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NEWS AND UPDATES – 13 January 2012
UPDATES
Tax info exchange pact with Cayman Islands operationalised
India can now seek banking related information from Cayman Islands for tax administration purposes. This is possible with the tax information exchange agreement (TIEA) entered with that jurisdiction becoming operational. The Centre has directed the income-tax department to immediately give effect to all the provisions of the TIEA entered with Cayman Islands, which is better known as a tax haven. For this purpose, an executive order has been issued by the income-tax department in the last week of December, official sources said. India had signed a TIEA with Cayman Islands in March last year.

PE investment in India at $10.11 billion in 2011
Private equity firms made investments worth $10.11 billion in India during 2011, taking their total investment over the past five years to about $47 billion, a report by research firm Venture Intelligence says. In 2011, investments worth $10.1 billion were announced by way of 441 deals, compared to $8.1 billion through 362 deals in the previous year. Year-on-year deal activity has witnessed an upsurge despite PE investments witnessing a decline in the October-December period on a quarter-on-quarter basis.

I-T to pull up directors of ‘defunct’ companies
Directors who frequently change the names and addresses of companies in order to evade tax will now become answerable for their actions. The income tax department is identifying directors of such companies, and will make them pay up the tax dues even if they are not attached to the company any more. This development took place after finance minister Pranab Mukherjee asked income tax (I-T) officials to explore the possibility of recovery in cases of tax defaulters having no assets and where the assessees are not traceable. Mukherjee had a review meeting on direct tax collection with senior I-T officials in Mumbai.

State FMs agree in principle to negative list
The Empowered Committee of State's Finance Ministers on Goods and Service Tax (GST) agreed in principle to the concept of services tax based on the 'negative list' and suggested that the Centre could prepare such a list which would help widen the tax base. The committee headed by Deputy Chief Minister of Bihar Sushi Kumar Modi met here to deliberate on the concept paper of taxation of services based on the negative list. "The panel has agreed in principle to the concept of negative list and the Union Government should prepare it and can also implement it from April 1, 2012 after resolving the state's concerns in this regard," Modi told reporters on the first day of the two-day long meeting. The committee suggested that all those items mentioned in the Constitution's schedule II should be included in the negative list so that Centre cannot impose tax on them.

Jewellery in branded packs to be taxed too 
Branded jewellery makers selling products that do not carry their label will now have to pay excise duty, with the finance ministry trying to plug a gap in taxation rules. Excise duty on branded jewellery at 1% was introduced in the last budget. To avoid the levy, several manufacturers switched to embossing their brand name only on jewellery pouches and boxes instead of the product, costing the exchequer crores in losses. "Jewellers misuse the provision and put the brand name only on the packaging to avoid payment of duty...we are examining the issue and a clarification will be issued," a finance ministry official said. "A customer buys a particular brand of jewellery because he or she wants to buy that brand, even if the piece does not bear it," the official said, adding that this made it clear that the jewellery was a branded product and liable to face duty. 

CASE LAW
Transfer Pricing
E.I. Dupont India (P.) Ltd. v. Dy. CIT [2011] 16 taxmann.com 352 (Delhi)

Decision:

Where there was under utilization of capacity by assessee due to fact that its turnover declined significantly, in such a situation, case of assessee and comparable cases had to be examined in respect of capacity utlilisation so as to make controlled and uncontrolled transactions comparable.

Deemed dividend

CIT v. MCC Marketing (P.) Ltd. [2011] 16 taxmann.com (Delhi)

Decision:

Where assessee-company received unsecured loan from its sister-concern and one ‘A’ was holding more than 20 per cent shares in both sister-concern and assessee-company, provisions of section 2(22)(e) were not attracted in assessee’s case.
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