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Media businesses globally are very interestingly poised: As the world is become more and 
more digital, amongst others, technology, telecom, automotive businesses are 
discovering the power and influence content has over masses and deploying content to 
peddle their businesses. India boasts of one of the largest consumer and content markets 
in the world. 

M&E sector in India is expected to grow at a CAGR of 10-11% till 2025. This impressive 
growth factors various opportunities for the Indian media businesses, both, within and 
outside India, as well as for foreign media businesses in India; with both aiming to make a 
healthy contribution towards India’s US$ 5 trillion aspiration. Tax and incentive regimes 
are necessary embellishments as the industry prepares for a ramp walk. 
While being recognised a world’s largest film industry by ticket sales and one of the 
largest global markets for content consumption across a diverse set of languages, hopes 
of the industry suffered a set-back when content production activities were specifically 
excluded from the scope of “manufacturing” activities, which would have entitled eligible 
content production businesses to a concessional corporate income tax rate of 15%.  
The industry had expectations from the budget for being awarded a “champion” industry 
status: recognising the contribution of the industry across sectors such as film exhibition, 
events and content and unleash business friendly measures that will lead to influx of 
foreign capital and intellectual properties in India as well as facilitate smoother business 
operations. Events and content production have a massive impact on tax revenues both 
direct and indirect, as well as added benefits of cultural exchange, visibility of the 
destination, tourism and uplifting the quality of infrastructure, amongst others. There is a 
stronger push required by the industry to gain this recognition. 

The Union Budget 2020 introduces various proposals which have a bearing on the Media 
& Entertainment industry.  On the digital tax front, as we are aware, the G20 and OECD 
have been working on finalising the report on addressing challenges to tax digital 
economy transactions by end of 2020.  Accordingly, the provision relating to Significant 
Economic Presence introduced in the Finance Act 2018 under the scope of “business 
connection” (i.e. Permanent Establishment provisions under the domestic tax laws) to tax 
digital economy transactions has been deferred to 1 April 2021. The list of services 
subject to Equalisation Levy provisions remains unchanged. 
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Other key amendment proposed is the introduction of withholding tax provision on e-
commerce operators who facilitate supply of goods or provision of services to customers 
through their digital or electronic facilities or platforms. Such e-commerce operators will 
have to obtain tax registrations and undertake withholding tax compliances on payments 
to domestic e-commerce participants. While this may cast additional compliance burden, 
it will also provide clarity on withholding tax obligations in this space and take away the 
risk of potential tax litigation.  

 

How does the budget impact 
Media & Entertainment 
sector?  
► Withholding tax rate on “fees for technical services” reduced from 10% 

to 2%, reducing potential litigation on withholding tax rate on content 
production services and certain other services which do not qualify as 
“professional services”. 

► Exclusion of consideration from “sale, distribution or exhibition of 
cinematographic films” removed from “royalty” definition that may make 
theatrical and other receipts from exploitation of cinematographic films 
taxable and subject to withholding tax at 10%. 

► Expansion of domestic source rule will bring to tax income of a non-
resident from (i) advertisements targeted at a customer located in India 
(ii) sale of data collected from a person in India and (iii) sale of goods or 
services using data of customer located in India. 

► The list of services subject to Equalisation Levy provisions remain 
unchanged. 

► Exemption provided to non-residents earning royalty and fees for 
technical services from the requirement of filing a return of income, 
subject to fulfilment of stated conditions. 

► Relief provided to the print industry by reduction in customs duty on 
newsprint and paper. 

 

 

Key proposals 
► Definition of “royalty” amended to remove exclusion of “sale, distribution or exhibition of 

cinematographic films”  

► Theatrical and other receipts from exploitation of cinematographic films will be subject to tax and/ or 
withholding tax under the domestic tax law. 

► Consideration from digital exploitation of content will no longer be able to take shelter under the above 
exclusion and will be subject to tax and/ or withholding tax under the domestic tax law. 

► Consequential withholding tax @ 10% may result in working capital challenges for the businesses. 

► Amendment to apply from 1 April 2020 onwards. 
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► Digital taxation  

► Significant Economic Presence provision introduced in the Finance 
Act 2018 under the scope of “business connection” (i.e. 
Permanent Establishment provisions under the domestic tax laws) 
to tax digital economy transactions deferred to 1 April 2021 in 
light of ongoing G20/ OECD BEPS project 

► G20/ OECD report expected by the end of December 2020. 

► Revenue and user thresholds not notified yet. 

 

► The list of specified services chargeable to Equalisation Levy 
remains unchanged.  The Government has the power to expand the 
scope separately through a notification. 

► Scope of source rule under the domestic tax law in the event of a 
“business connection” expanded to include income from: 

► Advertisements targeting an Indian customer or a customer who 
accesses the advertisement through internet protocol address 
located in India; 

► Sale of data collected from an Indian resident or from a person 
who uses internet protocol address located in India; and 

► Sale of goods or services using data collected from an Indian 
resident or from a person who uses internet protocol address 
located in India. 

► Nexus rules using IP address, location of device and other 
parameters for affixing customer location have been subject matter of extensive debate globally.  
Practical challenges of making income determination on the defined basis and potential overlaps with 
Significant Economic Presence provisions will have to be carefully considered. Additionally, compliance 
requirements such as filing of return of income could also follow. 

► Foreign businesses operating in new media and digital space which do not have tax treaty protection will 
be governed by the amended provisions. 

► Withholding tax on e-commerce transactions 

► A new section introduced to widen the scope of domestic withholding tax on e-commerce transactions 
which will more particularly impact the new media/ digital businesses. 

► E-commerce operators who facilitate supply of goods or provision of services to customers through their 
platforms, are required to withhold tax at 1% on gross amount of sales or services payable to e-commerce 
participants. 

► E-commerce operator defined to mean a person who owns, operates or manages digital or electronic 
facility or platform for electronic commerce and is responsible for paying to e-commerce participant. 

► The section clarifies that the e-commerce operator shall also be required to withhold tax on the amounts 
directly collected by such e-commerce participants.  It is unclear as to how the e-commerce operator will 
undertake withholding tax on such direct payments. 

► No withholding on e-commerce participants who are individuals or HUF, where gross amount of sales or 
services does not exceed INR 500,000 and such e-commerce participant has furnished Permanent 
Account Number or Aadhar number. 

► Reduction in withholding tax rate on “fees for technical services” (not being professional services) from 
10% to 2% 

► This should help reduce potential withholding tax litigation on rate applicable to production services and 
certain other services which do not qualify as “professional services”. 

 

► Exemption to non-residents from filing income-tax returns in India 

► Exemption has been provided to non-residents earning income in the nature of “royalty” or “fees for 
technical services” from filing income-tax returns in India.  The exemption is applicable only where 
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withholding tax on such income has been deducted at the rates which are not lower than the rates 
prescribed under section 115A of the domestic tax law (currently, 10%). 

► Such exemption will benefit non-residents earning income such as content license fees from India. 

 

►  

► Added Incentives for start-ups 

► In line with criterion specified by DPIIT for recognition of eligible start-ups, the annual turnover threshold 
criteria for availing income-tax holiday has been increased from INR 250 million (~US$ 3.5mn) to INR 1 
billion (~US$14.3mn). 

► Time limit to avail 100% deduction of profits earned by eligible start-up has been extended from any 3 
consecutive years out of a block of 7 years to block of 10 years (from year beginning incorporation). 

► Concession has been granted in relation to taxation of stock option income accruing to an employee of a 
qualifying start-up. 

►  

► Dividend Distribution Tax at 15% (effective 20.56%) applicable on dividends distributed by companies 
abolished. 

► Reduction in basic customer duty on imports of news print and light-weight coated paper from 10% to 5%. 

► Reduction in Basic Customs Duty rate to 5% on newsprint and uncoated paper used for printing 
newspapers, and lightweight coated paper used for magazines. 

► The Basic Customs Duty was enhanced to 10% in the Union Budget of 2019-20 which has now been 
reduced to 5% on such goods. 

 

► Customs duty enhanced on import of certain films, promotion material, MP3 players, etc 

► Enhanced from 5% to 10% 

► Colour positive unexposed cinematographic film and colour negative unexposed cinematographic 
film in rolls of 400 feet and 1000 feet  

► Instant print film 

► MP3 or MP4 or MPEG 4 player with or without radio or video reception facility  

► Enhanced from 0% to 10% 

► Cinematographic films exposed but not developed, 

► Promotional material like Trailers, making of film etc. imported in the form of electronic promotion 
kits or beta cams, 

► CD –Writers, 

► One set of pre-recorded cassettes accompanying books for learning languages and essential 
complement to such books, 

► Audio cassettes, if recorded with material from books, newspaper or magazines, for the blind, 

► Colour television picture tubes for use in the manufacture of cathode ray televisions, 

►  

► Exemption from Social welfare surcharge withdrawn on import of certain unrecorded and recorded media 

► Surcharge at 10% of Basic Customs Duty imposed on import of prepared unrecorded media for sound 
recording or similar recording and on recorded media for reproducing phenomena other than sound or 
image. 

 

► In addition to the supplier and recipient, any person who retains the benefit of specified transaction liable 
to penalty or at whose instance such transaction is conducted shall also be liable to penalty.   

► New simplified GST returns have been confirmed to be introduced from April 2020. 

► E-invoicing under the GST regulations introduced in phased manner starting from February 2020 on 
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optional basis. 

► Policy to enable private sector to build data centre parks throughout the country to be introduced. 

 

 

 

Glossary 

BEPS – Base Erosion and Profit Shifting 

DPIIT – Department for Promotion of Industry and Internal Trade 

HUF – Hindu Undivided Family 

OECD – Organisation for Economic Co-operation and Development 

  

 

For details on other sectors and solutions visit our website www.ey.com/in/budget  

Download the EY India Tax Insights App for detailed insights on tax and regulatory reforms. 

 

Information Technology and Entertainment software are considered to be the soft superpowers of the country with 
Entertainment software as the biggest cultural export. In the times where economy seems to be moving at a sluggish 
pace, media and entertainment industry has provided much needed escapism to the people and media businesses have 
exhibited remarkable growth despite various tax obstacles faced.  

The budget proposals will provide relief to the foreign companies earning income such as license fees from making 
compliances in India, provide clarity and do away with avoidable tax litigation through reduction in withholding tax rate 
for technical fees as well as withholding tax provisions for e-commerce operators.  New media and digital business 
qualifying under start up incentives will get additional impetus from the measures proposed. Reduction in newsprint 
import duties will help print industry which is going through a tough business cycle. Tax amnesty scheme for resolution 
of pending litigation offers an opportunity to reassess the tax game in the country.  

Proposed alternate personal tax regime will be relevant to the mass employment by the industry in its content 
production processes, however, it is difficult to determine whether the regime will provide a material differential cash 
surplus to the employed. 

Expansion of domestic tax regime will lead to tax uncertainty for foreign companies with no resource to any credible 
advance ruling mechanism which will allow them to understand their tax position upfront. 

Removal of exclusion relating to theatrical receipts would certainly put pressure on the finances of the film businesses 
with a 10% withholding tax rate and increase their compliance burden. The uncertainties attached to film business 
certainly makes a strong case for a rate much lower than applicable 10% withholding tax rate. Increase in import duties 
will lead to increased cost for businesses.  

In summary, the budget proposals offer a few benefits to the industry but some of the changes may have a material 
impact which will need to be assessed.   

Impact analysis 

 

http://www.ey.com/in/budget
http://www.ey.com/in/en/services/tax/ey-india-tax-insights-app
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