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India has an extensive 
withholding tax regime - Tax 
Deduction at Source (TDS) and 
Tax Collection at Source (TCS) 
- on domestic transactions.
This TDS/ TCS regime raises the
compliance cost and resource
burden on businesses in India.
There are also challenges for
vendors/ buyers in availing
withholding tax credits against
their own income-tax payments.

The use of technology to 
substantially increase information 
collection and use by the 
government for monitoring and 

Executive summary
compliance should also be an 
opportunity for reducing the 
compliance burden on taxpayers. 
The paper suggests the following 
measures to simplify and reduce 
the compliance costs of the 
current withholding tax system:
• Use the pan-India Goods and

Services Tax (GST) database to
track business transactions. As
this database uses the same
taxpayer identifier (Permanent
Account Number or PAN)
as the income-tax system
and captures all the invoices
between GST-registered
entities, the transactions under

income-tax that are subject to 
TDS/TCS, could be restricted to 
only those that are not with a 
GST registered entity.

• Reducing the number of
withholding rates, along with a
uniform threshold to simplify
compliance and reduce the
need to claim refunds.

• Avoid delays and mismatches
in taxpayers seeking credit for
their TDS/TCS deductions by
introducing a ledger mode so
that the credits for a specific
transaction are not linked to
the income or to the year in
which the transaction is taxed.
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Background
India has an extensive 
withholding tax regime under 
its income tax law. This covers 
TDS when businesses make 
certain categories of payments 
(both domestic and foreign) and 
TCS when they make certain 
categories of sales. A wide range 
of transactions are subject to 
TDS/TCS, which the tax deductor/
collector has to deposit in the 
government account. Vendors 
and buyers whose payments and 
sales are subjected to TDS/TCS, 
can later claim credit for these 
taxes when computing the final 
tax liability on their own income. 

Other major economies who 
trade with and invest in India, 
also have withholding tax 
regimes in their tax laws. But 
these are typically confined to 
payments made to non-residents 
and to salary payments. India, 
in addition to similar compliance 
requirements, has a complex 
withholding tax (TDS/TCS) 
regime on other domestic 
transactions such as contractual 
and consultancy payments, and 
domestic sales. 

TDS collections have been a 
major source of income for 

the Indian government. During 
the financial year (FY) 2018-19, 
taxes amounting to INR 3.43 
lakhs crore were collected as 
TDS – contributing more than 35 
percent of the gross direct taxes 
collection for the year. While TDS 
on salary payments is the single-
largest component, around 57 
percent of TDS collections were 
from non-salary payments 
to residents as well as non-
residents1. 

The compliance regime 
for withholding taxes on a 
comprehensive list of domestic 

1   Report of the Comptroller and Auditor General of India for the year ended March 2019 
 (https://cag.gov.in/sites/default/files/audit_report_files/AR%20no.%2011%20of%202020_%28E%29.pdf)
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payments places a significant 
additional resource burden 
on businesses in India. A 
study2 conducted in 2002 (the 
compliance cost of the personal 
income tax and its determinants) 
found that third-party cost 
of deducting tax at source 
amounted to 11.8 percent of 
the taxes withheld. While the 
finding is of two decades earlier, 
it does indicate the high cost of 
withholding tax compliance in 
India, owing to the withholding 
tax regime whose scope has 
continuously been expanded 
over this period.

The World Bank Report on Doing 
Business 2020 ranks India 63rd 
out of 190 countries.3  However, 
the report does not capture 
the full cost of compliance for 
running a business in India, 
arising from the withholding tax 
regime on domestic (non-salary) 
payments and sales.4   

The purpose of this paper 
is to outline the compliance 
burden on taxpayers owing to 
the extensive withholding tax 

2   https://niti.gov.in/planningcommission.gov.in/docs/reports/sereport/ser/stdy_prsnltax.pdf
3    The World Bank is conducting a systematic review and assessment of data changes that occurred subsequent to the institutional 

data review process for the last five Doing Business reports.  This is after a number of irregularities were reported regarding 
changes to the data in the Doing Business 2018 and Doing Business 2020 reports, published in October 2017 and 2019

4    Methodology for Doing Business - Paying Taxes (https://www.doingbusiness.org/en/methodology/paying-taxes)
5    As per the report of the Comptroller and Auditor General of India for the year ended March 2019, voluntary compliances by 

taxpayers accounted for 82.6% of the total collections of direct taxes in FY 2018-19 (https://cag.gov.in/sites/default/files/audit_
report_files/AR%20no.%2011%20of%202020_%28E%29.pdf)

regime on domestic non-salary 
payments and sales and to 
suggest alternatives to ease it. 
The suggestions are based on 
the premise that most taxpayers 
are compliant, specially if they 
are aware that their business 
transactions are being reported 
to the tax authorities by third 
parties so that TDS/TCS regime 
need to apply to only those 
transactions that are not being 
reported.5 
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Tax deduction and collection obligations 
on an Indian business
As mentioned above, India’s 
withholding tax regime is 
comprehensive and extends 
(beyond salary payments) 
to a number of non-salary 
transactions. TDS- and TCS-
related compliance obligations, 
which businesses need to comply 
with, can be classified under the 
following actions: 

1. Identifying and tracking
payments/sales on which
TDS/TCS has to be done.

2. Doing the TDS/TCS at the time
of payment/sale. In case of
multiple payments/sales, the
TDS/TCS may need to be done
at the time of credit/debit to
the business’s accounts even
if payment/receipt happens
later.

3. Depositing the TDS/TCS made
on these payments/sales to
the government treasury. In
general, this deposit needs to
be made within seven days of
the end of the relevant month
in which TDS/TCS was made
(other than March) and before
end of April where TDS/TCS is
made in March.

4. Preparing and filing TDS/TCS
returns at the end of each
quarter incorporating the
details of each TDS/TCS made
during that quarter.

5. Issuing TDS/TCS certificates
to each individual vendor/
customer in whose case TDS/
TCS has been done.

6. Failure for not withholding
TDS/TCS on a covered

transaction, for applying 
TDS/TCS at an incorrect 
rate (the rates vary across 
transactions), for not 
depositing TDS/TCS amounts 
within the specified time, 
for not filing the TDS/TCS 
returns or for not issuing 
TDS/TCS certificates in time, 
entails additional interest and 
penalty on businesses.

7. There is a separate provision
in the tax statute, which
stipulates that a business that
has failed to make a TDS on
a payment is not allowed to
deduct that expense while
computing its own income-
tax liability.6  In such a case,
the business can later claim
the expense deduction only

6  Section 40 of the ITA
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if the vendor (from whose 
payment TDS was required 
to be done) files a return of 
income, offers such income 
to tax and discharges the tax 
liability. This is a complex and 
tedious process.

8. Prosecution provisions (in
addition to interest and
penalties) are also invoked
on businesses (and directors
of companies) for non-
compliance with TDS/TCS
provisions.

Each of the above compliances 
can be sub-divided into a number 
of components which have been 
listed in Annex 1.  

With effect from 1 October 2020, 
the scope of transactions subject 
to TDS/TCS has been further 
expanded to include domestic 
sale of goods.7 Earlier, only 

specified domestic sale of goods 
(such as alcoholic liquor, timber, 
scrap, and motor vehicle) was 
covered under TCS. Refer  
Annex 1 for details.

The compliance complexities do 
not end here. For the vendors/
buyers on whose payments/
sales the TDS/TCS has been 
made, the ability to claim 
credit for these taxes depends 
on these amounts being 
reflected in their individual 
TDS/TCS account (called annual 
information statement or Form 
26AS) maintained digitally by 
the income-tax department. 
Although the system of TDS/
TCS deposits and return filing 
has been computerised, the 
individual TDS/TCS amounts 
are not aggregated as a 
single amount from which the 
taxpayer can take credit, like in 

a ledger account. Instead, there 
are specific rules for matching 
the income reporting, the 
tax period and the individual 
amounts on which TDS/TCS 
has been made. As a result, 
a number of glitches crop up 
when the vendors/customers 
seek credit for the TDS/TCS 
deductions and collections 
made in their case. Per the 
report of the Comptroller and 
Auditor General of India for 
the year ended March 2019,8  
more than 82 percent individual 
taxpayers faced a TDS mismatch 
problem due to a mismatch 
between the amount available 
in their TDS/TCS account and 
the TDS credit they claimed 
(over the three financial years 
from FY 2016-17 to FY 2018-19). 
Some of the challenges faced by 
the taxpayer in claiming TDS/
TCS credit are listed in Annex 2.

7  Section 194-O and section 206C(1H) of the ITA
8     https://cag.gov.in/sites/default/files/audit_report_files/AR%20no.%2011%20of%202020_%28E%29.pdf
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The “paying taxes” indicator of the World 
Bank
The World Bank’s Doing Business 
2020 evaluates business 
friendliness of countries on 
11 indicators dealing with 
business regulations and their 
implementation. It scores 
countries on each of these 
indicators and ranks them based 
on these scores. India’s overall 
rank of 63 is an average of its 
rank across each of the eleven 
indicators. One of these eleven 
indicators is the “Paying Taxes” 
indicator, which covers payments, 

time, total tax and contribution 
rate, and post-filing processes 
per the taxes in that country.9 

India’s overall rank gets pulled 
down because of its lower 
score and thus lower rank (i.e., 
below 100) on four indicators/
metrics, namely: Starting a 
Business (score – 81.6, rank – 
136), Registering Property (score 
– 47.6, rank – 154), Paying Taxes
(score – 67.6, rank – 115), and
Enforcing Contracts (score – 41.2,

rank – 163).  In this paper, we take 
an in-depth look at the ‘Paying 
Taxes’ indicator. 

The “Paying Taxes” indicator 
has four individual components 
(Component Indicators). These 
Component Indicators are - 
Payments, Time, Total Tax and 
Contribution Rate, and Post-
filing Index. Each of these four 
Component Indicators consist of 
further items that are separately 
scored. The score of each of 

9   Besides Paying taxes, the other indicators are: Starting a business- Procedures, time, cost and paid-in minimum capital to 
start a limited liability company, Dealing with construction permits- Procedures, time and cost to complete all formalities 
to build a warehouse and the quality control and safety, mechanisms in the construction permitting system, Getting 
electricity- Procedures, time and cost to get connected to the electrical grid, and the reliability of the electricity supply and 
the transparency of tariffs, Registering property- Procedures, time and cost to transfer a property and the quality of the 
land administration system, Getting credit- Movable collateral laws and credit information systems, Protecting minority 
investors- Minority shareholders’ rights in related-party transactions and in corporate governance, Trading across borders- 
Time and cost to export the product of comparative advantage and import auto parts, Enforcing contracts- Time and cost to 
resolve a commercial dispute and the quality of judicial processes, Resolving insolvency- Time, cost, outcome and recovery 
rate for a commercial insolvency and the strength of the legal framework for insolvency and Employing workers- Flexibility in 
employment regulation and redundancy cost
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these items of a Component 
Indicator is consolidated to 
arrive at a score (between 0 
and 100) for that Component 
Indicator. The average of the 
score of the four Component 
Indicators translates to the 
overall score (between 0 and 100) 
for the “Paying Taxes” indicator. 
The Component Indicators are 
computed by modelling the 
taxes and tax compliances that 
a medium-size company faces in 
a given year and then measuring 
the administrative burden 
of these compliances. The 
common business characteristics 
which have been listed for 
such a mid-sized company 
(standardised business) are 
mentioned in Annex 3. The taxes 
and contributions measured 
include the profit or corporate 
income tax, social contributions 
and labour taxes paid by the 
employer, property taxes, 
property transfer taxes, dividend 
tax, capital gains tax, financial 
transactions tax, waste collection 
taxes, vehicle and road taxes, and 
any other small taxes or fees. All 
taxes and contributions (at any 
level — federal, state, or local), 
which apply to the standardised 
business and have an impact 
on its financial statements are 
measured. Annex 4 gives details 
of all the tax compliances that are 

required to be undertaken by the 
model “Standardised Company” 
per World Bank’s Doing Business 
2020 in India.

Countries are ranked on the 
“Paying Taxes” indicator by 
comparing their overall scores. 
Table 1 gives the Topic Ranking 
(out of 190 countries) and Topic 
Score (0-100) for the “Paying 
Taxes” indicator. Further details 
are available in Annex 5.

As evident from Table 1, for 
the “Paying Taxes” indicator, 
India’s low Topic Score (49.31 
out of 100) for its Component 
Indicator – “Post-filing index” is 
the most prominent gap, vis-à-vis 
its counterparts. This is because 
cash refunds under the Value 
Added Tax (VAT) regime (i.e., GST 
in India) are restricted to exports 
and inverted duty structures 
as opposed to cash refunds on 
payment of excess input tax 
on capital purchases under the 
VAT regimes in Australia and 
Canada. A detailed analysis of the 
“Payments" Component Indicator 
shows that it includes taxes paid 
by the company on distribution 
of dividends [i.e., Dividend 
Distribution Tax (DDT)]. In the 
Budget for 2020, DDT has now 
been withdrawn and replaced by 
the classical system of taxation 

Table 1: Topic Ranking and Topic Score for the 'Paying Taxes' Indicator

S No Component Indicators India Australia Canada
Score Rank Score Rank Score Rank

1 Payments 86.77 86.67 91.67
2 Time 68.64 91.34 87.33
3 Total tax and contribution rate 65.80 69.34 100.00
4 Post-filing index 49.31 95.34 73.23
'Paying Taxes' indicator 67.63 115 85.67 28 88.05 19

of dividends in the hands of the 
shareholder. This will reduce the 
number of payments to be made 
by the Standardised Company in 
a given year for the “Payments” 
Component Indicator. However, 
the company will now have 
to withhold tax on dividends, 
increasing its TDS compliance 
requirement. As regards the 
Component Indicator – “Total tax 
and contribution rate”, corporate 
tax rate for Indian domestic 
companies has now been 
reduced to 22 percent (plus a 10 
percent surcharge and 4 percent 
health and education cess on the 
amount of tax). This will reduce 
the tax rate for a Standardised 
Company in India. The removal 
of DDT, as discussed above, will 
further reduce this tax rate.  

This analysis of the “Paying 
Taxes” indicator shows that it 
does not capture or measure the 
complexities of India’s domestic 
withholding (TDS and TCS) 
regime on non-salary payments/
sales. Though the World Bank’s 
Doing Business “Paying Taxes” 
indicator measures a number of 
parameters, it does not take into 
account the extensive compliance 
requirements placed on Indian 
businesses on account of the 
tax regime for those withholding 
taxes (TDS/TCS). 
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Opportunity for simplifying the TDS and 
TCS regime in india
TDS and TCS were introduced 
with an aim to collect tax at 
the initial stage of generation 
of income.10 The system allows 
the government to get access 
to requisite funds for running 
its operations throughout the 
year. Additionally, withholding 
tax is used as a tool to track 
transactions and minimise tax 
evasion by collecting a portion of 
tax at the time of the transaction 
rather than at a later date when 
the taxpayer files a return of 
income. Further, information 
gathered from withholding tax 
returns allows the income-tax 
department to identify/track 
the cases of both, non-reporting 
and incorrect reporting of 

income. While all these aims 
have merits for the government, 
the compliance burden on 
taxpayers and the resources 
that the government expends on 
implementing the withholding 
tax regime, also need to be kept 
in mind. Any alternative which 
achieves similar outcomes while 
reducing these burdens should 
be welcome.

With advances in technology 
and enhanced cooperation 
and synergy among various 
government organisations 
in India, a wider range of 
information can now be obtained 
and meaningfully examined by 
the income-tax department. 

Recently, the Central Board 
of Direct Taxes (CBDT) (the 
apex body of the Income-
tax Department) has signed 
Memorandums of Understanding 
(MoUs) with the Securities and 
Exchange Board of India (SEBI),11 
the Ministry of Micro, Small 
and Medium Enterprises,12 and 
the Central Board of Indirect 
Taxes and Customs (CBIC)13  
for exchange of data on an 
automatic and regular basis. 

CBDT also operates a system 
called “Non-filers Monitoring 
System” to identify and monitor 
persons who enter into high 
value transactions and have 
potential tax liabilities but have 

10   https://www.incometaxindia.gov.in/Pages/Deposit_TDS_TCS.aspx
11   Press release by Ministry of Finance dated 8 July 2020 and press release by SEBI - PR No.38/2020 dated 8 July 2020
12   Press release by Ministry of Finance dated 20 July 2020
13   Press release by Ministry of Finance dated 21 July 2020
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not filed income-tax returns. 
A database of such non-filers 
is developed and maintained 
on the basis of combined 
information network gathered 
through annual information 
returns, central information 
branch reports, withholding tax 
returns, statement of financial 
transactions, information 
about foreign remittances 
and exports and imports 
data. At the international 
level also, there is automatic 
exchange of information as a 
result of Common Reporting 
Standards (CRS) under the 
Multilateral Competent Authority 
Agreement14  and under the 
Foreign Account Tax Compliance 
Act (FATCA) of the United States 
of America (USA).15

With the introduction of GST 
with effect from 1 July 2017, 
every GST registered person 
is required to submit all the 
relevant details regarding its 
transactions with the relevant 
GST authority in India on an 
electronic platform, i.e., Goods 
and Services Tax Network (GSTN). 
Such information would serve 
the information requirements of 
the income-tax authorities who 
can access it through the MoU 
with CBIC.

14   India, as one of the early adopters of CRS, signed the Multilateral Competent Authority Agreement on Automatic Exchange of 
Financial Account Information on 3 June 2015 to automatically exchange information with tax authorities of other countries on 
an annual basis

15    FATCA was introduced by the Government of the USA to counter tax evasion in the country. It encourages tax compliance by 
preventing USA persons from using banks and other financial organisations to avoid USA taxation on their income and assets. 
In this regard, an agreement between the Government of India and the Government of the USA was signed on 9 July 2015. 
The purpose was to improve international tax compliance through mutual assistance in tax matters based on an effective 
infrastructure for the automatic exchange of information

In light of these developments, 
there are significant 
opportunities to reduce 
the TDS- and TCS-related 
compliance burden by 
leveraging these information 
sources.

(i)  Substantially reducing 
the scope of transactions
subject to TDS/TCS by
leveraging the existing
GST database
 Withholding taxes in India
are generally not levied
as a final tax in relation
to domestic payments
to Indian tax residents.
In such cases, one of the
reasons for collecting
income-tax through TDS/
TCS is to gather information
about certain specified
transactions at inception
and to leverage this
information to track the
cases of non-reporting or
under-reporting of income.

 Such information can
now be obtained by the
income-tax department
from sources other
than TDS/TCS returns
filed by deductors.
With the availability
of a comprehensive

GST database, security 
depository’s database, and 
collection of taxpayer’s 
transaction details from 
third parties, income-tax 
authorities have access to a 
wide range of information 
about the taxpayers, 
without having to obtain 
such information through 
TDS/TCS returns. The GST 
database is now the most 
comprehensive database 
available as it uses the 
same identifier (i.e., PAN) 
and captures all the 
invoices between entities 
registered for GST. This 
opens up the opportunity 
for drastically reducing the 
transactions subject to TDS/
TCS to only those where 
the transaction is between 
a GST-registered entity and 
a GST-unregistered entity, 
i.e., a small business whose
turnover is less than the
GST registration threshold
or a business that has
opted for GST composition
scheme. In fact, this leaves
a good template for TDS/
TCS to be applied only on
those domestic non-salary
transactions, which are not
reported through the GST
database.
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 Considering the availability of 
information from alternative 
sources and no adverse 
impact on tax collections, it is 
recommended that the scope 
of transactions subjected 
to TDS/TCS be restricted 
to only those transactions 
that are not captured under 
GST. Thus, TDS/TCS should 
apply only on specified 
transactions undertaken by 
GST-registered businesses 
with GST-unregistered 
businesses (including 
those under the reverse 
charge mechanism) or with 
businesses that have opted 
for GST composition scheme.

(ii)  Applying a uniform and
rationalised rate for TDS/
TCS
 Besides reducing the scope
of transactions on which
TDS/TCS is imposed, there is
also scope to standardise the
TDS/TCS rates and thresholds
for the transactions that will
still remain subject to TDS/
TCS. Currently, different
transactions are subject to
different withholding tax
rates and thresholds. The
tax rates range from 0.1
percent to 30 percent and
transaction-wise thresholds
range from nil to INR 10
million. Part A and Part B
of Annex 1 tabulate the
transactions currently liable
to TDS and TCS along with
applicable withholding tax
rates and thresholds.

 The plethora of differential 
TDS/TCS rates on 
transactions creates a further 
risk of compliance violations 
if the deductor/collector 
applies the incorrect TDS/
TCS rate on the transaction. 
Separately, in case the payee 
does not furnish a PAN to the 
payer, the payer is liable to 
deduct TDS at a higher rate.16  
Similarly, under the TCS 
provisions, in case the buyer 
does not furnish a PAN to the 
seller, the seller is liable to 
collect TCS at a higher rate.17  
Determining the correct 
nature of a transaction and 
the correct rate of TDS under 
the provisions of the Income-
tax Act, 1961 (ITA) is the 
subject matter of a number 
of tax litigations filed in India.

 Additionally, the current 
average TDS/TCS rate 
applicable for GST 
unregistered persons [as 
identified in point (i) above] 
is observed to be quite high 
in comparison to their final 
tax liability. Per the report 
of Committee on Income 
Tax (IT) Simplification, more 
than 80 percent of the 
taxpayers in the Individual 
or Hindu Undivided Family 
(HUF) categories come 
under the bracket of an 
average tax rate of less than 
5 percent.18  As a result, 
a large number of such 
taxpayers are required to 
claim sizeable income-tax 

refunds. During FY 2018-19, 
around 10.7 percent of the 
gross collection of income 
tax (other than corporation 
tax) was refunded to non-
corporate taxpayers.19  
This excessive withholding 
creates liquidity issues for 
the taxpayer. The taxpayer 
is also required to deploy 
additional resources in 
the compliance process 
for claiming such refunds. 
On the other hand, the 
income-tax department 
is required to refund the 
additional taxes withheld 
along with applicable 
interest. Such tax collection, 
where a substantial chunk 
is collected merely to be 
refunded, benefits neither 
the taxpayer nor the 
income-tax department and 
only creates impediments in 
running the business.

 As discussed in point (i) 
above, the transactions 
between GST-registered 
businesses, which are 
subject to reporting in 
GST returns, should be 
outside the purview of 
TDS and TCS. Only the 
transactions undertaken by 
GST-registered businesses 
with GST-unregistered 
businesses (including 
those under the reverse 
charge mechanism) or with 
businesses who have opted 
for the GST composition 
scheme would be subject to 

16   Section 206AA of the ITA – Higher rate of 20% (5% in case of payments to be made under section 194-O of the ITA)
17   Section 206CC read with section 206(1H) of the ITA – Higher rate of 5% [1% for sales made under section 206C(1H) of the ITA]
18     https://www.thehindubusinessline.com/multimedia/archive/02700/Easwar_panel_draft_2700753a.pdf
19  Report of the Comptroller and Auditor General of India for the year ended March 2019 (https://cag.gov.in/sites/default/files/

audit_report_files/AR%20no.%2011%20of%202020_%28E%29.pdf)
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20   For payments relating to transfer of immovable property under section 194-IA of the ITA, the existing rate of 1% could be 
retained.

21   For sale of goods under section 206C(1H) of the ITA, the existing rate of 0.1% could be retained.
22   Section 206C(1H) of the ITA
23   Other than section 206C(1H) of the ITA
24   Section 206C(1) of the ITA – Existing rate of 1%
25   Section 206C(1G) of the ITA – Existing rate of 0.5%/ 5%

TDS/TCS (Specified Transactions). In light of the above, the following are the recommendations for 
simplifying the rates and thresholds for Specified Transactions:

01

02

For Specified TDS Transactions

 For Specified TCS Transactions

Transactions covered but not subject to 
reporting under the GST regime:
• A uniform rate of 1 percent be introduced. This

could be increased to 5 percent where the payee
does not furnish a PAN to the payer.

• A uniform threshold limit of INR 50,000 be
introduced.

Transactions covered but not subject to 
reporting under the GST regime:
• A uniform rate of 1 percent be introduced. This

could be increased to 5 percent where the buyer
does not furnish a PAN to the seller.21

• The threshold limit for sale of goods22  be
reduced to INR 5 lakhs.

• The existing threshold limits prescribed in the
respective sections23  could be retained.

Transactions not covered under the GST regime:
• A uniform rate of 10 percent be introduced for

a resident payee. This could be increased to 20
percent where the payee does not furnish PAN
to the payer.20

• The existing threshold limits prescribed in the
respective sections can be retained.

Transactions not covered under the GST regime:
• For sale of alcoholic liquor24   and remittances

out of India,25 the existing rates could continue.
• The existing threshold limits prescribed in the

respective sections could be retained.

A

A

B

B

Table 2 summarises the recommendation for simplifying the TDS/TCS regime as outlined in points (i) and (ii) 
above.
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Table 2: Summary of Recommendations

Part A: Payments (excluding salary) which should be subject to TDS*

*Certain non-salary TDS sections (such as section 194E, 194K, 194LB, 194LBA, 194LBB, 194LBC, 194LC, 194LD, 194N, 195, 196A, 196B,
196C, and 196D) are not covered in the table as they (a) relate to payments made to non-residents, (b) provide for TDS rates under a
specific tax regime for specialized investment vehicles (such as investment funds, business trusts, securitization trusts, etc), or (c) were
introduced as an anti-abuse measure

**Refer Annex 1 for details of payments covered under these sections and the corresponding threshold limits

TDS Section** Payments on which TDS to be 
levied

Recommended TDS rate Recommended 
threshold limit

194B, 194BB, 
194C, 194D, 
194G, 194H, 
194IC, 194J, and 
194-O

Where payer (who is a GST registered 
person) receives goods or services 
from:
a)  a person registered under GST

composition scheme, or
b)  a person not registered under GST

but quoting PAN on the invoice, or
c)  a person not registered under

GST and not quoting PAN on the
invoice

• 1%, if payee has a PAN
• 5%, if payee does not

have a PAN.

INR 50,000 per 
transaction per 
payee

193, 194, 194A, 
194DA, 194EE, 
194F, 194I, 194IB, 
194LA, and 194M

All payments to persons specified in 
these sections

• 10%, if payee is a
resident and has a PAN

• 20%, if payee is a
resident and does not
have a PAN.

Existing threshold 
limits prescribed 
in these sections

194IA All payments to persons specified in 
the section

Existing TDS rate, i.e.,
• 1%, if payee has a PAN
• 20%, if payee does not

have a PAN.
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Part B: Sales transactions which should be subject to TCS

*Refer Annex 1 for details of sales/transactions covered under these sections and the corresponding threshold limits

TCS Section* Transactions on which TCS to be 
levied

Recommended TCS 
rate

Recommended 
threshold limit

194B, 194BB, 
194C, 194D, 
194G, 194H, 
194IC, 194J, and 
194-O

Where seller (who is a GST 
registered person) sells goods or 
provides services (other than as 
mentioned below) to:
a)  a person registered under GST

composition scheme, or
b)  a person not registered under

GST but quoting PAN on the
invoice, or

c)  a person not registered under
GST and not quoting PAN on the
invoice

• 1%, if buyer has
PAN

• 5%, if buyer does
not have a PAN.

Existing threshold limits 
prescribed in these 
sections

206C(1H) Existing TCS rate, 
i.e.,
• 0.1%, if buyer has

a PAN
• 1%, if buyer does

not have a PAN.

INR 5 lakhs per buyer

206C(1) Sale of alcoholic liquor for human 
consumption

Existing TCS rate, 
i.e.,
• 1%, if buyer has a

PAN
• 5%, if buyer does

not have a PAN.

Existing threshold limits 
prescribed in these 
sections

Existing threshold limits 
prescribed in these 
sections

206C(1G) Remittance out of India under LRS Existing TCS rate, 
i.e.,
a)  For remittance

out of India for
educational loan:
• 0.5%, if buyer

has a PAN
• 5%, if buyer

does not have
a PAN

b)  Other 
remittances:
• 5%, if buyer

has a PAN
• 10%, if buyer

does not have
a PAN.
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(iii)  Allowing the taxpayer to
use TDS/TCS credits in a
ledger mode
 Under the current provisions
of the ITA read with relevant
rules,26  credit for TDS/
TCS is available to the
taxpayer (vendor/buyer)
only in the tax year in
which the taxpayer offers
the corresponding income
to tax. The acceptance of
the claim for such credit
depends on the TDS/TCS
amount being reflected
in the taxpayer’s TDS/
TCS account (namely Form
26AS, now called annual
information statement).

Owing to these matching 
rules and the linking of 
withholding tax credit to 
the same year in which the 
corresponding income was 
offered to tax, a number 
of challenges are faced by 
the taxpayer in claiming the 
credit. These challenges 
have been outlined in 
Section B and detailed in 
Annex 2.  

 The mismatch of TDS/
TCS credit claims can be 
substantially mitigated 
by allowing the TDS/
TCS amounts relating to 
a specific deductor to be 

taken credit for (without 
considering the year in 
which the deduction was 
made or the corresponding 
income was offered to 
tax) and by aggregating 
the TDS/TCS credits in a 
taxpayer’s account to be 
used in a ledger mode. In 
other words, once taxes are 
withheld at source, such 
taxes should get credited 
to the taxpayer’s account 
and the balance in the 
account can be utilised by 
the taxpayer to set off the 
income-tax liability for the 
year.

26  Section 199 of the ITA and Rule 37BA of the Income-tax Rules, 1962
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Conclusion
With regard to direct taxes, the 
domestic TDS/TCS withholding 
tax regime creates a substantial 
burden of compliance for 
taxpayers. This includes both 
tax deductors and taxpayers 
who need to claim credit for 
these tax deductions while filing 
tax returns and paying their 
taxes. The TDS/TCS regime is 
cumbersome because of the 
large number of transactions 
covered, the different rates 
prescribed, and the restrictive 
rules for taxpayers to claim 
credit of TDS/TCS against their 
tax liabilities. The number of 
intermediate processes also 
increase the chances of a 
mismatch and denial of credit. 

With the availability of 
comprehensive third-party 
databases (such as the GST 
database), there is now an 
opportunity to substantially 
reduce the scope of 

transactions under TDS/TCS as 
well as to standardise the tax 
deduction rates (refer Table 2 
for details). Separately, there is 
also scope to provide an easier 
way to allow taxpayers to claim 
credit for these taxes (withheld 
under TDS/TCS) by formulating 
a ledger system for these 
credits.

Despite substantial reduction 
in scope of transactions to be 
subject to TDS/TCS, it is not 
anticipated that there would 
be any loss of revenue. This 
is because the advance tax 
liability of taxpayers will increase 
proportionately, as all these 
transactions are reported 
under the GST regime and are 
available to the income-tax 
department. Separately, this 
may result in reduction of cost 
of tax administration for the 
government. The resources of 

the income-tax department, 
released from the TDS/TCS 
accounting compliance activities, 
could be diverted to other 
taxpayer services. 

Given that businesses in 
India are shouldering a 
comprehensive compliance 
burden on account of 
implementing the withholding 
tax regime on non-salary 
payments/sales, these 
suggestions, if implemented, 
would help lower their 
compliance cost as well as the 
resources invested in this area. 
It needs to be appreciated that 
the extensive computerisation of 
the tax regime should, besides 
giving the government access to 
more information, also actually 
result in reduced compliance 
burden for the taxpayers if 
different tax implementing 
government departments 
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are better able to leverage 
common databases, like the 
GST database. In the absence 
of such simplification, it may 
be worthwhile to compensate 
the businesses for the current 
withholding tax compliances.

These comprehensive changes 
to the TDS/TCS regime will 
result in businesses having to 
comply with a much simpler 
system. The need of the hour 
is close coordination regarding 
the use of the GST database 
so that income-tax authorities 
can track business transactions 
and impose TDS/TCS only on 
those transactions that are not 
tracked through the GST invoice 
database. Taxpayers would 
then be able to see information 
collection and use of technology 
by the government, resulting 
in reduced compliance burden 
rather than just generating 
information for the tax 
department.

Tax deduction and collection at source | Conclusion

19



Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate27

192 Employer Employee Salary Rates in force28

192A Trustees of Employees’ 
Provident Fund Scheme, 1952

Employee Payment of accumulated 
balance due to an 
employee

10%

193 Any person Resident Interest on securities, 
subject to exceptions

Rates in force29

194 Indian company Resident 
shareholder

Dividends in excess of 
INR 5,000

10%

194A Any person [other than 
individual or HUF whose 
turnover from business or 
profession does not exceed 
INR 10 million and INR 5 million 
respectively during the last FY]

Resident Interest other than 
interest on securities, 
subject to exceptions

Rates in force30

194B Any person Any person Winnings from lottery or 
crossword puzzle or card 
game and other game of 
any sort exceeding INR 
10,000

Rates in force31

194BB Any person being a bookmaker 
or a person having licence for 
horse racing in any race course 
or for arranging for wagering or 
betting in any race course

Any person Winnings from any 
horse race exceeding 
INR 10,000

Rates in force32

27 As per Finance Act 2020
28	 Rate	specified	in	the	Finance Act
29	 Rate	specified	in	the	Finance Act
30	 Rate	specified	in	the	Finance Act
31	 Rate	specified	in	the	Finance	Act
32	 Rate	specified	in	the	Finance	Act

Tax deduction and collection at source | Annex 1

Annex 1

TDS- and TCS-related compliance obligations in India under the ITA 

A. Transactions liable to TDS

20



Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate27

194C Any person [other than 
individual or HUF:
(a)  making payment exclusively

for personal purposes, or
(b)  whose turnover from

business or profession
does not exceed INR 10
million and INR 5 million
respectively during last FY]

Resident Sum paid for carrying 
out any work33 in 
pursuance of a contract, 
exceeding INR 30,000 in 
case of a single contract 
and INR 100,000 in case 
of aggregate of contracts

• 1%, if deductee
is an individual
or HUF

• 2%, in all other
cases.

194D Any person Resident Income by way of 
remuneration or reward 
or commission for 
soliciting or procuring 
insurance business 
exceeding INR 15,000

Rates in force34

194DA Any person Resident Sum under a life 
insurance policy 
(other than amount 
not includible in total 
income) exceeding INR 
100,000 in FY

5%

194E Any person • Non-resident
and non-
citizen
sportsperson

• Non-resident
and non-
citizen
entertainer

• Non-resident
sports
association
or institution

• Income from
participation in India
in any game or sport,
or advertisement,
or contribution of
articles relating to
any game/sport in
India in newspapers,
magazines or journals

• Income from
performance in India

• Any amount
guaranteed in relation
to any game or sport
played in India.

20%

33		Work	includes:
a) advertising;
b) broadcasting	and	telecasting	including	production	of	programmes	for	such	broadcasting	or	telecasting;
c) carriage	of	goods	or	passengers	by	any	mode	of	transport	other	than	by	railways;
d) catering;	and
e) manufacturing	or	supplying	a	product	according	to	the	requirement	or	specification	of	a	customer	by	using	material
purchased	from	such	customer	or	its	associate,	but	does	not	include	manufacturing	or	supplying	a	product	according	to
the	requirement	or	specification	of	a	customer	by	using	material	purchased from a person, other than such customer or its
associate

34		Rate	specified	in	the	Finance Act
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Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate27

194EE Any person Any person Any amount paid in 
respect of deposits 
under National Savings 
Scheme exceeding INR 
2,500

10%

194F Any person Any person Any amount paid in 
respect of repurchase 
of units under Equity 
Linked Savings Scheme

20%

194G Any person Any person Income by way 
of commission or 
remuneration, or 
prize on lottery tickets 
exceeding INR 15,000

5%

194H Any person (other than 
individual or HUF whose 
turnover from business or 
profession does not exceed 
INR 10 million and INR 5 million 
respectively during the last FY)

Resident Commission (other than 
insurance commission) 
or brokerage exceeding 
INR 15,000, subject to 
exceptions

5%

194I Any person (other than 
individual or HUF whose 
turnover from business or 
profession does not exceed 
INR 10 million and INR 5 million 
respectively during the last FY)

Resident 
[excluding 
Real Estate 
Investment 
Trusts (REITs)]

Rent exceeding INR 
240,000 in a FY

• 2% for use of
machinery,
plant, or
equipment

• 10% for use of
land, building,
furniture, or
fittings.

194IA Any buyer (other than person 
referred to in section 194LA 
below)

Resident seller Consideration for 
transfer of any 
immovable property 
(other than rural 
agricultural land) 
exceeding INR 5 million

1%

194IB Individual or HUF whose 
turnover from business or 
profession does not exceed 
INR 10 million and INR 5 million 
respectively during the last FY

Resident Rent exceeding INR 
50,000 per month

5%

194IC Any person Resident Consideration (other 
than in kind) under 
Joint Development 
Agreement

10%
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Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate27

194J Any person (other than 
individual or HUF whose 
turnover from business or 
profession does not exceed 
INR 10 million and INR 5 million 
respectively during the last FY)

Resident • Fees for professional
services

• Fees for technical
services

• Any remuneration or
fees or commission
(other than salary) to
director of a company

• Royalty
• Non-compete fee,

exceeding INR 30,000,
subject to exceptions.

• 2%, in case
of fees for
technical
services and
royalty in the
nature of
consideration
for sale,
distribution or
exhibition of
cinematographic
films

• 10%, in all other 
cases.

194K Any person Resident Income (other than 
capital gains) in respect 
of (a) units of Mutual 
Fund, (b) units of Unit 
Trust of India (UTI), or (c) 
units from the specified 
company exceeding INR 
5,000.

10%

194LA Any person Resident Compensation or 
enhanced compensation 
or consideration or 
enhanced consideration 
on account of 
compulsory acquisition 
of any immovable 
property (other than 
agricultural land), 
exceeding INR 250,000

10%

194LB Infrastructure debt fund Non-resident Interest 5%
194LBA Business trust [i.e., REIT or 

Infrastructure Investment Trusts 
(InvITs)]

Any unitholder Distributed income in 
the nature of:
• Interest from a special

purpose vehicle,
• Dividends, and
• Rent.

Resident 
deductee: 10%

Non-resident 
deductee:
• Interest: 5%
• Dividend: 10%
• Rent: Rates in

force35

35		 Rate	specified	in	the	Finance	Act	or	specified	in	the	relevant	tax	treaty
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Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate27

194LBB Investment fund (i.e., Category 
I and II Alternative Investment 
Fund)

Any unitholder Any Income (other than 
income chargeable 
under the head “Profits 
and gains of business or 
profession”)

• Resident
deductee: 10%

• Non-resident
deductee:
Rates in
force.36

194LBC Any person Investor Income in respect of 
an investment in a 
securitisation trust

Resident 
deductee:
• 25%, if

individual or
HUF

• 30%, if others

Non-resident 
deductee: Rates 
in force.37

194LC Indian company/business trust 
(i.e., REIT or InvIT)

Non-resident Specified interest 5%/4%

194LD Any person Foreign 
Institutional 
Investor (FII) 
or Qualified 
Foreign Investor

Interest in respect of 
investment made in 
rupee denominated 
bond of Indian company, 
or Government security, 
or municipal 
debt securities

5% 

194M Individual or HUF:
(a) making payment exclusively
for personal purposes, or
(b) whose turnover from
business or profession does not
exceed INR 10 million and INR 5
million respectively during last
FY

Resident • Sum for carrying out
any work in pursuance
of a contract

• Commission
(not insurance
commission) or
brokerage

• Fees for professional
services exceeding
INR 5 million in a
financial year.

5%

194N • Banking company
• Co-operative society engaged

in business of banking
• Post office

Any person, 
subject to 
exceptions

Cash withdrawals in 
excess of INR 10 million 
during a FY, subject to 
exceptions

2/5% on the 
excess amount

36		Rate	specified	in	the	Finance	Act	or	specified	in	the	relevant	tax	treaty
37		Rate	specified	in	the	Finance	Act	or	specified	in	the	relevant	tax treaty
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Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate27

194-O E-commerce operator E-commerce
participant
(other than
individual or
HUF where
gross amount
of sale or
services or both
during FY does
not exceed INR
500,000)

Sale of goods or 
provision of services of 
an deductee facilitated 
by deductor through 
its digital or electronic 
facility or platform, 
subject to exceptions

1%

195 Any person Non-resident Interest (other than 
interest under section 
194LB, 194LC, 194LD) 
or any other sum 
chargeable to tax under 
the provisions of the ITA 
(other than salary)

Rates in force38

196A Mutual Fund or UTI Non-resident, 
subject to 
exceptions

Income in respect of 
units of a Mutual Fund 
or of the UTI

20%

196B Any person Offshore Fund Income in respect of 
units of a specified 
Mutual Fund or of the 
UTI or by way of long-
term capital gains arising 
from the transfer of 
such units

10%

196C Any person Non-resident Interest or dividends 
in respect of bonds 
or Global Depository 
Receipts or by way of 
long-term capital gains 
arising from the transfer 
of such bonds or Global 
Depository Receipts

10%

196D Any person FII Income (other than 
capital gains on transfer 
of said securities and 
interest under section 
194LD above) in respect 
of specified securities

20%

38		Rate	specified	in	the	Finance	Act	or	specified	in	the	relevant	tax treaty
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Section Type of Payer/Deductor Type of Payee/
Deductee

Nature of Payment TDS Rate29

206C Seller Buyer, subject 
to exceptions

Sale of following goods:
• Alcoholic liquor for

human consumption
• Tendu leaves
• Timber
• Any other forest

produce
• Scrap
• Minerals (coal/lignite/

iron ore).

Specified 
percentage for 
each type of 
good (ranging 
from 1 to 5% )

Lessor or licensor Lessee or 
licensee 
(other than 
public sector 
company)

Lease or licence granted 
or transfer of any right 
or interest any parking 
lot or toll plaza or mine 
or quarry for business 
use

2%

Seller Buyer, subject 
to exceptions

Sale of a motor vehicle 
(value exceeding INR 1 
million)

1%

Authorised dealer Person 
remitting 
amount out 
of India under 
LRS, subject to 
exceptions

Remittance out of 
India (for a purpose 
other than purchase 
of overseas tour 
programme package) 
under LRS of an amount 
equal to or exceeding 
INR 700,000 in a FY

• 0.5%, if
remittance for
educational
loan

• 5%, if other
remittances.

Seller Buyer Sale of overseas tour 
programme package

5%

Seller whose turnover from 
business exceeds INR 100 
million during last FY

Buyer, subject 
to exceptions

Sale of any goods (other 
than those mentioned 
above) (value exceeding 
INR 5 million in a FY), 
subject to exceptions 
such as import or export 
of goods

0.1% of excess 
consideration

B. Transactions liable to TCS

39		As	per	the	Finance	Act	2020
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C. Filing TDS/TCS returns
Deductor/payer to file the following quarterly TDS returns as may be applicable:

Form 24Q in 
respect of 
taxes withheld 
under section 
192/192A of the 
ITA within one/
two months 
from the end 
of the relevant 
quarter.

01 02 03 04 05 06
Form 26Q in 
respect of 
taxes withheld 
under section 
193 to 196D 
of the ITA, 
for resident 
deductee/
payee within 
one/two 
months from 
the end of 
the relevant 
quarter.

Form 27Q in 
respect of 
taxes withheld 
under section 
193 to 196D 
of the ITA, for 
non-resident 
deductee/
payee within 
one/two 
months from 
the end of 
the relevant 
quarter.

Form 26QB 
in respect of 
taxes withheld 
under section 
194-IA of the
ITA within 30
days from the
end of the
month in which
taxes were
withheld.

Form 26QC 
in respect of 
taxes withheld 
under section 
194-IB of the
ITA within 30
days from the
end of the
month in which
taxes were
withheld.

Form 26QD 
in respect of 
taxes withheld 
under section 
194-M of the
ITA within 30
days from the
end of the
month in which
taxes were
withheld.

 Collector to file quarterly TCS 
returns in Form 27EQ within 
15 days of the end of the 
relevant quarter (other than 
the quarter ending 31 March) 
and on or before 15 May for 
quarter ending 31 March.

D.  Issuance of TDS/TCS
certificates
 Deductor/payer to issue TDS
certificates in Form 16/16A
to each payee/deductee on
a quarterly basis, within 15
days from the due date for
furnishing the TDS returns as
specified above.

 Collector to issue TCS
certificate in Form 27D to
each collectee on a quarterly

basis, within 15 days from 
the due date for furnishing 
the TCS returns as specified 
above.

E.  Interest, penal, 
and prosecution
implications
 Non-compliance with any
of the TDS- and TCS-related
compliance obligations as
mentioned above, will attract
interest liability and/or penal
and prosecution implications
for Indian businesses as well
as their principal officers.
Principal Officer, in the
context of a company, is
any person connected with
the management of the
company.

 Interest at 1 percent and 
at 1.5 percent per month 
or part of a month on the 
amount of tax, may be 
charged from the deductor/
payer and its principal 
officer, for not doing TDS 
and not depositing TDS 
respectively, for the period of 
failure. Similarly, interest at 
1 percent per month or part 
of a month on the amount of 
tax, may be charged from the 
collector for not doing TCS or 
not depositing TCS made, for 
the period of failure.

 Additionally, a penalty at 100 
percent of the amount of tax 
not withheld/collected, may 
be levied on the deductor/
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payer or collector, as the 
case maybe, for not doing 
TDS/TCS. Such penalty can 
be imposed only by the Joint 
Commissioner of Income-tax.

 Deductor/payer/collector, 
as the case maybe, may be 
punishable with rigorous 
imprisonment (3 months 
to 7 years) and with fine, 
for not depositing TDS/TCS 
made with the government 
exchequer. In case of a 
company, the company is 
punished with fine and its 
principal officer(s) or every 
person who was in charge of 
and was responsible to the 
company for the conduct 
of its business, at the time 
the offence was committed, 

is proceeded against and 
punished accordingly. In 
this regard, the income-tax 
department issues a show 
cause notice to the company 
and the principal officer(s) 
as to why they should not 
be proceeded against. The 
company and the principal 
officer(s) may file a response 
to such notice – explaining 
the cause for delay. The 
principal officer can further 
explain as to how the 
offence was committed 
without his knowledge or 
that he had exercised all 
due diligence to prevent the 
commission of such offence 
or such offence cannot be 
attributed to any neglect 

on his part. Considering the 
response, if any, filed by the 
company and/or its principal 
officer(s), the income-tax 
department may conclude 
the prosecution proceedings.

 If TDS/TCS returns are not 
filed within the specified due 
dates as discussed above, a 
fee of INR 200 per day for the 
period of failure is charged 
from the deductor/payer/
collector, as the case may 
be, subject to the maximum 
of the amount of TDS/TCS.  
Additionally, penalty in the 
range of INR 10,000 to INR 
100,000 may be levied on the 
deductor/payer/collector, as 
the case may be.
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Annex 2

Challenges faced by taxpayer 
in claiming credit of TDS/TCS
 Per section 199 of the ITA, TDS 
deposited with the government 
treasury is treated as a payment 
of tax on behalf of the person 
from whose payment the TDS 
was made. Credit for such TDS 
is given for the assessment year 
for which the corresponding 
income is assessable to tax. 
Where income is assessable over 

a number of years, TDS credit is 
allowed across those years in the 
same proportion in which the 
income is assessable to tax.

TDS credit is granted on the 
basis of information relating to 
such TDS as furnished by the 
deductor40 /payer to the income-
tax department, and information 
in the return of income of the 
deductee/payee in respect of the 

claim for the credit. Any claim 
made by deductee/payee in its 
return of income, in excess of 
the amount of TDS as appearing 
in his/its Form 26AS, is rejected 
when the return is processed by 
the income-tax department.

On account of the above 
mechanism for allowing TDS 
credit, the following challenges 
are faced by businesses in India:

If deductor/payer does not do TDS or does not deposit the TDS made with the government treasury, the 
deductee/payee may not be able to claim credit of such TDS even if the corresponding income is offered to tax 
during that year. 

Further, the deductee/payee may not be able to claim credit of such TDS (as discussed above) in any subsequent 
year, even if the deductor/payer fulfils his/its TDS obligations in such subsequent year. This is because the 
corresponding income was offered to tax in the previous year(s) and it is not possible to revise return of income 
for previous year(s) after a specified time period.

Assuming that the deductee/payee offers his/its income to tax on cash basis and deductor/payer makes the 
payment in Year 2 but does TDS in Year 1 (on account of recording the transaction in his/its books of accounts). 
The deductee/payee may not be able to claim credit of such TDS in any year. This is because, in Year 1, the 
corresponding income is not offered to tax. And the details of such TDS would not appear in Form 26AS for Year 2.

1

2

3

40		Collector/	payee	in	case	of	TCS	
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• “Standardised Company”
is the most common
form of a limited liability
taxable company in the
economy.

• It started operations on 1
January 2017 in the largest
business city of the economy.

• It is owned entirely by five
natural persons, who are
residents in the economy.

• It produces and sells ceramic
flowerpots. It neither
participates in foreign trade
nor handles products subject
to a special tax regime.

• All the assets (2 plots of
land, 1 building, machinery,
office equipment, computers,
1 truck, 1 leased truck)
were purchased/leased
and all the workers, being
nationals, [4 managers (one
of whom is also the owner),
8 assistants, and 48 workers;
60 in total] were hired at the
time of incorporation of the
company.

• After one year of operations,
it has a start-up capital of 102
times income per capita.

• It does not qualify for
investment incentives or any
benefits apart from those
related to its age or size.

• It pays additional medical
insurance for employees
(not mandated by law) as an
additional benefit. There are
no additional salary additions
for meals, transportation,
education, or others.

• It pays fringe benefit tax
on fringe benefits such as
reimbursable business travel
and client entertainment
expenses.

• It has a turnover of 1,050
times income per capita.

• It makes a loss in the first
year of operation, i.e., in
2017 and earns a profit in the
second year of operation,
i.e., in 2018.  Its gross margin
(pre-tax) is 20 percent.

• It distributes 50 percent of its
net profits as dividends to the
owners at the end of second
year, i.e., on 31 December
2018.

• It sells one of its plots of land
at a profit at the beginning
of the second year, i.e., on 1
January 2018.

• The owner who is also a
manager spends 10 percent
of income per capita on
traveling for the company
(20 percent - purely private,
20 percent - for entertaining
customers, and 60 percent -
for business travel.

• All financial statement
variables are proportional to
2012 income per capita.

In India, such “Standardised 
Company” would be required to 
undertake certain prescribed tax 
compliances – refer Annex 4 for 
details.
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Model “Standardised 
Company” per World Bank’s 
Doing Business 2020
The World Bank’s Report on 
Doing Business 2020 uses a case 
scenario to measure the taxes 
and contributions paid by a 
standardised business and the 
complexity of an economy’s tax 
compliance system. This case 
scenario uses a set of financial 
statements and assumptions 
about the business, the taxes 
and contributions used, and 
the transactions made over the 
course of the given year. This 
scenario is consistently followed 
across all years. Some key 
assumptions are listed below:
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Annex 4

List of tax compliances to be undertaken by “Standardised Company” in India 

S No Tax Compliances Frequency 
(per year)

Mode of 
Compliance

Considered for 
“Paying Taxes” 
indicator42 

A. Direct Tax
1. Payment of advance income-tax43 4 Online Yes
2. TDS on: Online
2A Salary paid to employees under section 192 of 

the ITA44

On 
payment

Yes

2B Other payment(s) made to residents 
ITA contains specific provisions requiring 
withholding of taxes on payments of specified 
nature made to resident deductees/payees. 
The nature of income specified include interest, 
royalty, commission, fee for technical services, 
contract for undertaking work etc. The rate of 
tax withholding differs depending on the nature 
of payment and in certain cases depending on 
the legal status of deductee/payee.  There are 
also certain minimum thresholds below which 
no tax withholding is required to be done45

On 
payment 
or credit 
in books, 
whichever 
is earlier

No

3 Filing of TDS return(s)46: 4 Electronically
3A Form 24Q Yes
3B Form 26Q No

41  Applying the case study scenario to India:
• It is set up as a domestic company with registered office in Delhi/ Mumbai on 1 January 2017.
• It is owned entirely by 5 Indian resident individuals.
• Income per capita of India in 2012 was USD 1,480 (~INR 81,178; converted at the conversion rate of USD 1 = INR 54.85 as on 31

December 2012)*
• Its start-up capital, after one year of operations, is INR 82,80,156 (i.e. 102 times income per capita).
• Its turnover is INR 8,52,36,900 (ie 1,050 times income per capita).
• Its gross profit in the second year of operation, ie in 2018, is INR 1,42,06,150.
• No fringe benefit tax is payable in India.

*  Source: https://data.worldbank.org/indicator/NY.GNP.PCAP.CD?locations=IN
42  Methodology for Doing Business - Paying Taxes (https://www.doingbusiness.org/en/methodology/paying-taxes)
43   If income-tax liability (net of withholding tax credit) for the FY exceeds INR 10,000, income-tax is payable in advance in four

quarterly instalments
44  Refer Annex 1 for details
45  Refer Annex 1 for details
46  Refer Annex 1 for details
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47  Refer Annex 1 for details
48  Statement giving value of perquisites provided by employer on an annual basis
49  It is an unique identification number assigned to all taxpayers in India
50  It is required to be obtained by all persons who are responsible for deducting or collecting taxes
51  It is not a recurring requirement; it is a one-time requirement
52    This compliance is considered for the indicator 'Starting a business', and not 'Paying taxes'
53   As per section 115JB of the ITA, all companies are required to pay a minimum corporate tax of an amount equal to the higher of the 

following:
• Normal tax liability calculated as per the normal provisions of the ITA; or
• Minimum alternate tax liability calculated at 15% (plus applicable cess and surcharge) on book profits

54   The report states 141 hours for payment of GST, therefore it can be inferred that all the indirect compliances (including monthly, 
yearly compliances, and documentation requirement) have broadly been factored in

55    It is a unique identification number assigned to all indirect taxpayers in India. It is required to be obtained by all persons who are 
liable to pay tax under GST Law and are supplying goods and services

56  This compliance is considered for the indicator 'Starting a business', and not 'Paying taxes'

S No Tax Compliances Frequency 
(per year)

Mode of 
Compliance

Considered for 
“Paying Taxes” 
indicator42 

4 Issuing TDS certificate(s) as proof of deduction to 
deductee(s)47

Online No

4A Form 16 and Form 12BA48 1
4B Form 16A 4
5 Filing corporate tax return (i.e., ITR6) 1 Online Yes
6 Obtaining PAN49 and Tax Deduction and 

Collection Account Number50

151 Online No52

7 Maintenance of specified books of account and 
other documents to enable computation of total 
income in accordance with the provisions of ITA

- - Yes

8 Tax audit of books of accounts 1 Online Yes
9 Obtaining a report from a Chartered Accountant 

certifying that book profits have been computed 
in accordance with section 115JB of ITA53

1 Online Yes

B. Indirect Tax54

11 Obtaining GST Registration55 1 Online No56

12 Issuing the following documents for movement 
of goods:
• E-way bill for goods meant for sale, and
• Delivery challan for goods other than meant

for sale

On 
movement 
of goods

Electronically Yes

13 Filing summary of tax payable in Form GSTR 3B 
and payment of tax on monthly basis

12 Online Yes

14 Filing details of outward supplies in FORM GSTR 
1 and preparing reconciliation of vendor invoices 
with declaration filed by such vendors on GST 
portal, on monthly basis

12 Online Yes

15 Filing of Annual Return in GSTR 9 1 Online Yes
16 Filing of Audit Report 1 Online Yes
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Annex 5

Topic Score and Topic Rank (out of 190 countries) on Component Indicators of the “Paying Taxes” 
indicator for India, Canada, and Australia

Component Indicators India Australia Canada
Score Rank Score Rank Score Rank

A. Payments (number per year) 11 11 8
Corporate income tax 1 1 1
Social security contributions 1 - 1
Dividend tax 1 - -
Employee’s state insurance contribution 1 1 1
Property tax 1 1 1
GST on insurance premium 057 1 1
Employer paid - Profession Tax Enrolment 158 - -
Labour welfare fund 2 - -
Vehicle tax (pollution tax) 1 1 -
Health and education cess 059 - -
Income surcharge 060 - -
Inter-state GST 061 - -
Employee paid - Profession Tax Registration 162 - -
Employee paid - Social security contributions 063 - -
Central GST 1 1 1
Fuel tax 1 1 1
State GST 064 - -
Tax on interest 0 - -
Superannuation guarantee - 1 -

57  Where two or more taxes or contributions are filed for and paid jointly using the same form, each of the joint payment is counted 
only once

58  This tax or contribution is payable only in Mumbai, and not in Delhi
59  Where two or more taxes or contributions are filed for and paid jointly using the same form, each of the joint payment is counted 

only once
60  Where two or more taxes or contributions are filed for and paid jointly using the same form, each of the joint payment is counted 

only once
61  Where two or more taxes or contributions are filed for and paid jointly using the same form, each of the joint payment is counted 

only once
62  This tax or contribution is payable only in Mumbai, and not in Delhi
63  Where two or more taxes or contributions are filed for and paid jointly using the same form, each of the joint payment is counted 

only once
64  Where two or more taxes or contributions are filed for and paid jointly using the same form, each of the joint payment is counted 

only once
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Component Indicators India Australia Canada
Payroll tax - 1 1
Fringe benefits tax - 1 -
Land tax - 1 -
Corporation tax - - -
Real Estate Transfer Tax - - -
Unemployment tax (State) - - -
Employer paid - Metropolitan commuter transportation 
mobility tax

- - -

Unemployment tax (federal) - - -
State sales and use tax of lease truck - - -
Los Angeles City Business Tax - - -
B. Time (hours per year) 252 105 131
Corporate income tax 25 37 45
Value added or sales tax 141 50 50
Labour taxes (payroll taxes and social contributions) 8665 18 36
C. Total tax and contribution rate66 (% of profit) 49.7 47.4 24.5
Corporate income tax 21.63 26.08 8.03
Social contributions and labour taxes paid by employer 20.21 19.99 12.69
Property taxes 1.32 0.1 3.71
Turnover taxes 0 0 0
Other taxes 6.56 1.2 0.08
D. Post-filing index (0-100) 49.3 95.3 73.2
Time to comply with VAT refund 067 91 85
Time to obtain VAT refund 068 90.8 79.1
Time to comply with a corporate income tax correction 97.2 99.5 75.2
Time to complete a corporate income tax correction 100 100 53.6
Score (0-100) and Rank (1-190) of “Paying Taxes” 
indicator

67.6 115 85.7 28 88.1 19

65 Simple average of number of hours per year spent in Mumbai (88 hours) and Delhi (84 hours)
66 The total tax and contribution rate measures the amount of taxes and mandatory contributions borne by the business, expressed 

as a share of commercial profit. The total amount of taxes and contributions borne is the sum of all the different taxes and 
contributions payable after accounting for allowable deductions and exemptions. The taxes withheld or collected by the company 
and remitted to the tax authorities but not borne by the company are excluded. Fuel taxes are no longer included in the total 
tax and contribution rate because of the difficulty of computing these taxes in a consistent way for all economies covered. 
Contribution rate = actual tax or contribution payable / commercial profit. Commercial profit is net profit before all taxes and 
contributions borne. In its computation, taxes borne by the company are not deductible. Commercial profit is computed as sales 
minus cost of goods sold, minus gross salaries, minus administrative expenses, minus other expenses, minus provisions, plus 
capital gains (from the property sale) minus interest expense, plus interest income and minus commercial depreciation

67 GST law prescribes refund mechanism only in the case of exports, inverted duty structure, and erroneous payment of taxes. 
There is no refund process for accumulated credit. However, GST law does provide for availing and utilization of accumulated 
credit as input tax credit for payment of tax due on outward supplies

68 GST law prescribes refund mechanism only in the case of exports, inverted duty structure, and erroneous payment of taxes. 
There is no refund process for accumulated credit. However, GST law does provide for availing and utilization of accumulated 
credit as input tax credit for payment of tax due on outward supplies
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About Tax Policy Group
Tax policy, globally and in India, 
is evolving rapidly. Globalisation 
and digitisation has brought 
unprecedented change and 
governments have cooperated 
internationally on new tax rules 
and a thrust for transparency in 
tax matters.

Deloitte has contributed to 
global and domestic initiatives. It 
engages with international and 
country tax organisations and 
authorities and responds to their 
requests for submissions.
It continues to keep clients 

informed of these changes and 
develops technology tools to 
assist them analyse the impact 
and comply with them.

The Tax Policy Group brings 
together the knowledge and 
experience of Deloitte tax 
professionals and subject matter 
experts around the country in 
the critical area of Indian tax 
policy. Its mission is to enhance 
dialogue among tax professionals, 
industry leaders, academia, and 
government.

Tax Incentives for 
Savings - Adjusting 

for Changes in 
Work-life

Advance Rulings in 
India – Delivering 

Greater Tax 
Certainty

Reducing income tax 
disputes in India - A 

way forward

Indian Advance 
Pricing Agreement 

Programme - 
Evaluation and Way 

Forward

Authority for 
Advance Rulings in 
Indirect Taxes – A 
Critical Analysis

Minimum Alternate 
Tax on Companies – 
Challenges and Way 

Forward

Deloitte India has released the following policy papers:
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