off against 
personal income 

Not applicable

Capital Gains & other sources 
income (after setoff of 
unabsorbed losses)

Exempt Taxable 10%

The broad features of the above regime are explained through 
the following table:
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Income of investment funds will be exempted from tax 
deduction at source. Express provisions have been provided 
for filing the return of income by investment funds. All income 
other than business income paid to investors will be subject to 
withholding tax at 10% with effect from 1 June 2015.

Investment funds shall not be required to pay any tax on the 
income distributed under Chapter XII-D (Dividend Distribution 
Tax) or under Chapter XII- E (Tax on distributed income).

4.4 Business deductions
4.4.1 Deduction for employment of new workmen

Section 80JJAA of the Act allows an Indian company 
deriving profits from manufacture of goods in a factory a 
deduction equal to 30% of additional wages paid to the 
new regular workmen for three assessment years,including 
the assessment year relevant to the previous year in which 
such employment is provided. The benefit is now extended 
to all assessee having manufacturing units.

4.4.2 Additional requirement to be fulfilled by the 
company-approved in-house R&D facility

Section 35(2AB) of the Act already provides for a weighted 
deduction of 200% to a company engaged in the business 
of biotechnology or manufacturing of goods (except items 
specified in Schedule-XI) for the expenditure (not being 
expenditure in the nature of cost of any land or building) 
incurred on scientific research carried out in an approved 
in-house research and development facility. The company 
is required to submit the copy of audit report to the 
Department of Scientific and Industrial Research (DSIR). It is 
proposed to amend the provisions of said section to provide 
fulfilling such conditions with regards to maintenance of 
account and submission of audit report to the Principal Chief 
Commissioner or Chief Commissioner having jurisdiction 
over the company claiming the weighted deduction.

4.4.3 Allowance of additional depreciation

Additional depreciation of 20% is provided on the cost 

of new plant or machinery acquired and installed by the 
manufacturing and power sector. Additional depreciation is 
restricted to 50%, where the plant and machinery acquired 
is used for less than 180 days. It is now proposed to 
make the balance deduction available in the immediately 
succeeding previous year.

4.5 Personal taxation
4.5.1 Under the existing provision of section 115ACA, 
the benefit of concessional rate of income tax is given 
to a resident individual of a specified Indian company on 
dividend or long term capital gain arising out of global 
depository receipts issued to investors against ordinary 
shares or foreign currency convertible bonds of the issuing 
company. The proposed amendment is aligned with the 
earlier Depository Receipt Scheme which was limited to 
listed issuing company and such DRs can be issued to any 
investor including resident investors.

4.5.2 Increase in transport allowance exemption

Transport allowance exemption is increased from INR 800 
per month to INR 1,600 per month.

4.5.3 Investment declaration proofs

Existing provisions of the Act do not contain any guidance 
on the nature of evidence or documents to be obtained 
by the employer; there is no uniformity in the approach. 
In order to bring clarity, amendments are proposed to the 
provisions relating to deduction of tax on salary to provide 
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that the person responsible for paying for the purposes 
of estimating income of the assessee or computing 
tax deductible on salary shall obtain from the assessee 
evidence or proof or particulars of the prescribed claim 
(including claim for set-off of loss) under the provisions of 
the Act in the prescribed form and manner.

4.5.4 Optional EPF contribution

The legislation allows an employee to opt for EPF or the New 
Pension Scheme if they are below a certain threshold of 
monthly income without affecting employees’ contribution.

4.5.5 Sukanya Samriddhi Account Scheme 

Sum deposited under the scheme in the name of any girl 
child of the individual or for whom the individual is the 
legal guardian would be eligible for deduction under section 
80C. Further, any payment from an account under such a 
scheme would be exempt from tax. These amendments 
will take effect retrospectively from 1 April 2014.  

4.5.6 Raising limits under Section 80CCC

The limit of eligible deduction for investment in LIC Annuity 
Plan or any other pension fund is proposed to be increased 
to INR 150,000 from the existing INR 100,000.

4.5.7 Additional deductions under Section 80CCD

Additional deduction up to INR 50,000 will be available 
on the employee’s contribution. This is in addition to the 
deduction available up to 10% of salary within an overall 
limit of INR 150,000. 

4.5.8 Increase in relief under Section 80D

The existing limits are increased from INR 15,000 to  
INR 25,000, and limits for senior citizens increase from  
INR 20,000 to INR 30,000. It is proposed that senior citizens 
above the age of 80 years who are not covered by a health 
insurance scheme be allowed a deduction of INR 30,000 
towards medical expenditures under section 80D. 

Deductions under 80D Existing limit  (INR) Proposed limit (INR)

Individual 
and his 
family

The whole of the amount paid to effect 
or to keep in force an insurance on the 
health of the individual or his family or 
any contribution made to the CGHS or 
such other scheme as may be notified 
by central government any payment on 
account of preventive health check-up 
of the individual or family(restricted to 
INR 5000; cash payment allowed here).

Aggregate allowable is
INR 15,000 (for senior
citizens it is INR 20,000)

Aggregate allowable is 
INR 25,000 (for senior
citizens it is INR 30,000)

Additional amount paid on account of 
medical expenditure incurred on the 
health of individual or his family being 
very senior citizen who are not covered 
under medical insurance.

No provision 
Within the aggregate
allowable limit  
of INR 30,000

Parents of 
Individual

The whole of the amount paid to effect 
or keep in force an insurance on the 
health of the parent or parents of the 
individual or any payment made on 
account of preventive health check-up of 
the parent or parents of the individual 
(restricted to INR  5000; cash
payment allowed here).

Aggregate allowable is
INR 15,000 (For Senior
Citizens it is INR 20,000)

Aggregate allowable is
INR 25,000 (for senior
citizens it is INR 30,000) 

Additional amount paid on account of 
medical expenditure incurred on the 
health of parent of the individual being 
very senior citizen who are not covered 
under medical insurance.

No provision 
Within the aggregate
allowable limit  
of INR 30,000
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4.5.9  Deductions under Section 80DDB 
Limit of deduction increased to INR 80,000 from INR 60,000 
for senior citizens. The requirement to obtain a certificate 
from a government doctor is replaced with prescription 
from any specialist doctor for the purpose of claiming 
a deduction.

4.5.10 Raising the limits in deductions under Section 
80DD and 80U 
Increase in deduction under section 80DD and 80U in relation 
to disabled persons from INR 50,000 to INR 75,000 and from 
INR 100,000 to INR 125,000 for those with severe disability.

4.5.11 Additions in Section 80G
It is proposed to widen the scope to include two additional 
funds namely, Swachh Bharat Kosh and Clean Ganga Fund.

Swachh Bharat Kosh is set up by the central government 
to mobilise resources for improving sanitation facilities in 
rural and urban areas and school premises through the 
Swachh Bharat Abhiyan, while the Clean Ganga Fund is to 
attract voluntary contributions to rejuvenate river Ganga.
The proposed amendments are to provide for a deduction 
of 100% in respect of the sum donated by an individual to 
the Swachh Bharat Kosh and Clean Ganga Fund, excluding 
any sum spent by such individual in pursuance of Corporate 
Social Responsibility under sub-section (5) of section 135 
of the Companies Act, 2013. This amendment will apply 
retrospectively from 1 April 2014.

The National Fund for Control of Drug Abuse is a fund 
created by the Government of India in the year 1989 under 
the Narcotic Drugs and Psychotropic Substances Act, 1985. 
it is proposed amend section 80G so as to provide 100% 
deduction in respect of donations made to the fund with 
effect from 1st April 2015.

4.6 Other amendments 

4.6.1 Abolition of wealth tax
Abolishing the wealth tax currently levied on individuals, 
HUF’s and companies is proposed. Further, it is proposed 
that the current need to provide information relating to 
assets in the wealth tax return will be instead be captured 
in the income tax return from 1 April 2016. 

4.6.2 Permanent Account Number (PAN) 
The PAN will be mandatorily required in case of any 
purchase or sale exceeding INR 100,000.

4.6.3 Transfer pricing
There is an increase in domestic transfer pricing threshold 
limit from INR 50 million to INR 200 million.

4.6.4 Transfer of asset 

Any capital asset transferred by a demerged company to 
the resulting company in the scheme of demerger is not 
regarded as transfer if the resulting company is an Indian 
company. In such cases the cost of such asset in the hands 
of the resulting company will be the cost of such asset in the 
hands of the demerged company as increased by the cost 

of improvement, if any, incurred by the demerged company. 
Further, the period of holding of such an asset in the hands 
of the resulting company will include the period for which 
the asset was held by the demerged company. There is no 
express provision to this effect under the existing provisions 
of the Income Tax Act. Accordingly, it is proposed to provide 
that the cost of acquisition of an asset acquired by the 
resulting company shall be the cost for which the demerged 
company acquired the capital asset as increased by the cost 
of improvement incurred by the demerged company. The 
amendment will take effect from 1 April 2016. 

4.6.5 Mutual funds

Presently, exchange of units in a merger of mutual fund 
schemes is treated as transfer and capital gains, and 
tax is payable by the unit holders on such a transfer. It 
is proposed to provide tax neutrality in the hands of the 
unit holders upon consolidation of mutual fund schemes 
provided that the consolidation is either of two or more 
schemes of equity-oriented funds or two or more schemes 
of non-equity-oriented funds.

The cost of acquisition of units for the unit holders of 
the consolidated scheme shall be the cost incurred by 
them for acquiring the units in the consolidating scheme. 
Similarly, the period of holding of units of the consolidated 
scheme shall include the period for which the units in the 
consolidating scheme were held by the unit holders.

4.6.6 MAT

Under the existing provision of section 115JB on the 
Minimum Alternate Tax (MAT), the exempt income of share 
of a member of an AOP is not excluded from the book profit 
while computing the MAT liability of the company which is 
member of AOP. Now, it is proposed to amend the section 
to provide that the share of a member of an AOP, in the 
income of the AOP, on which no income tax is payable, 
should be excluded while computing the MAT liability and 
that further expenditures related to such income, if any, 
are debited to the profit/loss account are also proposed 
to be added back to the book profit for the purpose of 
computation of MAT.

4.6.7 TDS and TCS

The following changes proposed relate to tax deduction at 
source (TDS) and tax collection as source (TCS).

 To remove the burden of calculating TDS liability faced 
by employer / trustees in case of pre-mature withdrawal 
of Provident Fund [PF] (before continuous service of 
five years other than the cases of termination due to ill 
health, closure of business, etc.), it is proposed insert / 
amend following provisions with effect from 1 June 2015:

	  Deduction of tax at the rate of 10% on pre-mature  
 taxable withdrawal from Employees Provident Fund  
 Scheme (EPFS).

	  To provide a threshold of payment of INR 30,000 for  
 applicability of this proposed provision.
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	  Facility of filing self-declaration for non-deduction  
 of tax under section 197A of the Act shall be extended  
 to the employees receiving pre-mature withdrawal  
 (Declaration in Form No. 15G/15H)

	  Not providing a PAN to the EPFS for receiving   
    these payments would attract deduction of tax at the  
 maximum marginal rate.

 Currently, payment of interest to members by a co-
operative society is not subject to TDS. It is proposed 
that this benefit shall not apply on interest on time 
deposits by the co-operative banks to its members.

 TDS will now be applicable on interest on recurring 
deposits, where the interest exceeds INR 10,000

 Under existing provision the threshold limit of INR 10,000 
refers to each branch of the banking company, the 
co-operative bank or the public company. It is proposed 
that, for entities which have adopted a core banking 
solution, the TDS on interest should be calculated on the 
interest paid at the entity level and not at a branch level.

4.6.8 Amendment in Section 195

 To amend the provisions of section 195 of the Act to 
provide that the person responsible for paying any sum, 
whether chargeable to tax or not, to a non-resident, 
not being a company, or to a foreign company, shall 
be required to provide details of the prescribed sum in 
such form and manner as may be prescribed - that is, in 
Form 15CA/15CB.

 Currently there are no provisions for levying a penalty 
for non-submission or inaccurate submission of the 
prescribed information for remittance to non-residents. 
An amendment is proposed under Section 195 to levy 
a penalty of INR 100,000. It is also proposed to amend 
the provisions of section 273B of the Act to provide that 
no penalty shall be imposable under this new provision 
if it is proved that there was reasonable cause for not 
providing any or incorrect information.

 For ensuring submission of accurate information in 
respect of remittance to a non-resident, it is proposed 
to insert a new provision in the Act to provide that in 
case of non-furnishing of information or furnishing of 
incorrect information under section 195, a penalty of INR 
100,000 shall be levied. It is also proposed to amend the 
provisions of section 273B of the Act to provide that no 
penalty shall be imposable under this new provision if 
it is proved that there was reasonable cause for non-
furnishing or incorrect furnishing of information.

Under the existing provision of 
section 115JB on the Minimum 

Alternate Tax (MAT), the exempt income of 
share of a member of an AOP is not excluded 
from the book profit while computing the 
MAT liability of the company which is 
member of AOP.



5.1 Service tax
5.1.1 Effective rate

The service tax rate increases from 12.36% to a subsumed 
rate of 14%, effective from a date to be notified after the 
enactment of the Finance Bill 2015.

5.1.2 Swachh Bharat cess

Additional cess of 2% will be levied (making total levy of 
service tax to be 16%) on value of all or any of the taxable 
services to promote the Swachh Bharat (Clean India) 
Initiative. This will be effective from a date to be notified 
after the enactment of the Finance Bill 2015.

5.1.3 Negative list

The following amendments to the negative list to exclude 
services will come into force from a date to be notified after 
the enactment of the Finance Bill 2015: 

 Amusement facility providing fun or recreation by means 
of rides, gaming devices or bowling alleys in amusement 
parks, amusement arcades, water parks, theme parks or 
such other places.

 Entertainment event of concerts, non-recognised sporting 
events, pageants, music concerts or award functions, if the 
admission charged is more than INR 500. 

 However, the existing exemption for “exhibition of 
cinematographic film, circus, recognised sporting 
events, dance, theatrical performances including drama 
and ballets” by way of the negative list entry will be 
continued, irrespective of the amount charged for such 
service, through the route of exemption. 

 Contract manufacturing / job work for production of 
potable liquor for a consideration.

 Support service provided by the government or local 
authority to a business entity.

5.1.4 Mega exemption

The following changes in the Mega Exemption Notification 
No. 25/2012-St dated 20 June 2012 will come into effect 
from 1 April 2015.

Additions

 Pre-conditioning, pre-cooling, ripening, waxing, retail 
packing, labeling of fruits and vegetables.

 Common effluent treatment plant operator for 
such treatment.

 Life insurance service provided by way of Varishtha 
Pension Bima Yojna.

 Exhibition of a movie by the exhibitor (theatre owner) to 
the distributor or association of persons consisting of such 
exhibitor as one of its members.

 Transportation of a patient to and from a clinical 
establishment by a clinical establishment is exempt from 
service tax. The scope of this exemption is being widened 

to include all ambulance services.
 Admission to a museum, zoo, national park, wildlife 

sanctuary or a tiger reserve is exempted.
 Goods transport agency service provided for transport of 

export goods by road from the place of removal to a land 
customs station (LCS) has been added.

 Exhibition of cinematographic film, circus, dance, or 
theatrical performances including drama or ballet.

 Recognised sporting events.
 Concerts, pageants, award functions, musical or sporting 

event not covered by the above exemption, where 
the consideration for such admission is up to INR 500 
per person.

Now taxable/exemption restricted

 Specified services of construction, commissioning, etc. 
provided to the government, a local authority or a 
governmental authority by way of:

 	a civil structure or any other original works meant  
 predominantly for use other than for commerce,  
 industry, or any other business or profession;

 	a structure meant predominantly for use as (i) an    
     educational, (ii) a clinical, or  (iii) an art or   
 cultural establishment; 

 	a residential complex predominantly meant for   
 self-use or the use of their employees or other persons  
 specified in the Explanation 1 to clause 44 of section  
 65 B of the said Act;

 Construction, commissioning or installation of original 
works pertaining to an airport or port.  

 Services provided by a performing artist in folk or classical 
art form of music, or dance, or theatre, will be limited only 
to such cases where amount charged is up to INR 100,000 
for a performance.

 Transportation of food stuff by rail, sea vessel or road will 
be withdrawn except food grains including rice and pulses, 
flour, milk and salt.

 Services by the following persons in respective capacities:
   services provided by a mutual fund agent to a mutual  

 fund or assets management company 
  distributor to a mutual fund or AMC
  Selling or marketing agent of lottery ticket to  

 a distributor 
However, service tax on these services will be levied on a 
reverse charge basis.

 Services by way of making telephone calls from a:
   departmentally-run public telephone
  guaranteed public telephone operating only for  

 local calls
  free telephone at airport and hospital where no bills  

 are being issued.

5. Indirect tax proposals
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5.1.5 Abatement 
 
The following rationalisation of abatement will be effective from 1 April, 2015:

Sr. No. Service Existing percentage of Value of 
Service liable to Service Tax

Proposed Percentage of 
Value of Service liable to Tax

1 Transport for goods and 
passengers by Rail 30%

30%2 Transport for goods and 
passengers by Road 25%

3 Transport for goods and 
passengers by Vessel 40%

4
Transport of passengers 
of Air Economy Class 40% 40%

5 Transport of passengers 
of Air Business Class 40% 60%

6 Services provided in 
relation to chit 70% 100%

Further, for claiming abatement for services in relation to transport 
of goods by rail, road and Vessel the CENVAT credit on inputs, 
capital goods and input services will not be available.

5.1.6 Reverse charge 

The following changes in the reverse charge mechanism will 
be effective from 1 April 2015:

 Manpower supply and security services provided by an 
Individual, HUF, or a partnership firm to a body corporate 
are now subject to full reverse charge. (Previously a 75% 
reverse charge was applicable.)

 The following services will be liable for service tax under 
full reverse charge mechanism:

  services provided by a mutual fund agent to a mutual  
 fund or assets management company 

  distributor to a mutual fund or AMC
  selling or marketing agent of lottery ticket to  

 a distributor

5.1.7 CENVAT credit rules

The following changes will be effective from 1 March 2015:

 Increase in the time limit to avail CENVAT credit on inputs 
and input services from six months to one year.

 Manufacturers can take CENVAT credit against inputs and 
capital goods sent directly to the job worker’s premises.

 CENVAT credit on capital goods can be taken by the 
manufacturer or provider of output service in respect of 
goods received directly in the premises of job worker, not 
exceeding 50% in the first year.

 In relation to CENVAT credit on inputs / capital goods sent 
to a job worker:

  CENVAT credit on inputs to be allowed where inputs  
 are sent directly to a job worker, subject to receipt  
 of processed inputs within 180 days from the date of  
 receipt of such inputs by job worker.

  CENVAT credit on inputs to be allowed where the  
 processed inputs are sent from one job worker to  
 another job worker for further processing,  
 subject to receipt of processed inputs within 180  
 days from the date of sending inputs from the factory  
 of manufacturer or premises of provider of  
 output service.

  CENVAT credit on capital goods to be allowed where  
 capital goods are sent by manufacturer or provider  
 of output service to the job worker, subject to receipt  
 of capital goods within a period of two years from the  
 date of sending such capital goods from the factory of  
 manufacturer or provider of output service.

  CENVAT credit on capital goods to be allowed where  
 capital goods are sent directly to a job worker, subject  
 to receipt of such capital goods within a period of two  
 years from the date of receipt of capital goods by the  
 job worker.

   With effect from 1 April 2015 the credit for service  
    tax paid under partial reverse charge can be availed  
    after payment of the service tax amount by the  
    service tax recipient irrespective of the payment  
    made to the service provider.

5.1.8 Other amendments

	The input services used for providing main service,  
 which is exempted or listed in negative list will not form  
 part of main service for claiming exemption unless  
 otherwise specified and will be liable to service tax.
 The explanation of “consideration” has been amended 

to include reimbursable expenditure or cost incurred 
and charged by the service provider, subject to such 
conditions as may be prescribed.
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5.1.9 Procedural amendments

 The term aggregator is introduced in the Service 
Tax Rules to mean a person who has a web-based 
model where he brings together service providers and 
customers under his brand. The aggregator is liable to 
pay service tax under the reverse charge basis. It has 
been further stated that if the aggregator does not have 
any physical presence in India, any person representing 
the aggregator shall be liable to pay service tax with 
effect from 1 March 2015.

 A new rule has been inserted that gives an option to 
authenticate, by means of digital signature, any invoice, 
bill or challanor consignment note. Further, an option has 
been provided to preserve the records in an electronic 
form and every page of the record so preserved would 
be authenticated by digital signature. The Board shall 
notify the procedure to be followed by a person issuing 
digitally signed invoices and preserving digitally  
signed records.

 Service tax registration will be granted within two days 
of filing of an online application for single premises with 
effect from 1 March 2015. 

 When any proceedings are referred back, whether in 
appeal or revision or otherwise, by any court, Appellate 
Tribunal Authority or any other authority to the 
adjudicating authority for a fresh adjudication or decision, 
then such cases will not be entitled for settlement. 

5.1.10 Changes in penal provisions

The changes in the penal provisions will come into force 
from a date to be notified after the enactment of the 
Finance Bill 2015. 

  In cases not involving fraud, collusion, wilful 
misstatement or suppression of facts, separate set 
of more lenient penalties have been introduced. The 
maximum amount of penalty would be 10% of service 
tax liability.

  No penalty will be imposed if service tax and interest is 
paid within 30 days of service of the Show Cause Notice.

  A reduced penalty of 25% of the penalty imposed by the 
officer if the assessee pays the service tax along with 
interest and reduced penalty is paid within 30 days of 
issuance of Order.

  If the service tax amount gets modified in the appellate 
proceedings then the penalty shall accordingly be 
modified. This benefit of reduced penalty will be 
available if the service tax, interest and reduced penalty 
is paid within 30 days of such appellate order.

  In cases involving fraud or collusion or wilful 
misstatement or suppression of facts or contravention of 
any provision of the Act or rules with the intent to evade 
payment of service tax, the amount of penalty payable 
will be equal to the service tax determined.

  If the service tax along with interest is paid within 30 
days of receipt of the Show Cause Notice, then a penalty 
of only 15% of the service tax will be levied.

  A reduced penalty equivalent to 25 percent of the 
service tax amount, if service tax along with interest 
and reduced penalty is paid within thirty days of 
issuance of order.
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5.2 Excise duty
5.2.1 Effective rate

The rates below will be effective from a date to be notified 
after the enactment of the Finance Bill 2015.

  Increase in basic excise duty from 12.36% to 
subsumed 12.5%.

  Increase in basic excise duty on waters including mineral 
waters and aerated waters and flavoured water from 
12% to 18% and removal of additional excise duty of 5%. 

  25% increase for cigarettes of length not exceeding 
65mm and 15% on cigarettes of other lengths. Similar 
increase proposed on cigars, cheroots and cigarillos.

  Increase in excise duty on cut tobacco from INR 60 per 
kilogram to INR 70 per kilogram.

  Tariff rate of excise duty on sacks and bags (including 
cones) of plastics is increased from 12% to 18%.

  Increase in tariff rate of excise duty on cement from 
INR 900 per tonne to INR 1000 per tonne.

  Additional goods are notified under the Central Excise Act 
for the purpose of assessment of central excise duty with 
reference to the retail sale price:

  Tea (including iced tea) with abatement of 30%
  Lemonade and other beverages with abatement of 35%
  Condensed milk with abatement of 30%
  Excise duty of 2% without CENVAT credit and 6% with 

CENVAT credit is being levied on condensed milk put up 
in unit containers and peanut butter.

  Reduction in excise duty on chassis for ambulances from 
24% to 12.5% subject to actual user condition.

  Extension of concessional excise duty of 6% on specified 
goods for use in the manufacture of electric and hybrid 
vehicles from 31 March 2015 to 31 March 2016. 

  Change in excise duty structure for mobile phones from 
1% without CENVAT credit, or 6% with credit, to 1% 
without credit or 12.5% with credit.

  Excise duty is to be charged on tablet computers, which 
is either 2% without CENVAT credit or 12.5% with CENVAT 
credit. Parts and sub-parts used for manufacturing the 
tablet computers are exempt from excise duty.

  Amendment to the third schedule of the Central Excise 
Act to expressly provide that LED lights or fixtures 
including LED lamps are liable to assessment of excise 
duty with reference to retail sale price.

  Increase in schedule rate of clean energy cess, levied 
on coal, lignite and peat, from INR 100 per tonne to INR 
300 per tonne. The effective rate of clean energy cess is 
increased from INR 100 per tonne to INR 200 per tonne.

  Increase in excise duty on sacks and bags of polymers of 
ethylene, other than for industrial use, to 15%.

  Notification under compounded levy scheme on deemed 
production and duty payable per machine per month 
with reference to the speed range in which maximum 
speed of a packing machine falls for products.

  Revision in excise duty rates on petrol and high speed 
diesel oil as detailed in the below table.

    

Duty rates applicable up to 28.02.2015 Duty rates applicable w.e.f. 01.03.2015

CENVAT INR Litre
SAED 
INR/
Litre

AED 
INR/
Litre

E.C. Total CENVAT SAED AED E.C. Total

Unbranded Petrol 
8.95 6 2 3% 17.46 5.46 6 6 Nil 17.46

Branded Petrol 
10.1 6 2 3% 18.64 6.64 6 6 Nil 18.64

Unbranded Diesel 
7.96 Nil 2 3% 10.26 4.26 Nil 6 Nil 10.26

Branded Diesel 
14% + INR 5 / ltr 
or INR 10.25 / ltr 
whichever is lower

Nil 2 3% 12.62 6.62 Nil 6 Nil 12.62
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5.2.2 Exemptions and concessions

   Full exemption from excise duty on parts, components   
     and accessories used in manufacture of tablet computers  
     and theirs sub-parts for use in manufacture of parts,  
     components and accessories.
  Full exemption from excise duty on specified raw 

materials - battery, titanium, palladium wire, eutectic 
wire, silicone resins and rubbers, solder paste, reed 
switch, diodes transistors, capacitors, controllers, 
coils (steel), tubing (silicone) - for use in manufacture 
of pacemakers. 

  Full exemption from excise duty on pig iron SG grade 
and ferro-silicone-magnesium for manufacture of cast 
components of wind-operated electricity generators. 

  Full exemption from excise duty subject to certification 
by the Department of Electronics and Information 
Technology (DeitY) on round copper wire and tin alloys 
on manufacture of solar PV ribbon. 

  Excise duty structure of nil without CENVAT credit or 
12.5% with credit for solar water heaters and systems.

  Reduction in excise duty from 12% to 6% on wafers for 
manufacture of integrated circuit (IC) modules for smart 
cards and input for use in the manufacture of LED drivers 
and MCPCB for LED lights, fixtures and lamps.

  Reduction in excise duty from 12% to 6% on 
leather footwear having a retail sale price of more 
than INR 1000 per pair.

5.2.3 Amendments / new provisions 

  The central government now has the power to determine 
more than one factor to charge excise duty on the basis of 
capacity of production in respect of notified goods.

  In cases not involving any fraud or collusion or wilful 
misstatement or suppression of facts or contravention of 
any provision of the Act or rules with the intent to evade 
payment of excise duty, the same is subject to penalty not 
exceeding 10% of the duty so determined or INR 5,000, 

whichever is higher. No penalty will be levied if the 
amount of duty along with interest levied in the notice is 
paid in full, within 30 days from the date of receipt Show 
Cause Notice.

  In case involving fraud or collusion or wilful misstatement 
or suppression of facts or contravention of any provision 
of the Act or rules with the intent to evade payment of 
duty, the amount of penalty payable will be equal to the 
duty determined.

  Penalty levied will be reduced to 15% if the duty along 
with interest is paid within 30 days of receipt of the 
Show Cause Notice.

  Penalty will be reduced to 25% of the original penalty 
where the payment is made along with the interest 
within 30 days from the date of receipt of order from 
Central Excise Officer.

  When any proceedings are referred back, whether in 
appeal or revision or otherwise, by any court, Appellate 
Tribunal Authority or any other authority to the 
adjudicating authority for a fresh adjudication or decision, 
then such cases will not be entitled for settlement. 

  Where the assessee contravenes the provisions of rules 
with an intent to evade payment of duty, then all such 
goods will be liable to confiscation and the manufacturer, 
producer or licensee will be liable to a penalty not 
exceeding the duty levied on such goods or INR 5000, 
whichever is greater.

5.3 Customs
5.3.1 Effective rate

  Rate of basic custom duty (BCD) retained at 10%

  Education cess and secondary and higher education cess 
continues to be levied on customs duty

Rates of duty tabled over the page shall be effective 
from 1 March 2015.

The central 
government now has the 
power to determine more than 
one factor to charge excise 
duty on the basis of capacity 
of production in respect of 
notified goods.
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Sr. No. Product Type of duty Current 
rate

Proposed 
rate

I. Chemicals and petrochemicals

Ulexite ore BCD 2.50% Nil

Isoprene and liquefied butane BCD 5.00% 2.50%

Ethylene dichloride, vinyl chloride monomer and styrene monomer BCD 2.50% 2.00%

Butyl acrylate BCD 7.50% 5.00%

Anthraquinone BCD 7.50% 2.50%

Antimony metal and antimony waste and scrap BCD 5.00% 2.50%

Naphtha, ethylene dichloride, vinyl chloride monomer and styrene 
monomer for manufacture of excisable goods

SAD 4.00% 2.00%

II. Fertilisers

Sulphuric acid for the manufacture of fertilizers BCD 7.50% 5.00%

III. Infrastructure

Effective rate for imported motor spirit [petrol] and high speed diesel oil 
[commonly known as road cess]

CVD INR 2 per litre
INR 6 per 

litre

IV. Ores and metals

Upgraded ilmenite ED 5.00% 2.50%

Metallurgical coke BCD 2.50% 5.00%

The tariff rate for melting scrap of iron and steel including stainless steel 
scrap for melting, copper scrap, brass scrap and aluminium scrap; however, 
effective rate remains unchanged

SAD 4.00% 2.00%

V. Electronics/hardware

Metal parts for use in the manufacture of electrical insulators BCD 10.00% 7.50%

Ethylene-propylene-non-conjugated-diene rubber (EPDM), water blocking 
tape and mica glass tape for use in the manufacture of insulated wires 
and cables

BCD 10.00% 7.50%

Magnetron of up to 1 kw for use in the manufacture of domestic 
microwave ovens

BCD 5.00% Nil

Zeolite, ceria zirconia compounds and cerium compounds for use in 
the manufacture of washcoats, which are used in manufacture of 
catalytic converters

BCD 7.50% 5.00%

Specified components for use in the manufacture of specified CNC lathe 
machines and machining centres

BCD 7.50% 2.50%

C- block for compressor, over load protector (OLP) and positive thermal 
co-efficient and crank shaft for compressor for use in the manufacture of 
refrigerator compressors

BCD 7.50% 5.00%

Specified inputs for use in the manufacture of flexible medical 
video endoscope

BCD 5.00% 2.50%

HDPE for use in the manufacture of telecommunication grade optical 
fibre cables

BCD 7.50% Nil

Black light unit module for use in the manufacture of LCD/LED TV panels BCD 10.00% Nil

Organic led (OLED) TV panels BCD 10.00% Nil

VI. Automobiles

Tariff rate for commercial vehicles BCD 10.00% 40.00%

Effective rate for commercial vehicles BCD 10.00% 20.00%

Commercial vehicles in completely knocked down condition and electrically 
operated vehicles

BCD 10.00% 10.00%
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Note:
BCD: Basic Customs Duty is the customs duty levied under the Customs Act 1962.
CVD: Countervailing Duty is the additional duty of customs levied under sub-section (1) of section 3 of the Customs Tariff Act 1975.
SAD: Special Additional Duty of customs levied under sub-section (5) of section 3 of the Customs Tariff Act 1975.
ED: Export duty is customs levied on goods specified in the Second Schedule to the Customs Tariff Act 1975.



5.3.2 Exemptions / concessions 
 
The following exemptions and concessions took effect on 1 March 2015.

Goods Concessions/exemptions/withdrawal

All goods [except populated PCBs] for manufacture of ITA 
bound goods SAD fully exempt

Specified goods for manufacture of pacemakers CVD and SAD fully exempt

All inputs for manufacture of LED driver or MCPCB for LED 
lights and fixtures or LED lamps SAD fully exempt

Parts and components used in the manufacture video 
cameras capable of recording video with minimum 
resolution of 800x600 pixels, at minimum 23 frames per 
second, for at least 30 minutes in a single sequence, using 
the maximum storage (including the expanded) capacity

BCD fully exempt

Evacuated tubes with three layers of solar selective coating 
for use in the manufacture of solar water heater and system BCD fully exempt

Active Energy Controller (AEC) for use in the manufacture of 
Renewable Power System (RPS) Inverters BCD reduced to 5% subject to MNRE certification

Specified goods for use in the manufacture of electrically 
operated vehicles and hybrid motor vehicles 

Validity for concessional custom duty is being 
extended up to 31 March 2016.

Artificial heart (left ventricular assist device) BCD and CVD fully exempt

Parts and components of cash dispenser and automatic 
bank note dispensers BCD fully exempt

Specified goods imported for use by Security Printing and 
Minting Corporation of India Limited Withdrawal of exemption on CVD and SAD 

5.3.3 Amendments/ New provision  
 Similar amendments and new provisions stated in the excise duty above will be 
effective from the date of enactment of the Finance Bill 2015.
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