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Report of the Select Committee on the Income-tax Bill, 2025

T

The Income-tax Bill, 2025 (Bill), was introduced in the Lok Sabha on 13 February 2025 with the
objective of replacing the Income-tax Act, 1961 (the Act). The Bill is proposed to come into effect from
1 April 2026.

Following its introduction, a 31-member Select Committee of the Lok Sabha was constituted to

examine the Bill in detail. The committee has now submitted its report,' recommending many
changes to the draft legislation. These include correction of drafting inconsistencies, removal of
ambiguities and improvements to language and structure.

The committee’s recommendations are currently under review, and the revised Bill is expected to be
taken up for discussion in the ongoing monsoon session of the Parliament.

SR

1. Recommendations with respect to definitions

Clause of | Particulars Recommendation by | Reason for recommendation
the Bill the committee
2(22) Capital asset Include securities held The existing definition does not

by foreign institutional explicitly include securities
investors and investment | governed by the International
funds Financial Services Centres
Authority, which can create
ambiguity for foreign
institutional investors and
investment funds.

The recommendation ensures
alignment with the amendment
to the Finance Act, 2025,

1 Report of the Select Committee on the Bill presented to Lok Sabha on 21 July 2025
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Clause Particulars Recommendation by | Reason for recommendation

the committee
regarding the definition of a
capital asset.

2(55) Infrastructure capital | Incorporate the definition | The clause relies on cross-

company of ‘infrastructure facility’ | references to repealed provisions

directly into the Bill. (sections 80IA and 80IB of the

Act), which introduces
complexity.
Stakeholders requested that key
terms be defined directly in the
Bill to make it self-contained and
easier to interpret.

6(3) Residential status Reinstate the phrase ‘for | The clause contains the term “for
the purposes of employment outside India’,
employment outside which is narrower in scope than
India’ in clause 6(3)(b) of | the previously used ‘for the
the Bill. purpose of employment.’

This change risks excluding
individuals travelling abroad to
seek employment without
confirmed offers.

The committee recommends
restoring the original phrase to
avoid ambiguity and maintain
consistency with settled judicial
interpretation.

66 Micro and small Be aligned with the The recommendation ensures

enterprises definitions under the consistency with the MSMED Act
Micro, Small and and simplifies compliance for
Medium Enterprises micro, small and medium
Development Act, 2006 enterprises, especially in matters
(MSMED Act). related to delayed payments.

71 Parent company The Ministry of Finance | The simultaneous use of ‘parent
should review the company’ and ‘holding company’
definition of ‘parent in the clause may imply that they
company’ and clearly have distinct meanings, leading
define it to avoid to interpretational uncertainty.
confusion. The Ministry of Finance clarified

that ‘parent company’ was used
to cover nominee relationships
not captured by ‘holding
company but agreed to examine
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Clause Particulars Recommendation by | Reason for recommendation

the committee
the term further to avoid
misinterpretation.

2. Recommendations with respect to income computation

148 Inter-corporate Incorporate the reference | The committee recommends

dividend to clause 148 of the Bill correcting this drafting error to
(corresponding to section | avoid double taxation of inter-
80M of the Act) so that corporate dividends and maintain
the benefit of deduction consistency with the existing Act.
for inter-corporate
dividend is available to
companies opting for the
reduced tax rate of 22%
under section 200 of the
Bill (corresponding to
section 115BAA of the
Act).

22 House property Apply the 30% standard | The clause contains ambiguity in
deduction after deducting | computing deductions from
municipal taxes to avoid | house property income. The
confusion. committee recommends
Moreover, extend the clarifying that the 30% standard
deduction for pre- deduction is to be applied after
construction interest to deducting municipal taxes, and
let-out properties, in line | that pre-construction interest is
with the current Act. to be allowed for let-out

properties as well, aligning with
existing provisions under section
24 of the Act.
37 Deductions allowed Insert ‘otherwise The clause contains drafting
on actual payment allowable’ and define ‘any | omissions, such as exclusion of
basis only sum payable’ to clarify the phrase ‘otherwise allowable’
that disallowed expenses | and of the definition of ‘any sum
under other provisions payable’, which could lead to
cannot be claimed merely | interpretational issues. The
on payment basis. committee recommends
reinstating these to align with
section 43B of the Act.

45 Expenditure on Redraft to clarify the The clause contains unclear

scientific research scope of additional wording regarding additional
deductions for in-house deduction for in-house research
research and and development, which can lead
development and to to misinterpretation. The
specify that approval is committee recommends
needed only for certain redrafting to clearly reflect that
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Clause

Particulars

Recommendation by
the committee

Reason for recommendation

sub-clauses.

this deduction is over and above
the one under clause 45(1) of the
Bill.

The clause does not clearly
specify that approval from the
authority is required only under
clause 45(3)(c) of the Bill. The
committee recommends
redrafting to avoid confusion and
align with the existing law.

79

Consideration
received from transfer
of capital assets

Restore the reference to
clause 72 of the Bill (i.e.
mode of computation of
capital gains) to ensure
proper computation of
capital gains.

The clause contains no reference
to clause 72 of the Bill, which
governs the computation of
capital gains. This omission can
lead to ambiguity about the scope
of fair market value substitution
and its unintended application to
other provisions of the bill.

The committee recommends
modifying the language to clarify
that the substitution applies only
for the purpose of clause 72 of the
Bill, aligning with the intent of
section 50CA of the Act and
reducing the risk of litigation.

3. Recommendations with relation to carry forward and set-off of losses

119

Carry forward and
set-off of losses

Allow carry forward of
losses where
shareholding changes
temporarily but the 51%
continuity condition is
met in later years.
Moreover, align the draft
with section 79 of the Act
to remove any ambiguity
regarding the newly used
term ‘beneficial owner’.

The clause contains language that
could restrict the carry forward
and set-off of losses, even when
51% beneficial shareholding is
restored in later years. The
committee recommends revising
the clause to align with the
existing section 79 of the Act,
ensuring that continuity in
shareholding at the time of set-off
is considered. Additionally, the
term ‘beneficial owner’ is not
defined, and the committee
suggests the same be aligned with
section 79 of the Act to remove
any ambiguity regarding the
newly used term ‘beneficial
owner’, as it is not defined in the
clause.
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Clause

Particulars

Recommendation by
the committee

Reason for recommendation

4. Recommendation with relation to TDS and tax collected at source

392 Provident fund Reinstate the ‘non- This clause of the Bill lacks a non-
withdrawals obstante’ clause to ensure | obstante reference in its sub-
clarity in applying tax clause 392(7)(a), creating
deducted at source (TDS) | ambiguity about whether TDS on
on accumulated recognised provident fund
provident fund balances, | withdrawals should apply at 10%
as its omission could lead | or the average rate. The
to interpretational issues. | committee recommends
reinstating the non-obstante
clause to remove this ambiguity.
395 Certificates for lower | Explicitly retain the term | The clause contains only the term

or nil deduction

‘nil’ in the clause to avoid
confusion in cases where
no tax is deductible.

‘Jower deduction’, which creates
ambiguity about the continued
availability of nil TDS certificates.
While the department clarified
that ‘lower’ includes ‘nil’, the
committee recommends explicitly
reinstating the word ‘nil’ to avoid
confusion and ensure clarity for
taxpayers.

5. Recommendation regarding taxation of NPOs

332 Definition of Redraft to clarify the The clause contains the phrase
charitable or religious | phrase ‘wholly for ‘wholly for charitable or religious
purpose charitable or religious purposes’, which creates

purposes’, thus ambiguity about the eligibility of

addressing ambiguity for | mixed-object trusts for

trusts with mixed registration. The committee

charitable and religious recommends redrafting to clarify

objectives. that trusts with both charitable
and religious objectives, without
any non-charitable purpose,
remain eligible.

335 Income versus Replace the term The clause uses the term

receipts

‘receipts’ with ‘income’ to
align with the principle of
taxing net income rather
than gross inflows.

‘receipts’ instead of ‘income’,
which could result in taxing of
gross inflows rather than the net
income. The committee
recommends reinstating the term
‘income’ to align with the
principle of real income taxation
and ensure fair treatment of
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Clause Particulars Recommendation by | Reason for recommendation
the committee
registered non-profit
organisations (NPOs).
337 Anonymous Reinstate exemption from | The clause excludes partly
donations tax for religious-cum- religious and partly charitable
charitable trusts on trusts from exemption on
anonymous donations, anonymous donations, unlike the
similar to the carve-out current law under section 115BBC
under section 115BBC of | of the Act. The committee
the Act. recommends extending the
exemption to such trusts to avoid
hardship for NPOs that utilise
religious donations for charitable
purposes and to maintain
consistency with existing
provisions.
341 Deemed application Retain the ‘deemed The clause does not include a
of income application’ provision in | provision for ‘deemed
Explanation 2 to section | application’ of income, which
11(1) of the Act to support | currently allows NPOs relief in
NPOs that face timing cases of delayed or disputed
mismatches in income receipts. The committee
utilisation. recommends its inclusion to
address practical challenges in
applying income within the
prescribed timeframe and
maintain continuity with the
existing law.

6. Return of income and other deductions

270 Late filing Narrow down the The proposed clause extends
disallowance proposed blanket disallowance to all deductions
disallowance of under Chapter VIII, whereas the
deductions so they apply | current law restricts it only to
only to Heading C of Heading C. The recommendation
Chapter VIII, aligning aims to align the provision with
with existing provisions existing law and retain legislative
and avoiding unintended | intent.
denial of deductions.
263 Refund claims Suitably modify clause The clause restricts refunds for
without return filing | 263 of the Bill to enable belated or revised returns, even
refunds in case of filing in exceptional cases. The
belated or revised recommendation ensures
returns. This will provide | flexibility for taxpayers facing
flexibility for allowing exigencies.
refund claims in cases
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Clause Particulars

Recommendation by
the committee

Reason for recommendation

where the return is not
filed within the due date.

7. Other recommendations

to allow discretion in
imposing penalties for
non-maintenance of
books, considering
genuine cases.

181 General anti- Reinstate the phrase ‘in The clause removes the
avoidance rules the circumstances of the | expression ‘in the circumstances
(GAAR) safeguard case’ to ensure that of the case’, which the
consequences under stakeholders feel can lead to rigid
GAAR are applied or excessive application of GAAR.
contextually and fairly. Reinstating the phrase ensures
that enforcement remains fair
and context-sensitive, preserving
the balance between deterrence
and taxpayer protection.
246 Jurisdiction for Incorporate jurisdictional | The clause omits the
discovery powers language to ensure that jurisdictional safeguard present
officers within the in the existing law. The
taxpayer’s jurisdiction recommendation ensures that
exercise the powers under | only officers within the taxpayer’s
clause 246 of the Bill. jurisdiction can exercise powers
related to discovery and evidence,
preserving procedural integrity.
441 Penalty discretion Replace ‘shall’ with ‘may’ | The original wording mandates

penalty irrespective of
circumstances. Replacing ‘shall’
with ‘may’ introduces discretion,
allowing relief in cases of genuine
non-compliance, consistent with
the existing Act.

505 Liaison office Extend the reporting The clause contains a drafting
reporting timeline from 60 days to | error regarding the time limit for
eight months for non- statement submission. The
resident liaison offices, recommendation aligns the
acknowledging practical | provision with the existing Act.
challenges.
The takeaways

Addressing the Select Committee’s recommendations would provide further clarity on various
ambiguous aspects and align the provisions of the Bill with the existing Act. The proposal to allow
pass-through status for inter-corporate dividends to companies opting for a reduced tax rate of 22%
(under section 115BAA of the Act) is a welcome development. Additionally, alignment of the newly
introduced term ‘beneficial owner’ with the existing term ‘beneficially held’ under section 79 of the
Act indicates that the tax treatment of carry-forward losses resulting from intra-group restructuring
are to be guided by judicial precedents.
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However, the committee’s decision to not accept changes to the alternate minimum tax regime for
limited liability partnerships may result in higher taxation of long-term capital gains, entailing
revalidation of limited liability partnerships as holding structures. Lastly, the committee has not
accepted the recognition of fast-track demergers as tax-neutral, meaning that the tax implications of
such demergers need to be validated.
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