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Glossary

AIF

AOP

BOI

CAT

CBDT

FA2021

FB2021

FMV

FY21

GST

IND-AS

IDF

IFC

ITA

NBFC

PF

S.

SWF

u/s.

VAT

WDV

Alternate Investment Fund

Association of Person

Body of Individual

Category

Central Board of Direct Taxes

Finance Act, 2021

Finance Bill, 2021 

Fair Market Value

Financial Year ending March, 2021

Goods And Services Tax

Indian Accounting Standard

Infrastructure Debt Fund

International Finance Corporation

Income Tax Act, 1961

Non Banking Finance Company 

Pension Fund

Section

Sovereign Wealth Fund

Under section

Value Added Tax

Written Down Value

Abbreviation Full Form
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Finance Act 2021 - Timeline

The Finance Act 2021 becomes applicable for the Fiscal Year commencing 1 April 2021, except for select provisions which 
becomes applicable as per their respective notified dates.

01
Introduced by 

Finance Minister in 
Lok Sabha 

(1 Feb 2021)

02
Approved in Lok 

Sabha (Lower 
House) on 23 March 

2021 with select 
Amendments

03
Approved by Raj 

Sabha (Upper House 
of Parliament) on 24 

March 2021

04
Finance Bill 2021 
has received the 

President’s assent 
on 28 March 2021 
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Goodwill - Adjustment
to the Asset Block

* Retroactive Amendment applicable from FY21

Proposal to amend S. 2(11) of the ITA to exclude goodwill from the ‘block of assets’.

Proposal to amend S. 32(ii) of the ITA to provide that ‘goodwill of a business or profession’ 
shall not be eligible for tax depreciation.

Proposal to amend S. 50 of the ITA vide a proviso to classify income from sale of goodwill 
already forming part of the block as on 31st March, 2020, as ‘short term capital gains’ 
taxable @ 30%.

Proposal to amend  S. 55 of the ITA to provide a mechanism (to be laid down by CBDT) for 
determining the ‘cost of acquisition’ of goodwill forming part of block of assets for the 
purpose of computing capital gains

FB2021
Proposal*

Amendments -
FA2021*

In addition to the amendments proposed by the FB2021 and to address  the ambiguity, the 
FA2021 has also made amendments to S. 43(6)(c) of the ITA to provide:

WDV of the block of assets shall be reduced by the Actual Cost of goodwill forming part of 
the block;

‘Actual cost’ of goodwill to be reduced by the tax depreciation actually claimed on good-
will till 31st March, 2020, as if such goodwill is the only asset;

The amount to be reduced from the block shall be restricted to the WDV of such goodwill 
assuming it to be the only asset in the block.

Ambiguity - FB2021
Proposal

While the proposed amendments (being effective retroactively from FY21) resulted in a 
blanket prohibition on claiming depreciation on goodwill (whether self generated or 
acquired), there was a lack of clarity as to how one would adjust the WDV of the block of 
assets as on 31st March, 2020 which encompasses such goodwill to ensure that no                
depreciation on goodwill is charged during FY21.

The above ambiguity around computation of goodwill was further compounded by the fact 
that current provisions of the ITA allow adjustments to the ‘block of assets’ only in specific 
situations such as purchase/sale of assets, adjustments on account of fluctuations in forex 
etc.

RBSA View
The amendments prohibit claim of depreciation on ‘Goodwill’, however there could be scenarios wherein 
intangibles in the form of customer contracts, employee know-how, right to exploit assets for commercial 
purposes etc. are not separately identified but are culminated under ‘Goodwill’ for the purpose of asset block.

The current accounting principles under IND-AS facilitate recognition of intangible assets other than Goodwill 
provided cost of such assets can be measured and there is flow of future economic benefits from such assets to 
the business.

It may be worthwhile exploring the segmentation between Goodwill and other intangible Assets while 
determining the WDV Adjustment of the actual cost of Goodwill.



06Finance Bill 2021 to Finance Act, 2021 – Key Amendments impacting M&A

Slump Sale - To be
undertaken at FMV 

FB2021
Proposal*

Proposal to amend ‘Slump Sale’ definition under S. 2(42C) of the ITA to also encompass 
transfer of business undertaking for consideration other than cash (popularly referred to as 
slump exchange).

As a result of the above amendment, all types of transfers as covered within S.2(47) of the 
ITA i.e. sale, exchange, relinquishment of assets/rights shall be included within the ambit of 
slump sale.

Amendments -
FA2021*

S. 50B of the ITA has been amended to provide as under: 

Further Explanation 2 to S. 50B of the ITA has been amended to provide that value of capital 
assets being a self generated goodwill or a goodwill for which no consideration has been 
paid shall be taken as ‘NIL’ for the purpose of computing  the  tax net worth of the business 
undertaking 

FMV of the capital assets (being an undertaking or division transferred by way of slump 
sale) as on the date of transfer of such undertaking shall be treated as full value of 
consideration received or accruing on such transfer

Such FMV as on the date of transfer shall be calculated in the manner to be prescribed by 
CBDT

Ambiguity - FB2021
Proposal

The existing S. 50B of the ITA provides that where an undertaking is acquired, the tax net 
worth of such undertaking shall be treated as its cost of acquisition. 

While S. 50B of the ITA provided for a mechanism for computing cost of acquisition, it was 
silent on the mechanism to compute full value of consideration on transfer of undertaking 
on a slump sale basis.

The lack of clarity as to what would constitute ‘full value of consideration’ for the purpose of 
computing capital gains when business undertakings were transferred for consideration 
other than cash, created doubts in the minds of the tax payers.

RBSA View
The amendments made to S. 50B of the ITA will ensure that Slump Exchange transactions are at least taxed  at a 
prescribed valuation.

The introduction of a benchmark value brings the much needed clarity on the computation mechanism for slump 
exchange transactions.

Since the amendment (has been made effective retroactively from FY21) there could be tax ramifications in the 
form of additional tax outflow on closed transactions. 

* Retroactive Amendment applicable from FY21
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Tax on Reconstitution
of Firms - Revamped 

Amendments -
FA2021*

The revamped S.45(4) under the FA2021, provides that when a ‘Specified Person’ (viz. 
Partner/Member) receives any money or capital asset from a ‘Specified Entity’ (viz. Firm, 
AOP, BOI) at the time of its Reconstitution, it shall be taxable as capital gains in the hands of 
that Specified Entity. The purpose of the section is to bring ‘money’ apart from capital asset 
within its ambit. The concept of Reconstitution has been specifically defined in the law.

Additionally, the following Computation Mechanism has been clarified under S.45(4) to 
determine Profits and Gains arising in the hands of the Partners upon such Reconstitution.

     A= B+C+D where;

A=income chargeable to income-tax under this sub-section as income of specified entity 
under the head “Capital gains”

B=value of any money received by the specified person from the specified entity on the 
date of such receipt;

C=the amount of fair market value of the capital asset received by the specified person from 
the specified entity on the date of such receipt; and

D=the amount of balance in the capital account (represented in any manner) of the specified 
person in the books of accounts of the specified entity at the time of its reconstitution

If the value of “A” above is negative, its value shall be deemed to be zero and that the 
balance in capital account shall be calculated without taking into account increase in the 
capital account of the specified person due to revaluation of any asset or due to 
self-generated goodwill or any other self-generated asset.

Additionally S. 9B has been introduced in the ITA which deems the profit or gains arising 
from transfer of capital asset or stock in trade or both by the specified entity to the specified 
person in connection with the dissolution or reconstitution of such specified entity to be the 
income of the specified entity of the fiscal year in which such capital asset or stock in trade 
or both is received by such specified person. The gains arising from such deemed transfer 
shall be taxable either under the head ‘Capital gains’ or ‘Profits and gains of business or 
profession’ in accordance with the provisions of the ITA. The fair market value of the capital 
asset or stock in trade or both on the date of its receipt by the specified person shall be 
deemed to be the full value of consideration.

It is clarified that when a capital asset is received by a partner from a specified entity in 
connection with the reconstitution of specified entity, section 45(4) shall operate in addition 
to section 9B and taxation under section 9B shall be worked out independently.

* Retroactive Amendment applicable from FY21
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Tax on Reconstitution
of Firms - Revamped

* Retroactive Amendment applicable from FY21

Amendments -
FA2021*

Mode of computation of capital gains:

Amendment in S. 48 of the Act : The FA2021 has introduced a new clause (iii) to S. 48 of the 
Act to mitigate the double taxation arising due to introduction of S. 9B and substitution of S. 
45(4) of the ITA. 

The new clause (iii) to S. 48 of the Act provides that the amount of capital gain computed 
under S. 45(4) of the ITA which is attributable to capital asset being transferred by the firm 
shall be deducted while computing capital gain in the hands of specified entity in respect of 
such capital asset. Method of attribution to be prescribed by CBDT

RBSA View
The erstwhile S.45(4) of the ITA provided for taxation of capital gains in the hands of the partnership firm on 
dissolution of the firm or ‘otherwise’. There was always an ambiguity whether the word ‘otherwise’ would cover 
within its ambit ‘retirement’ with the firm continuing its operations. There were conflicting rulings on the matter 
wherein appellate/judicial authorities ruled in favor of and against the assessee on such matter. 

The ambiguity seems to be have finally settled with the revamped S.45(4) clearly laying down that events of 
retirement, admission of partner accompanied by continuation of old partners and a change in share of partners 
shall constitute events which will trigger taxation in the hands of the firm under S.45(4).

Therefore, the revamped S 45(4) takes into its sweep not only cases akin to dissolution of the firm, but also 
cases of reconstitution of firm consequent to retirement of a partner.

A notable difference between the erstwhile S 45(4) and the revamped S 45(4) r.w. S 9B is that going forward even 
distribution of assets qualifying as stock in trade would have tax implications in the hands of the partnership firm 
which was earlier restricted to assets qualifying as ‘capital assets’ only.

Unlike the computation mechanism introduced under S. 48(iii) to avoid double taxation of same income vis-à-vis 
transfer of ‘capital asset’ by the Specified Entity, a corresponding provisions hasn’t been specified with respect to 
transfer of assets qualifying as ‘stock in trade’.
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Liable to tax - Definition
Amended

* Retroactive Amendment applicable from FY21

FB2021
Proposal*

FB2021 proposed the following definition under section 2(29A) of the ITA:

“liable to tax”, in relation to a person, means that there is a liability of tax on such person under 
any law for the time being in force in any country, and shall include a case where subsequent 
to imposition of tax liability, an exemption has been provided. 

Amendments -
FA2021* 

FA2021 has incorporated the following definition in section 2(29A) of the ITA:

“liable to tax”, in relation to a person and with reference to a country, means that there is an 
income-tax liability on such person under the law of that country for the time being in force 
and shall include a person who has subsequently been exempted from such liability under the 
law of that country.

RBSA View
The ambiguity with respect to use of phrase ‘liability of tax under any law’ by the FB2021, seems to have been 
cured by the amended definition incorporated by FA2021 as it uses the phrase ‘income-tax liability’ as against the 
initial definition which did not specify the nature of tax which will be considered for this purpose.

Additionally, the amendment also attempts to remove an ambiguity around whether the person paying taxes 
under GST/VAT regime as applicable in the country shall also get covered under the definition of ‘liable to tax’

Majority of the Tax treaties which India has negotiated with its Treaty Partners include the requirement that a 
person should be ‘liable to tax’ under the tax laws of the country to ensure that only those persons who are 
residents of a country and could potentially be exposed to double taxation should be given treaty protection. 
Generally, a person is liable to tax under the laws of  a country on account of his domicile or place of 
management or any other criteria as may be mutually agreed between the Treaty Partner Countries.

Notwithstanding the above, there are certain entities that may not be paying income tax in the country of their 
resident though they may be treated as tax residents of such countries. A classic example of such entities are 
Fiscally Transperent Entity such as partnerships, sovereign wealth funds, local authorities etc.

The initial and the amended definition of ‘liable to tax’ as provided by the FB and FA2021, has to some extent 
drawn reference from the tax treaties which India has negotiated and a view cannot be ruled out that Fiscally 
Transparent Entity may not get covered under the definition of ‘liable to tax’

Additionally, the amended definition also does not address the situation wherein a person is a domicile of a 
country which does not imposes tax on income.
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Relaxations in conditions
for investments made by
SWF and PF

* Retroactive Amendment applicable from FY21

Law Pre -
FB2021

RBSA View
The tax benefits u/s 10(23FE) of the ITA have been further extended to CAT I and II AIFs in which SWF/PF have 
invested and this is a welcome measure to widen the investment avenue for SWF/PF in India.

S. 10(23FE) of the ITA provides exemption from interest, dividend and capital gains arising 
from specified infrastructure related investments in India by specified persons, including 
Sovereign Wealth Funds and Pension Fund.

SWFs and PFs can claim the exemption upon satisfaction of certain conditions, however, 
were unable to satisfy some of these conditions, resulting in limited offtake of the benefit by 
such funds

FB2021
Proposal*

In order to encourage more SWFs and PFs to apply for this exemption and thereby make the 
eligible investments in India, the Finance Bill had proposed to relax some of the conditions in 
relation to the mode and manner of investment.

The following relaxation were extended to SWF/PF:

SWF/PF can invest through its newly incorporated Indian Holding Company provided such 
Holding Company is set up on or after 1 April 2021 and 75% or more of the investments of 
such Holding Company is in Infrastructure sector,

SWF/PF can also invest through NBFC-IDF/IFC provided such company should have 90% 
of its lending to one or more Infrastructure entities

Amendments -
FA2021*

In order to extend the benefit of the provisions, these conditions have been further relaxed 
and it is now proposed to allow Category I or Category II AIF in which SWFs / PFs have 
invested, to make investments in the following entities

Indian Holding Company provided such Holding Company is set up on or after 1 April 
2021 and 75% or more of the investments of such Holding Company is in Infrastructure 
sector,

NBFC-IDF/IFC provided such company should have 90% of its lending to one or more 
Infrastructure entities
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Disclaimer

The Alert is of general nature only and should not be considered as any legal or tax advice. The Reader should not take any 
decision basis the information contained in this Alert, and should be seeking a prior professional advice on the matters 
covered by the Alert. Neither RBSA Advisors LLP nor any individual associated with this Alert should be considered as 
making any representation or warranty with respect to its accuracy or completeness, and under no circumstances would 
RBSA Advisors LLP or any individuals associated with this alert be liable for any loss caused to any third party relying on any 
view or statement made in this Alert, without entering into a formal Engagement Letter.

The views provided in the Alert are those of the Preparer only and are subject to change without notice. The Alert shall not be 
copied, reproduced or further distributed by the Recipients.
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