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DIRECT TAX CODE IN INDIA: A MAJOR TAX REFORM FOR THE EMERGING ECONOMY
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ABSTRACT

In India, Tax is one of the major sources of revenue to the Government. In view of federal structure of governance in India, there is a multiplicity of taxes on both
direct taxes and indirect taxes. Besides these, there is plethora of taxes like cesses, surcharges, stamp duty, entertainment tax, road tax etc. This shows the
rigidity and complexity of Indian tax system. So in order to avoid this rigidity and complexity the Central Government is focusing towards changing some of the
tax methods. Among them, the Direct Tax Code is one. The present tax system is facing with the problem of uniformity in all the phases which brings to more
complexity to assessee. So in order to wash these complexities, the Central Government is spotlighting to introduce the Direct Tax Code system in India. This
major direct tax reforms helps to boost up the Indian Economy as best much as possible. Here an attempt is made to analyze in detail about the major issues in
Direct Tax Code and its relationship between developments of the Indian Economy. Along together, the study covers few other relevant aspects of Direct Tax
Code.

KEYWORDS

Direct Tax Code, Direct Tax System, Economy, and Economic Growth.

INTRODUCTION

he code is not an attempt to amend the Income Tax, 1961, nor is it an attempt to improve upon the present Act. It is an all new exercise in which

assumption which has held the grounds for many years have been discarded.”

CBGA

India’s emergence as a global economic power has helped inward investment and domestic business activity to soar. Cumulative foreign investment topped
$169bn in the last decade — investment which came despite the country’s dated and complex tax system. Indeed, India’s tax legislation has caused much concern
for domestic and foreign business. In an effort to address this, the Government of India has initiated a significant overhaul with the creation of the Direct Tax
Code (DTC).
Scheduled for introduction in April 2012, the DTC will replace the 1961 Income Tax Act (ITA), and has been designed to provide a tax code which is more in step
with the needs of India’s growing economy. One aim of the new tax code is to provide a system which takes into account the increase in cross-border mergers
and acquisitions undertaken by Indian companies over the last few years. In addition, while lowering corporate tax rates, the DTC aims to remove the
administrative burden on foreign companies and investors for whom the country is now a leading target for investment. By implementing the new code, the
Government of India also intends to streamline and simplify legislation, as well as iron out many ambiguities in the current system. However, the professional
community is divided over the logic and scope of some of the Code’s provisions and some experts are anxious about the impact such legislation will have on
business and investment activity. The need to maintain a balance between reaping tax rewards under the new legislation and maintaining the interest of
businesses and investors is of utmost importance. There is some anxiety as to whether the DTC achieves this balance, especially given the Government of India’s
reputation for enforcing tax legislation.
CBGA- Centre for Budget and Governance Accountability Publishers, “Direct Tax Code-A Discussion Paper”, March-2013.

AN OVERVIEW ON DIRECT TAX CODE (DTC)

The compatibility and conduciveness of a taxation system plays an important lubricating role in the overall growth and direction of an economy. Tax laws are
often seen not as a mere framework for the government to collect revenues, but as an effective tool to direct and propel the economy to higher levels, more so
in a developing economy like Indian Economy. The government of India proposed several changes in the tax system from time to time. The new Direct Tax Code
(DTC) seeks to bring about a paradigm shift in the direct tax system. The objective of the new code is to improve the efficiency and equity of Indian tax system by
eliminating distortions in the tax structure, introducing moderate levels of taxation and expanding the tax base. A good tax system should minimize the cost of
collection, compliance cost and the cost to the economy in terms of the distortions it creates while generating revenues. Three considerations should govern any
tax proposal: Efficiency, Equity and Simplicity. That is, a tax should promote economic efficiency and provide incentives for desirable behaviour; it should aim for
vertical equity (rich folk should pay more) and horizontal equity (some sorts of gains should not get preferential treatment over others); and it should be simple
to administer, reducing litigation and evasion.

MAJOR HIGHLIGHTS OF DTC

HIGHLIGHT I: IN GENERAL

1.  Earlier Income Tax Act and Wealth Tax Act (Covering Income Tax, TDS, DDT, FBT and Wealth Taxes) are abolished and single code of Tax, DTC in place.

2 Concept of Assessment year and previous year is abolished. Only the ‘Financial Year’ terminology exists.

3. Only status of ‘Non Resident’ and ‘Resident of India’ exits. The other status of ‘resident but not ordinarily resident’ goes away.

4 Earlier the terminology of assess was meant for the person who is paying tax and/or, who is liable for proceeding under the Act. Now it has been added
with 2 more definitions namely a person, whom the amount is refundable, and/or, who voluntarily files tax return irrespective of tax liability.

5. No changes in the system of Advance Tax, Self Assessment Tax and also TDS. Amendment of TDS goes in line with earlier Notification 31/2009 which speaks
of Form 17/UTN/etc

6. InTDS, a new return, if found required, will be introduced for Non TDS payments.

7.  Government assess is covered in Direct Tax Code. Even though they are not liable for Income Tax/Wealth Tax, Government Assesses.
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HIGHLIGHT II: TAX INCENTIVES

1.  Earlier terms Deductions under Chapter VI-A will be treated as Tax incentives.

2. 80C gets a major hit by introduction of EET methodology (Exempt-Exempt-Tax). The investment is exempted when invested. The investment is exempted
till it is remained invested. The investment is Taxed when it is withdrawn:

(a) Also, investments are considered only of those invested through savings intermediaries approved by PFRDA (Pension Fund Regulatory & Devp. Authority).

(i) Such savings intermediaries may in turn invest in ELSS mutual funds, government securities, public sector securities, etc.

(i) Such investments are also exempted to the maximum of Rs. 3 lakhs.

(b) All such savings will be governed directly by government by an appointed depository (an independent agency).

(c) Other than this, Tuition fees for children will be allowed as deductions.

(d) No maximum limit for this, as savings is charged once they are withdrawn.

1.  Medical treatment, higher education loan interest, donation and rent paid by self-employed individual are deductible.

2. New provision comes for Handicapped individuals to get deductions up to 75,000.

APPLICABLE DEDUCTIONS FOR INDIVIDUAL UNDER TAX INCENTIVES

Investments through PFRDA approved agencies (Max. Of 3 Lakhs)

Payment of tuition fees

Medical treatment.

Health insurance

Donations

Interest on loan taken for higher education

Maintenance of a disabled dependant

HIGHLIGHT 111: SALARIES DEDUCTIONS:

1 Allowed are only, PT, Transport Allowance (limit prescribed) and special allowances given exclusively to meet duties (to the extent actually incurred.)
2 Also deduction is allowed for PF as tax incentives.

3. And last, deductions are allowed for Voluntary retirement, Gratuity on retirement and pension received.
4

5

NouswNp

No deductions on HRA, Medical reimbursements, etc.

Employer part of PF paid will be exempt from tax as Tax Incentives under EET methodology (to employees).
HIGHLIGHT IV: HOUSE PROPERTY
1.  No deduction for Housing loan repayment of Self-Occupying property. This includes interest as well as part of principal.
2. Only Let out properties are considered and the Gross rent and specified deductions are taken with simple calculations.
HIGHLIGHT V: RESIDUARY SOURCES (OTHER SOURCES)
1.  Earlier things follow almost.
2. Any amount exceeding 20,000 taken/accepted/rapid as loan or deposit, otherwise by an account payee cheque/draft shall be added to the income.
HIGHLIGHT VI: COMPUTATION OF TOTAL INCOME
1. Incomes are broadly divided into 2 sources, namely Special Sources and Ordinary Sources.
2 Special sources are given no deduction and what is earned is taxed directly (generally at a lower rate).
3. Ordinary sources are divided into further categories, namely:
. Income from employment.

. Income from House Property.

. Income from Business.

. Capital gains.

. Income from Residuary Sources (Similar to other sources, with some minuses).

HIGHLIGHT VII: COMPUTATION OF TOTAL INCOME UNDER DTC

1.  Income from Lottery or Crossword puzzle, Race, Gambling or Betting.

2. Investment income earned by NRIs.

3. Income of Non-resident Sportsman through participation in games or through advertisement or writing articles relating to games in print media.

4.  Guarantee money received by Non-resident association or institution.

HIGHLIGHT VIii: ORDINARY SOURCES

1.  The 5 categories of Ordinary sources can have multiple sources under each head (e.g., Multiple employer, Multiple Business, multiple Properties, etc.).

2. Theincome will be computed in 2 steps procedure for each head:

(I) calculate for each source under each head of Income.

(i) Aggregate the total under each head and arrive a total profit or loss under such head.

1.  Then aggregate all the 5 heads and arrive the figure of ‘Current Income from Ordinary Source’.

2. Then this value has to be aggregated with ‘unabsorbed losses as of immediate preceding financial year’. Such aggregated income will be treated as ‘Gross
Total Income from Ordinary Sources’.

SALIENT FEATURES OF DIRECT TAX CODE (DTC)
TABLE 1.1 SHOWS FEATURES OF DTC

Features Description of Features

Single code for All the direct taxes have been brought under a single code and compliance procedure unified. This will eventually payee the way for a single unified
direct taxes taxpayer reporting system.

Use of simple With the expansion of economy, the number of taxpayers can be expected to increase significantly. The bulk of these taxpayers will be small, paying

language moderate amounts of tax therefore it is necessary to keep the cost of compliance low by facilitating voluntary compliance them. This is sought to be
ached, inter alia by using simple language in drafting so as to convey, with clarity, the intent scope and amplitude of the directions and mandates.

Flexibility The structure of the states has been developed in a manner which is capable of accommodating the changes in the structure of a growing economy

without resorting to frequent amendments therefore to the extent possible. The essential and general principal has been reflected in the status and
the matters of details are contained in the rule.

Reducing the An attempt has been made to avoid ambiguity in the provisions that invisibly give rise to rival interpretations. The objective is that the tax
scope for administrator and the tax payer as ad idem on the provisions of the law and the assessment results in a finality to the tax liability of the tax payer.
litigation

Elimination of Traditionally, the taxing statute has also been used as a regulatory tool. However with regulatory authorities being established in various sector of the
regulatory economy, the regulatory function of the taxing statute has been withdrawn. This has significantly contributed to the simplification exercise.

functions

Consolidation In order to enable a better understanding of tax legislation provisions relating to definitions, incentives, procedures and rates of taxes have been
of Provision consolidated.

Table: Authors Developed
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COMPARISON BETWEEN PROPOSED DIRECT TAX CODE AND PRESENT DIRECT TAX SYSTEM

TABLE 1.2: SHOWS THE COMPARISON BETWEEN PROPOSED DIRECT TAX CODE AND PRESENT DIRECT TAX SYSTEM

DIRECT TAX SYSTEM

DIRECT TAX CODE

At present there are two legislation i.e. Income Tax Act,1961 and Wealth Tax Act,
1957

Single code for Income Tax Act and Wealth Tax Act. The code consists of
285 sections.

There is three kind of Residential status i.e. ‘Resident’, ‘Non Resident’ and ‘Resident
but not Ordinarily Resident’.

Residential status of “Resident but not ordinarily resident” has been
done away with.

There are ‘previous year’ and ‘assessment year’

To eliminate confusion only ‘Financial Year’ will prevail.

The corporate tax rate of domestic company is 30% and for foreign company, it is
40%. Business losses can be carrying forward for 8 yrs. Dividend distribution is at 15%

The corporate tax rate of all companies reduced to 25%. Business losses
can be carrying forward for unlimited period. Dividend distribution tax
remains at 15%.

MAT at 15% is levied on ‘Book Profit’. Further MAT tax credit is allowed to be carried
forward up to ten assessment year.

Basis for levy of MAT is 2% on gross asses. Carry forward of such MAT
tax credit has been denied.

Tax incentives were based on location or an export turnover up to a specified period.
Further capital investment was not allowed to amortize.

Export and Area/profit based exemption to be discontinued without
affecting currently enjoying such incentive. Under the DTC all capital
investment and revenue expenditure( except land, goodwill and
financial instruments) allowed to be amortized indefinitely and the
period of such amortization will be called as ‘Tax Holiday’

Income from Salary includes all perquisites such as house rent, leave travel assistance,
children education allowances, encashment of unraveled earned leave on retirement
and free/concessional medical treatment paid/provided etc. is exempt up to a certain
limit

All such exemption withdrawn.

As per section 80C certain investment/savings up to Rs.1 lakh were deductible from
taxable income.

Exempt-Exempt-Taxation (EET) method of taxation of
savings/investment will be applied on new contribution after
commencement of the code. Limit for investment raised to Rs.300000
p.a. However deductions on investment in tax-saving mutual funds and
fixed deposits have been abolished.

Self-occupied house property whose gross rent is taken as NIL, used to get deduction
of interest on loan. Deduction for repair based on annual value in case of rented
house property is 30%

Self-occupied house property whose gross rent is taken as Nil, will not
get deduction of interest on loan. Deduction for repair on annual value
in case of rented house property is proposed to reduce to 20%

Short term capital gain which attracts STT Is taxed at 15%, Short Term Capital Gain
which does not attract STT attract normal rate of tax. Long Term Capital Gain, which
attracts STT, is exempt from tax. Long Term capital Gain which does not attract STT is
subject to a tax rate at 10% without indexation or 20% with indexation. Unabsorbed
capital loss allowed to be carried forward up to 8 assessment years.

Since STT proposed to abolish, short term and Long term capital gain will
from part of income, therefore all capital gain or transaction of equity
shares/unit will attract normal tax. However indexation benefit of long-
term capital gain will remain. Unabsorbed capital loss will be allowed to
be carried forward indefinitely.

There is no such provision for upfront determination of the arm’s length pricing or
pricing methodology.

Transfer Pricing matter will be well settled under proposed APA under
which an agreement between the taxpayer and the tax authorities for

the upfront determination of the arm’s length pricing/pricing
methodology of an international transaction will be made but shall not
be effective for more than five consecutive years.

Source: http://www.taxpointindia.com

REVIEW OF LITERATURE

DrSanjibandyopadhyaya (2011), he analyzed that the budget proposes various tax reforms which include working towards on early enactment of the much
awaited DTC bill. Introduction of General Anti Avoidance Rule (GAAR) to avoided counter aggressive tax avoidance scheme. The much awaited Advance Pricing
Agreement (APA) Programmed is proposed to be introduced from 1% July 2012. A small yet major step made by making suitable amendment, i.e. international
transactions to specifically introduce business restricting intra group financing arrangements®. S.Rajaratnam (2012), he opines that Income tax law has a
number of provisions encouraging scientific research. The finance bill 2012 has extended the concession under section 35 (2AB).This provision grants weighted
deduction at 200% for expenditure on scientific research in the business of bio-technology. Current expenditure including capital expenditure on scientific
research is allowed under 35(1) (iia), and (iii). There are number of decisions pending further adjudication from the Supreme Court unless the view favorable to
taxpayer is accepted by the central board of direct taxes.? Manaskumar Thakur (2012-13), he expressed that the expectation that GDP growth would revert to
the pre global financial crisis level at around 9% was dashed as the economy disappointedly grew only by 6.9% mainly due to declaration in industrial growth.
GDP growth was salvaged by the services sector which grew at 9.4% from 9.3% in last year and is now about 56% of India’s GDP. Indian industry struggled under
the twin burdens of persistent high inflation which escaped input costs.> K P C Rao (2012-13) he expressed that Many of the proposals in the finance bill are
required to be reviewed or differed in the light of the standing committee report, since the parliament cannot speak in two voices one through standing
committee report and the other through the finance bill. There is considerable uncertainty as to the incidence of tax trade and industry consequent on these
proposals, which have been prompted without only prior consultation with the profession or trade and industry.*Anirbanghosh (2012) he analyzed about the
revised DTC was published in august 2010 and finally placed before parliament on august 30-2010. This bill contains 319 sections divided in to 20 chapters there
are 22 schedules and 297 definitions. The new DTC aims at improving efficiency and equity of the tax system which will distortions in the tax structure as well as
broadening the base for smooth transition by the tax laws. The new code will completely overhaul the existing tax laws and structure for not only individual tax
payers but also corporate houses and foreign residents.’

OBIJECTIVES OF THE STUDY

1. Tostudy changes in consideration of individual status under Direct Tax Code in various situations.

2.  To know about the probable and expected effects of direct tax code on Indian economy.

3. Toidentify the level of relevant relationship between Indian Economic Development and taxation system.
4.  To suggest suitable measures based on findings.

METHODOLOGY

In order to meet the objectives of the study, the required data is collected from both the primary and secondary sources. Primary data is collected through the
personal interviews and structured questionnaire from the selected professionals (i.e. Auditors, Tax Consultants, Tax lecturers and tax specialization students
etc) and the secondary data is meant for various sources like newspapers, budget reports, DTC bill reports, magazines, articles and I-sources etc.
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ANALYSIS AND INTERPRETATION
RESPONDENTS PROFILE

TABLE 4.4: OPINION ABOUT INDIAN DIFFERENT TAX SYSTEMS INCLUDING EMERGING CONCEPT

Variables No of respondents | %
Male 38 76
Gender Female 12 24
20-30 26 52
Age Group | 31-40 17 34
41-50 4 8
>51 3 6
Auditors 19 38
Tax Consultants 14 28
Profession | Tax Lecturers 10 20
Tax Specialization students | 7 14

Source: Field Survey

TABLE 1.3 NEED OF DTC IN PLACE OF DIRECT TAX SYSTEM

Description | No. of respondents | (%)
Yes 43 86
No 7 14
Total 50 100

TABLE 1.4 DTC MAY SOLVE PROBLEMS

Description | No of Respondents | (%)
Yes 41 82
No 9 18
Total 50 100

Source: Field survey

[EXCELLENT=5, VERY GOOD=4, AVERAGE =3, POOR=2, VERY BAD =1]
Tax System | Respondents Ratings Total | (%)
1 2 3 4 5 1 2 3 4 5
DTS 05 | 15 | 16 | 12 | 02 | 50 10 | 30 | 32 | 24 | 04
ITS 00 | 12 | 28 | 10 | 00 | 50 00 | 24 | 56 | 20 | OO
DTC 00 | 02 | 13 [ 30 | O5 | 50 00 | 04 | 26 | 60 | 10
GST 02 | 10 | 17 | 17 | 04 | 50 04 | 20 | 34 | 34 | 08
m DTS
mITS
DTC
mGST
12345

TABLE 4.5: RESPONDENTS PREFERENCE TO THE BELOW DECISIVE FACTORS

Description DTS | DTC | Total | (%)
DTS | DTC
Slab Rates 21 29 50 42 58
Provisions 22 28 50 a4 56
Amendments | 27 23 50 54 46
Exemptions 18 32 50 36 64
Benefits 19 31 50 38 62
Deductions 24 26 50 48 52
40
30
20
10
0
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ource: Field survey
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TABLE 4.6: OPINION ABOUT RELEVANT RELATIONSHIP B/W TAX SYSTEM AND ECONOMIC DEVELOPMENT

Variables | Directly affect | Adversely affect | -ve impact | +ve impact | No change | No relevance
Opinion 14 07 07 20 00 02

Y D

Source: Field Survey

STUDY FINDINGS
The overall analysis of the study is mainly based on the taxation structure and clarity of present scenario of taxation in India. The major data is extraction from 3
years annual budget; this has made the old act complicated and difficult to interpret, leading to many disputes and court cases. The government, wished to have
a modern tax code in step with the needs of an economy so, major findings are based on the respondent’s opinion and direct tax code is impact on calculation
under various situations.
»  The proposed direct tax code system can also put an end to the concentration of the industrial units in a particular area of low tax and incentives and this

direct tax code system in effect can bring a new face to the Indian economy.
»  Direct tax code bill is now pending with a parliament committee to take final shape. The implications of the changes in the bill have not all been
understood, there is additional liability for almost all category of assessee.
The new DTC aims at improving efficiency and equity of the tax system which will distortions in the tax structure.
More than 86% of respondents are accepted that implementation of direct tax code indicates that the present DTS is associated with many problems.
Implementation of direct tax code is ultimate effect on companies’ profits, i.e. DTC makes companies to pay more tax like MAT.

YV V

RESULT AND DISCUSSION

Here an effort is made to show the relevance between the good tax system which helps to raise the growth in economy. Here, it is assumed that only tax factor
is considered to show the ways for economic growth with few more assumptions.

The below chart 1.1 shows the relationship between good tax system (DTC) and way for economic growth through that good tax system;

CHART 1.1

Increases the apportionment of revenue to all the sectors

Leads to growth in Indian Economy

Source: Authors Developed
LIMITATIONS OF THE STUDY

. The study area is confined to selected respondents and in the selected area only and it is considered that DTC as one and only factor for the economic
growth. It ignores few other emerging tax systems like GST etc.

. It is not possible to assure when higher in the apportionment of funds to sectors may leads to perform more and more. It means, the sectors growth may
not only depends on the fund apportionment. But, in the study fund apportionment is considered as a key factor to higher the performance in the sectors.
So this is another kind of limitations of the study.

CONCLUSIONS

The current system of tax is fraught with complexities owing to many amendments over the years. The direct tax code has done a good job of removing
unnecessary complications in the tax laws, the definitions and provisions have been modified, thereby keeping pace with the times the direct tax code would not
have any long term impact on individuals. The direct tax will probably not have any long term impact on individuals, the corporate income tax rates have been
slash down, but keeping deductions in mind, the effective tax rate is unlikely to be affected drastically . The calculation of the minimum alternative tax based on
the assets needs to be relooked at, especially for those companies which are working on projects with long gestation periods. While the proposal is put forth for
public debate, its implementation would not happen until 2011. All most all the pros and cons of these proposals, the noteworthy fact is that an initiative has
been taken to bring in simpler direct tax regime that can facilitate higher consumerism. The survey reveals that several positive aspects in relation to survey,
more than three —fourth of the people or super majority feel that law is simple, easy to understand; it will avoid litigation, which we tend to slightly disagree
with because there are certain aspects in the law that could lead to litigation.
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This was just an analysis of the proposed DTC and how the changes can impact if it is approved. But for now, it is just a proposal so don’t panic. Lot of debates
and discussion will happen on this and this can take totally new direction are may be it does not happen at all we continue with current tax system.
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