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In brief

On 23 March 2020, the Lok Sabha passed the Finance Bill, 2020 (Bill). This Tax Insight presents a
snapshot, relevant to the financial services sector, of the changes made to the Bill, as passed by the Lok

Sabha’, overthe original proposalswhenthe Bill*>wastabled before the Lok Sabha.

In detail

Private equity and Venture
Capital

No double taxation of
dividendsdeclared before 31
March 2020 and received on
orafter 1 April 2020

e The Bill proposed that
dividend distributiontax
(DDT)wouldbeabolished
with effect from 1 April
2020 and dividendswould
be directlytaxablein the
hands of the shareholders.

e However, the amendments
proposed in the Billled to
doubletaxationwhen
dividend is declared on or
before 31 March 2020 butis
received on or after1 April
2020 for the reasonsthat:

— Suchdividendswould
have beensubject to
DDT, astheyhave
beendeclared on or
before 31 March 2020;

— Such dividendswould
alsobeincludedin the
totalincome ofthe
shareholders, as they
have beenreceived on
or after1 April 2020.

e The amendmentsproposed
inthe Bill,as passedbythe
Lok Sabha, eliminate
doubletaxation. Now,
dividends received on or
after1 April 2020 will be
includedin thetotal income
of the shareholders only if
(i) DDT has not beenpaid;
and (ii) enhanced taxon
dividends under section
115BBDA of the Income-tax
Act, 1961 (the Act) where
applicable, has notbeen
paid, on suchdividends.

Credit mechanism for
dividendsfromforeign
company and businesstrust
introduced

e The Bill providedfora
credit mechanism, whereby

! Bill No. 26-C of 2020 as passed by Lok Sabhaon 23 March 2020
? Please referto our PwC Financial Services Flyer, which provides a snapshot of the key proposals for the financial services

sector, as presented in the Union Budget 20200n 1 February 2020.

the dividend receivedbya
domestic company from
another domesticcompany
is deductible to the extent of
dividend distributed by the
first-mentioned domestic
company, before the
specifiedduedate (i.e.one
month priortothedate of
filing thetaxreturn). The
deductionis restricted to
the amount of dividend
received from the other
domestic company.
However, a similar credit
mechanism was not
provided fordividends
received from foreign
companiesand/ orbusiness
trusts.

The amendments proposed
in the Bill, as passed by Lok
Sabha, provide for a similar
credit mechanism for
dividends received from
foreign companies and
business trustsas well.
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Rateof tax deducted at source on
dividendsdistributedto non-
residents/ foreign company

As perthe amendments proposed
in the Bill, the dividends received
by non-residents/ foreign
companiesweretaxableatthe
rate of 20%, subjectto taxtreaty
benefits. However, the
corresponding amendment was
not madein the provisions
relating to tax deducted atsource.
This anomaly has nowbeen
rectifiedin theamendments
proposed totheBill, aspassed by
Lok Sabha.

Real estate and Infrastructure

Expansionofthe scope of
exemptionforinfrastructure
investment

— The Bill provided for tax
exemptionsto notified
Sovereign Wealth Funds
(including wholly owned
subsidiariesof ADIA).The
amendments proposed in the
Bill, as passed by the Lok
Sabha, extend these
exemptionsto notified Pension
Funds (fulfilling certain
conditions).

— Exemptionsthatwere
previously proposed for
investment in the form of debt
or equity, arenowamended to
includeinvestments in the
form of debt, share capital or
unitsin —

— Infrastructure investment
trust (InvITs); or

— CategorylorCategorylIl
Alternative Investment

Funds,whichhave100%
investment in oneor
more company orentities
engagedin eligible
infrastructure business or
such otherbusiness as
may be notified.

e Ithasbeen clarified thatsuch
investment should bemade on
or after1 April 2020 buton or
before 31 March 2024.

Exemption of dividend income
from REITs/ InvITs

e Dividend distributed to
unitholders by Real estate
investment trusts (REITS)/
InvITs exemptin the hands of
the unitholder, ifthe special
purpose vehicle (SPV)
distributingsuchdividend to
REIT/ InvIT does not opt for
lower corporate taxregime
(i.e.the22% taxrate exclusive
of surcharge and cess).

e Inaddition,notaxwillbe
deducted atsource by REITs/
InvITs on distribution of such
dividend.

While there appearstobean
anomalyin thelanguage changes
proposed to theincome
exemption provision and tax
deducted atsource provision
applicableto REITs/ InvITs, the
intention appearstobeto provide
the above exemption on dividend
income received by unitholders of
REIT/ InvIT from such SPVswho
donot exercise the lower
corporatetaxregime.

Banking, NBFC and Capital
Markets

Sr. Recipient Threshold Rate of tax
No. deduction
0%

Any person other than (C) below

Cash withdrawals <=INR 10m

Tax collection at sourceon
overseas remittances

e The Bill had proposed for new
tax collectionat source (TCS)
provisions, imposing TCS of
5% on remittance made under
Liberalised Remittance
Scheme (LRS),and purchase
of overseastour packageswith
effect from 1 April2020.

e The followingamendments
have been proposedin the Bill
as passed bythe Lok Sabha:

— The proposed TCS
provisionswill nowbe
effective from 1 October
2020;

— TCS of 5% on payment(s)
in excessof INR 0.7m
underthe LRS (other
than purchase of overseas
tour packages);

— TCSof0.5%o0n
payment(s) in excess of
INR 0.7m underthe LRS,
out ofaloan from
specified financial
institutions for pursuing
any education.

Tax deducted at source by banks

e The currentprovisionofthe
Act provides fora tax deducted
at source attherate of 2% on
cash withdrawalsexceeding
INR 10m, subjectto certain
limited exceptions. However,
asperthe Bill passed bythe
Lok Sabha with effect from 1
July 2020, every person, inter
aliabeingabank, is required
todeduct tax atsource on cash
withdrawals asfollows:

B Any person otherthan (C) below

Cash withdrawals > INR 10m 2%

expired

C Person who has notfiled itstaxreturns
for all three assessmentyears, forwhich | INR10m
the due dateforfiling thetaxreturnhas

Cash withdrawals > INR 2m but <= 2%

Cash withdrawals > INR 10m 5%
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e Asperthe amendments
proposed in the Bill, therate at
which taxis deducted at
source on interest income on
long-termbondsand Rupee
Denominated Bondslisted on
stock exchanges in the
International Financial
Services Centre wasreduced to
4%. However, thetaxrate on
such interestincome was
retained at 5%.Thetaxrateon
such interestincome hasnow
beenaligned withthe tax
deducted atsource rate of 4%
in the Bill,as passed bythe
Lok Sabha.

Insurance and Asset
Management

The clarificationissued by the
Central Board of Direct Taxes
with respectto taxdeducted at
source at therate of10% to apply
only on income distributed by the
mutual fund (in excess of INR
5,000) and notincome in the
natureof capitalgainspaid to a
residentis proposedtobe
incorporatedintothe Act.

Start-ups and e-Commerce

Tax deducted at source on e-
commerce transactions

e Inthe amended Bill as passed
by the Lok Sabha a provision
hasbeeninserted to deem an
e-commerce operatoras the
person responsible for making
payment to e-commerce
participants. The definition of
“e-commerce operator” has
been correspondingly
amendedtoexcludethe
requirementforbeing

responsible formakingthe
paymenttothee-commerce
participant.

e Itisalsoproposedtomake
this tax deducted at source
provision effective from 1
October2020instead of 1
April 2020.

Extending scope of Equalisation
Levytoinclude e-commerce
transactions

e The Bill,as passed by the Lok
Sabha, proposes Equalisation
Levy tobechargedat 2% in
the handsofan e-commerce
operator, beinga non-resident,
on the consideration
receivable from e-commerce
supply orservices provided to
specified personsfrom 1 April
2020 onwards.

e The Equalisation Levyon e-
commerce transactionsis
proposed to notapplywhere:

— The Equalisation Levyis
charged on specified
services, suchas online
advertising servicesis
applicable;

— Turnover from specified
personsis less thanINR
20m in a financial year;

— The e-commerce operator
has a permanent
establishment in India
and the serviceis
connected withthe
permanent
establishment.

Exemption extendedto
Equalisation Levy charged on e-

commerce transaction

e  Acorresponding
amendment has been
proposed in the Bill, aspassed
by the Lok Sabha, to providea
tax exemption fortheincome
arising from any e-commerce
supply orservicesmade, on or
after1 April 2020, on which
the Equalisation Levyis
chargeable.

Other amended tax proposals

e The surchargerateon
dividends in thehandsof non-
corporate taxpayersis
proposed tobecapped at 15%
(instead of the higherrate of
surcharge of25%/ 37%).
However, this lower rate of
surcharge maynotapplyto
distributionsby mutual funds,
becausesuchdistributionsare
not technically “dividends.”

e Reductionin taxdeducted at
source to 2% from 10% in the
case of fee for technical
services payments (except
professional services), now
proposed tobemade
applicableto royalty payments
in the nature of consideration
for sale, distribution or
exhibition of cinematographic
films.

e The provisions in the Bill with
respect toindividualsand
hindu undivided families
(HUFs),having business
income,adoptingthe newtax
regime, is nowamended such
that therestrictions apply even
toindividualsand HUFs with
income from profession.
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s Individualresidencytest

T i s passed by the Lok Sabha

Indian citizenshallbe deemed to beresidentin India if | The said amendmentto applyonly if suchperson has

not liableto tax in any other country by reason of income other thanincome from foreign source (i.e.
domicileorresidence in the other country India-sourced income), exceeding INR 1.5m during the
financial year.

Such a persontoberegarded as resident but not
ordinarilyresident (RNOR).

The threshold fornumber of days visitby Indian The said amendment to apply only if such person has

citizens/ Person of Indian Originto beregarded as income other thanincome from foreignsource (i.e.

non-resident reduced to 120 days (from 182 days) India-sourced income), exceeding INR 1.5m duringthe
financial year.

Such a persontoberegarded RNOR.

e Inaddition,theterm “income from foreignsource”is proposed to be defined as income that accrues orarises
outside India (exceptincome derived from a business controlled in or professionset upin India).

Let’s talk

Fora deeperdiscussion of how this issue might affect your business, please contact yourlocal PwCadvisor
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