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AUTOMATIC APPROVAL

100% Foreign Direct Investment is allowed in Information
Technology and Software Development Company.
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BUSINESS ENTITY 
LIAISION OFFICE
BRANCH OFFICE
PRIVATE LIMITED COMPANY
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MEANING
A body Corporate incorporate outside India can open
Liaison office with the permission of Reserve Bank of

diIndia.
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ELIGIBILITY
Profit making track record during the immediately preceding 

th fi i l i th h tthree financial years in the home country.

Net worth – Not less than USD 50 000 or its equivalentNet worth Not less than USD 50,000 or its equivalent.

Net Worth means Total of Paid up capital and free reserves less intangible assets as
per the latest Audited Balance Sheet or Account Statement certified by a Certified
Public Accountant or any Registered Accounts Practitioner by whatever name.y g y
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PERMISSIBLE ACTIVITES 
FOR LIASION OFFICEFOR LIASION OFFICE
Representing in India the Parent company/group companies.

Promoting export/import from/to India.

Promoting technical/financial collaborations between 
parent/group companies and companies in Indiaparent/group companies and companies in India.

Acting as a communication channel between the parent 
company and Indian companies.
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TIME FRAME
60 Working Days 

Approval from RBI and ROC.pp
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ADVANTAGES
Suitable for short-term vision.
Suitable for market assessment. 
Less expensive. 
Expenses to run the LA are entirely met through p y g

inward remittance of head office.
Can acquire immovable property (only Lease For Five 

Years Period.   
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DISADVANTAGE
Not allowed to undertake any business activity in India and can

not earn any income in India.not earn any income in India.

Permission to set up LA is initially granted for a period of 3

Y h f f f h i dYears, thenafter renew for further period.

Can not acquire immovable property on ownership basis (only

Lease).

Too many compliances as compare to size of business modelToo many compliances as compare to size of business model.
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ELIGIBILITY
 Profit making track record during the immediately preceding 

five financial years in the home countryfive financial years in the home country.

 Net worth – Not less than USD 100,000 or its equivalent Net worth Not less than USD 100,000 or its equivalent

Net Worth means Total of Paid up capital and free reserves less intangible assets as
per the latest Audited Balance Sheet or Account Statement certified by a Certified
Public Accountant or any Registered Accounts Practitioner by whatever name.
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PERMISSIBLE ACTIVITESPERMISSIBLE ACTIVITES 
FOR BRANCH OFFICE
 Export/Import of goods.

 Rendering professional or consultancy services. 

 Carrying out research work in areas in which the parent    
company is engaged.

Promoting Technical or Financial collaborations between 
Indian companies and parent or overseas group company.
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PERMISSIBLE ACTIVITESPERMISSIBLE ACTIVITES 
FOR BRANCH OFFICEFOR BRANCH OFFICE
Representing the parent company in India and acting 

as buying/selling agent in India.as buying/selling agent in India.

Rendering services in information Technology andRendering services in information Technology and 
development of software in India

Rendering Technical Support to the products supplied 
by parent/group companies.y p g p p
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TIME FRAME

60 Working Days g y
Approval from RBI and ROC.
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ADVANTAGES
Suitable for short-term vision

Suitable for market assessment

Less expensive

Profits earned by the branch office are freely remittableProfits earned by the branch office are freely remittable
from India subject to payment of applicable taxes.

Can acquire immovable property (Ownership /Lease)
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DISADVANTAGE
Not allowed to do any manufacturing or processing

activities in India, directly or indirectly.

 Too many compliances as compare to size of business
model.
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PRIVATE LIMITED COMPANY
Registration under Indian Companies Act,1956 andRegistration under Indian Companies Act,1956 and 

Indian Companies Act,2013.

Authorities-Ministry of Corporate Affairs(MCA) and 
Registrar of Companies(RoC) and Reserve Bank of g p ( )
India (RBI)

Private Limited Companies are registered with 
Registrar of Companies of respective state.
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FEATURESFEATURES
 Director-Not less than Two or not more than twelve.

Member-Minimum two and not more than two hundred members.

 Capital-Minimum paid up capital is Rs.1,00,000/-

 R i d Offi A i f h C Registered Office - As per respective state of the Country  

 Chartered Documents – Memorandum of Association and Articles of 
Association.

 Perpetual Entity.e pe u y.
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TIME FRAME

30 Working Days 
Approval Only From ROC
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ADVANTAGES
Separate and Transparent form of Entity.

Flexible for FDI Route with long term visionFlexible for FDI Route with long term vision.

Scope of Expansion under same entity.Scope of Expansion under same entity.

Can convert from Private        Public       Listing on 
k hStock Exchange.

Can acquire immovable property (Ownership /Lease)Can acquire immovable property (Ownership /Lease).  
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DISADVANTAGES
Minimum percentage of profits to transfer in reserves.Minimum percentage of profits to transfer in reserves.

Dividend Distribution Tax to be paid if dividend isDividend Distribution Tax to be paid if dividend is
declared.

Repatriation of full Reserve permitted only after
liquidation of the Company.qu d o o e Co p y.
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TAXATIONTAXATION
Tax Rates for Domestic Companies (for Pvt Ltd)

TOTAL INCOME RATE OF 
INCOME TAX

RATE OF 
MAT/AMT

Upto Rs 1 Crore (Approx. USD 1.61  30.90% 19.055%
Lacs)

Exceeding Rs 1 Crore but not
exceeding Rs 10 Crore (Approx. USD 
6  L  USD  6  L )

32.445% 20.008%

1.61 Lacs to USD 16.12 Lacs)

Exceeding Rs.10 Crore (USD Approx. 
16.12 Lacs)

33.99% 20.960%

Tax Rate @ 30% and for MAT/AMT @ 18.50%
Education Cess @ 3 % of total income and surcharge.
Surcharge @ 5% of income tax if total income exceeds Rs 1 Crore but do not exceed Rs 10Surcharge @ 5% of income tax if total income exceeds Rs.1 Crore but do not exceed Rs.10 
Crore.
Surcharge @ 10% of income tax if total income exceeds Rs.10 Crore
ER (1$ = Rs.62.00)
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TAXATIONTAXATION
Tax Rates for Foreign Companies (BO)Tax Rates for Foreign Companies (BO)

TOTAL INCOME RATE OF 
INCOME TAX

RATE OF 
MAT/AMT

Upto Rs 1 Crore (Approx. USD 1.61  41 20% 19 055%Upto Rs 1 Crore (Approx. USD 1.61 
Lacs)

41.20% 19.055%

Exceeding Rs 1 Crore but not
exceeding Rs 10 Crore (Approx. USD 

42.024% 19.436%
g pp

1.61 Lacs to USD 16.12 Lacs)

Exceeding Rs.10 Crore (USD Approx. 
16.12 Lacs)

43.26% 20.008%

Tax Rate @ 40% and for MAT/AMT @ 18.50%
Education Cess @ 3 % of total income and surcharge.
Surcharge @ 2% of income tax if total income exceeds Rs.1 Crore but do not 

d R 10 Cexceed Rs.10 Crore.
Surcharge @ 5% of income tax if total income exceeds Rs.10 Crore
ER (1$ = Rs.62.00)

© 2013‐14 Dhrumil M. Shah & Co. 



© 2013‐14 Dhrumil M. Shah & Co. 



© 2013‐14 Dhrumil M. Shah & Co. 



TAXATION
DIVIDEND DISTRIBUTION TAXDIVIDEND DISTRIBUTION TAX

Payable by Domestic Company y y p y
@ 16.995% on declared dividend.
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TAX REGISTRATION
 Tax Deduction Account Number (TAN).

 Permanent Account Number (PAN). Permanent Account Number (PAN).

 Professional Tax.

 Value Added Tax (VAT)‐If Turnover is or exceeds Rs 5 Lakhs, if 
applicable.

 Service Tax‐If turnover is or exceeds Rs.10 Lakhs.

 Excise Duty‐If turnover exceeds Rs. 1.5 crore, if applicable.
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IMPORT EXPORT CODE(IEC)
 IEC Code is unique 10 digit code issued by DGFT- Director

General of Foreign Trade , Ministry of Commerce,
Government of India to Indian CompaniesGovernment of India to Indian Companies.

To import or export in India, IEC Code is mandatory. Nop p , y
person or entity shall make any Import or Export without IEC
Code Number.
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LABOUR LAWS REGISTRATION
Shops and Establishment Registration.

Registration from Local Authority in the City where the
Office of the Entity is situated.

© 2013‐14 Dhrumil M. Shah & Co. 



LABOUR LAWS REGISTRATION

Provident Fund
Applicable if establishment employs more than 20 employees

and if basic wages of an employee is less than Rs 6500/-p.m.

The Act once applied will continue to apply to the establishment
even if the number of employees fall less than 20 after coverage.p y g

Contribution-12 % of Basic + Dearness Allowance by both
employer and employeeemployer and employee.
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LABOUR LAWS REGISTRATION
Employee State Insurance Corporation(ESIC)

Applicable to establishments employing more than 20 persons and 
employees having wages not exceeding Rs.15000/-p.m

Th A t li d ill ti t l t th t bli h tThe Act once applied will continue to apply to the establishment 
even if the number of employees fall less than 20 after coverage.

Contribution-1.75% of wages by employee and 4.75% of employer.
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LABOUR LAWS REGISTRATION
GRATUITY

Employer who employs ten or more than ten employees on any day of 
preceding one year need to pay gratuity to his employees.

The Act once applied will continue to apply to the establishment even 
if the number of employees fall less than 20 after coverage.

F th b if th tit d d G t it A t 1972 thFrom the above, if the entity covered under Gratuity Act, 1972 then
employee will get for every completed year of service or part thereof in
excess of six months, the employer shall pay gratuity to an employee at
the te f fiftee d e b ed the te f e l t d bthe rate of fifteen days wages based on the rate of wages last drawn by
the employee concerned subject to Employee shall be in continuance
service of Five Year from the day of Appointment.
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TRANSFER PRICING
 Meaning of Transfer Pricing

Transfer Pricing refers to the prices of goods/services which is
d i i f f f d i fused in accounting for transfer of goods or services from one

responsibility centre to another or from one company to
another associated company.p y

Transfer Pricing affect the revenues of transferring division
and the cost of receiving division. As a result, the profitability,
return on investment and managerial performance evaluation of
both divisions are also affected.

© 2013‐14 Dhrumil M. Shah & Co. 



REGULATORY PROVISIONS

The Law of Transfer Pricing is regulated by Section 
92 to 92F of the Income Tax Act,1961.
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CONCEPTS IN TRANSFER PRICING.
Associated Enterprises
Deemed Associated Enterprises.
International Transaction.
Deemed International Transaction.
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ASSOCIATED ENTERPRISES

The basic criterion to determine an Associated Enterprises
is the participation in management, control or capitalis the participation in management, control or capital
(ownership)of one enterprises whereby the participation
may be direct or indirect or through one or more
intermediaries, control may be direct or indirect.
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DEEMED ASSOCIATED ENTERPRISESDEEMED ASSOCIATED ENTERPRISES
Two enterprises will be deemed as Associated Enterprises if:

Q t   C it i li d f  A i t d E t iQuantum 
of Interest

Criteria applied for Associated Enterprises

26% or more Shareholding with voting power‐either direct or 
indirectindirect.

51% or more Advancement of loan by one entity to other 
constituting certain percentage of the book value of 
the total assists of the other entity.the total assists of the other entity.

51% or more Based on the board of directors appointed by the
governing board of the entity in the other.

90% or more Based on the quantum of supply of raw materials 90% or more Based on the quantum of supply of raw materials 
and consumables by one entity to the other.

10% or more Total Borrowing Guarantee by one enterprises for 
other.

10% or more Interest by a firm or association of Person(AOP) or 
by a body of Individual(BOI) in other firm AOP or 
firm or BOI.
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INTERNATIONAL TRANSACTION
 International Transaction has been defined u/s 92B of Income Tax Act 1961 International Transaction has been defined u/s 92B of Income Tax Act,1961.

 International Transaction means a transaction between two or more associated

enterprises either or both of whom are non residents in the nature of purchaseenterprises, either or both of whom are non residents, in the nature of purchase,

or lease of tangible or intangible property, or provision of services, or lending or

borrowing money, or any other transaction having a bearing on the profits,g y, y g g p ,

income, losses or assets of such enterprises, and shall include a mutual

agreement or arrangement between two or more associated enterprises for the

allocation or apportionment of, or any contribution to, any cost or expense

incurred or to be incurred in connection with a benefit, service or facility

provided or to be provided to any one or more of such enterprises.
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DEEMED INTERNATIOANL TRANSACTION
 Deemed International Transaction has been defined u/s 92B(2) of Deemed International Transaction has been defined u/s 92B(2) of

Income Tax Act,1961.

 Deemed International Transaction means a transaction entered into Deemed International Transaction means a transaction entered into

by an enterprise with a person other than an associated enterprise

shall be deemed to be a transaction entered into between twoshall be deemed to be a transaction entered into between two

associated enterprises, if there exists a prior agreement in relation to

the relevant transaction between such other person and the associatedp

enterprise, or the terms of the relevant transaction are determined in

substance between such other person and the associated enterprise.p p
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TRANSFER PRICING METHODS
Comparable Uncontrolled Price Method(CUP).

Resale Price Method(RPM)Resale Price Method(RPM).

Cost Plus Method(CPM).

Profit Split Method(PSM).

Transactional Net Margin Method(TNMM).g ( )

Such other method as may be prescribed by the board.
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TRANSFER PRICING DOCUMENTATION
Transfer Pricing Documentation is governed by Section 92D ofTransfer Pricing Documentation is governed by Section 92D of

Income Tax Act,1961.

Every person who enters into an international transaction with an

associated enterprises shall maintain information and documents as

prescribed in Rule 10D of the Income Tax Rules as under.
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SUBMISSION OF DOCUMNETS 
WITH TAX AUTHORITIES.WITH TAX AUTHORITIES. 

Section 92E of Income Tax Act,1961 requires the concerned
taxpayer shall obtain a Report from an Accountant in the
prescribed Form3CEB and submit the Report by 30TH

November every year.y y

© 2013‐14 Dhrumil M. Shah & Co. 

a1



NON APPLICABILITY OF 
DOCUMENTATION REQUIREDDOCUMENTATION REQUIRED

 A di P 2 f R l 10D i i i d i i According to Para 2 of Rule 10D, it is not required to maintain

information and document in respect of international

transaction if the value of the international transaction does not

exceed Rs.100 Lakhs. (approx USD 1.61 Lacs).

ER (1$ R 62 00)ER (1$ = Rs.62.00)
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STP SCHEME 
 The Software Technology Park (STP) scheme is for providing facilities to

IT industry for undertaking software development and IT enabled services

for 100% exports using data communication links in the form of physical

exports including export of professional services. Individual units can also

be allowed to do business in the domestic (Indian) market up to 50% of the

exports. STP units can also undertake commercial training. STP units also

l h b i h h li i i li k b hregulate the IT business through licensing, acting as a link between the

customer and Government authorities and agencies. Under the scheme, IT

industries are provided certain concession in duties levies and taxesindustries are provided certain concession in duties, levies and taxes.
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WHO CAN BECOME A 
MEMBER?MEMBER?
An Indian company.
A subsidiary of foreign company.
A branch office of foreign company.
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PROCEDUREPROCEDURE
In order to become a certified member unit under STP scheme, approval from the competent

authority i.e. Director, STPI is required. Following documents are required for obtaining

approval :

 Gist of application

 Application in triplicate Application in triplicate

 Project report

 Board resolution

 Memorandum or Articles of association

 Export order / contract or MOU

 List of Directors

 Importer - Exporter code number

 Proof of STP location premises ( e g Leave and licence) Proof of STP location premises ( e.g. Leave and licence)

 Valid data communication proof (e.g. Receipt of payment, service acceptance letter)

 Bank certificate
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OBLIGATIONS
 The Development/production shall be carried on in customs bonded area.

 Regular renewal of customs bonding licence.

 Commencement of operations within the gestation period.

 Intimation to STPI about the commencement of operations.

 Fulfillment of obligations as per the Foriegn Trade Policy.g p g y

 Realisation of amounts due in stipulated period.

 For external borrowings,obtain permissions from Ministry of Finance.

 Maintain separate accounts for the operations of STP unit.

 Maintain prescribed records and documents.

 Obt i E t tifi ti Obtain Export certification.

 Submit Monthly,Quarterly and Annual reports.

 Payment of duties on debonding of STP unit.
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ADVANTAGESADVANTAGES
STP units can avail of following advantages under STP scheme :STP units can avail of following advantages under STP scheme :

Custom duty exemption

Excise duty exemption 

Central Sales Tax reimbursement 

Corporate tax exemption on 90% export turnover as perCorporate tax exemption on 90% export turnover as per 

Section 10A of Income Tax Act. – (Now Removed) 
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ADDITIONAL INFORMATION
Only projects having a minimum investment of Rs. 1 crore in

plant and machinery shall be considered for establishment asplant and machinery shall be considered for establishment as

EOUs under the scheme.

S f i d b i ll i i d bSoftware industry being a non-polluting industry can be set up

in any location.

The location can be changed at any time but with prior

approval from STPI.pp
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AUTHORITY AND TIMEAUTHORITY AND TIME 
FRAMEFRAME
Depending on the pattern of investment the following time 

frame is involved.

Type of investment Authority for approval Time 

100% resident holding 
and 100% FDI under 
automatic route of RBI

Director, STPI (Mumbai,Pune, 
Banglore as the case may be)

One Week 
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LOCATION
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