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Expectations of India Inc. from
the New Union Government
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utcome of zeneral elections

2014 which created unprec-

edented hype and media at-
tention globally is expected shortly.
Mol only the masses but also the cor
porates have euphoria of hopes and
expectations from the new govern:
ment.

India was saddled with problems
bigstagflation, policy inertia resulting
in low capacity utilization and low
productivity. Global melt down added
woes to the Indian economy and a
sharp volatility and depreciation was
observed in Indian currency, foreign
trace, balance of payment, ote,

The people  expect  the new
Covernment o be transparent,
corruption-  free and  development
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ariented. Therefore, it would become
fulerum  tor  attract  investment
including FI)I. 1ehas no option but to
take expeditious actions on precarious
state of economy where, onone hand,
large numbers of projects are lying
stalled and on the other hand there
are shortage of electricity, coal, raw
material, etc. for our industry. This
has increased our dependency un
import alarmingly.

We must understand limitations of
the present government. Even if the
NDA comes with majority they will
remain in minority in RajyaSabha till
at least next election of RajyaSabha,
which practically means almost twa
vears, It implies that action has to be
done within the existing legislative
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If the economy

has to be restored,
back on the track
of growth, issues of
unemployment and
inflation are to be
tackled
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framework, Fear of POOT  MONSoon
may fuel inflation and swill be an
obstacle even if BB wants o lower
the interest rates. Similarly ever going
deficit will afford hardly anv avenues
in providing relief in taxation, As a
matter of fact, cilizens have to be read ¥
forincreased costs interms of reduclion
ar rationalization of subsidies or
impaosition  of  additional tax  on
luxuries, But the deep consolation,

solace and  satisfaction would  be.

Transparent, Accountableand Decisive
Government. Discussing policies and
solutions may nob be enough unless
these are discussed thoroughly and are
implemented diligently. It will be the
burdened duty of new government to
ensure that Parliament functions and
sessions are not washed out,

If the economy has 1o be restored,
back on the track of growth, jssues of
unemployment and inflation are to be
tackled; the fellowing key jssues are to
be addressed immediately and are the
legitimate expectations of India Ine
from new Union Governmenl,

Revival of Manufacturing
Sector

India’s manufacturing sector s
shrinking and the Government needs
a roadmap Lo revive this very crucial
sector of the cconomy, [t is not feasible
teexpect Indian  manufacturing
companies b compete wilh the rest of
the world with their hands tied. India’s
share of global manufacturing stands
at little over 2 percent,

The  povernment is expected o
adopt 4 multi- pronged approach
revolutionizing regulatory regime in
manutacturing sector by expediting
approyals, and reviewing regulations
related Yo land acquisition, mining,
environtental clearance and
documentation. There | are large
number of Industrial Acts which can
be re-codilied and unified into a single
Code which will eliminate multiple
and often contradictory definitions,
For esample, “factory”, “wages”

have been defined in different Acts

in different manner. No doubt the
law has to meet the legitimate
expectations of working force but
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it should nob create bottlenecks
for the industry. Present industry
is manned by highly skilled and
educated work force as most of
the jobs pertaining o unskilled
labor has been mechanized and
aulomated, Thisclass has differcnt
aspirations and requires different
tvpes of protections, Therefore il
is expected that the Industrial law
will be realigned and re-written
giving full focus on compulerized
compliance,  clarity,  pratection
eotpled with accountability.
Covernment  mav  come  out
with a moratorium for twao vears
for compliance of technical issues
and  outdated  laws,  pending
coditication as sugeested above,

Decentralization of more
powers to State
The large number of matters

which are impeding the cconomic
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growth falls in the concurrent list
and there is no policy framework
avatlable, Article 254 of the Constitution
provides that central gevernment can
delegate powers to the State to make
the requisite laws. If these matters
are delegated to the siates, then the
states will be able b0 make their own
legislations and present state of total
inertia will be evaporated, Thus if any
state wants 1o go agaressive inoany
development model, they should be
allowed to do so, instead of waiting for
a central legislation which is difficult
Lo pass keeping in view the multiple
polar politics between central and state
governments. Some of the illustrative
itemis which central government can
give to slale are education, agriculiural
marketing, industrial dispute,
warehousing,  labour, warghousing
and health,

This model can be further advanced
if allocation fo states is made from
centre on the basiz of achievement of
mutual accepted oulcomes,
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Accelerating SME (Small
and Medium Enterprises)
Sector

SMEs are widely distributed across
the country and producing a diverse
range of products b meet not only
the needs of the tocal markets, but
also of the global market. Cotlage and
traditional sector have alwavs been a
forcign exchange earner. OF late, SME
has seen a sharp decline because of
variousreasonssuchasnon-availability
af skilled labor, relocation of industry
because of various  environmental
laws, high interest rates, etc. Cheap
and  unrestricked  import from
neighbaoring countries is also atfecting
local entreprensurship. [ some cases
it has been observed thal industry has
put up manufacturing units in the
neighbaring countrics o take benefit
of local conditions such as cheap labor,
cheap electricity and non- interference
from inspector- raaz and from there



r

L@Cl Eustry_lnsigﬂts

manufactured  goods  are  being
imported into India, This has resulted
in flight of scarce Indian capital and is
adding to the Indian import bill. On
other hand, it is contributing in growth
and development of other countries
and c¢reating a competing super-
economic power. New government
has to make a roadmap as how
they can compete with the benefits
offered by the neighboring countries
resulting into production of goods at
lower cosl, !

The government needs to strengthen
theSMEsectorunitsthrough promotion
of quality competitiveness  and
research and development, Presently,
even a 551 has to comply more than 35
Factories Act and Indusirial law which
are major hurdles in development
of SME sector, These again have to
be re-codified to avoid delays and
bureaucratic interference, Most of the
provisions of the Act are applicable if
numbers of emplovees are more than
ten/twenty. This should be increased
minimum to fifty, keeping in view the
change in level of education, skills and
bargaining power of work force.

SME are suffering because of
multiple  taxation  resulting  into
multiple  compliance. SME  having
turnover below -a  prescribed  limit
say 200 Jacs should be subjected to a
single tax based on turnover which
should take care of income, sales tax,
VAT, excise, ete. this single tax can be
apportioned bebween state and central
govermments. But the SME sector
would be required to file a single tax
return, Ib is expected that the new
government will engage in some out-
of -box thinking and will come out
with radical plans to revitalize the
'SME sector,

Rationalization of Taxation

UPA government introduced DTC
(Direct Tax Code) promising panacea
and solutions 1o all vexed issues of
taxation. Government is looking for
increased revenue o meet out ks
commitment and fund its all gallaping

expenditureincludingsubsidy, interest

and defence outlays. Therefore, il is
essential lo plug loopholes, incroase
coverage and find out new avenues in
any laxation policy, But any overdose
of taxation is counter- productive. It
increases incentive for evasion and
leaves fewer amounts for household
and industry development,  More
than the rate of tax nan- clarity about
many exemptions and applications
of provisions irritates the honest
taxpayers,

Increase in basic exemption

Basic exemption limit be increased
o Bs. 3.5 lacs. Aggregate amount for
deductions in savings be increased to
Rs. 1.5 lacs, Thersfore, upto income of
Ks. 5 lacs should be tax free. Hevand
that rate should be reasonable as
provided i the new DTCA large
number of exemptions and deductons
be unified and re-codified.

Rationale for Transaction Tax

World over economists are of
the same opinion that anv tax on
transactions  distort  the market
equilibrium  and  price discovery
mechanism  and  therefore,  should
be avoided. More so ina developing
ceonomy where markets are imperfect,
unorganized and  major  turnover
occurs outside the official markee,
Therefore, anv tax on transactions be
it mandi fax, APMC tax, securities
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transaction tax (STT) or commuodity
transaction tax (CTT), be avoided,

STT  (Securities  Transaction
Tax) v/s Long term Capital Gains
exemption

The concept of exemption of long
term capital gains itself require a
re-examinabionSTT and Long term
capital gains exemption cannot be
lraded off. Moreover, i s feared thal
long term capital gain exemption
has benefitted only promoters or the
large financial institutions at the cost
of small and marginal plavers who
hardly made any gains but kept on
paving 5TT.

Should Dividends be taxed?

DOT was introduced as it was
difficult o tax dividend in the hands
of millions of investors, cost of
administration was high, there was
TDS on dividend bevond a limit and
reconciliation was also a problem.
Further there was double laxation
of dividend in case of corporate
shareholder,

However, there are unintended
consequences of DOT wherein a small
investor is subsidizing a big investor:
DDT seems government' scontrilwtion
to promoters since the tax is paid by
companies as the dividend comes tas-
free to promoters.

Further, insertion of Rule 8D
("Method for determining amount of



expenditure in relation to income not
includible in total income”)in Section
144 of Income Taxwhich provides
for, provides for disallowance of not
only direct expenditure incurred for
earning the exempt income but also
for disallowance of proportionate
indirect expenditure & that of (.5% of
the average value of myvestiment,

This is causing lot of litigation as
well a5 undair realment o an investor
as the tax paid by company on its
income and dividend distribution fax
gous [roin the pocket of investors only,
thus, putting another  disallowance
and that at the rate of 0.3% of the
average investment value leads to 3
fimes taxation on the same inconw,

I is, therefore, suggested that the
section should be suitably amended
or CBOT should clarity that 5 T4A
should not be invoked where income is
received by the assessee after pavment
of tax under the Income-tax-Act,

Scope for Volunlary Disclosare:

Any voluntary  disclosure scheme
attracts differentopinions. It goes
against the honest  taxpavers, yet
keeping in view the vast amount of
black money generated in the last
decade, there seems to be no other
option. Any scheme in this direction
has to be carefully drafied where it
does net seem giving incentives lo the
dishonest tax payers. Money should
be collected separately and be utilized
in specialized projects,

Government should come out with
an effective policy which can unearth
black- monev and further generation
of black money can be climinated. In
the past, many schemies with different
models were floated. However, govern-
mehtymay come out with a scheme simi-
lar to the Special Bearer Bonds scheme
where collected funds can be invested in
niega infrastructural projects.

Pro- active Tax Provisions

lo attract foreign investars, it is of
the essence for the new leadership to
focus on renegotiate certain tax treaties,
stabilization of tax policies, doing

away with retrospective axation,
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If tax measures advocated by the
industry bodies are endorsed by the
government such as introduction af
GST, reducing the corporate tax rate
to 200 and apply it dn consolidated
GAAP profits from Indian operations,
tax dividend income and capital
sains at marginal tax rate, il will go
a long wav in augmenting tt';rl‘r'r.fﬂ‘l
in industrial output and increased

investment by the foreign players,

Foreign Investments .
We recognize that India is a capital
scarce cconomy whichneeds FDLin key
sectors vie, multi- brand retail, defence;
and hanking, To see the importance of
FIN i a promising economy, India
needs only fo look too rival China,
where foreign  manufacturers  have
helped to create huge economics of
seale and  transterred —sometimes
unwillingly —enoimnous expertise.

OIf late there has been bowt of reform
and tiberalisation measures done to
revive investors” condidence and flow
of foreign funds to India Inc, { here is
st room for a lot more.

For instance, govermment can maove
to a regime of free pricing for transfer
of shares bebween resident and non-
resident Le. the buver and seller should
be free to decide the transaction price.
Then, there shouldn't be any need

to oblain approval from the RBI in
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cases where deferred consideration
is received from foreign acquirer of
shires of Indian company,

Most importantly, giving national
treatment o foreign owned companies,
and more importantly a stable policy
regime isessential loattract conbinuous

flows of investments.

E-Governance

E-Governance, endowed with brans-
parency, expediency  and  account-
abilitv, can be a lethal weapon Lo rile

ot

spest problem of the country, ie

corruption. Many studies suggest that
clectronic delivery of services (e,
submitlting internel applications and
tax returns for compuler processing)
can reduce corruption by reducing in-
teractions with officials, speeding up
decisions, and reducing human errors,
E-government can lead to centralizes
data which can be used for improving
audit and analyvsis,

As  taxpavers  are  important
partners  in generating  revenues
for national endeavors, the honest
taxpayers should be awarded in
recognition of having met national
responsibility. They can be provided
a tax-compliance certificate to a
firm to help it build an image; and
requiting tax certificates to renew

some lypes of licenses.

All the three limbs of government:

New Government F¥j
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Legislature, executive and judiciary
need to kick start the code of conduct
and the watch dog agencies, With (e
huge groundswoell of Preebilic - amger,
civil societies and social movements
life,
aclive and responsible participation

have abready come 1o roTe
of the government is anticipated.
Accountability and transparency must

be generated by the combination of

political will from the top and public

pressure at the base,

Conclusion

Although, path  of lhe new

government is very  difficult due
to accumulated budgetary deficit,
poor expected monzoon, not having
majority in Rajya Sabha, Yet weex pect

the government to make a paradigm

shitt in reviving growth, brine
stable and predictable policies

the
accountability and sensitivity, Th

more important transpare
tactors alone will bring confidence
the people and all other stakehold,
which are catalyst to the growth
the country. Expectations of India Ir
may not be fulfilled overnight but w
begun would be half- done,
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Dr Naresh Maheshwari, FCA, FCS, FISA, doctorate in options trading, is
Chairman of Farsight Group, a well known broking house of India Heisa prolific
commentator on matters pertaining to Capital Market, Invéstors Protection and
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