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Key amendments to Finance (No.2) Bill 2024
at the enactment stage

Executive summary

The Finance (No. 2) Bill, 2024 [FB (No. 2) 2024 or Bill] was presented by the
Hon'ble Finance Minister (FM) Nirmala Sitharaman on 23 July 2024*. While moving
the Bill for approval by the Lok Sabha? on 7 August 2024, the FM introduced
amendments to FB (No, 2) 2024 (Amended Bill). The amendments are generally
intended to address certain ambiguities/uncertainties arising from the proposals as
contained in the Bill.

! Refer our consolidated tax and policy alerts on tax and policy amendments on Budget 2024 released on 24 July 2024
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Key takeaways

Indexation benefit restored for the limited
purpose of computing long term capital gains tax
liability on sale of immovable property acquired
before 23 July 2024 by resident individual or
Hindu Undivided Family (HUF).

Benefit of foreign exchange fluctuation for non-
resident taxpayers on sale of unlisted shares and
securities withdrawn to maintain status quo with
pre-amendment position.

Modification in tax deduction at source (TDS) on
salary income (Salary TDS) provisions to remove
ambiguity in employer allowing complete credit
of TDS/ tax collected at source (TCS) to
employee while computing amount of tax on
salary income to be deducted at source.

Ambiguity on applicability of erstwhile
reassessment procedure for cases where search
was undertaken prior to 1 September 2024 but
reassessment proceedings are commenced on or
after 1 September 2024 addressed.

In the course of block assessments pursuant to
search proceedings as introduced vide FB (No. 2)
2024, undisclosed income (UDI) can now be
determined on the basis of any material or
information available with/ coming to the notice
of the tax authority during block assessment
proceedings.

Similar to incorrect claims of expenses,
allowances and deductions, even incorrect claim
of exemption will qualify as UDI to be subject to
tax of 60% (plus applicable surcharge? and cess)
in block assessment cases pursuant to search
proceedings as introduced vide FB (No. 2) 2024.

Main alert

Restoration of indexation benefit for computing
long term capital gains tax liability on sale of
immovable property acquired before 23 July
2024 by resident individual or HUF:

Currently, provisions of the Indian Tax
Laws (ITL) allow indexation benefit on cost
of acquisition of immovable property
being land or building or both for
computing long term capital gains (LTCG).
The FB (No. 2) 2024 proposed to
withdraw such indexation benefit across
all categories of long term assets including
immovable properties. Correspondingly,
the rate of LTCG tax on such assets was
also proposed to be reduced from 20% to
12.5% (plus applicable surcharge and
cess).

With the removal of indexation, where
transfer of immovable property takes
place on or after 23 July 2024, in certain
cases where the price rise was limited as
compared to inflation, the taxpayers faced
increased tax liability as compared to old
regime of 20% tax rate with indexation.

In order to grant relief from such excess
tax liability arising to resident Individual
and HUF (specified taxpayers), the
Amended Bill has proposed to restore the
benefit of indexation while computing tax
payable on long term capital gain arising
on transfer of land or building or both
acquired before 23 July 2024. The tax
payable by specified taxpayers would be
lower of the following:

= 12.5% of capital gains without
giving effect to indexation; or

. 20% of capital gains after
considering the benefit of
indexation

It is significant to note that the above
relief is only for the purposes of capping
of LTCG tax liability to 20% with
indexation. For all other purposes like
aggregation, set-off, carry forward and
roll over exemption, the LTCG needs to be
computed without indexation benefit.
Furthermore, similar relief is not available
to non-resident individuals or HUFs as also
to resident or non-resident firm, limited
liability partnership (LLP), companies, etc.

No benefit of foreign exchange fluctuation for
non-resident taxpayers on sale of unlisted
shares and securities

Presently, under the ITL, LTCG arising to a
non-resident taxpayer on transfer of
unlisted shares* and securities (specified
assets) is taxable at a concessional rate of
10% (plus applicable surcharge and cess)
without the benefit of indexation and
foreign exchange fluctuation. The foreign
exchange fluctuation benefit is generally
available on sale of unlisted shares and
certain categories of debentures of Indian
companies.

In order to rationalize and simplify the
capital gain tax rate, FB (No. 2) 2024
restricted the applicability of above
concessional tax rate only on transfers
taking place before 23 July 2024.
Resultantly, transfer of such specified
assets by non-resident taxpayers on or
after 23 July 2024 was subject to new tax
rate of 12.5%. But there was no specific

3 Presently, no surcharge is proposed to be levied and may be levied in future vide any Central Act
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restriction proposed on availing foreign
exchange fluctuation benefit.

The Amended Bill provides that LTCG
arising to non-resident taxpayers on
transfer of specified assets shall be
taxable as under:

=  Where transfer takes place before
23 July 2024, 10% without benefit
of indexation and foreign exchange
fluctuation.

=  Where transfer takes place on or
after 23 July 2024, 12.5% without
benefit of indexation and foreign
exchange fluctuation - thereby
withdrawing foreign exchange
benefit as proposed in FB 2024.

Additionally, the Amended Bill also makes
consequential amendments to TDS rates
provisions.

Employer to consider the entire amount of the
TDS/ TCS while computing taxes to be deducted
on salary income:

Under the ITL, the employer is currently
permitted to consider other income
(including house property loss but not any
other loss) and corresponding TDS
reported to employer while deducting tax
on salary income. There is also a limitation
that the salary TDS cannot reduce below
the amount which would have been
deductible if the other income and
corresponding TDS was not considered
(except in case of house property loss).

However, the existing provisions do not
specifically permit consideration of
foreign tax credit (FTC), TDS unrelated to
any source of income of employee (such
as TDS on cash withdrawals), or TCS from
employee.

Expansion of TCS provisions to cover
payments under Liberalised Remittance
Scheme as per foreign exchange laws,
overseas tour package and purchase of
high value motor cars (exceeding INR10L)
resulted in many employees suffering TCS
but not being able to correspondingly
claim credit for the purpose of salary TDS
resulting in higher tax payment and need
for subsequent claim of refund by filing of
tax returns.

In the wake of representations received in
this regard, FB (No. 2) 2024 proposed to
substitute existing salary TDS provisions
in order to, inter alia, permit the employer
to consider credit of TDS unrelated to any
source of income of employee or TCS
from employee at the time of computing
amount of salary TDS.
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However, FB (No. 2) 2024 also placed a
limit on the extent to which such credit
could be considered requiring that the
salary TDS cannot be lower than the
amount which would have been withheld
in absence of consideration of such other
income, TDS and TCS. This appeared to be
contrary to the object of the amendment
to facilitate the employer to consider
other TDS/TCS to reduce salary TDS and
thereby ease compliance and cash flow
issues for the employees.

In the wake of further stakeholder
representations, the Amended Bill
proposes that the employer can consider
the entire amount of the other TDS/TCS
even if it has the effect of reducing the
salary TDS, thereby making it consistent
with the intent of amending the provision.

Ambiguity on applicability of erstwhile
reassessment procedure for cases where
search was undertaken prior to 1 September
2024 but reassessment proceedings are
commenced on or after 1 September 2024
addressed

The new regime for reassessment of cases
[as introduced vide Finance Act (FA)
20211 merged the procedure for carrying
out search assessments with the revised
procedure for carrying out reassessments
leading to staggered proceedings breeding
inefficiencies.

Accordingly, FB (No. 2) 2024 introduced a
proposal to separate search assessments
from the reassessment regime and
reintroduced the block assessment
mechanism (as was prevalent prior to
2003).

The new block assessment scheme so
proposed will apply in respect of searches
conducted on or after 1 September 2024.

Separately, the limitation period for
reassessment was also reduced in high
value cases involving escaped income of
INRS5OL or above from 11 years to 6 years
from end of the relevant financial year
(FY) sought to be reassessed.

In this backdrop, FB (No. 2) 2024 also
provided for grandfathering of
applicability of erstwhile reassessment
regime (including the limitation period) as
prevalent prior to such amendments vide
FB (No. 2) 2024 to: (a) cases where
search action was initiated between 1
April 2021 and 31 August 2024; and (b)
cases where reassessment proceedings
are commenced prior to 1 September
2024.
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However, the provisions as introduced
vide FB (No. 2) 2024 were ambiguous on
applicability of erstwhile reassessment
regime in a case where search action was
initiated prior to 1 September 2024 and
proceedings under the erstwhile
reassessment regime are commenced on
or after 1 September 2024.

The Amended Bill now proposes that such
cases would specifically be covered by the
erstwhile reassessment regime as
prevalent prior to amendments vide FB
(No. 2) 2024.

Scope of UDI is extended to include incorrect
claim of exemption for search assessments

Under the new block assessment scheme
[proposed to be reintroduced vide FB (No.
2) 2024 as discussed above], (in case of
searched person as also search connected
third person in respect of whom
documents/evidence of UDI is found in
case of search), UDI for different years (6
prior years plus broken period up to date
of search) are assessed together as a
single block. Such UDI is taxable at the
rate of 60% (plus applicable surcharge®
and cess).

For this purpose, FB (No. 2) 2024
proposed to define UDI. Besides the
evidence-based UDI found during search,
such definition also proposed to include
any expenses, deductions or allowances
incorrectly claimed by a taxpayer. In this
backdrop, Amended Bill proposes to
enhance the scope of UDI definition to
also specifically include incorrect claim of
exemptions.

Under the proposed Block Assessment scheme,
tax authority can assess UDI on the basis of any
material or information available with the tax
authority or which comes to its notice post
search action as well

Under the block assessment as proposed
vide FB (No. 2) 2024, tax authority is to
compute UDI basis evidence found as a
result of search, survey or requisition of
books of account or other documents. In
addition, tax authority can also take into
consideration ‘such’ other material or
information as are available with the tax
authority or which comes to tax
authority’s notice during block assessment
proceedings.

The Amended Bill proposes to substitute
the expression 'such’ with 'any’ and
thereby clarifies that UDI can now be
determined also basis any material or
information available with or coming to

5 Presently, no surcharge is proposed to be levied and may be
levied in future vide any Central Act
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the notice of the tax authority during
block assessment proceedings.

Comments

The amendments at the enactment stage are
generally restricted to addressing anomalies or
unintended difficulties in the budget proposals as per
the FB (No. 2) 2024. The amendments around
rationalization of salary TDS provisions and
restoration of indexation benefit to resident
individuals/HUFs, selling immovable property
acquired prior to 23 July 2024 are welcome and may
provide relief to taxpayers.

The amended bill will be passed by the Lok Sabha and

Rajya Sabha and would be enacted into law once it is
approved by the President.
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