]
\
n
]
i
1
h
v
&
b
#
]
[

- Lubna Kably
3] “TOANGALORE B FEBRUARY

HANKS tothe Reserve Bank of In-
: l dia’s (RBI) recent announcement
permitting individuals to remit up
1o §$25,000 yearly, “you can actually
dream in mega dollars — of striking it
rich by Investing in your favourite shares,
be itlisted on the NYSE or any other in-
«ternational bourse that catches your fan-
cy. But like the proverbial villain in any
Bollywood flick, taxesthat are payableby
youinIndia and perhaps also in the oth-
ercountry may dentyour dreams.
" Don't worry, tax treatics can come 1o
the rescue. India hag;so far entered into
| tax treaties with around 66 countries of
the world. These include US, UK, Ger-
many, France, Japan, Singapare, among,
others. Sogo ahead, investand make
most of tax reaties. -
Some basic points must be under-
| stood. First, how does double taxation
| arise in any cross-country transaction,

i_earnmg The Tncks Of Tax Treatles ls lmperatwe To Make $ Gains’s.
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induding one of mere investments
abroad inshares? Double taxation occurs
when one and the same peeson is taxed
o the same income in more than one
country —In Country A’ because itisthe
source country from where theincome is
derived (such as dividends and capital
pains) and in ‘Country B’ because it is the
nvestor’s country of residence or home
country. To provide reliel, tax treaties
clarily which country has the right to tax,

. whether itwould be the investor's home
‘country or the country of source. At
times, the right 10 tax may be given o
both countries. What next? “well, 1ax
treaties provide that the investor's home
country shall grant a tax credit for the
Jtaxes paid in the other country.
“Now let us come 1o the nitly-gritty.
Most countries, including India, 1ax ‘o
. dinary” ax residents on global income,
P Differs from treaty to treaty: P2
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The statys of ‘ordinary’ tax resh
dence in_India is determined
based on the number of days of
sty in India." Section 6{1) of the,
Income-tax (T} Act provides
that an individualis an ordinary
residentin Indla, inanytax yeac if
he has been In India in that year
for period ot perlods amounting
in allto 182 days or more. Anin-
dividual could aksobe an ordinary
resident, i he hasbeenin Indiain
that tax yeat for 60 days ot mare”
and has been in India for tse four
previous years, inmediately pre-

ceding this tax year for 365 days
ormare.

In,other words, I you are an
“ordinary’ tax resident, both the
foreign dividend income and the
<apital gains arising frorh sale of
‘such foreign shares would be tax-
able in India ln your hands
Would it also be subject to tax in
e forcign country? The answe
| varics from tax trealy to tax reaty:

Andif youhave coughed by taxes
atroad — in the source country

—. as an ordinary tax resident of-
India. you can daim qedit here.

Letus begin with dividend tax

| oo in mest ouncis

dividends declared are not ex-
empt in the hands of the share-
Dolders. So, if you have invesied
in sharcs of Hitachi on Lhe Tokyo
Stock Exchange and obtained
dividends, please take a peek at
the relevant provision in the
Indo-Japan ax treaty. The words
uscd are that the country of
which the dividend paying con-
pany is a 1ax resident ‘may also”
tax such dividend income. The
Japanese company would be
duty bound 1o withhald tax at
sourceatthe rate of 15%, which s
ihe concessional rate prescribed
inthetreaty.

Youbeingan ordinary tax s
ident of India would also pay tax
on the same dividend income in
India and would then have 10
claim a tax credit in India for the
taxwithheld in Japanwhen fling
yourtax retum.

Coming now 10 capital gains
Munt countrics, under theit do-
nuesticlaws follow aresidence
sis of taxation of capital galns. *If
you are mmusmum-nu:.sm;L

likely that you will suffer tax on
capital gains. made by sellin
sharcs of US company.” explains
Daksha Baxd, International tax

dates
Thus, trealy laws and laws of

the country of source must be-

read carclull, The relevant capic
In most treaties, the .
creditgivenby
India is limited to .
the taxes that are |

payablein India on .

the same income.
Only if the rate in
the foreign country
is lower do you get.

a full credit

1l gain provision in the Indo-US
tax tresty prescribes that India
aud US may tax capital gains as
pee their domestc laws. And US
underits domestictaxlaws geners

ally docs not tax capital gains ars-

ing from sale ol US company
sharcs provided he investor s ot

comsultant at Nishith Desal Asso-

aUSuax resident, Letus take an- «

‘Tax abroad differs from treaty to treaty '

other xample and assume hat \rm are payable in India on the |

resident In India. such capital
gains would be your taxable in-
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Thus, oaly fthetax |
L of thares oa the Slnxapul: Raic in the foreign country is ow-
boturse., er do you et a full aredit against

Surh npnu] gains would be * Indian taxes. India does not grant
subject o taxin Singapore. Once  arefund for (e excess tax paxd in
again as youare an ‘ordinary’ tax e loreign country.

“The compliance obligations
the other country also nced 1o b
++come in India. The recourse, ask  ascertained. It is ikely that while
- for a'tax aredit in India, (or the  the taxeswithheld or paid by you

againsi your dividend or capital |
gain income s the only tax babli-
P Non -Ordinary residenis fn In- 1y in the oiher country, you may
dia, {once again deicnmined on . sullave to fle Lax remums insuch
thehasis of dyys siay i bndia) do 3 counery.” adds M. utm,,

ol fareign scrips.
!

forcign country, i s imperative  warns.
for you ta obxain proaf, such asa
witlhokding tax ceruficate. This
also will belp you claim that
mudh needed tax aedit in India

again depends on the relevant  dends, and dollar

paruner, Bharat S Raut & Co.
I most treatics, the credit giv-
enby Ind tothe taxes 1t

Tasucs suich as wealth tax,

have invesied in shares abso
‘when filing your wx returm. India - comes 1o the fore. Thus, d
may or may not give a full tax  away that sinple one-pge Saral
.aedit lor the loreign taxcs, this - fom. Be prepared. Cool yen divi-
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Loy ypetol |
come uch 2 forcign dividend . securlics such s decp dabount
and capital gains Income on sale  bonds etc. would have theiz own
. peculiar tax treatment in India |
Basbeeawilhheldinthe “and the_other county

'h:lv

weaty,” states Mr Nihil Bhiatia, gains are not free. They come | |
with a tax price. But please make | |
the most o Lax Ircatles to ersure
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