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FOREWORD

For any business moving into new markets, a key deciding factor will be the target
country’s tax regime. What is the corporate tax rate? Are there any incentives for
overseas businesses? Are there double tax treaties in place? How will foreign source
income be taxed?

Since 1994, the PKF network of independent member firms, administered by PKF
International Limited, has produced the PKF Worldwide Tax Guide (WWTG) to provide
international businesses with the answers to these key tax questions. This handy
reference guide provides clients and professional practitioners with comprehensive
tax and business information for 100 countries throughout the world.

As you will appreciate, the production of the WWTG is a huge team effort and | would
like to thank all the member firms of the PKF network who gave up their time to
contribute the vital information on their country’s taxes that forms the heart of this
publication. | would also like thank Richard Jones, PKF (UK) LLP, Kevin Reilly, PKF Witt
Mares, and Rachel Yeo, PKF Melbourne for co-ordinating and checking the entries
from within their regions.

The WWTG continues to expand reflecting both the growth of the PKF network and
the strength of the tax capability offered by member firms throughout the world.

I'hope that you find that the combination of reference to the WWTG plus assistance
from your local PKF member firm will provide you with the advice you need to make
the right decisions for your international business.

Jon Hills

PKF (UK) LLP
Chairman, International Tax Committee of the PKF International network
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IMPORTANT DISCLAIMER

This publication should not be regarded as offering a complete explanation of the
taxation matters that are contained within this publication.

This publication has been sold or distributed on the express terms and understanding
that the publishers and the authors are not responsible for the results of any actions
which are undertaken on the basis of the information which is contained within this
publication, nor for any error in, or omission from, this publication.

The publishers and the authors expressly disclaim all and any liability and responsibility
to any person, entity or corporation who acts or fails to act as a consequence of any
reliance upon the whole or any part of the contents of this publication.

Accordingly no person, entity or corporation should act or rely upon any matter or
information as contained or implied within this publication without first obtaining
advice from an appropriately qualified professional person or firm of advisors, and
ensuring that such advice specifically relates to their particular circumstances.

PKF International is a network of legally independent member firms administered by
PKF International Limited (PKF). Neither PKFI nor the member firms of the network
generally accept any responsibility or liability for the actions or inactions on the part
of any individual member firm or firms.
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PREFACE

The PKF Worldwide Tax Guide 2011 (WWTG) has been prepared to provide an
overview of the taxation and business regulation regimes of 100 of the world’s most
significant trading countries. In compiling this publication, member firms of the

PKF network have sought to base their summaries on information current as of 30
September 2010, while also noting imminent changes where necessary.

On a country-by-country basis, each summary addresses the major taxes applicable
to business; how taxable income is determined; sundry other related taxation

and business issues; and the country’s personal tax regime. The final section of
each country summary sets out the Double Tax Treaty and Non-Treaty rates of tax
withholding relating to the payment of dividends, interest, royalties and other related
payments.

While the WWTG should not to be regarded as offering a complete explanation of
the taxation issues in each country, we hope readers will use the publication as their
first point of reference and then use the services of their local PKF member firm to
provide specific information and advice.

In addition to the printed version of the WWTG, individual country taxation guides are
available in PDF format which can be downloaded from the PKF website at www.pkf.com

Finally, PKF International Limited gladly welcomes any comments or thoughts readers
may wish to make in order to improve this publication for their needs. Please contact
Kevin F Reilly, PKF Witt Mares, 10304 Eaton Place, Suite 440, Fairfax, Virginia 22030,
USA by email to kreilly@pkfwittmares.com

PKF INTERNATIONAL LIMITED
MARCH 2011

©PKF INTERNATIONAL LIMITED

ALL RIGHTS RESERVED
USE APPROVED WITH ATTRIBUTION

PKF Worldwide Tax Guide 2011 [}

Preface



uononposuj

ABOUT PKF INTERNATIONAL LIMITED

PKF International Limited (PKFI) administers a network of legally independent firms.
The PKF network is the 10th largest global accountancy network with over 245
legally independent member and correspondent firms which have a combined
annual turnover of $2.4 billion. Located in 125 countries, the member firms of the
PKF network share a commitment to providing clients with high quality, partner-led
services tailored to meet each client’s own specific requirements.

The membership base of the PKF network has grown steadily since it was formed
in 1969. Added to the sustained growth in the number of PKF member firms, this
solidity has provided the foundations for the global sharing of expertise, experience
and skills and the development of services that meet the evolving needs of all types
of client, from the individual to the multi-national corporation.

Services provided by member firms include:

Assurance & Advisory

Insolvency — Corporate & Personal
Financial Planning

Taxation

Corporate Finance

Forensic Accounting

Management Consultancy

Hotel Consultancy

IT Consultancy

PKF member firms are organised into five geographical regions covering Africa; Latin
America; Asia Pacific; Europe, the Middle East & India (EMEI); and North America &
the Caribbean. Each region elects representatives to the board of PKF International
Limited, which administers the network. While the member firms remain separate and
independent, international tax, corporate finance, professional standards, audit, hotel
consultancy and business development committees also work together to improve
quality standards, develop initiatives and share knowledge across the network.

Please visit www.pkf.com for more information.
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A. TAXES PAYABLE

FEDERAL TAXES AND LEVIES
COMPANY TAX

CAPITAL GAINS TAX

BRANCH PROFITS TAX

SALES TAX/VALUE ADDED TAX
FRINGE BENEFITS TAX

LOCAL TAXES

OTHER TAXES

B. DETERMINATION OF TAXABLE INCOME

CAPITAL ALLOWANCES
DEPRECIATION
STOCK/INVENTORY

CAPITAL GAINS AND LOSSES
DIVIDENDS

INTEREST DEDUCTIONS
LOSSES

FOREIGN SOURCED INCOME
INCENTIVES

FOREIGN TAX RELIEF
CORPORATE GROUPS

RELATED PARTY TRANSACTIONS
WITHHOLDING TAX

EXCHANGE CONTROL

T o mmopo

PERSONAL TAX

TREATY AND NON-TREATY WITHHOLDING TAX RATES

PKF Worldwide Tax Guide 2011



Sauo0z awi]

INTERNATIONAL TIME ZONES

AT 12 NOON, GREENWICH MEAN TIME, THE STANDARD TIME

ELSEWHERE IS:

A
Algeria ................. 12 noon
Angola ... 1pm
Argentina .................. 9am
Australia -
Melbourne. . ........... 10 pm
Sydney ... 10 pm
Adelaide ............ 9.30 pm
Perth, . ................ 8 pm
Austria .................. . 1pm
B
Bahamas................... 7am
Bahrain.................... 3pm
Belgium............. .. ... 1pm
Belize ................ ..., 6am
Bermuda................... 8am
Brazil. ............. ... ..., 7am
British Virgin Islands. . . ........ 7am
C
Canada -
Toronto . ... 7am
Winnipeg. .............. 6 am
Calgary ................ 5am
Vancouver. . ............ 4am
Cayman lslands.............. 7 am
Chile...................... 8am
China - Beijing. . ............ 10 pm
Colombia. .................. 7 am
Croatia .................... 1pm
CYprus . ... 2pm
Czech Republic . ............. 1pm
D
Denmark................... 1pm
Dominican Republic. .. ........ 7 am
E
Ecuador. ................... 7am
Egypt ... oo 2 pm
ElSalvador ................. 6.am
Estonia .................... 2 pm
F
Fiji oo 12 midnight
Finland .................... 2pm
France..................... 1pm
G
Gambia (The). . ........... 12 noon
Germany................... 1pm
Ghama.................. 12 noon
Greece ...l 2 pm
Grenada ................. .. 8am
Guatemala. . ................ 6.am
Guernsey. ............... 12 noon
Guyana.................... 8am
H
HongKong ................. 8 pm
Hungary ................... 1pm
|
India................... 5.30 pm
Indonesia. . ................. 7 pm
Irefand. ... 12 noon

IsleofMan .............. 12 noon
ftaly .......... . o oL 1pm
J
Jamaica . ... 7 am
Japan. ... 9pm
Jersey. ..o 12 noon
Jordan ... 2pm
K
Kazakhstan ................. 5pm
Kenya..................... 3pm
Korea ..................... 9pm
Kuwait. ... 3pm
L
latvia ................. ..., 2 pm
Lebanon ................... 2pm
Liberia. ............ ... .. 12 noon
Libya. ............o ool 2pm
Luxembourg .. .............. 1pm
M
Malaysia................... 8 pm
Malta ..................... 1pm
Mauritius. . ................. 4 pm
Mexico ... 6.am
Morocco . ... 12 noon
N
Namibia. . .................. 2 pm
Netherlands (The). . ........... 1pm
New Zealand . .......... 12 midnight
Nigeria ...t 1pm
Norway . ................... 1pm
o
Oman..................... 4 pm
P
Panama.................... 7am
Papua New Guinea. .......... 10 pm
Philippines. . ................ 8 pm
Poland. .................... 1pm
Portugal ................... 1pm
PuertoRico . ................ 8am
Q
Qatar...................... 8am
R
Romania................... 2 pm
Russia -

Moscow/St Petersburg . . . . . 3pm
S
Serbia..................... 1pm
Sierraleone ............. 12 noon
Singapore . .. ... 7 pm
Slovak Republic. .. ........... 1pm
Slovenia . ............... ... 1pm
South Africa. .. .............. 2 pm
Spain ... 1pm
Sweden.................... 1pm
Switzerland . ... ... 1pm
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Taiwan ... 8 pm
Thailand . ........... ... 7pm
Tunisia ... 12 noon
Turkey. ... 2pm
Turks and Caicos Islands . .. . . .. 7am
U
Uganda.................... 2pm
United Arab Emirates . ......... 4 pm
United Kingdom . . . . . .. (GMT) 12 noon
United States of America -
New York City. .. ......... 7 am
Washington, D.C.......... 7 am
Chicago. ............... 6.am
Houston. ............... 6.am
Denver ................ 5am
LosAngeles. ............ 4am
San Francisco . .......... 4am
Uuguay ................... 9am
\Y
Venezuela . ................. 8am
Vietnam.................... 7 pm
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INDIA
Currency: Rupee Dial Code To: 91 Dial Code Out: 00
(Rs)

Member Firm:

City: Name: Contact Information:

Chennai S Hariharan 44-28112985-88
hari@pkfindia.in

Mumbai S Mythily 22-26591730/26590040
mythily@pkfindia.in

Bangalore M Seethalakshmi 80-25590553
seethalakshmi@pkfindia.in

Hyderabad Viswanadh Kuchi 9490189743
viswanadh.k@pkfindia.in

Coimbatore G Shankar 422 2449677

shankar@pkfindia.in
A. TAXES PAYABLE

FEDERAL TAXES AND LEVIES
The Indian tax year is a financial year from 1 April to 31 March.

The amount of tax payable is computed after reckoning income tax at prescribed rates
and Surcharge (SC) computed on income tax at 7.5% (2.50% for non-Indian companies)
for companies having income over Rs 10m . The aggregate of income tax and surcharge
(wherever applicable) is further increased by 3% (2% Education cess (EC) and 1%
Secondary and Higher Education Cess (SHEC)).

All tax rates mentioned hereinafter in this Tax Guide are net effective rates, inclusive of
SC, EC and SHEC specified above and have been rounded off to two decimal places.

COMPANY TAX
Domestic companies are subject to income tax on all sources of income and capital
gains wherever arising.

Foreign companies are subject to income tax only on their income from Indian sources.

Company tax is levied as follows: Rates
Domestic companies 33.22%
Foreign companies 42.23%

Note: Where the total income of the domestic or foreign company does not exceed
Rupees ten million, no surcharge is levied. In such cases, the effective rate of tax for
domestic companies and foreign companies is 30.9% and 41.2% respectively.

However, the following income of foreign companies is taxed at the following specified
rates on a gross basis and not at 42.23%.

Royalty and Fees for Technical Services (subject to certain conditions):

e Royalty and Fees for Technical Services received pursuant to
an agreement made

—  after 31 May 1997 but before 1 June 2005 (if the
payment exceeds Rs 10m)

—  after 1 June 2005 (if the payment exceeds Rs 10m) 10.56%

If the payment does not exceed 10m then the rates would be
20.6% and 10.3% respectively.

21.12%

e Interest Income 21.12%
e Income from units of Mutual Funds purchased in foreign currency  21.12%
e Income from Global Depository Receipts (GDRs) 10.56%
e Income by offshore funds (overseas company) 10.56%
Income of Foreign Institutional Investors (Fils) in listed securities:

—  Short term capital gains in respect of transactions 15.84%

chargeable to Securities Transaction Tax
—  Short term capital gains in cases other than the one 31.67%

mentioned above

PKF Worldwide Tax Guide 2011 1
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— Long term capital gains (other than those subjected to 10.56%
Securities Transaction Tax) R

—  Other income 21.12%

Dividends received from domestic companies and incomes distributed by mutual
funds on or after 1 April 2003 are exempt from tax.

SECURITIES TRANSACTION TAX

Securities transaction tax (STT) is applicable to the purchase or sale of equity shares,
derivatives, units of equity-oriented funds through a recognised stock exchange or
the sale of a unit of an equity-oriented fund to a mutual fund.

With effect from 1 June 2006, the STT is payable equally by the purchaser and seller
at 0.125% of the transaction value on delivery based transactions. On non-delivery
based transactions in equities or units of an equity oriented fund it is payable by the
seller at 0.025%. In case of sale of options in securities,

STT is levied at the rate of 0.017% of the option premium to be paid by the seller.

In case of sale of options in securities where the option is exercised, STT is levied at
0.125% of the settlement price and is paid by the purchaser. In case of sale of futures
in securities, STT at 0.017% is to be paid by the seller. In the case of sale of units of an
equity oriented fund to the mutual fund, it is payable by the seller at 0.25%.However,
with effect from Oct 1,2009 STT will not be applicable in respect of transactions
entered into by any person for or on behalf of New Pension System Trust.

The transaction value is determined as follows:

e options — aggregate of strike price and option premium
e futures — traded price

e other securities — purchase/sale price.

STT is to be collected by the Recognised Stock Exchange for taxable securities or
prescribed person the mutual funds in case of sale of units to the mutual funds and
paid to the Government.

STT so paid is allowable as deduction in computation of taxable income under the
head profits or gains from business or profession with effect from 1 April 2009.

CAPITAL GAINS TAX

Gains arising from transfer of a long-term capital asset, i.e. assets held for a period of more
than three years (one year in case of shares/securities of companies/mutual funds listed on
a recognised stock exchange in India) are regarded as long-term capital gains. Long-term
capital gains are computed by deducting the cost of the capital asset and expenses of
transfer (adjusted for inflation as per the prescribed factors) from the sale value of the asset.

Gains arising from the transfer of capital assets held for a period less than three years (one
year in the case of shares, securities of companies listed on a recognised stock exchange
in India, a unit of the Unit Trust of India or a unit of a Mutual Fund or a Zero Coupon bond)
are regarded as short-term capital gains. Short terms capital gains are calculated in the
same way as long-term gains except that no adjustment is allowed for indexation.

Long-term capital gains arising from sale of equity shares, units of equity-oriented
funds on a recognised stock exchange or sale of a unit of an equity-oriented fund

to mutual fund (chargeable to STT) are exempt.

Long-term capital gains on the sale of other assets are taxed separately at the following rates:

Particulars Rates

Where the income of Where the income of the
the taxpayer does not taxpayer exceeds 10m
exceed 10m

Long-term For foreign  For Indian For foreign  For Indian
capital gains: companies  companies  companies  Companies

10.30% 10.30% 10.56% 11.33%
=or s without without without without
indexation indexation indexation indexation

securliesor o 50600, or2060%  or21.12% o 22.66%

units or zero e f et " e . o .
coupon bonds with indexation with indexation with indexation ~with indexation

whichever whichever whichever whichever
is lower. is lower is lower is lower
For others 20.60% 20.60% 21.12% 22.66%
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Short-term  For foreign ~ For Indian For foreign ~ For Indian
capital gains: companies companies companies  companies

For listed

securities

or units or

zerocoupon  15.45% 15.45% 15.83% 17.00%
bonds (subject

to securities

transaction tax)

For others 41.20% 30.90% 42.23% 33.99%

Long-term capital losses can only be set off only long-term capital gains. Short-term
capital losses can be set off against any capital gains. Capital losses can be carried
forward for a period of eight years for set off against capital gains of the same type
in subsequent years. There are no provisions for carrying losses backwards.

TONNAGE TAX FOR SHIPPING INDUSTRY

The tonnage tax scheme for eligible shipping companies (dredgers included) was
introduced with effect from 2005/06 and provides for a tonnage-based presumptive
tax. Indian shipping companies now have the option to pay taxes on tonnage income
in place of normal taxable income. There is a lock in period of 10 years. If a company
opts out, it is debarred from re-entry for 10 years.

Tonnage income is to be taxed at the normal corporate tax rate. Tax is payable even

if there is a loss in a year. Tonnage income is separately calculated for each qualifying
ship by multiplying the number of days in the previous year with the daily tonnage
income as per specified slab rates.

DIVIDEND DISTRIBUTION TAX
Domestic companies that declare, distribute or pay dividends are subject to dividend
distribution tax at 16.61% on the amount of such dividends.

However, income distributed by a specified company or mutual fund is taxable at

differential rates as follows:

e income distributed from the Money market/liquid funds is taxable at 27.68%

e income distributed from other mutual funds to individuals or HUFs is taxable at
13.84% and to others at 22.15%.

However, no additional tax is payable on income distributed to unit holders of equity
oriented funds.

BRANCH PROFITS TAX

Profits of a branch office of a foreign company in India are taxed in India on income
received and/or accrued in India (net of allowable expenses) at the rate applicable
to Foreign Companies, namely 42.23%.

SALES TAX

Sales tax (now VAT) is levied on the sale of goods, transfer of right to use goods (lease
transactions), as well as the transfer of materials in execution of works contracts

and hire purchase. The term ‘goods’ includes moveable property and even intangible
property such as copyright, trademark, patents, etc. The sales tax is levied on inter state
as well as intra state sales. The interstate sales tax levied by the central government

is known as central sales tax (CST) and intra state sales tax levied by respective state
governments is known as local sales tax (LST/VAT). VAT has replaced existing local
sales tax laws in almost all the states of India with effect from April 2005.

VAT is a multi-point levy affording tax credit on purchases at each stage to be
set off against tax payable on sales. Under VAT, the rates are uniform in all the
VAT states at 0%, 1%, 4% and 12.5% except in a few states. However, liquor,
petrol or diesel are taxable at the rate of minimum 20% and may vary from
state to state while gold and bullion are taxable at the rate of 1%. It is proposed
that CST, which has been reduced to 2% with effect from June 2008, will be
gradually phased out in order to allow movement of goods freely from one state
to another state. The Finance Minister in the Union Budget of 2006/07 proposed
the introduction of a national level goods and services tax (GST) regime by 1 April
2010.GST however has not been implemented as on date and is expected to
implemented by 1 April 2011.

LOCAL TAXES

STAMP DUTY

Stamp Duty is payable at the prescribed rates on instruments recording certain
transactions, including transfers of immovable property, shares, etc. Generally, stamp
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duty is levied by respective states as per the state Act. In the absence of such a state
enactment, the provisions of the central Act (i.e. Indian Stamp Act 1899) apply.

LAND AND PROPERTY TAX
Land and Property Tax is levied by each state separately.

OCTROI DUTY

This duty is a municipal levy, levied on entry of goods into municipal areas for use,
sale or consumption within the municipal limits. Octroi rates differ for different
local areas. Goods are classified into groups for levying the octroi at different rates.
Currently, octroi is being levied only in certain states.

ENTRY TAX

Like octroi, entry tax is levied upon entry of specified goods within state limits for
use, sale or consumption within the state. Presently, it is levied only by certain states
on specified goods. The rate of levy varies from state to state and is VATable in the
VAT states.

OTHER TAXES

EXCISE DUTY OR CENTRAL VALUE ADDED TAX (CENVAT)
CENVAT is payable on the manufacture of goods in India. CENVAT is generally
applicable on an ad valorem basis at the prescribed rates on the ‘transaction value’
of the goods. Most goods are subject to basic excise duty of 10 %. There may be
other duties applicable on the manufacture of certain specified goods. Concessional
rates are prescribed or exemptions granted for certain category of goods.

SERVICE TAX

Service Tax is levied at 10.3% of the value of various categories of services (presently
more than 100 services are covered). Generally, the liability to pay service tax is on
the service provider. However, in certain services (such as when the service provider
is outside India and the recipient is a business in India), the tax liability arises on

the recipient of the service. Service tax paid on input services used by the service
provider for rendering taxable output service is eligible for credit.

CUSTOMS DUTY

Customs Duty is payable on goods imported into India. The normal rate of Customs
Duty is 10%. However, in some cases such as liquor and tobacco, special rates in
excess of 10% are also charged. In addition to basic Customs Duty, an Additional
Duty (as equivalent to excise duty of 8-14%) and a Special Additional Duty at 4% are
also levied on imports. Further, Anti-Dumping and Safeguard Duty is also levied on
import of certain specified products.

B. DETERMINATION OF TAXABLE INCOME

In the case of non-resident taxpayers engaged in certain businesses, income is
assessed on a presumptive (deemed income) basis as follows:

Business income
as a percentage
of gross receipts

Services in connection with exploration of mineral oils 10%
Operation of aircrafts 5%
Civil construction or erection of plant and machinery or testing/

commissioning in connection with turnkey power projects (for 10%
companies only)

Operation of ships 7.5%
DEDUCTION/ALLOWANCES

In computing business income, expenditure from which tax is to be deducted but
not done would be allowable only in the year of remittance of tax deduction. Several
deductions are allowed while computing business income which includes the
following.

CAPITAL ALLOWANCES

Certain capital expenditures qualifies for deduction. For instance, capital expenditure
on research and development (other than land) qualifies for full tax write off and in
certain cases, eligible for at weighted deduction of 125%, 150%, 175% or 200%
subject to fulfilment of prescribed conditions. Expenditure incurred on merger/
demerger of an undertaking is allowed as a deduction in five equal instalments
beginning with the year in which the merger/demerger takes place.
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DEPRECIATION
A depreciation allowance is available as per the following rates depending on the
nature of the asset and classification into specified blocks:

Buildings (depending upon its nature) 5%, 10%, 100%

Furniture and fixtures 10%

15%, 30%, 40%, 50%,

Plant and machinery 60%, 80%. 100%

Intangible assets (patents, trademarks know-how, 259
licences, copyrights, etc.) °
Ships 20%

Additional depreciation of 20% on the cost of new plant and machinery (other than
ships or aircraft) is allowable only in the year of commissioning for manufacture.

Assets used for less than 180 days in the year of acquisition are entitled to half

of the normal depreciation allowance (including additional/enhanced depreciation).
Depreciation not set off against current year’s income can be carried forward for
set off against any future income for an unlimited period.

STOCK/INVENTORY

The valuation of closing stock is normally done on the basis of cost or market value,
whichever is lower. The accepted valuation methods include FIFO and weighted
average cost method. The valuation basis is to be consistently followed.

INTEREST DEDUCTIONS

Interest paid on the borrowings used for business purposes is tax deductible. For
new businesses, interest incurred prior to commencement of commercial production
is to be capitalised. Interest paid on amounts borrowed for investment in securities
is allowed as a deduction from interest income.

EXPENDITURE INCURRED FOR EXEMPT INCOME
Expenditure incurred in earning an income exempt from income tax is not allowed
as a deduction.

LOSSES

Business losses can be set off against any other income in the same assessment
year and against business profits in subsequent assessment years subject to certain
conditions. However, business losses cannot be set off against salary income with
effect from the year 2005/06.

Speculative losses can be set off only against speculative income. Unabsorbed
business losses can be carried forward for adjustment against future business
profits/speculative income for a period of eight assessment years following the

year of loss. However, speculative losses can be carried forward for four years only.
Transactions carried out electronically on a recognised stock exchange in derivatives
will not be regarded as speculative.

There are no provisions for carrying losses backwards.

MINIMUM ALTERNATE TAX (MAT)

In the case of companies, if the tax payable on their taxable income for any
assessment year is less than 18.54% of their ‘book profit’(if book profit does

not exceed Rs 10 m),or 19.9305% of book profit (if book profit exceeds Rs 10 m),
an amount equal to 18.54% of the book profit (if book profit does not exceed Rs
10 m) or 19.9305% of book profit (if book profit exceeds Rs 10 m) is regarded as
their tax liability.

The tax so paid could be carried forward and set off against normal tax (in excess

of MAT for that year) of future years up to ten years but from the financial year 2010-
11 said carry forward shall not apply to a limited liability partnership which has been
converted from a private company or unlisted public company.

‘Book profit’ means net profit as per the profit and loss account as adjusted
(increased or reduced) by certain specified items which includes income tax paid

or payable and the provisions made for unascertained liabilities, amounts carried to
any reserves, provisions for meeting unascertained liabilities, losses brought forward
or unabsorbed depreciation, deferred tax, interest on tax , surcharge, education
cess, income exempt from tax, non-taxable profits from export of goods, computer
software etc.
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However, the following are included within book profits, despite being exempted from

normal income tax:

e profits of undertakings located in free trade zones, software and hardware
technology parks

e profits from the export of computer software

e |ong-term capital gains arising from the transfer of listed equity shares/units.

MAT is applicable in respect of Export Oriented Unit Schemes (EOU) but not Special
Economic Zones (SEZ).

CORPORATE RESTRUCTURING

MERGER

Specific provisions have been made in the Income Tax Act 1961 (the Act) in relation
to corporate merger/amalgamations. Corporate restructuring is tax neutral subject
to the fulfilment of certain conditions.

DEMERGER

Under the Act, ‘demerger’ means any transfer by a demerged company of one or
more undertakings to another company (resulting company) pursuant to a scheme
of arrangement under sections 391 and 394 of the Companies Act. With effect from
1 April 2000, the transfer of shares in a scheme of demerger has been made tax
neutral subject to fulfilment of certain conditions.

SLUMP SALE

The Act defines ‘slump sale’ to mean the transfer of one or more undertakings

as a result of the sale for a lump sum consideration without values being assigned
to the individual assets and liabilities. Profits or gains arising from slump sale are
taxable as long-term capital gains if the undertaking is owned and held by the
assessee for more than 36 months prior to date of transfer. Otherwise, they are
taxable as short-term capital gains.Net Worth of the undertaking so transferred
shall be deemed to be the cost of acquisition, No Indexation benefit is allowed

on case of a Slump sale.

BUYBACK

Buyback refers to the purchase of own shares by a company from its shareholders

in lieu of consideration. Consideration received by a shareholder from the company
for purchase of its own shares is taxable as a long-term capital gain, if shares were
held for more than 12 months prior to transfer to the company. Indexation benefit is
available for long term capital gains. Otherwise, they are taxable as short-term capital
gains in the year in which the shares are purchased by the company.

FOREIGN SOURCED INCOME

Profits derived by a foreign branch of an Indian enterprise are taxable in India.
However, credit is allowed for foreign taxes paid by the branch in India either under
the tax treaties or under the Act.

INCENTIVES

TAX HOLIDAY

A tax holiday is available in respect of profits derived from exports by a 100% export
oriented undertaking, or an undertaking located in a free trade zone, export processing
zone, special economic zone, software technology park, etc. The tax holiday is available
in respect of profits derived by non-SEZ units up to Assessment year 2011-12.

In the case of an undertaking located in a SEZ commencing activities on or after
1 April 2003, the tax incentives are available as follows:

First five years ~ —  100% of profits

Nexttwo years  —  50%of profits

50% of profits or amount transferred to credit of SEZ Re-

Last three years  — Investment Allowance reserve whichever is lower

In the case of new units located in a Special Economic Zone commencing activities
on or after 1 April 2006, the tax incentives available are as follows:

First five years ~ —  100% of profits

50% of profits or amount transferred to credit of SEZ Re-

Nextfive years  — Investment Allowance reserve whichever is lower.

PROFITS OF INDUSTRIAL UNDERTAKINGS
A tax holiday for a specified number of years is available in respect of either the
entire or part of the profits derived by an industrial undertaking located in a backward
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state or district or an industrial undertaking engaged, inter alia, in any of the following

activities:

infrastructure facility

industrial parks

generation or distribution of power

power transmission

renovation of existing network for transmission of power

gas distribution network

hospitals in rural area

hotels and convention centres in specified area

undertaking establishments in the North Eastern State carrying on specified

business

e Undertakings deriving profits from operating and maintaining hospitals in places
other than urban agglomerations.

C. FOREIGN TAX RELIEF

UNILATERAL TAX CREDIT WHERE THERE IS NO TAX TREATY
Where a resident of India has paid tax in any country with which India does not have
a tax treaty, credit is available in India for such tax payments.

TAX CREDIT UNDER TAX TREATIES

India has entered into tax treaties with several countries. Under the applicable tax
treaty, Indian residents paying taxes in other countries can claim credit in India for
foreign tax payments.

D. CORPORATE GROUPS

There are no provisions in India for consolidation of accounts for tax purposes or
provisions for group taxation.

E. RELATED PARTY TRANSACTIONS

Related party transactions with non-residents are required to be reported separately
and the tax authorities are given power to consider whether transactions are at an
arm’s length. Where prices paid for the purchase of goods or services are excessive or
unreasonable, the assessing officer can disallow a deduction for the excess portion.

A detailed set of transfer pricing regulations are provided in Indian domestic tax laws
for computing income from international transactions between associated enterprises
on an ‘arm’s length basis’.

F. WITHHOLDING TAXES

Tax at the prescribed rates is required to be deducted at source from payments of
rent (for use of land, building, machinery, plant, equipment, furniture or fittings),
salary, professional fees, fees for technical services, royalty, interest , commission,
etc to residents.

Tax is also required to be deducted from payments to non-residents, of salaries, rent,
interest, capital gains, royalties, dividends, fees for technical services or other taxable
income. The rates are the same as those listed in Section A under the caption ‘Capital tax’.

ADVANCE RULINGS

In order to determine the tax liability in India in advance, and thereby to avoid litigation
and uncertainty in tax matters, a mechanism of ‘Advance Rulings’ is available to
non-residents in relation to Indian transactions. Indian residents can also seek advance
rulings on transactions undertaken or proposed to be undertaken with non-residents.

For this purpose, an ‘Authority for Advance Rulings’ (AAR) has been constituted
which is headed by a retired judge of the Supreme Court of India. The advance ruling
is binding on the applicant and on the tax authorities. Application can be made to the
AAR seeking a ruling on any question of fact or law on payment of a prescribed fee.
An advance ruling cannot be sought on a question which is pending for adjudication
before the tax authorities, appellate tribunal or a court of law in India. The ruling is
generally delivered within six months of making the application and is made in writing
giving reasons for the decision of the AAR. A similar mechanism is available to non-
residents under excise, customs, service tax and sales tax laws.

G. EXCHANGE CONTROL

The foreign exchange regulations have been substantially liberalised in India whereby no
license is required for setting up an industry except in a few cases, such as electronic
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aerospace and defence equipment, industrial explosives, hazardous chemicals, distillation
and brewing of alcoholic drinks, cigars and cigarettes, items reserved for small-scale
sector, industries/sectors reserved for the public sector, etc. India has amongst the most
liberal and transparent policies on Foreign Direct Investment (FDI) among the emerging
economies. The FDI policy has been rationalised on an ongoing basis to avoid multiple
layers of regulatory approvals to facilitate foreign investment. FDI can be divided into two
broad categories:

(1)  FDI'under Automatic Approval route

(2)  FDI with prior approval of the Government.

Under the automatic approval route, no government approval is required if the FDI is
within the notified sectoral caps. In such situations, only intimation needs to be given
to the Reserve Bank of India within 30 days of making the investment. However, if the
FDI is above the prescribed sectoral cap, approval of government through the Foreign
Investment promotion Board (FIPB) is required.

FDI'is allowed under the automatic route in almost all activities/sectors except the

following, which require FIPB approval:

e activities/items that require an Industrial License (except some cases);

e proposals in which the foreign collaborator has an existing financial/technical
collaboration in India in the‘same’ field:

e all proposals falling outside notified sectoral policy/caps.

In certain cases, such as distillation and brewing of alcohol, industrial explosives,
manufacture of hazardous chemicals, etc., FDI is permitted without FIPB approval
subject to obtaining an industrial license from the appropriate authority.

However, FDI is prohibited in the following cases:

e gambling and betting

lottery business

atomic energy

retail trading (except in single brand retail)

agricultural or plantation activities or agriculture (excluding floriculture,
horticulture, development of seeds, animal husbandry, etc and plantations,
other than tea plantations).

H. PERSONAL TAX

The scope of taxable income varies depending upon the residential status of the
assessee. Resident taxpayers are classified into two categories:

e ordinarily resident

e not ordinarily resident.

The residential status of individual taxpayers depends upon the number of days spent
in India as follows.

An individual is resident in India if he spends:
e atleast 182 days in India during the tax year; or
e 60 days in India during the year and at least 365 days in the preceding four years.

Non-resident taxpayers pay tax only on Indian income. Income of a non-resident shall
be deemed to accrue or arise in India under section 9(1)(v)(relating to interest paid
outside India) or section 9(1)(vi)(relating to royalty paid outside India) or section 9(1)
(vii)(relating to fees for technical services paid outside India), shall be included in his
total income regardless of whether:
a)  The non-resident has a residence pr place of residence or place of business

or business connection in India or
b)  The non-resident has rendered services in India.

The assessment year is the period of 12 months from 1 April to 31 March. Income
earned in the period of 12 months or less immediately preceding the assessment year
is taxed in the assessment year. In certain cases, income is taxed on a presumptive
basis, wherein the income under each head is computed separately and aggregated to
arrive at the gross total income, after allowing permissible deductions under each head.

For Resident Men (below the age of 65 years)

Income Tax rates

Up to 160,000 Nil
160,001-500,000 10%
500,001-800,000 Rs 34,000 plus 20%
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Income Tax rates
Above 800,000 Rs 94,000 plus 30%

For Resident Women (below the age of 65 years)

Income Tax rates

Up to 190,000 Nil
190,001-500,000 10%
500,001-800,000 Rs 31,000 plus 20%
Above 800,000 Rs 91,000 plus 30%

For Senior citizens (Men or women who are 65 years or more at any time during the
Previous Year)

Income Tax rates

Up to 240,000 Nil
240,001-500,000 10%
500,001-800,000 Rs 26,000 plus 20%
Above 800,000 Rs 86,000 plus 30%

No Surcharge is payable. The tax computed above is increased by 3 % (2% for
Primary Education Cess and 1% for Secondary Education Cess).

Non-resident Indians (NRIs) earning long-term capital gains on specified assets acquired
in convertible foreign exchange are taxed at 10.3% and on other assets at 20.6%. Any
other income from investments is taxed at 20.6%. As far as investment income and LTCG
is concerned, NRIs can opt to be taxed under the normal provisions of the Act.

Any sum of money or property, the aggregate value of which exceeds Rs 50,000,
received without consideration by an individual on or after 1 April 2006, is taxable
except amounts received:

e from relatives

on the occasion of marriage

under a will/ inheritance

in contemplation of death of the payer

from any local authority

from any fund or foundation or university or other educational institution or
hospital or other medical institution or other prescribed institutions

e frust or institutions registered with the Indian revenue authorities.

I. TREATY AND NON-TREATY WITHHOLDING TAX RATES

Dividends Interest Royalty  Technical
(Tax under domestic service
law is 0% and fees

hence would prevail
over these rates)

(%) (%) (%)

Treaty Countries:

Armenia 10 10 10 10
Australia 15 15 10/15/20 10/15/20
Austria 10 10 10 10
Bangladesh 10 10 10 -
Belarus 10/15 10 15 15
Belgium 15 15/10 10 () 10 (5)
Botswana 7.5110 10 10 10
Brazil 15 15 15/25 - @
Bulgaria 15 15 15/20 20
Canada 15/25 15 10-20 10-20
China 10 10 10 10
Cyprus 10/15 10 15 10
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Dividends Interest Royalty  Technical
(Tax under domestic service
law is 0% and fees

hence would prevail
over these rates)

(%) (%) (%)
Czechoslovakia 10 10 10 10
Denmark 15/20 10115 20 20
Egypt - () - () - () - ©
France 10 (5) 10 (5) 10 (5) 10 (5)
Finland 15 10 15/10 1015
Germany 10 10 10 10
Greece 20 20 30 - 2
Hungary 10 10 10 10
Indonesia 10/15 10 15 - 2
Iceland 10 10 10 10
Ireland 10-15 10 10 10
Israel (5) 10 10 10 10
Italy 15/20 15 20 20
Japan 10 10 10 10
Jordan 10 10 20 20
Kazakhstan (5) 10 10 10 10
Kenya 15 15 20 17.50
Dividends Interest Royalty  Technical
(Tax under domestic service
law is 0% and fees

hence would prevail
over these rates)

(%) (%) (%)
Kuwait 10 10 10 10
Korea 15/20 10/15 15 15
Kyrgyzstan 10 10 15 15
Libya 20 20 30 - @
Luxembourg 10 10 10 10
Malaysia 10 10 10 10
Malta 10/15 10 15 10
Mauritius 5/15 20/0 15 -
Mongolia 15 15 15 25
Montenegro 5/15 10 10 10
Myanmar 5 10 10 =
Morocco 10 10 10 10
Namibia 10 10 10 10
Nepal 10/20 10/15 15 - @
Netherlands 10 (5) 10 (5) 10 (5) 10 (5)
New Zealand 15 10 10 10
Norway 15/20 15 10 10
Oman 10/12.5 10 15 15
Philippines 15/20 10/15 15 -
Poland 15 15 22.5 22.5
Portugal 10 10 10 10
Qatar 5-10 10 10 10
Romania 15/20 15 225 225
s 10 10 10 10

Federation
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10
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Saudi Arabia 5 10
Serbia 5/15 10
Singapore 10/15 10/15
Slovenia 5-15 10
South Africa 10 10
Spain 15 15
Sri Lanka 15 10
Sudan 10 10
Sweden (5) 10 10
Switzerland5 10 10
Syria 5/10 10
Tajikistan 5/10 10
Tanzania 10/15 125
Thailand 15/20 10/20
T 10 10
Turkey 15 10/15
Turkmenistan 10 10
Uganda 10 10
Ukraine 10-15 10
pnitec Freb 515 5125
Dividends Interest
(Tax under domestic
law is 0% and
hence would prevail
over these rates)
(%) (%)
T
Emge(ﬂ)m 15 1015
United States 15/20 10/15
Uzbekistan 15 15
Vietnam 10 10
Zambia 5/15 10
1 Taxable in the country of source as per domestic rates.
2 No separate provision in tax treaty.
3 Taxable only in the country of residence as per domestic rates.
4 Rate not mentioned, hence normal rates apply.
5 ‘Most favoured nation’ clause applicable.

NON-TREATY COUNTRIES

For transactions entered into with residents of countries with whom India does not
have a Tax Treaty, tax needs to be withheld as per rates specified in Indian domestic
tax law provisions (which are given here under the head ‘Company Tax’).

DIRECT TAX CODE (DTC)

Direct Tax Code (DTC) proposals are currently under consideration of the Ministry of
Finance of India and are likely to materialise in Financial year 2011-12. The enactment
of DTC may result in sweeping changes in India’s Income Tax laws and consequently,
several tax rates and clauses mentioned in this guide may undergo changes.
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