Tax érbitrage
on GIFT City

Ulips for NRIs

®12.5% tax on gains
from ¥2.5L + premium
Ulips for residents

SAIKAT NEOGI

THE BUDGET HAS created a tax
arbitrage for non-resident Indians
(NRls)investing in unit-linked insur
ance plans (Ulips) through Interna-
tional Financial Services Centre
(IFSC). While resident Indians will
have to paytaxat 12. 5% on the prof-
its if the annual premium is above
¥2.5 lakh, NRis investing from the
GIFT Citywill be exempt from tax.

For residents, the existing laws
provide that amysum received from
an Ulip would be exempt from tax
under Section 10(10D) of the
Income Tax Act, if the premium pald
does not exceed ¥ 2.5 lakh,

Yogesh Kale, executive director,
Nangia Andersen, says the Budget
has proposed to rationalise the tax-
ation of proceeds received bya resi-
dent policyholder from a ULIP."The
Budget proposes ta bring all Ulips
that are not exempt under Section
10{10D) under the definition of a
capital asset, and consequently,
gains/payouts from such a capital

asset will be taxed under the head
‘capital gains?" he said. So for resi-
dent Indians, Ulipswillbetreated as
equity-oriented schemes if the pre-
mium paid is above 2.5 lakh, with
profits taxed at 12.5%.
NRIinvesting in Ulips
through GIFT City

“In order to provide parity to
non-residents availing life insur-
ance from insurance office in IFSC
vis-a-vis other foreign jurisdiction,
itis proposed to amend the clause
(10D) of Section 10 50 as to provide
that proceeds received on the life
insurance policy issued by IFSC
insurance intermediary office shall
be exempted without the condition
related to the maximum premium
payable on such policy,” the memo-
randum underlines,

Amit Maheshwari, tax partner,
AKM Global, a tax and consulting
firm, says this means NRls can
invest in higher premium policies
through GIFT Citywithoutworrying
about tax on the maturity benefits,
unlike policies issued outside IFSC
offices.Byleveraging this, NRIscan
enjoy higher returns on their life
insurance investments while min-
imising their tax liabilities” he said.

The purpose of GIFT City is to

Ulip tax structure

Criteria

Annual premium = 2.5 lakh and less than

Current rules

Exempt under

Proposed rules
(Budget 2025)

Exempt under

10% of the actual capital sum assured Section 10(10D) Section 10(10D)

Annual premium > 2.5 lakh but less than Gains taxed as capital | Gains taxed as capital

10% of the actual capital sum assured gains @12.5% in excess | gains @12.5% in excess
of #1,25,000 of 21,25,000

Annual premium < 2.5 lakh but more than | Taxed as other Gains to be taxed as

10% of the actual capital sum assured income capital gains @12.5%

For NRIs investing through GIFT City (IFSC)

| in excess of ¥1,25,000

' Current rules  (gydget 2025) \
Annual premium | Gains taxed as | Exempt from
> 22.5 lakh other income tax under =z
section 10(10D) ;gﬂ e
For resident Indians =

Scenario 1: Annual premium more than 2.5
lakh and less than 10% of the actual capital
sum assured

Particulars Amount (In 2)

A. Premium Payment
each year for 5 yrs . 300,000

B. Total premium paid _
till lock-in period of 5 yrs 1,500,000

2,000,000

C. The actual capital

sum assured

ok bsivbg
;:?{::? capital - 500,000
undersectoniza 62,500

Source: Nangia Andersen LLP

Scenario 2: Annual premium
less than 22.5 lakh and less than
10% of the actual capital sum assured

Amount (In )

[l 200,000

B. Total premium paid 000
till lack-in period of 5 yrs - 1,000,

Particulars

A. Premium Payment
each year for 5 yrs

C. The actual capital

2,500,000

sum assured

B Sarerton
Cier section 10(100)
Tax payable NIL

encourage offshore funds and
financial entities to set up offices in
India from where they can service
foreignand non-resident investors.

Riaz Thingna, partner, Tax, Grant
Thormton Bharat, says the tax arbi-
trage for Ulip would be 12.5% plus
applicable surchargeand cess.*This

tax benefit would attract invest-
ments into IFSC and would also
leave surplus funds in the hands of
investors,”he adds.



