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NEWS AND UPDATES – 18 June 2010
UPDATES
Revised tax code gives fillip to pension scheme

The New Pension Scheme (NPS) for the unorganised sector got a much-needed fillip with the revised discussion paper on the Direct Taxes Code proposing that the end proceeds under this scheme be exempt from tax. Under the existing tax structure, the maturity proceeds under the NPS are taxed. That is, an EET (exempt-exempt-tax) method is followed. This put the scheme at a disadvantage vis-a-vis other savings instruments where the exempt-exempt-exempt (EEE) method was followed. The Direct Taxes Code had brought all the savings instruments under the EET category. However, following representations from various quarters, the Government has decided to continue with the EEE method for savings instruments such as provident fund and pure life insurance products. It also decided to include the NPS for the unorganised sector in the EEE category. There were two major problems facing the NPS for the unorganised sector. One, taxation and second, there are no intermediaries who can sell the product to the masses. If the revised paper gets approved in the current form, it will solve one of the major problems, said Mr Balram P. Bhagat, Chief Executive Officer, UTI Retirement Solutions, one of the fund managers under this scheme. Even after more than a year of operations, the NPS for the unorganised sector has only managed to collect around Rs 10-12 crore from less than 7,000 people. To attract more subscribers, PFRDA had introduced the option of opening a tier-2 account wherein the subscribers can withdraw the funds at any point of time. However, even that failed to attract investors.

All FIIs will pay capital gains tax under DTC: Finmin

The introduction of the Direct Taxes Code (DTC), which will replace the 50-year-old Income Tax Act, will make Foreign Institutional Investors (FIIs) liable to pay capital gains tax on their income from securities trade. "All the FIIs will be subject to the capital gains tax after implementation of the Direct Taxes Code," said a Finance Ministry official. The proposal was included in the revised draft on DTC to plug the loophole whereby some FIIs report their capital gains as business income and claim total exemption in the absence of a permanent establishment in India. This has resulted in lots of litigation. However, most FIIs report their income from such investments as capital gains. Those showing their gains from investment in securities as business income also escape tax since it comes under the purview of the Double Taxation Avoidance Agreement (DTAA) that India has with other countries. "It is, therefore, proposed that the income arising on purchase and sale of securities by FIIs shall be deemed to be income chargeable under the head capital gains," said the revised DTC draft. To plug the loopholes in the double tax avoidance pacts, the government had proposed that domestic laws will override the bilateral tax agreements in the first draft itself. It has diluted this proposal in the revised draft of the DTC. The revised draft imposes three conditions when domestic laws will override tax pacts. One of them is when the government decides to impose branch profit tax.
SEZ contiguity norms may be relaxed for 'non-tax sops' areas
The government plans to relax the contiguity norms for special economic zones, a move that will benefit developers of zones such as Navi Mumbai SEZ in Maharashtra and Iffco Kisan SEZ in Andhra Pradesh. The existing guidelines, which stipulate continuity within SEZs, would have forced developers to invest in building bridges and flyovers over railway lines or water bodies falling within such zones, even if they are located in the non-processing areas where there is no production activity.

Tax exemption limit on gratuity raised to Rs 10 lakh
The government raised the income tax exemption limit on gratuity from Rs 3.5 lakh to Rs 10 lakh, with effect from May 24. The new rule will apply to employees who retire, become incapacitated, are terminated or die on or after May 24, 2010, said an official in the finance ministry. Earlier, the Parliament had approved raising the limit of gratuity to be exempted from income tax. 

Revamping the Mauritian treaty
Mauritius, a small island nation in the Indian Ocean with a small population, has shown that it can cause economic turbulence even in a big country like India. In the past ten years, the fiscal laws of Mauritius and India have been so framed as to encourage investments into India.
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