Sebi eases norms
for investmentvia
non-FATF nations

Move to benefit investors from countries and regions like
Mauritius, Cayman Islands whao are eyeing Category-l licence

ASHLEY COAMINED

Hui mbsa, 8 Apal
he SHecurltles and
T Exchange Board of
Irsalia (Sebi) s rolaxed
Its guldelines for forelgn port-
folio Investors (FPis) seeking
8 Category-[ Boence, & move
iy Ervimgs i DoosE [0 OVC rSeas
Investment in stocks,

Investors from countries
whbchare nat Financial Action
Task Force (FATF) members
can still quallfy forsuch regls:
tratisngs if the countrics are
specilied by the [ndian gov-
ernment. The move may ben-
efit funds and iovestmems
routed through countries,
suwch & Maurlthes and thoss
From West Asln, and akl over-
sgas Nlows coming inno Incia,
sald expens,

Al present, the FATE has 39
merabers, nckiding Australia,
Singapore, Luxembourg,
Sputh Korea, the US, the UK
and Chima, West Asion
natlons, such ns Bahrain,
Ornan, Cratar, Kuwak, and the
UAE are not {ts membsers,

Nearly 80 per cent of FPts
were put ursder Categoey-1 after
the reclassification of thiree cat-
egories into two in September
Lisd yesar. Belng jart of Calegory
T e forwe T ooy anoe Eur-
when, simplified know-your-cus-
tomer (KYC) norms  and
docurmenlalion requitemenls,
and fewer investment restric-
tions. Such imvestors can
Aulecribe and feEue offhode
derbaarive Imstruments and
am nod subieat tolndirect trans-
e prowisicms.

Prior ioghe reclassafication,
le=s than 3 per cémt FPls were
pant of Category-1 and more
than four-fifths wene pact of
Category-11 Aol 13 per cemt
of the londs wene classified as
Category-1IL

=The mowve will expsand the
list of countries cliglble for
the Calegory-1status beyonsd
The FATE frie ralser counires
It will net only mean fewer
EYC requirements for FPE
from such countrics but al

77 TOP FIVE COUNTRIES
FOR FP1 FLOWS

F'W.lﬂlﬂ% UBEMBOTEG  SINGAMRE |.'|'ﬂ'|E|'."
Tl
.02 402 © 310 3.05 0 1.54
a4 of TRy 24, R} Mo oas Paybecid s Sourta NS

exemption from  indirect
share rransfer regulations,”
sald Radesh Gandhi, pariner,
Deloitte  India.  “Along
with the MSCT index rejig. this
will help boost Inflows Into
Invidim, especially from India-
focused Mumds"™

Experts meckon non-EATH
coumtres, such as Mauritius
nd those from West Asla, miy

i kobiby o get included i
e liet of specified counries.
1o be put out by the Indian
povermment,

T well-estallished Tact
the Catepory-1FP funds enjoy
larger acceptability among
Ievearors, which b wiy nog-
FATF countrkes and reglons,
such as. Dubal, Cayman
Islaents, and Mauritius, will try
TopeL the exernyion from the
Government of Indls,” sald
Neha Mabviya, dinector, Wilson
Financial Sepvices.

Mhosy funds coming [rom
Mauritius, Cayman Islands,
Cypaus, and the British Vingdn

Islanads are current v clissifedd
a5 Caregory-IL Despite s
freaty wmend ment with India,
Mauribis rermnkik the seoond-
Iam-::-'r source of FF1 ROy,

“It ks for the flrst time thar, §

inaddition 1o the FATE meme

bers,  government-notified
countries will qualify for
Category [ regkstration.
Mourithes, Cayman  and
Indonesia fgure amongz th
prontnent non-FATF membe
countrics, which ame relevan
fior secondany investment i

Incllan scock markers,” sabd
Sumil Gldwanl, parmer
MNangia Andersen,

Actorling o Gidwanl,
qualfying for Catepony-1 will
provide FPls with greater fhex-
Inlity of opermtions and help
them alifact new invesions
“Registering as Category-1 FPIs
ks thie process of accessing
the Tivdian marbers mioch eas-
bt at the G of entry Decatise
of lesser due diligence and
decumentation. Such FRiscan
isage P-moles [0 OVErsEas
imvestors and will mot be
reqpud red to comply with off-
shiwe ransfer tax provisions,”
Gldwani sabd

This year’s Badgel had
clarifbed that Category-I1 Fils
wiould Be sulject 1o indinect
transfer  proviskons, which
ware earlier applicaide 1o
unregiilated fumds falling
under Caregory-1l.
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FPIs stare at higher
withholding tax

ASHLEY COETINIO
Mumbai, ¥ Apel

Foredgn portfolio investors
(FPIs) may have 1o shell oul
higher withholkding taxon div-
idends received even if their
finnl tox lability i% lower.
mwing to existing tax treaty
ATTAREEMENTS.

Compariies may withhald
tax at the rate of 20 per cent
plussurcharpeand cess, onthe
dividend pald to FPis, even if
they imvest from a urisdiction
that provides [or a lower rate
hased on [ndia’s doulile taxa-
tion avoidance agreement
(CFTAM] with that country.

The Budget had led 10
uncertainty megarding the
quianiLLm of tax o be withheld
on dividend paid to non-resi-
dents, This was because the
exact tax rate was not specified
under Section 195, which oov-
ers tax deducted m source
(TDS) or withholding tax for
non-residents, The récently
notifled Finance Act 2020 has
clapified that a withhodd g tax
rate of 20 per cent. plus sur-
charge and cess. will be applied
for dividend paid (o noo-resi-
dents under thissection.

Fumher, the lower raes
could e applied for mesidents
cominglmm jurisdictionswith
which India hasa DTAA

Hiwvever, theeisa discrep-
ancy. While FPTs are alkso clas-
sified as non-residents, the
withhold ing: Lox rates for these
are provided under Section
196D of the Income Tax Act.
‘This secthon specifies a e of
Hipercent {phis surcharpe and
cess) on  dividend  paid.
Hiwever, it does not provide
for & lower withholding rate
evin il the FPIS" tax labiliny is

SHELLING OUT MORE
How dividends will be tated
in case of overseas investors

For FPls

® Taxation governed by
Section 1960

® Tax on dividends @ 20%
plussurcharge, cess

m Total taxon dividends for
non-corporates
@28.5% after applying

m Lower treaty rates not
takeninto account

m Excess tax can be
adjusted against
aggregate annual axor
claimed as refund

For other non-residents

other than FPls

s Taxation governed by
section 195

m Tax on dividends (0 20%
plussurcharge, cess

m Lower treaty rates @59,
10%, 15% canapply

olchimg ra at ‘rates in force.
The quéstion is. can you read
secthon 1960, which i specific
1o FFIs, along with Section 1952
O, do you fust apply section
19607 sakd a taxk expert, on the
condition of anony ity
“There was o possiliility
that tax deducted for non-res-
idems (other than FPIs) coukl
e as high o 30-40 per cent, if
they did mot have a treaty
amangement. This issue has
been resolved by the amend-
ment inthe Finanos Act,” said
Sunil Gidwani, pariner at
Nangls Andetsen.

“For FPls, howewer, tex
deducted a source (TS} isat
20 per cent. under Section
156Dy, and this section does not
" allowe for [reary raves. even i

lovwer on aceount of anexisting
LK ETEaTY,

Il an FPI's liabfity under
The tax tmealy is 5, 100or 15 per
e, then conceptually, com-
paniescught towithhold tax at
this rape. Treaty mbes are codi
fied in Section 195, which

applies (o all non-residents, |

and which talks about with-

ckeT, puartner at

EY Indla, points out that the
effective TDS mte for non-oor-
pomate FPIs could be sagnifi-
canthy hizher If the surcharge
5 at the highest slils, FPs sinee-
tured &s trusts. for Instance, will
have 1o pay TDS at 285 per
cent, which includes 20 per
cent tax on dividend, 37 per
oot surcharpe. and 4 per cent
educarional cess,

According o Gidwank, the
excess tax collected will bave
Tl adjusted apainst the IPT's
apgregate annual tax on all
souiroes ol income, inchuding
n'.'-H-1JiW| gains and |nterest
income. Alvemmatively, it will
haverobe chimed asanefund
Non-residentsother than FPIs
can pay kower withhokling tox
riess, e appicalile under vari-
ours treaties with India. They
can alsoclaim credit for the tax
paicl in Incdia.
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