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NEWS AND UPDATES – 09 September 2011
UPDATES
R down 5% in a month as foreign funds cash out of India
The rupee weakened to Rs. 46.2650 levels intra-day on Thursday against the greenback even as the price of Brent crude oil nudged $116 to the barrel. The Indian currency closed the session at 46.1962, the lowest since mid-September 2010. Between August and now, the rupee has depreciated nearly 5% against the dollar with foreign institutional investors selling stocks worth $1.65 billion during this period. Since January this year, when the rupee was at 44.70 levels to the dollar, the currency has depreciated 3.35%. 

India inks double taxation treaty with Uruguay
India inked a Double Taxation Avoidance Agreement (DTAA) with Uruguay for avoidance of double taxation and prevention of fiscal evasion with respect to taxes on income and capital. The DTAA, signed by Central Board of Direct Taxes (CBDT) Chairman M. C. Joshi and Uruguay's Ambassador to India Cesar Ferrer, provides that business profits will be taxable in the source state if the activities of an enterprise constitute a permanent establishment (PE) in that state. 

I-T dept to arm its men for high-profile cases
The income tax department is mulling to arm its soon to be appointed special agents who will be tasked to crack high-profile tax evasion and money laundering cases in the country. “The Special Agents and Agents will be able to carry firearms after the Directorate of Criminal Investigation (DCI) is operationalised in the I-T department soon,” a top officer of the department, privy to the development, said.

FM wants CBDT to continuously evolve innovative way of taxation especially related to cross border taxation
To Achieve the Target of Direct Tax Revenue Collections of Rs.8.3 Lakh Crore and Direct Tax to GDP Ratio at 7.62 % by 2014-15, CBDT to Continuously Evolve Processes, Procedures Innovative Ways of Taxation Especially Related to Cross Border Taxation: FM The Union Finance Minister Shri Pranab Mukherjee said that the Income Tax Department has been at the forefront of collecting revenue for the Government since the Financial Year 2007-08.

Teaser loans to attract additional provisioning: RBI
The Reserve Bank of India (RBI) said on Tuesday loans that are fixed in the initial years and become floating later would be considered as teaser loans and banks must make provisions as mandated by the regulator. “Interest rates that are a mixture of these two (fixed and floating) are called teaser rates,” said K C Chakrabarty, deputy governor, RBI. “If there are rules, they (teaser loan products) will attract additional provisioning,” he added. He, however, clarified that such products are legitimate and the regulator has not banned such products but only laid down rules to provide for such loans. RBI had in October 2010, increased the standard provisioning requirement by five times to two per cent for teaser or dual loan products, as compared to other categories. Following this mandate, State Bank of India and Housing Development and Finance Corp had to withdraw their dual-rate home loan schemes.

Now, pre-pay your home and car loans without penalty
Pre-payment penalty on floating rate loans, be it for a home or a car, is set to come to an end, bringing relief to lakhs of customers who are forced by banks to pay as high as 3% of the outstanding loan amount when they seek to end indebtedness. "Banks must not recover pre-payment charges in floating rate loans," the Reserve Bank of India said in a statement on the proceedings of Banking Ombudsman Conference. "Floating rate loans pass on the interest rate risk from banks, which are much better placed to manage it. Banks only substitute interest rate risk with potential credit risk." The levy of pre-payment penalty by banks has been criticised by consumer groups and the regulator, since it deprives an individual the choice to end the debt burden. Banks have been using it to prevent customers from shifting loyalty and manage their asset-liability gaps. 

RBI, finmin to discuss proposal to raise $30-bn ECB cap this week
The finance ministry and the Reserve Bank of India (RBI) would discuss a proposal this week to increase the $30-billion cap on external commercial borrowings (ECBs) that can be raised in a year. Officials said the central bank is against the proposal since it believes the current dispensation is adequate. The central bank’s assessment also shows a significant increase in corporate India’s currency risk over the years. Also, in the backdrop of high inflation, significant capital inflows into an economy dilute the effectiveness of monetary policy to arrest price rise. The finance ministry moved the proposal for hiking the ECB limit following requests from some large corporates. Indian companies have already raised $12.12 billion worth of ECBs in the first four months of the current fiscal, RBI data shows. The ECB quota, typically decided at the beginning of the year, is allocated to companies on a first-cum-first-served basis.

RBI game to lowering CRR, SLR: Subbarao
The Reserve Bank of India (RBI) is aiming to bring down the statutory liquidity ratio (SLR) and cash reserve ratio (CRR), over time, the apex bank’s governor D Subbarao said on Tuesday. Speaking at a seminar, Subbarao observed, “The SLR is now at 24% and the CRR is at 6% and have come down from 65% levels. It is still considered high and there is an objective that the ratios must be brought down gradually in a calibrated manner.” The RBI governor, however, said the high level of SLR had helped the banking industry during the crisis as banks had more liquidity. “Under the Basel III guidelines, there are other provisions which mimic the SLR.

Gold scales new high on debt concerns
Gold surged to a record above $1,920 an ounce on speculation that Europe’s debt crisis will worsen, damping economic growth and driving investors to protect their wealth. Futures in India and China, the world’s two largest consumers, touched all-time highs. Gold for immediate delivery gained as much as 1.1% to $1,921.15 an ounce, surpassing the previous peak of $1,913.50 reached on August 23.December delivery futures in New York also touched a record $1,923.10, up 2.5% from their close on September 2. “Europe has the capacity to drive gold higher as it looks unlikely to have its problems resolved very soon,” said Darren Heathcote, head of trading at Investec Bank.
CASE LAW
Double Taxation Avoidance Agreement with UK
CIT v. D. C. M. Ltd. (Delhi) [2011] 336 ITR 599

Decision:

Agreement for complete transfer of know-how, and not merely its use, from UK Company to Indian company is not taxable as Royalty under DTAA between India and UK.  Tax need not be deducted at source on such remittance.

Taxability of Liaison Office
Where activities of LO of applicant in India relate to, inter alia, purchase functions, vendor identification, review of costing data, vendor recommendation, quality control and uploading of material prices into internal product data management system of applicant, all these cannot be understood as activities confined to purchase of goods in India for export from India and said LO would qualify to be a permanent establishment in terms of Article 5 of Indo-US DTAA and applicant is liable to be taxed in India in terms of Article 7(1) of that DTAA on so much of the profits as is attributable to the permanent establishment.
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