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Key amendments to Finance Bill, 2013

The Finance Bill, 2013 was approved by the Lok Sabha (the Lower House of the
Parliament) earlier this week with certain amendments. The Bill is now required to
passed by the Rajya Sabha (the Upper House of the Parliament) and has to receive
the assent of the President before it is enacted as a law.

Key amendments to the Finance Bill, 2013 are summarised below:
Tax Residency Certificate (TRC)

Non-resident taxpayers are entitled to choose whether to be taxed in terms of
India’s Income Tax law or in terms of the tax treaty, whichever is more beneficial.
To avail tax treaty benefits, non-residents were required to obtain a TRC

containing prescribed particulars. Many non-residents were facing difficulties in
obtaining TRC containing all the prescribed particulars.

To alleviate these difficulties, it is now proposed that non-residents would be
required to only obtain a TRC that certified their residence in their home country.
The requirement of obtaining TRC containing prescribed particulars has been
deleted with effect from tax year 2012-13.

The Finance Bill, 2013 had proposed an amendment suggesting that obtaining a
TRC would be a necessary, but not sufficient, condition in order to avail treaty
benefits. This proposal has been withdrawn.
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However, non-residents will be required to furnish such other documentation and
information as may be prescribed by the Indian Revenue authorities.

Withholding tax rate on interest on long-term infrastructure
bonds

A provision had been introduced by Finance Act, 2012, to allow a concessional tax
rate of 5% * on interest payments to non-residents on certain approved loans and
on foreign currency-denominated long-term infrastructure bonds, so long as the
interest rate did not exceed a specified limit. However, a general provision exists to
provide that if the non-resident does not furnish PAN (which is the tax registration
number in India), the applicable withholding tax rate would be 20%*.

Now, an exception has been made to this general provision with effect from 1 June,
2013, under which the concessional withholding tax rate of 5%* would apply to
payment of interest on long-term infrastructure bonds even if the non-resident
payee has not obtained a PAN. The exception has not been extended to approved
loans, which seems to imply that non-resident recipients of interest on such
approved loans would have to continue to obtain and provide a PAN in order to
enjoy the concessional rate of withholding tax.

Interest payable to Foreign Institutional Investors (FIIs) and
Qualified Foreign Investors (QFIs) on rupee denominated
corporate bonds or government securities

A new provision has been inserted to provide concessional rate of tax at 5%* on
interest on rupee-denominated corporate bonds or Government securities payable
to FIIs and QFIs.

Withholding tax rate on interest payable to FIIs and QFIs on rupee denominated
corporate bonds and government securities is proposed to be reduced to 5%* if the
following conditions are satisfied:

e Interest is payable on or after 1 June 2013 but before 1 June 2015;

e Rate of interest in respect of corporate bond shall not exceed the rate to be
notified by the Central Government.

The tax rates on such interest are proposed to be aligned with the withholding tax
rates. However, the higher rate of 20%* continues to apply if the FII/QFI has not
obtained PAN.

Commodity derivatives trading

Trading in commodity derivatives in a 'recognised association' shall not be
regarded as a 'speculative transaction', if certain conditions that have been
prescribed, are fulfilled.

* The rates are excluding applicable surcharge and cesses.
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