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Preface
Set to become the third largest economy in the world by 2025, India presents 
enormous opportunities for foreign investors.  With a population of over 1.2 
billion, more than half of which is under 25, the country has huge production and 
consumption potential. Since liberalization in 1991, India has continuously recorded 
high growth rates, averaging quarterly GDP growth of 7.45 percent between 2000 
and 2011.

India’s strengths speak for themselves. The country benefits from:

• A labor force of 487.6 million 
• A large and growing middle class, creating a steady increase in domestic demand
• An English-language business environment
• Cost competitiveness
• World-class expertise in IT software and business process outsourcing, with 

services accounting for more than half of India’s output 

For foreign investors, these strengths have proven highly attractive. In spite of a 
challenging business environment that ranks 132nd in the World Bank’s Doing 
Business listings, India remains the fourth most attractive foreign direct investment 
destination in the world, behind the U.S., China and the U.K.

This publication introduces the fundamentals of foreign investment in India. 
It utilizes the expertise of Dezan Shira & Associates, a specialist foreign direct 
investment practice that provides corporate establishment, business advisory, tax 
advisory and compliance, accounting, payroll, due diligence and financial review 
services to multinationals investing in emerging Asia. 

Since its establishment in 1992, the firm has grown into one of Asia’s most versatile 
full-service consultancies with operational offices across China, Hong Kong, India, 
Singapore and Vietnam, as well as liaison offices in Italy and the United States. Dezan 
Shira & Associates’ experienced business professionals are committed to improving 
the understanding and transparency of investing in emerging Asia.

Contact Dezan Shira & Associates
india@dezshira.com
www.dezshira.com

Chris Devonshire-Ellis
Senior Partner, Dezan Shira & Associates

Olaf Griese
Partner and Country Manager
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To establish a liaison office, 
a foreign parent company 
should have a three-year 
profit-making track record in 
its home country. 

What are my options for investment?
Foreign investment into India can come in a variety of different legal entities. Your 
choice of entity depends on the kind of work you plan to do during your time in 
the country.

This section discusses the functions and establishment requirements of each of 
the five entities that can be established as a business enters India. Greater detail 
on establishing companies (i.e. joint ventures or wholly owned subsidiaries) follows 
in the next section.

The five entities are discussed as follows:

a. Liaison Offices
b. Branch Offices
c. Project Offices
d. Wholly Owned Subsidiaries and Joint Ventures

a. Liaison Offices
A foreign company can open a liaison office in India to engage in the following 
activities:

• 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 India; and
• Acting as a communication channel between the parent company and Indian 

companies. 

A liaison office is not allowed to commence any commercial, trading or industrial 
activities, directly or indirectly, and is required to sustain itself out of private 
remittances received from its foreign parent company through usual banking 
channels. 

To establish a liaison office, a foreign parent company should have a net worth of 
no less than US$50,000 and have a three-year profit-making track record in its home 
country. Applications to establish a liaison office are sent to the Reserve Bank of 
India (RBI) and a license to operate is generally given for three years (after which it 
needs to be renewed).
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When operating a liaison office in India, care should be taken not to trigger 
Permanent Establishment (PE) status, as this status subjects the liaison office 
to treatment as a foreign entity. PE status is triggered when a direct business 
connection is established between the liaison office and its foreign parent company. 
If a parent company’s plans for the liaison office are likely to trigger PE status, a 
branch office, project office or limited liability company could prove to be a more 
appropriate choice. 

b. Branch Offices
Foreign companies engaged in manufacturing and trading activities outside India 
may open branch offices for the purposes of: 

• Representing the foreign parent company or other foreign companies in various 
matters in India, such as acting as buying and selling agents;

• Conducting research in which the foreign parent company is engaged, provided 
the results of this research are made available to Indian companies;

• Undertaking export and import trading activities; 
• Promoting technical and financial collaborations between Indian and parent or 

overseas group companies;
• Rendering professional and consultancy services;
• Rendering services in information technology and development of software;
• Rendering technical support to the products supplied by parent/group 

companies; or
• In the case of foreign airline/shipping companies.

A branch office’s allowable scope of activities is broader than for a liaison office, 
however branch offices are still generally forbidden from engaging in retail trading, 
manufacturing or processing activities within India. The major exception to this rule 
is in special economic zones, where branch offices can be established to undertake 
manufacturing and service activities without RBI approval if conditions are met. 

Only companies engaged in manufacturing or trading activities abroad are 
permitted to open a branch office in India. To qualify to open a branch office, the 
foreign parent company should have a net worth not less than US$1,000,000 and 
a profit-making track record for the preceding five years. Similar to a liaison office, 
applications to establish a branch office are sent to the RBI and a license to operate 
is generally given for three years (after which it needs to be renewed). 

Branch offices are still 
generally forbidden from 
engaging in retail trading, 
manufacturing or processing 
activities within India.
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c. Project Offices
The project office, essentially a branch office set up with the limited purpose of 
executing a specific project, allows companies to establish a business presence for 
a limited period of time. Project offices are particularly common among foreign 
companies engaged in turnkey construction or installation.

A business must secure a contract from an Indian company in order to execute a 
project in India and thus establish a project office. This project must be:

• Funded with remittance from abroad directly;
• Funded by a joint or multilateral financing agency;
• Cleared by an appropriate authority; or
• Based on a contract awarded by a company or entity in India which in turn is 

funded by a public financial institution or bank in India.

If the project does not meet the above criteria, the entity must obtain special 
approval from the RBI. Project offices are permitted only for activities to execute 
the project under approval; all unrelated activities are forbidden. 

d. Wholly Owned Subsidiaries and Joint Ventures
For a foreign enterprise to engage in activities that fall outside the limits of liaison, 
branch and project offices, wholly owned subsidiaries or joint venture companies 
can be established.

Wholly owned subsidiaries and joint ventures are set up as private limited 
companies. Private limited companies are the most suitable and widely used form 
of business enterprise for foreign investors in India because they allow total control 
over business operations, provide limited liability, and have fewer restrictions on 
business activities than liaison offices and project offices. 

Both wholly owned subsidiaries and joint venture companies have independent 
legal status as Indian companies distinct from the foreign parent company. 

Registered Capital in India
August 15, 2012
India Briefing website
http://bit.ly/Q0Lapc

http://www.india-briefing.com/news/registered-capital-india-5564.html/
http://www.india-briefing.com/news/registered-capital-india-5564.html/
http://www.india-briefing.com/news/registered-capital-india-5564.html/
http://www.india-briefing.com/news/registered-capital-india-5564.html/
http://www.india-briefing.com/news/registered-capital-india-5564.html/
http://www.india-briefing.com/news/registered-capital-india-5564.html/
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How do I establish a company?
Establishing a company in India can be a difficult process that requires 
communication with many different authorities. Seeking professional help will 
ensure that you get it right first time and do not have to make costly changes 
later on.

Here, we discuss:

a. Setup Process
b. Key Positions
c. Intellectual Property

a. Setup Process
Private limited companies are the most common company form used by 
foreign investors. Private limited companies may be in the form of joint venture 
collaborations with an Indian partner and/or public issues, or wholly owned 
subsidiaries having 100 percent foreign ownership. Establishing a private liability 
company in India takes approximately six to eight weeks.

Shareholder liability is limited to the paid and unpaid capital. The minimum paid up 
share capital, also known as authorized capital, is INR100,000. The company must 
maintain the full amount of authorized capital in a specified bank account for the 
duration of its existence; this capital can only be withdrawn in the case of liquidation 
or in the case that the amount of authorized capital is lowered by a resolution at 
a meeting of shareholders. Penalties may apply if a company fails to maintain the 
full amount of authorized capital. 

The incorporation of private limited companies falls under the “automatic route” or 
the “approval route.” Investments made under the automatic route are done without 
approval of the central government. The approval route requires prior approval of 
the Foreign Investment Promotion Board (FIPB). 

“The incorporation of 
private limited companies falls 
under the “automatic route” or 
the “approval route.” ”
Gunjan Sinha 
Associate, Business Advisory Services
Dezan Shira & Associates, New Delhi Office
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After establishing but before commencing business, all companies incorporated 
in India, whether locally or foreign-owned, must apply for a Permanent Account 
Number (PAN) for taxation purposes. This unique identification code is used for 
communications between the company and the tax authorities. The National 
Securities Depository Limited (NSDL) is responsible for issuing all PAN cards. To 
apply for the PAN card, you can enlist the assistance of an agent or apply online at 
the NSDL website. Documents including proof of existence of the company and 
proof of office address must be provided. It usually takes 15 days to issue a PAN 
card to a business.

Additional governmental approvals may also be required. These may include an 
industrial license or statutory clearances relating to pollution control, depending 
on industry, investment amount and location. Other approvals and clearances at 
the state level include land, water, electricity and additional registrations.

Sectors Prohibited for FDI
1. Lottery business including government /private lottery, online lotteries, etc.
2. Gambling and betting including casinos, etc.
3. Chit funds
4. Nidhi company
5. Trading in Transferable Development Rights (TDRs)
6. Real estate business or construction of farm houses
7. Manufacturing of cigars, cheroots, cigarillos and cigarettes, of tobacco or of tobacco substitutes
8. Activities / sectors not open to private sector investment, e.g. atomic energy and railway transport (other than mass rapid 

transport systems)

Reforms in India: Government Allows FDI in 
Multi Brand Retail
September 17, 2012
India Briefing website
http://bit.ly/PeyHLB

http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
http://www.india-briefing.com/news/reforms-india-government-fdi-multi-brand-retail-5616.html/
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One of the ways an Indian company can access funds abroad is through External 
Commercial Borrowings (ECB), i.e. commercial loans in the form of bank loans, 
buyers’ credit, suppliers’ credit, or securitized instruments from non-resident lenders.
ECBs are accessible under the automatic route or the approval route of FDI. Under 
the automatic route, no prior approval of the RBI is required to obtain the ECB, as 
long as certain requisite conditions are met: the borrower must simply obtain a 
Loan Registration Number (LRN) from the RBI before drawing from the ECB. For 
ECBs under the approval route, applicants are required to submit an application 
along with necessary documents to the Foreign Exchange Department of the RBI, 
through a designated bank authorized by the RBI. A list of authorized dealers can 
be found on the RBI website.

Wholly Owned Subsidiary Establishment Process

Obtain Director Identification No. and Digital Signature certificate

Application to Registrar of Companies for name registration

Open Temporary Bank Account (upon request)

Lease Agreement for Registered Office

Application to Registrar of Companies for incorporation

Issuance of Certificate of Incorporation

WOS legally exists
Obtain Environmental Clearance

Application for Industrial License

Eligible to legally commence business
Obtain Tax Identification No.

Obtain Import Export Code

Foreign Currency and INR Bank Accounts

Injection of Paid up Capital 

Inward Remittance Report to Reserve Bank of India
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b. Key Positions
Incorporating a private limited company requires a minimum of two directors, and 
between two and fifty shareholders. Shareholder(s) are the highest authority of 
the company. The director or board of directors sets the agenda of the company’s 
operations according to shareholder decisions. Directors can be managing directors, 
executive directors or non-executive directors.

As part of annual compliance requirements, companies must appoint an auditor to 
undertake a full audit of company accounts prior to the Annual General Meeting 
(AGM). The auditor must be a chartered accountant appointed by the board of 
directors. She or he may not be an employee or partner of the company, hold 
security of the company nor be indebted to it. She or he is always appointed 
from one AGM to another by the shareholders, except for the first auditor, who is 
responsible from start of business until the first AGM. Auditors shall have right of 
access at all times to the books, accounts and vouchers of the company.

For companies with paid-up capital of more than INR1 million, a company secretary 
must be appointed to sign an annual compliance certificate; for those with paid-up 
capital of more than INR50 million, a full-time company secretary must be appointed 
to act as a compliance officer.

India Briefing Discussion Group
Discuss due diligence and other timely topics about 
doing business in India.

http://www.linkedin.com/groups/India-Briefing-4178134?trk=myg_ugrp_ovr
http://www.linkedin.com/groups/India-Briefing-4178134?trk=myg_ugrp_ovr
http://www.linkedin.com/groups/India-Briefing-4178134?trk=myg_ugrp_ovr
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To subscribe to The India Advantage News Bulletin: 
Scan this QR code with your smart phone to visit: 
www.india-briefing.com/subscribe.html

c. Intellectual Property
An important issue that needs to be taken care of when investing in India is 
registration of your trademark. 

Registration involves several filing procedures, takes about 12 months from 
commencement to issuance of the certificate, and can be carried out by licensed 
Indian trademark lawyers at Trademark Registry Offices in Ahmadabad, Chennai, 
Kolkata, Mumbai or New Delhi.

A trademark can be placed upon a brand, heading, label, ticket, name, sign letter, 
text, word, numeral, slogan, base line, shape, color or any combination of any of 
these. The object of the mark must be distinctive, must not be identical or similar 
to a mark already registered or pending application for registration, must not be 
prohibited by law, and must be owned by the applicant. 

Trademark Registration Procedure

Trademark Search 
To make sure that there is no similar trademark already registered or for 

which an application for registration has already been submitted

Registration Certificate
If no opposition to the mark is filed within 90 days, or 120 days if request 

for extension is given by an opponent, mark proceeds for grant of 
Trademark Registration Certificate

Registered
The trademark is registered and the Trademark Registration Certificate is 

issued by the Registrar of Trademarks

Application 
Filed with the Registrar of Trademarks, with registration fee of INR500

Publication 
Of the mark in the Trademark Gazette



Tax and Accounting

	 What	are	India’s	major	taxes?
	 What	are	some	of	the	key	compliance	requirements?
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What are India’s major taxes?
Tax rates in India depend on whether a company is deemed a Permanent 
Establishment, the nature of the income and the provisions of relevant double 
taxation avoidance agreements (DTAs).

India’s tax system clearly demarcates authority between central and state 
governments and local bodies.  The central and state governments provide various 
tax incentives for foreign investors establishing companies in India, including indirect 
and direct tax incentives, reductions in indirect taxes (sales tax and tax depreciation 
allowance), tax deduction for the first ten years of operation of new industrial units in 
specific areas, and special tax provisions for 100 percent export-oriented operations. 
Special economic zones offer additional important benefits and tax reductions.

DTAs enable some companies to avoid paying excess tax on income in two different 
countries. India has entered into a DTA with over 80 countries, including the U.S., 
Canada, UK, Japan, Germany, Australia, Singapore, U.A.E., and Switzerland. 

This section gives an overview of the tax obligations for investors, followed by a 
more detailed outline of the more important taxes. Personal income tax is discussed 
in the Human Resources section. 

Here, we discuss:

a. Corporate Income Tax
b. Sales Tax, Value-added Tax and Goods and Service Tax
c. Capital Gains Tax
d. Other Taxes

“India has entered into a 
DTA with over 80 countries, 
including the U.S., Canada, 
UK, Japan, Germany, Australia, 
Singapore, U.A.E., and 
Switzerland.”
Cherry Bansal
Accounts Associate
Dezan Shira & Associates, New Delhi Office
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a. Corporate Income Tax
Corporate income tax is levied against profits and income under the provisions of 
the Income Tax Act. Business losses can be carried forward eight years and set off 
against future profits.  In addition, there are many tax holiday provisions as described 
in the Income Tax Act.

A company is considered a foreign company if its core management (i.e. where key 
decisions on management are made) is located outside of India for the duration of 
the year. Companies formed in India, even subsidiary units with mother companies 
in foreign countries, are considered Indian domestic companies. Foreign and 
domestic companies are subject to different corporate income tax rates.

Corporate Income Tax Rates
Standard income 

tax rate
Surcharge for firms with incomes 

larger than INR10 million
Education cess

(% total tax)
Indian companies 30% 5% 3% 

Foreign companies 40% 2% 3% 

Corporate income tax must be paid by all types of foreign-invested entities, except 
for liaison offices, which are not permitted to earn income. A tax return must be 
sent to the income tax authorities by September 30. In case of liaison offices, the 
foreign company is required to submit the “Annual Statement” in Form 49C within 
60 days from the end of the financial year.

Corporate income tax must be paid in increments throughout the year according 
to the advance corporate tax (ACT) payment schedule, as follows:

• July 15 - 15%
• September 15 - 45%
• December 15 - 75%
• March 15 - 100%
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b. Sales Tax, Value-added Tax, Service Tax and Goods 
and Service Tax
The Government of India is currently finalizing negotiations for a comprehensive 
indirect tax reform, which will introduce the new Goods and Service Tax (GST).  
The tax will replace current value-added tax (VAT) and central sales tax (CST), with 
planned implementation in April 2013. 

The dual GST model would come with two tax rates: one that will be charged 
uniformly across the states and another by the central government. Legislation is 
still being shaped, but it is likely that virtually all goods and services will be included, 
with minimum exemptions including alcohol, tobacco and petroleum products. 

At time of writing, most states in India impose a VAT on goods. A CST of 4 percent 
is also levied on inter-state sales but will be eliminated gradually.  VAT is applied at 
each stage of sale with a mechanism of credit to keep track of the VAT paid. The 
VAT paid on goods purchased from within the state is eligible for VAT credits, which 
can be used to offset the VAT/CST due on the sale of goods. 

Value-added Tax Rates
1% essential commodities, bullion and precious stones

4% industrial inputs and capital goods; items of mass consumption 
including medicine, drugs, agricultural and industrial inputs and 
capital; and declared goods

12% all other items
*In addition to the above, petroleum products, tobacco, liquor etc., attract higher VAT rates that vary from 
state to state.

VAT reporting is either monthly or quarterly, depending on the state.  Every business 
is required to register their VAT, although businesses with less than INR500,000 
turnover are exempt from payment. 

Until the introduction of the GST, a service tax is also in operation. This is charged 
at a rate of 10 percent with 3 percent education cess on the value of total tax. 
Taxable services, which are listed in the Finance Act, are largely liable to be paid 
by the service provider. Some service taxes are liable to be paid by the recipient of 
the service: an advisor can assist in identifying these cases. 

Currently, goods manufactured in India are also subject to excise duty (central 
VAT) on the value of goods sold or the maximum retail price of the goods sold, 
depending on the type of products manufactured. The general rate is 12 percent, 
with the rates for other goods varying greatly. 

New Service Tax Regime Introduced 
July 2, 2012 
India Briefing website
http://bit.ly/RDqgyx

http://www.india-briefing.com/news/service-tax-regime-introduced-july-1-2012-5498.html/
http://www.india-briefing.com/news/service-tax-regime-introduced-july-1-2012-5498.html/
http://www.india-briefing.com/news/service-tax-regime-introduced-july-1-2012-5498.html/
http://www.india-briefing.com/news/service-tax-regime-introduced-july-1-2012-5498.html/
http://www.india-briefing.com/news/service-tax-regime-introduced-july-1-2012-5498.html/
http://www.india-briefing.com/news/service-tax-regime-introduced-july-1-2012-5498.html/
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c. Capital Gains Tax
The tax rate on capital gains in India varies based on the type of asset (shares, 
property, debt instruments), the length of time the investor has held the asset, and 
whether the transactions have taken place on a recognized stock exchange in India. 

When the income from a sale is classified as business income under Indian law, 
it will be taxable in India, but only if such income accrues or arises in India or is 
attributable to a “business connection” in India. 

The rate of tax applicable to the business income of non-residents is higher than 
the rate applicable to domestic entities: approximately 42 percent. 

Equities held for more than one year, other assets held for more than three years, 
and real estate are considered long-term capital and generally taxed at a basic rate 
of 20 percent.  Short-term capital gains (securities held for less than one year, three 
years for other assets) are taxed at the normal corporate income tax rate, which is 
usually 30 percent. 

Relief from certain types of capital gains is often sought through double taxation 
avoidance treaties, and may allow structuring alternatives for foreign investment that 
entirely relieves investors of the capital tax liability or significantly mitigates the same.  

d. Other Taxes
Dividend distribution tax (DDT) is levied against the distributing Indian company, not 
its shareholders. The company is liable to pay DDT of 16.225 percent on dividends. 

A wealth tax of 1 percent is imposed on specified assets held by a taxpaying 
company in excess of the basic exemption of INR3 million (i.e. expensive cars, 
yachts, unused land, etc.). 

Minimum alternative tax (MAT) is levied at 10 percent of the adjusted book profits 
in the case of those companies where income tax payable on taxable income 
according to the normal provisions of the Income Tax Act is less than 10 percent 
of the adjusted book profits. Surcharge is applicable at 10 percent in the case of 
domestic companies if adjusted book profits are in excess of INR10 million. 

Dividend distribution tax 
(DDT) is levied against the 
distributing Indian company, 
not its shareholders. 
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What are some of the key compliance 
requirements?
As the complexity of the tax system may suggest, India has a series of compliance 
requirements which must be met by foreign investing enterprises. Failure to do 
so incurs fines and may jeopardize the company’s continued presence in India. 

This section will discuss:

a. Accounting and Bookkeeping
b. Annual Compliance
c. Transfer Pricing

a. Accounting and Bookkeeping
In India, accounting is done according to the Accounting Standards issued by the 
Institute of Chartered Accountants of India and approved by the Parliament of India. 
There are more than 30 accounting standards, each governing different aspects of 
accounting statements. These accounting standards have legal recognition through 
the Companies Act. 

The Accounting Standards are formulated on the basis of the International Financial 
Reporting Standards with a view to harmonizing India’s accounting standards with 
the rest of the world. They include standards on the valuation of inventories, cash 
flow statements, net profit or loss for the period of accounts, accounting for fixed 
assets and revenue recognition. 

The RBI regulates the country’s foreign exchange markets and prescribes exchange 
control norms. The Indian rupee is fully convertible on the current account, which 
means that foreign exchange is freely available for making and receiving trade-
related payments. However, on the capital account, the Indian rupee is only partially 
convertible. 

Latest on GAAR
August 22, 2012
India Briefing website
http://bit.ly/RDqJ3z

http://www.india-briefing.com/news/latest-gaar-5574.html/
http://www.india-briefing.com/news/latest-gaar-5574.html/
http://www.india-briefing.com/news/latest-gaar-5574.html/
http://www.india-briefing.com/news/latest-gaar-5574.html/
http://www.india-briefing.com/news/latest-gaar-5574.html/
http://www.india-briefing.com/news/latest-gaar-5574.html/
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b. Annual Compliance
Annual compliance requirements differ for entities depending on whether they 
are foreign representative offices or companies.

All incorporated companies, whether public or private, are required to undertake an 
annual audit of accounts. Audited financial reports along with the auditor’s report 
must be sent to the shareholders well before the Annual General Meeting (AGM) is 
held. Company accounts must be submitted to the office of the concerned Registrar 
of Companies (ROC) annually, following an AGM. 

In addition to the required four board meetings per annum (which can be 
conducted in India or abroad), an AGM must be held once in every calendar year 
before September 30, with the time period between two AGMs not lasting more 
than 15 months. The main agenda points in any AGM include presentation of the 
annual accounts, and appointment of statutory auditors.

Guidelines for the annual accounts are as follows:

• Annual accounts must be filed with the office of the concerned ROC within 30 
days after the AGM. If an AGM is not held, then accounts should be filed within 
30 days of the last date on which the AGM was required to be held.

• Accounts must relate to a financial year, comprising 12 months and not exceeding 
15 months. The company can obtain prior permission from the ROC for an 
extension of the accounting period to the extent of 18 months. 

• Annual accounts must cover a period ending no more than 6 months ahead of 
the AGM, except for the first annual accounts of a newly incorporated company, 
which should cover a period ending no more than 9 months ahead of the AGM.

In addition, companies with paid-up capital of between INR1 million and INR20 
million are required to file an Annual Compliance Certificate along with the Annual 
Report. Companies with paid-up capital of more than INR20 million are required 
to employ a full-time company secretary who will act as their compliance officer.

Since liaison offices and branch offices are permitted to conduct only a limited set 
of activities. These offices are obliged to demonstrate that they are operating within 
their legally permissible areas of activity once a year. This reporting takes the form 
of an Annual Activity Certificate, which must be produced in a specified format 
provided by the office’s auditor. It provides details and sources of funds received, 
and the nature of expenses on which funds have been spent.

To discover more about accounting 
and bookkeeping, scan this QR code 
with your smart phone to visit: 
www.dezshira.com/accounting-
bookkeeping.html

www.dezshira.com/accounting-bookkeeping.html
www.dezshira.com/accounting-bookkeeping.html
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Companies
Compliance requirement Details

Accounts reporting • Accounts must be presented at an AGM. AGMs must be held once every calendar year 
before September 30.

• Company accounts must be submitted to the office of the concerned Registrar of 
Companies within 30 days of an AGM. 

• Companies with share capital must file an annual return with the Registrar of Companies 
within 60 days of the AGM.

• Companies with paid-up capital of INR1 million or more must file an Annual Compliance 
Certificate.

Income tax audit • Income tax audits must be undertaken by businesses engaging in trading or manufacture 
of goods with turnover of more than INR10 million, or service providers with turnover 
of more than INR2.5 million. Reports must be produced by a Chartered Accountant and 
submitted by September 30.

Audits by type of business • Companies engaging in manufacture should be prepared to undertake audits on value of 
goods or on CENVAT credit for excise purposes.

• Companies engaging in trade should be prepared to undertake audits on the VAT credit 
they claim.

• Companies engaging in services should be prepared to undertake audits on service tax.

The frequency of these audits is determined by tax authorities according to the 
undertaking’s turnover.

Corporate tax • Companies in the service industry must file service tax returns every six months, by 
October 25 and April 25. 

• Companies that sell a product must file annual sales tax or submit their value-added tax 
returns. The systems for these submissions vary by state.

• Companies located in states where professional tax registration is mandatory must file 
annual professional tax returns for each of their employees for whom they have deducted 
professional tax. Professional tax rates vary by state.

Foreign Exchange 
Management Act (FEMA)

• FEMA regulates foreign exchange into and out of India. In accordance with this act, foreign 
exchange must be reported at two stages: (i) on receipt of share application money from 
the non-resident parent company; (ii) upon issue of shares to the foreign parent company.
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Compliance for Foreign-invested Entities
August 2012
India Briefing magazine
http://bit.ly/Qr5nS9

It should be noted that alongside annual compliance, there are many ongoing 
compliance requirements for representative offices and companies, which generally 
relate to major changes in the entity, such as address, directors or capital (for 
companies).

Following annual compliance, profits and dividends (remittances classified as current 
account transactions) earned in India can be repatriated through an Authorized 
Dealer after tax liabilities are met, without requiring the permission of the Reserve 
Bank of India.

c. Transfer Pricing 
Transfer pricing concerns the prices charged between associated enterprises 
(those linked through management, control or capital) established in different tax 
jurisdictions for their intercompany transactions. 

For tax and auditing purposes, international transactions between associated 
enterprises have to be assessed on the basis of the “arm’s length principle.” This 
arm’s length nature has to be supported by documentation signed and verified 
by an accountant. Taxpayers involved in internationally related party transactions 
are also required to maintain a series of more detailed documents showing the 
ownership structure, property/service involved and so on.

Transfer pricing documents need to be submitted by October 31 following the close 
of the relevant year. Records also need to be maintained for at least 8 years from the 
end of the relevant fiscal year. A transfer pricing audit is required if the related party 
transaction exceeds INR150 million. Even if a related party transaction is lower than 
INR150 million, an audit is still possible. Therefore, documents on transfer pricing 
should be maintained by all firms.
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How do I hire staff/workers?
Whether your business uses foreign or domestic staff/workers when operating in 
India, there are a number of legal requirements to pay attention to, from visas for 
high-skilled workers to drawing up contracts for laborers. 

This section looks at:

a. Visas for Foreigners
b. Contracts
c. Compensation

a. Visas for Foreigners 
All foreigners visiting India (excluding overseas citizens of India, persons holding 
a “Person of Indian Origin” card and Nepalese or Bhutanese nationals) need a visa. 

India issues tourist visas, generally for 180 days with multiple entries. A tourist visa on 
arrival (TVOA) scheme has been set up by the Indian Immigration Department for up 
to 30 days for nationals of Cambodia, Finland, Indonesia, Japan, Laos, Luxembourg, 
Myanmar, New Zealand, Philippines, Singapore, and Vietnam. Applications must 
be made at the consular section at the nearest embassy or high commission. For 
UK nationals, India has outsourced its visa application services to VF Services and 
applications at the embassy in London are no longer accepted. In the United States, 
India’s visa application services are handled by Travisa Outsourcing.

For business activities, two other types of visa are important to note: business visa (for 
which the period of stay in India per visit is limited to six months) and employment 
visa. For the latter, there are additional requirements for employees of the IT and 
journalism sectors, and a less restrictive regime for the power and steel sectors. 

For all foreigners intending to stay in India for longer than 180 days (on any type of 
long-term visa), there is a requirement to register with the local Foreigners’ Regional 
Registration Office (FRRO). In most cases, this registration needs to be done within 
14 days of arrival in India. 

Entering India: Visa Process and Registration
June 18, 2012
India Briefing website
http://bit.ly/P5fRXk
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b. Contracts 
Indian labor laws provide a minimum of guarantees and benefits to all employees 
and these laws supersede the provisions of labor contracts. 

There are three types of contracts in India:

• Permanent (direct) contract
• Fixed contract
• Temporary contract

Investors should pay special attention to the Industrial Disputes Act, which provides 
a large number of protections for employees; the Shops and Establishments Act, 
which governs the hours of work, payment of wages, leave, holidays, terms of service 
and other conditions; as well as the several wage and remuneration acts, which 
regulate the payment of wages, bonuses, and equalize pay for men and women.

Any termination policy should be checked against the current law prior to it is 
carried out. For example, companies that employ more than 100 workers need 
government permission to conduct layoffs.  

Besides company rules and regulations, clauses related to the following points can 
be incorporated into contracts:

• Non-disclosure
• Employee poaching
• Unfair competition
• Trademarks, patents and trade secrets

Investors should pay special 
attention to the Industrial 
Disputes Act and Shops and 
Establishments Act.
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What major legal obligations does a 
company have for its staff/workers? 
Under Indian law, a company is required to withhold and pay personal income tax 
(PIT) and contribute to social insurance funds on behalf of its employees. Many of 
these obligations can be outsourced to a human resources administration services 
provider.

This section discusses:

a. Withholding and Paying Personal Income Tax
b. Contributing to Social Insurance Funds

a. Withholding and Paying Personal Income Tax
According to the Income Tax Act, it is the obligation of the employer to withhold 
personal income taxes from the salary paid to an employee, and deposit these taxes 
with the Indian revenue authorities. This applies to Indian employers and foreign 
employers, for domestic and expatriate staff. Personal income tax is governed by 
the Central Board for Direct Taxes (CBDT), part of the Department of Revenue under 
the Ministry of Finance. 

PIT in India is based on resident status and the source of income. Residents are 
taxed on their global income whereas non-residents are taxed only on income 
that is sourced, received, or accrued in India. Work done in India, regardless of the 
employer’s international status, will be taxed. 

Residency status is dependent on the length of time spent in India, with tax liability 
further dependent on whether the employee’s home country has a double taxation 
avoidance agreement with India.

 
Payroll Processing in India
June, 2012
India Briefing magazine
http://bit.ly/Q0MZSX
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Tax Structure 2012-13
No. Tax rates General Women Sr. Citizens

(Above 60 years but below 80 
years of age)

 Individuals above 
80 years of age

1 No tax Up to 200,000 Up to 200,000 0 to 250,000   Up to 500,000

2 10 percent 200,001 to 500,000 200,001 to 500,000 250,001 to 500,000

3 20 percent 500,001 to 1000,000 500,001 to 1000,000 500,001 to 1,000,000   500,001 to 1,000,000

4 30 percent Above 1000,000 Above 1,000,000 Above 1,000,000   Above 1,000,000

Salary is defined by the Income Tax Act to include wages; pensions and annuities; 
gratuities; advance of salary; any fee, commission, perquisites (e.g. the value of rent 
on accommodation provided by the employer) or profits in lieu of or in addition 
to salary or wages; any encashment of leave salary; or any amount of credit to the 
provident fund of an employee to the extent that it is taxable. 

Salary also generally includes what is known as a “dearness allowance”: a type of 
allowance provided for the higher cost of living in particular cities or states. While this 
allowance is most important for government employees, certain private companies 
also offer it at their own discretion.

For income to be treated as salary, the following conditions must be fulfilled:

• There must be an employer-employee relationship between the payer and 
receiver of income;

• Salary income must be real and there must an intention to pay and receive salary; 
and

• Salary may be from more than one employer and may be received not just from 
the present employer but also from a prospective employer and in some cases 
even from a former employer, as is sometimes the case for pensions.

Salary can be charged in the year received or in the year earned, whichever is earlier, 
i.e. if the salary has been received first, then it will be taxable in the year of receipt.

Allowances are categories of expenditures in India that are not taxable, provided 
they match certain specifications and do not exceed a certain amount. They are 
given, amongst other things, for house rent, transport, medical care, meal coupons, 
leave-time travel and education.
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b. Contributing to Social Insurance Funds
India’s social security system is composed of a number of schemes and programs 
covering pensions, health insurance and medical, maternity, gratuity and disability. 
Indian citizens in the organized sector (which includes those employed by foreign 
investors) are entitled to coverage under the above schemes, depending on the 
size of the employee’s company.

The details of the social security system are spread throughout a variety of laws 
and regulations, including:

• The Employees’ Provident Funds & Miscellaneous Provisions Act, 1952
Applies to factories and establishments employing 20 or more employees, ensures 
superannuation pension, and family pension in case of death during service.

The three schemes under the Employees Provident Funds Organization are:
• The Employees’ Provident Fund Scheme, 1952
• The Employees’ Pension Scheme, 1995
• The Employees’ Deposit Linked Insurance Scheme, 1976

Separate Provident Fund legislation exists for workers employed in coal mines 
and tea plantations in the State of Assam and for seamen.

• The Employees’ State Insurance Act, 1948
For factories and establishments with 10 or more employees, this Act requires 
complete medical care for the employees and their families, as well as cash 
benefits during sickness and maternity, and monthly payments in case of death 
or disablement.

• The Workmen’s Compensation Act, 1923
Entails payment of compensation to the workman or his family in cases of 
employment related injuries resulting in death or disability.

• The Maternity Benefit Act, 1961
Offers 12 weeks wages during maternity as well as paid leave in certain other 
connected contingencies.

• The Payment of Gratuity Act, 1972
For establishments with 10 or more employees, this Act requires the payment 
of 15 days of additional wages for each year of service to employees who have 
worked at a company for five years or more.

For factories and 
establishments with 10 or 
more employees, the State 
Insurance Act applies.
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