
February 2017
www.deloitte.com/in

BUDGET
ANALYSIS
I M P A C T  O N  M A N U F A C T U R I N G



Foreword

The Indian Union Budget 2017 was tabled in Parliament on 1 February 2017. After demonetization and 
its consequent impact on GDP, manufacturing sector has been hoping to generate greater demand 
through the Budget proposals. In the past couple of years, the Government seems to be focusing on 
building a long term growth plan for the manufacturing sector by investing resources in infrastructure 
and rural market development. The finance budget 2017 provides for substantial allocation towards 
these areas. 

On the tax front, Government has already committed to bring down the tax rate to 25% in a phased 
manner. However, in the current budget, the Finance minister has proposed to incentivize only the 
small and medium sector with a turnover of INR 500 million or less by reducing the tax rate to 25% and 
continued the existing base corporate rate of 30% for others. No change has been proposed in the 
MAT provisions, which was expected on account of introduction of Indian Accounting Standards (Ind 
AS) and Income Computation and Disclosure Standards (ICDS). However, the budget provisions seem 
to give clarity only on tax positions to be adopted in relation to adjustments in the books of account for 
adoption of Ind AS by the corporates. 

As anticipated, no change has been proposed to the base line tax rate on service tax and other indirect 
tax levies as the Government is committed to implement Goods & Services Tax from 1 July 2017. 



Measures that will promote manufacturing   
The demand for commercial vehicles, construction 
equipment and capital goods is likely to substantially 
increase with the proposed higher allocation to 
infrastructure, railways, housing, airways, defence, 
shipping etc. 

Greater demand is likely to accrue for equipment relating 
to refrigeration, grading, packaging and storing etc. 
due to agricultural reforms and proposals which entail 
investments in post-harvest infrastructure. Renewal of 
dairy infrastructure will stimulate demand for chiller/
pasteurizing units, storage and packaging equipment.  
Government’s digital push will create a long term platform 
for growth of manufacturing sector.

 • Abolition of Foreign Investment Promotion Board (FIPB) and repeal of Research and 
Development Cess Act, 1986

 • Reduction in corporate tax rates for entities with turnover less than INR 500 million 

 • Clarity on MAT provisions which are aligned with the Ind-AS.

 • Deduction of profits under section 10AA for a SEZ unit is proposed to be restricted to the 
taxable income of the tax payer

 • Assessment procedure to be rationalized 

Key highlights 



Corporate tax rates

 • Corporate tax rate for domestic companies is proposed to 
be reduced to 25% plus surcharge and cess if turnover is less 
than INR 50 crores in FY 2015-16. In all other cases, tax rate 
remains unchanged.

Direct Tax

Minimum Alternative Tax (MAT)

 • For Ind-As compliant entities, net profits before other 
comprehensive income is proposed to be considered as book 
profit for MAT subject to adjustments specified under section 
115JB

 • MAT credit carry forward proposed to be extended to 15 
successive assessments years from existing 10 years

Capital gains tax

 • Base year for computation of capital gains is proposed to be 
shifted from 1981 to 2001. 

 • Period of holding is proposed to be reduced to 24 months 
from 36 months for Immovable property, being land or 
building or both, to qualify as a long term capital asset

 • Conversion of preference shares into equity shares of a 
company is proposed to be exempt from tax

< 500 million >

 • Taxable income less than  
INR 10 million – 25.75%

 • Taxable income more than  
INR 10 million but less than  
INR 100 million – 27.5525%

 • Taxable income more than  
INR 100 million – 28.84%

 • Taxable income less than  
INR 10 million – 30.9%

 • Taxable income more than  
INR 10 million but less than  
INR 100 million – 33.063%

 • Taxable income more than  
INR 100 million – 34.608%

Lack of clarity on tax provisions 
for Ind-AS compliant entities, 
especially for computing book 
profits for MAT, has created 
disquiet for corporates. The 
clarification proposed by the 
finance bill 2017 should provide 
some respite although more 
clarifications would be required in 
near future. 



Convergence with OECD guidelines and BEPS Action 
Plan on Secondary Adjustment and Thin Capitalization. 

De-incentivize cash transactions:

 • No deduction for capital (depreciation) and revenue 
expenditure incurred in cash in excess of INR 10,000 in a 
single day.

 • Presumptive income of eligible assessees under section 
44AD is proposed to be reduced from 8% to 6% in respect of 
turnover received by way of account payee cheque/bank draft 
or ECS system.

 • Penalty on cash transaction of more than INR 300,000 
received in aggregate from a person in a day or in respect of a 
single transaction or in respect of transactions relating to one 
event or occasion from a person.

Transfer pricing

 • Secondary adjustment provisions proposed requiring 
taxpayers to repatriate monetary value of the perceived 
benefit accruing to the associated enterprises on account of 
transfer pricing adjustment. 

 – Failure to do so would be deemed as an advance 
necessitating the taxpayer to submit to tax notional 
interest thereon.

 • Scope of domestic transfer pricing regulations is proposed 
to be restricted to transactions with related parties enjoying 
profit-linked deductions

Thin capitalisation

 • Interest deduction on borrowings from associated enterprises 
and borrowings guaranteed by associated enterprises is 
proposed to be restricted to 30% of the EBITDA. Unabsorbed 
interest allowed to be carried forward for a period of 8 years. 

 – The restriction not to apply if the interest deduction does 
not exceed INR 1,00,00,000 and to entities engaged in 
Banking and Insurance business.



Indirect Taxes

With the proposed implementation of GST, no 
changes are made to current regime of Excise & 

Service tax except making some changes to address the 
problem of duty inversions and incentivizing domestic 
value addition. 
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