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The Budget Session of the Parliament will begin on January 29, 2018 
and the Union-Budget shall be presented on February 1, 2018. It 
shall be the last full budget of the NDA Government, as the budget 
for next year shall be an interim budget1. The Govt. is likely to 
announce big sops for the individuals to instill positive sentiments in 
the people and may also propose amendments to existing provisions 
to end the litigations even on trivial issues. 

Every year we compile a list of our expectations from the Union 
Budget. Our expectations are different from our wish lists. We identify 
the yawning gaps in existing statute that have been brought to the 
fore due to Court Rulings, change in circumstances or difficulties 
being faced by the taxpayers. It is to our credit that many of our 
predictions have come to fruition in earlier Union Budgets. Our 
expectations for the current year from the Union Budget, 2018 are 
listed below.

Tax Slabs need to be revised
1. From the past 4 financial years, basic exemption limit has remained 
static, i.e., ` 2.50 Lakhs. This year Govt. should increase the threshold 
limit to minimum of ` 3 Lakhs.

Increase in threshold limit of section 80C
2. Section 80C is one of the most talked about provisions of the 
Income-tax Act. It allows a deduction of up to ` 1,50,000 for making 
investment in life insurance policy, repayment of housing loan, PPF, 
children’s education expenses, so on and so forth. Since the threshold 
limit under this Section is just ` 1,50,000, very little scope is left 
for the taxpayers to make further investment. Consequently, various 
investment schemes have been losing their sheen. It is recommended 
that maximum deduction under section 80C should be increased to 
` 2,50,000.
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Uniformity in reduction in tax rates 
3. The Finance Act, 2015 had recommended 
to reduce the corporate tax rate from 30% 
to 25% over the next 4 years by phasing 
out exemptions and deductions in the Act. 
In the Budget 2017, corporate tax rate was 
reduced to 25% for companies whose gross 
receipts in the previous year 2015-16 were 
not more than ` 50 crores.

It is recommended that Govt. should extend 
the benefit of reduced tax rate to other 
business entities, i.e., the partnership firms 
and LLPs. Further, to claim reduced rate of 
tax, the threshold limit of turnover in the 
financial year 2015-16 should be changed 
to immediately preceding previous year for 
which audited financials are available.

LTA for foreign travel
4. An employee is entitled to claim exemption 
for the leave travel allowance granted to him 
by his employer for the purpose of going 
on a vacation anywhere within India. This 
exemption is still allowed only for vacations 
within India. This provision may help to 
promote Indian Tourism but it is not in pari-
materia with current scenario as travelling to 
some overseas destinations is cheaper than 
visiting tourist destinations in India.Therefore, 
it is recommended that the exemption should 
be allowed for both Indian destinations and 
foreign travel.

Validity of Income Computation and 
Disclosure Standards (ICDS)
5. In the case of Chamber of Tax Consultants 
v. Union of India [2017] 87 taxmann.com 
92, the Delhi High Court provided relief to 
taxpayers at large by striking down certain 
provisions of ICDS that were overriding and 
binding judicial precedents or provisions of 
Income-tax Act or Rules framed thereunder.

It is expected that the forthcoming Union 
Budget will bring suitable amendments under 

the Income-tax Act, 1961 by including the 
requirements of ICDS within the Act.

Allow more time to buy new house for 
section 54 or 54F exemptions
6. Sections 54 and 54F allows very little time 
to the taxpayers to invest in a new house. 
It allows 1 year before or 2 years after the 
date of transfer of old property in case a new 
property is to be purchased and 3 years if 
new property is to be constructed.

Generally, for big project or township, the 
developers take minimum 5 years before 
handing over the possession of the property 
to the buyers. In that case, if a buyer gets 
the possession of new house after 3 years, 
he is not allowed to claim section 54/54F 
exemption.Therefore, suitable amendment is 
needed to allow section 54/54F exemptions 
to genuine taxpayers who invest in a project 
developed by a builder registered under 
RERA. Either the time limit to invest in new 
house should be increased to at least 5 years 
or a clarification should be issued that the 
taxpayer shall be allowed deduction for all 
investment made within the given time limit 
even if the purchase or construction is not 
yet completed in that stipulated time limit.

The time limit for construction or purchase 
of a house property for deduction of interest 
on housing loan has also been increased 
from three years to five years by the Finance 
Act, 2016. Therefore, it becomes necessary 
to increase the time limit under sections 54 
and 54F.

Outdated limits for salaried employees 
need revision
7. There are several allowances which are 
exempt from tax up to certain threshold 
limits. These threshold limits are too meagre 
in today’s scenario as they have not been 
revised with the time, inter-alia, Children-
Education Allowance is exempt up to ` 100 
per month, hostel expenditure is exempt up 
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to ` 300 per month, etc. It is the urgent need 
of the hour that Govt. should increase the 
threshold limits of various allowances.

Reintroduce Standard Deduction for 
salaried employees 
8. Till financial year 2004-05, an additional 
deduction, i.e., standard deduction, was 
available explicitly against salary income. It 
was withdrawn from assessment year 2006-07.
There are various expenses that an employee 
incurs during the course of his employment 
for which no deduction is available to him, 
whereas a taxpayer carrying on a business can 
claim deductions for the similar expenses. For 
example an employee using his personal car 
for commuting between office and house gets 
no deduction for the running & maintenance 
expenses of the car.

As per return filing statistics, maximum 
number of returns have been filed in Form 
ITR 1, which is generally used by salaried 
class people and pensioners to file their 
annual returns of income. Salaried employees 
are always considered as one of the main 
contributors towards direct tax collections. 
Govt. should allow some additional benefits 
to the salaried employees by reintroducing 
the standard deductions type of provisions.

Disallowance under section 14A should 
be reconsidered 
9. Section 14A has always been haunting 
the taxpayers with the risk of disallowance 
or inevitable ligations. Some controversies 
are resolved by CBDT by amending Act or 
issuing circulars, while some are still persisting 
which require serious attention.

It is recommended that Section 14A disallowance 
should be restricted to the amount of exempt 
income earned during the financial year. Further, 
no disallowance should be made for earning 
dividend income, as it is already taxed at the 
rate of 20.357%. Any further disallowance would 
be perverse and unreasonable for the investors.

In Hoshang D. Nanavati v. ACIT [2012] 25 
taxmann.com 141 (Mum.-Trib.), it was held 
that the disallowance under section 14A 
cannot indeed cover depreciation in as-
much-as what is disallowed under section 
14A is only expenditure and not allowance. 
Depreciation is in the nature of allowance 
and, therefore, it cannot be the subject 
matter of disallowance of an expense under  
section 14A. One can expect an amendment 
to section 14A plugging in this gap by 
overcoming the above judicial precedents.

HRA -Add more cities under 
metropolitan’s umbrella
10. An employee can claim exemptions for 
HRA if he pays rent for his residential 
accommodation. As of now, higher deductions 
are allowed if employee is living in any of the 
four big metropolitan cities, i.e., Mumbai, Delhi, 
Kolkata and Chennai. Currently, the rental 
charges for a house in cities like Bengaluru 
or Hyderabad is equal to or higher than what 
a tenant in Delhi or Kolkata has to pay for 
an equivalent house. Many Indian cities have 
developed employment opportunities in last 
two decades and, accordingly, rental charges 
have also increased manifold. Therefore, 
there is an urgent need of inclusion of many 
other cities in this category like Bengaluru, 
Hyderabad, Pune, Ahmedabad, Jaipur, Noida, 
Gurugram, etc.

Deposit in Capital Gain Scheme should 
not exceed the due date for filing of 
return 
11. The provisions of section 54(2) stipulate 
that the amount of the capital gain which 
is not utilised by the assessee towards the 
purchase or construction of the new house 
before the date of furnishing the return of 
income under section 139, shall be deposited 
by him in capital gain account scheme. 
section 54F(4) also provides exemption on 
similar lines.
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Judicial authorities have held that for the 
purpose of section 54/54F due date for 
furnishing of return of income, as provided 
under Section 139(1), is subject to extended 
period as provided under section 139(4). 
However, as the issue is not free from doubt 
and is likely to occur every now and then, 
it is recommended that a specific date be 
mentioned in sections 54 and 54F so that 
this type of uncertainty does not prevail.

Section 139(4) does not deem an extension 
of due date specified under section 139(1) in 
case of carry forward of unclaimed losses. 
Allowing additional time would be a nagging 
pain for the department. Timely compliance 
by the taxpayer should be put into practice. 
It can be achieved if no extended time is 
allowed for depositing the unutilized capital 
gains in the capital gain account scheme.

Carry forward of excess application of 
funds by charitable trust 
12. We have witnessed plethora of judgments 
on the issue, whether a trust can carry forward 
the deficit, i.e., excess application of funds?

Excess application of funds over and above 
income of trust can arise only when funds are 
applied from the corpus of the trust, accumulated 
funds, borrowing from the creditors. When 
funds are applied from borrowed funds the 
same can be treated as application of funds in 
the year in which such loan/sundry creditors 
are re-paid from the income of the trust. 
However, when amount is applied from the 
corpus fund or accumulated fund the same 
cannot be treated as application of funds 
under section 11, because such funds have 
already been exempted from the income of 
trust in the year in which they are received 
or are set aside. 

Thus, it is clear that trust cannot carry forward 
excess application of funds. It is suggested 
that some clarity should be brought on this 
issue by the Union Budget 2018.

Powers of CIT to reject trust’s 
registration should be defined clearly 
13. The powers of the Commissioner of 
Income-tax (CIT) to reject an application for 
registration under section 12AA is always a 
matter of controversy. The Courts of Law 
have consistently been holding that the CIT 
cannot go beyond assessing the genuineness 
of the organization. The purpose of provisions 
of section 12AA is to ensure that a genuine 
charitable or religious organization is granted 
registration without getting into the various 
details pertaining to type of activity or 
existence of any commercial or conflict of 
interest activity, etc. However, we continue 
to witness plethora of arbitrary rejections 
under section 12AA where CITs exceed their 
mandate of section 12AA.

Therefore, it is suggested that a proviso may 
be added to section 12AA regarding the scope 
and limitations of the powers of the CIT.

Credit of foreign taxes should be 
deducted while calculating TDS under 
section 192 
14. Under the current tax regime, there is 
no provision in the Income-tax Act, enabling 
the employer to consider admissible treaty 
benefits (e.g., credits for taxes paid in another 
country) while calculating TDS under Section 
192 of the Act from salary income. Since 
the credit is otherwise admissible in terms 
of section 90/91 of the Act, a suitable 
amendment may be incorporated in Section 
192 of the Act providing for the employer 
to consider credit of such tax paid at the 
time of deducting taxes.

Increase in limit of medical 
reimbursements
15. Reimbursement of medical expenses 
obtained by an employee from the employer 
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