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1. INTRODUCTION 

The Republic of India is a vast country which has 

existed in one form or another for many millennia. 

Bound by cultural commonalities, independent India is 

the second largest country in the world ɂ home to 

about a sixth of the human population ɂ and the 

seventh largest country by sheer land mass. Following 

ÔÈÅ ÌÉÂÅÒÁÌÉÚÁÔÉÏÎ ÏÆ )ÎÄÉÁȭÓ ÅÃÏÎÏÍÙ ÉÎ ρωωρȟ )ÎÄÉa 

experienced unprecedented growth and has become an 

integral part of the global economy. India is now the 

×ÏÒÌÄȭÓ ÆÏÕÒÔÈ ÌÁÒÇÅÓÔ ÅÃÏÎÏÍÙ1 and has been growing 

at an astounding annual rate of 7.8% since 2002.2 

)ÎÄÉÁȭÓ growth has resulted in a quantum leap from a 

primarily agrarian society in the 1980s to an 

increasingly service and industry oriented economy at 

present.  

)ÎÄÉÁȭÓ resilient and growing domestic markets along 

with its robust and well-regulated banking and foreign 

exchange laws have ensured that the current global 

economic slowdown does not greatly affect the 

countryȭÓ ÅÃÏÎÏÍÙ. In fact, the forecasts by The 

Economist (see the table below) indicate that India is 

likely to maintain a real annual GDP growth rate of 5-

8% over the next five years. 

INDIA ɀ KEY ECONOMIC INDICATORS 

KEY INDICATORS 
2010  / 

PRESENT 
2009  

GROSS DOMESTIC 
PRODUCT (% GROWTH) 

+8.8% +7.4% 

CONSUMER PRICE 
INFLATION (% GROWTH) 

+11.0% +11.9% 

INDUSTRIAL PRODUCTION 
(% GROWTH) 

+13.8%  

LENDING RATE ɀ 3 
MONTHS (%) 

6.19%  

LENDING RATE ɀ 10 YEAR 
GOVT BONDS (%) 

8.14%  

TRADE BALANCE (US$ BN) -121.8  

EXCHANGE RATE (Rs. : US$) 44.9 48.1 

MARKET INDEX (BSE 
SENSEX INDEX) 

20,292 17,465 

SOURCES: The Economist (October 2, 2010); CNBC Money Control (October 8, 2010); 

Economic Survey of India, 2009-10 

India is also ÔÈÅ ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ ÄÅÍÏÃÒÁÃÙ with an 

overall free market economy. Having emerged as a 

global center for services and outsourcing, India is also 

becoming an attractive destination for outsourcing 

                                                                        
1 2008 Lists (adjusted for purchasing power parity) of the International Monetary 
Fund and World Bank.  
2 Sources: IMF-IFS, Madisson, Groningen University 

industrial production , specifically for specialty 

manufacturing. In addition, the expanding Indian 

middle class is about the same size as the population of 

the US. It has seen a significant rise in its ability to pay 

for and desire to buy high-quality consumer products, 

thereby providing a large domestic market for 

companies that choose to set up consumer 

manufacturing operations and sales centers in India. 

Further, it is expected that as India continues to grow, 

its need for development of its physical and human 

infrastructure will correspondingly increase. In this 

context, it is anticipated that India will require some 

USD 500 billion over the next five years in investments 

into the infrastructure sector.3 All in all, there is little 

doubt that India is one of the ×ÏÒÌÄȭÓ most attractive 

investment destinations.  

As a former British colony, India adopted a common law 

based legal system, under which )ÎÄÉÁȭÓ ÂÁÓÉÃ 

commercial laws are similar to those of other 

Commonwealth jurisdictions (including the UK, Canada, 

Australia, New Zealand, Singapore and Hong Kong). The 

Indian legal system is therefore based on a combination 

of legislation and judicial precedent (case law). India is 

a constitutional republic with a partly federal system of 

governance. The union and the states, both legislate on 

subjects as laid out in the Constitution , similar to that of 

the US. For this reason, there are plenty of legislations 

and authorities, which make the practice of Indian law 

both complex and well-laid out.  

This paper attempts to introduce the basic legal regime 

governing the conduct of business in India and answer 

questions and issues commonly raised by foreign 

investors and merchants. It is intended to act as a broad 

legal guide for starting and carrying on operations in 

India. The laws discussed herein are subject to changes 

and may vary with time . We believe this paper will 

provide some clarity regarding India and its legal 

regime. However, it should not be used as a legal 

opinion on any specific matter. Please feel free to 

contact us in the event that you would like to invest in 

India or expand your operations into India. We are 

happy to be of assistance.   

                                                                        
3 Source: http://www.financialexpress.com/news/scope -for-foreign-investment-in-
indian-infrastructure/309999/  

http://www.financialexpress.com/news/scope-for-foreign-investment-in-indian-infrastructure/309999/
http://www.financialexpress.com/news/scope-for-foreign-investment-in-indian-infrastructure/309999/
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2. ENTERING INDIA 

International companies or investors seeking to set up 

operations or make investments in India need to 

appraise and structure their activities on three pillars: 

1. Strategy:  

 Observing the economic and political 

environment in India from the 

perspective of the investment; 

 Understanding the ability of the investor 

to carry out operations in India, the 

location of its customers, the quality and 

location of its workforce. 

2. Law: 

 Exchange Control Laws: Primarily the 

Foreign Exchange Management Act, 1999 

ɉȰFEMAȱɊ and numerous circulars, 

notifications and press notes issued 

under the same; 

 Corporate Laws: Primarily the Companies 

Act, 1956 and the regulations laid down 

by the Securities and Exchanges Board of 

)ÎÄÉÁ ɉȰSEBIȱɊ; 

 Sector Specific Laws: Specific Laws 

relating to Financial Services (banking, 

non-banking financial services), 

Infrastructure (highways, airports) and 

other sectors. 

3. Tax: 

 Domestic Taxation Laws: The Income Tax 

Act, 1961; indirect tax laws including laws 

relating to value added tax, service tax, 

customs, excise; 

 International Tax Treaties: Treaties with 

favorable jurisdictions such as Mauritius, 

Cyprus, Singapore and the Netherlands. 

FOREIGN DIRECT INVESTMENT 

Setting up India operations or investing in India 

ÒÅÑÕÉÒÅÓ ÃÏÎÆÏÒÍÉÔÙ ×ÉÔÈ )ÎÄÉÁȭÓ ÆÏÒÅÉÇÎ ÅØÃÈÁÎÇÅ 

regulations, specifically, the regulations governing 

ÆÏÒÅÉÇÎ ÄÉÒÅÃÔ ÉÎÖÅÓÔÍÅÎÔ ɉȰFDIȱɊȢ -ÏÓÔ ÁÓÐÅÃÔÓ ÏÆ 

currency transactions with India, including investments, 

are governed by FEMA and the delegated legislation 

thereunder.  

FDI, up to 100%, is permitted in most sectors in India 

ÕÎÄÅÒ ÔÈÅ ȬÁÕÔÏÍÁÔÉÃ ÒÏÕÔÅȭȢ 5ÎÄÅÒ ÔÈÅ ÁÕÔÏÍÁÔÉÃ ÒÏÕÔÅȟ 

a company investing in India does not require the prior 

appÒÏÖÁÌ ÏÆ )ÎÄÉÁȭÓ ÃÅÎÔÒÁÌ ÂÁÎËȟ ÔÈÅ 2ÅÓÅÒÖÅ "ÁÎË ÏÆ 

)ÎÄÉÁ ɉȰRBIȱɊ ÏÒ ÔÈÅ ÁÐÐÒÏÖÁÌ ÏÆ ÔÈÅ #ÅÎÔÒÁÌ 'ÏÖÅÒÎÍÅÎÔ 

(i.e. the Foreign Investment Promotion Board) from the 

FEMA perspective before making such an investment.  

Certain sectors have caps on the amount of FDI allowed, 

including: 

1. Banking-private sector (74 per cent) 

2. Telecom Services (74 per cent) 

3. Print Media (26 per cent)  

4. Insurance (26 per cent) 

There are some sectors where FDI is prohibited, 

including: 

1. Atomic Energy 

2. Lottery business 

3. Gambling and betting 

4. Manufacturing of cigars, cheroots, cigarillos 

and cigarettes, of tobacco or of tobacco 

substitutes 

5. Multi -brand retailing 

There are some sectors where FDI is allowed only with 

the approval of the Central Government. Some of them 

are: 

1. Banking-public sector 

2. Broadcasting 

3. Commodity Exchanges 

4. Print Media 

5. Single brand retail 

Further, certain sectors and businesses in India have 

minimum capitalization norms for a foreign investor 

intending to invest in these sectors and the foreign 

investor must invest a certain minimum amount. These 

sectors include: 
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1. Non-Banking Financial Services 

2. Development of townships, housing, built up 

infrastructure and construction development 

projects. 

FDI norms apply to both direct and indirect foreign 

investments into an Indian company.  Any investment 

by an Indian company into another Indian company is 

counted toward indirect foreign investment, if the 

investing Indian company is either owned or controlled 

by a non resident.  

Companies are owned or controlled by foreign investors 

if more than 50 per cent of their shares are held by 

foreign investors or where the foreign investors have 

control over majority of the board of directors. 

However, companies owned and controlled by Indian 

promoters or entities (as per the same measure) are 

regarded as domestic companies. 

$Ï×ÎÓÔÒÅÁÍ ÉÎÖÅÓÔÍÅÎÔ ÂÙ ÃÏÍÐÁÎÉÅÓ ȬÏ×ÎÅÄȭ ÏÒ 

ȬÃÏÎÔÒÏÌÌÅÄȭ ÂÙ ÎÏÎ-resident entities will need to follow 

the same norms as a direct foreign investment. Such 

downstream companies will have to comply with 

relevant sectoral conditions on entry route, 

conditionalities and caps.  

However, a 100% foreign owned non-banking financial 

company (which itself satisfies the minimum 

capitalization requirement), may make downstream 

investment in subsidiaries for specific non-banking 

financial activities without complying with the 

minimum capitalisation requirement for foreign 

investment in the non-banking financial services sector. 
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3. INCORPORATION 

Once the foreign exchange regulations have been 

complied with, a foreign company must choose how it 

wishes to set up its operations in India. The entities that 

foreign companies may set up in India may either be 

unincorporated or incorporated.  

UNINCORPORATED ENTITIES 

Unincorporated entities permit a foreign company to do 

ÂÕÓÉÎÅÓÓ ÉÎ )ÎÄÉÁ ÖÉÁ ȬÏÆÆÉÃÅÓȭ ÏÆ certain types. These 

options are as follows: 

1. Liaison Office:  Setting up a liaison office 

requires the prior consent of the RBI. A liaison 

office acts as a representative of the parent 

foreign company in India. However, a liaison 

office cannot undertake any commercial 

activit ies and must maintain itself from the 

remittances received from its parent foreign 

company. The approval for setting up a liaison 

office is valid for 3 years. It is an option usually 

preferred by foreign companies that wish to 

explore business opportunities in India.  

2. Branch Office:  The branch office of a foreign 

company in India must be set up with the prior 

consent of the RBI. It can represent the foreign 

parent company in India and act as its buying 

or selling agent in India. The branch office is 

permitted to remit surplus revenues to its 

foreign parent company subject to the taxes 

applicable. It is, however, limited to taking up 

specified activities. The tax on branch offices is 

40 per cent plus applicable surcharges and the 

education cess. It is an option that is useful for 

companies that intend to undertake research 

and development activities in India.  

3. Project Office:  A foreign company may set up 

a project office in India under the automatic 

route subject to certain conditions being 

fulfilled.  The activities of a project office must 

be related to or incidental to the execution of 

the relevant project. A project office is 

permitted to operate a bank account in India 

and may remit surplus revenue from the 

project to the foreign parent company. 

However, the tax on project offices is 40 per 

cent plus applicable surcharges and the 

education cess. Project offices are generally 

preferred by companies engaged in one-time 

turnkey or installation projects.  

4. Limited Liability Partnership:  A Limited 

,ÉÁÂÉÌÉÔÙ 0ÁÒÔÎÅÒÓÈÉÐ ɉȰLLPȱɊ ÉÓ Á ÆÏÒÍ ÏÆ 

business entity which permits individual 

partners to be shielded from the liabilities 

ÃÒÅÁÔÅÄ ÂÙ ÁÎÏÔÈÅÒ ÐÁÒÔÎÅÒȭÓ ÂÕÓÉÎÅÓÓ ÄÅÃÉÓÉÏÎ 

or misconduct. In India, LLPs are governed by 

The Limited Liability Partnership Act, 2008. 

The LLP is a body corporate and exists as a 

legal person separate from its partners. 

However, foreign investment is not permitted 

in LLPs.   

5. Partnership:  A partnership is a relationship 

created between persons who have agreed to 

share the profits of a business carried on by all 

of them, or any of them acting for all of them. A 

partnership is not a legal entity independent 

of its partners. The partners own the business 

assets together and are personally liable for 

business debts and taxes. In the absence of a 

partnership agreement, each partner has an 

equal right to participate in the management 

and control of the business and the 

profits/losses are shared equally amongst the 

partners. Any partner can bind the firm and 

the firm is liable for all the liabilities incurred 

by any partner on behalf of the firm. However, 

foreign investment is not permitted in Indian 

partnership firms.  

6. Trust:  A trust arises when one person (the 

ȰtrusteeȱɊ ÈÏÌÄÓ ÌÅÇÁÌ ÔÉÔÌÅ ÔÏ ÐÒÏÐÅÒÔÙ ÂÕÔ ÉÓ 

under an equitable duty to deal with the 

property for the benefit of some other person 

or class of persons called beneficiaries. Like a 

partnership, a business trust is not regarded 

as a legal entity. The trust, as such, does not 

incur rights or liabilities. The beneficiaries do 

not generally obtain rights against or incur 

liabilities to third parties because of the 

transactions or actions undertaken by the 

trustee in exercising its powers and carrying 

out its duties as a trustee. If the trustee of a 

business trust is a corporation, the 

participants may effectively limit their liability 
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to the assets of the corporate trustee and the 

assets held by the corporation on trust for the 

beneficiaries. A foreign resident may only be 

the beneficiary of a trust and only after 

receiving the pri or consent of the Foreign 

)ÎÖÅÓÔÍÅÎÔ 0ÒÏÍÏÔÉÏÎ "ÏÁÒÄ ɉȰFIPBȱɊ.  

INCORPORATED ENTITIES 

Incorporated entities in India are governed by the 

provisions of the Companies Act, 1956. The authority 

that oversees companies and their compliances is the 

Registrar of #ÏÍÐÁÎÉÅÓ ɉȰRoCȱɊȢ Companies may either 

ÂÅ ȬÐÒÉÖÁÔÅ ÌÉÍÉÔÅÄ ÃÏÍÐÁÎÉÅÓȭ ÏÒ ȬÐÕÂÌÉÃ ÌÉÍÉÔÅÄ 

ÃÏÍÐÁÎÉÅÓȭȡ  

1. Private Limited Company:  A private limited 

company must have a minimum paid-up share 

capital of INR 100,000 (approx. USD 22504). It 

carries out business in accordance with its 

memorandum and articles of association. A 

private limited company has certain 

distinguishing characteristics. It must, in its 

articles of association, restrict the right to 

transfer shares; the number of members in a 

private limited company is limited to 50 

members (excluding the present and past 

employees of the company); its Articles of 

Association must prohibit any invitation to the 

public to subscribe to the securities of the 

company; the Articles of Association must also 

prohibit  the invitation or acceptance of 

deposits from persons other than members. 

About 3-4 weeks is required to incorporate a 

private limited company, but this may vary 

from state to state.  

2. Public Limited Company:  A public limited 

company must have a minimum paid-up share 

capital of INR 500,000 (approx. USD 11,2505). 

It is defined as a company which is not a 

private company (but includes a private 

company that is the subsidiary of a public 

company). A public company can only 

commence business after being issued a 

ȬCertificate of Commencement of BÕÓÉÎÅÓÓȭ by 

the RoC. A public limited company may have 

more than 50 shareholders and may invite 

                                                                        
4 As per the exchange rate on November 10, 2010 
5 As per the exchange rate on November 10, 2010 

deposits from the public. A public limited 

company may also list its shares on a 

recognized stock exchange by way of an initial 

ÐÕÂÌÉÃ ÏÆÆÅÒÉÎÇ ɉȰIPOȱɊȢ 

ADVANTAGES AND DISADVANTAGES OF A PRIVATE 

COMPANY 

ü Not as stringently regulated as a public 

company 

ü More flexibility than public companies in 

conducting operations, including the 

management of the company, issuance of 

different types of securities and the payment 

of managerial remuneration 

ü Faster incorporation process 

 

ü Restrictions on invitation and acceptance of 

public deposits 

ü Limited exit options 

INCORPORATION PROCESS 

The process for incorporating a company in India is not 

exceptionally different from the processes in other 

Commonwealth nations. The important steps with an 

indicative time frame involved in the incorporation 

process are: 

1. Name Approval  (7-10 days) :  

 The RoC must be provided with one 

preferred name and five alternate names 

which should not be similar to the names 

of any existing companies. A no-objection 

certificate must be obtained in the event 

ÔÈÁÔ ÔÈÅ ×ÏÒÄ ÉÓ ÎÏÔ ÁÎ ȬÉÎÖÅÎÔÅÄ ×ÏÒÄȭȢ  

 The use of certain words in the name of 

the company requires minimum 

capitalization as outlined in the table 

below: 
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MINIMUM CAPITALIZATION 

NO. KEYWORDS 

MINIMUM 

AUTHORIZED 

CAPITAL (INR) 

1. Corporation 50 million  

2. 

International, Globe, Universal, 

Continental, Inter-Continental, Asiatic, 

Asia, being the first word of the name 

10 million  

3. 

If any of the words at (2) above is used 

within the name (with or without 

brackets) 

5 million  

4. 
Hindustan, India, Bharat, being the first 

word of the name 
5 million  

5. 

If any of the words at (4) above is used 

within the name (with or wit hout 

brackets) 

500,000 

6. Industries/ Udyog 10 million  

7. 
Enterprises, Products,  

Business, Manufacturing 
1 million  

Source: Circular No. 27/1/87-CL-III, dated 13 March, 1989 

 The proposed name must not violate the 

provisions of the Emblems and Names 

(Prevention of Improper Use) Act, 1950.  

2. Filing of Charter Documents ( 10-15 days):  

 The Memorandum and Articles of the 

company will need to be prepared in 

accordance with the needs of the business 

and the same must be filed with the RoC.  

 The RoC will need to be provided with 

certain information, such as the proposed 

first directors of the company and the 

proposed address of its registered office.  

 The proposed directors of the company 

will have to obtain Ȭ$ÉÒÅÃÔÏÒ )ÄÅÎÔÉÆÉÃÁÔÉÏÎ 

.ÕÍÂÅÒÓȭ ÁÎÄȟ ÉÎ ÏÒÄÅÒ ÔÏ ÈÁÓÔÅÎ the 

incorporation process, should also obtain 

Ȭ$ÉÇÉÔÁÌ 3ÉÇÎÁÔÕÒÅ #ÅÒÔÉÆÉÃÁÔÅÓȭ. 

 A private limited company must have at 

least 2 shareholders and 2 directors 

whereas a public limited company must 

have at least 7 shareholders and 3 

directors.  

3. Certificate of  Incorporation:  

 The Certificate of Incorporation provided 

by the RoC at the end of the incorporation 

process acts as conclusive proof of the 

incorporation of the company.  

 A private company can commence 

business immediately upon receiving its 

Certificate of Incorporation , whereas a 

public company may only commence 

business once it has obtained a 

ȬCertificate of Commencement of 

"ÕÓÉÎÅÓÓȭ from the RoC.  

 The company should preferably be 

capitalized within a month of receiving 

the certificate of incorporation. 

4. Post Incorporation:  

Once a company is incorporated, it must 

undertake certain other actions in order to 

become fully functional:  

 The company must hold its first board 

meeting.  

 The company may appoint additional 

directors (if any).  

 The company must apply for its 

Ȭ0ÅÒÍÁÎÅÎÔ !ÃÃÏÕÎÔ .ÕÍÂÅÒȭ (PAN) and 

Ȭ4ÁØ $ÅÄÕÃÔÉÏÎ !ÃÃÏÕÎÔ .ÕÍÂÅÒȭ (TAN).  

 The company must register itself with 

statutory authorities such as indirect tax 

authorities and employment law 

authorities.  

 The company must open a bank account.  

 The company must put in place the 

contracts with suppliers and customers 

that are essential to running the business.  

TYPES OF SECURITIES 

Indian companies may issue numerous types of 

securities. However, while private companies are free to 

create any number of classes of securities, public 

companies are required to comply with the Companies 

(Issue of Share Capital with Differential Voting Rights) 
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Rules, 2001. Further, it is more difficult for a public 

company to receive the necessary consent from its 

shareholders that are mandatory in order to issue 

different classes of securities. The primary types of 

securities used in foreign investments into India are: 

1. Equity Shares: Equity shares are normal 

shares in the share capital of a company and 

typically come with voting rights and dividend 

rights. A private company may issue shares 

that have weighted voting rights or no voting 

rights at all.  

2. Preference Shares: Preference shares are 

shares which carry a preferential right to 

receive dividends at a fixed rate as well as 

preferential rights during liquidation as 

compared to equity shares. Convertible 

preference shares are a popular investment 

option. Preference shares may be redeemable.  

3. Debentures:  Debentures are debt securities 

issued by a company, and typically represent a 

loan taken by the issuer company with an 

agreed rate of interest. Debentures may either 

be secured or unsecured. Like preference 

shares, debentures may also be convertible.  

For the purposes of FDI, fully and compulsorily 

convertible preference shares and debentures are 

treated on par with equity and need not comply with 

ÔÈÅ ÅØÔÅÒÎÁÌ ÃÏÍÍÅÒÃÉÁÌ ÂÏÒÒÏ×ÉÎÇÓ ÇÕÉÄÅÌÉÎÅÓ ɉȰECB 

GuidelinesȱɊȢ  

The ECB Guidelines place certain restrictions and 

requirements on the use of ECBs. Indian companies may 

only use ECBs up to a limit of USD 500 million per 

company per year under the automatic route. In order 

to raise ECBs, the Indian company must be an eligible 

borrower and the foreign financier must be a 

recognized lender. Further, there remain restrictions on 

the permitted end-uses of foreign currency expenditure 

such as for the import of capital goods and for overseas 

investments.  

Extracting earnings out of India can be done in 

numerous ways. However it is essential to consider the 

tax and regulatory issues around each exit: 

1. Dividend:  Companies in India, as in other 

jurisdictions , pay their shareholders dividends 

on their shares, usually a percentage of the 

nominal or face value of the share. For a 

foreign investor holding an equity interest, 

payment of dividend on equity shares is a 

straightforward way of extracting earnings. 

However, the dividend distribution tax borne 

by the company distributing such dividend 

may not necessarily receive credit against any 

direct tax payable by the foreign investor who 

receives such dividend in its home 

jurisdiction.   

2. Buyback:  Buyback of securities provides an 

investor the ability to extract earnings as 

capital gains and consequently take advantage 

of tax treaty benefits. However, buybacks in 

India have certain restrictions and thus need 

to be strategically planned. For instance, a 

company may not buy back more than 25% of 

its outstanding shares in a year. 

3. Redemption:  Preference shares and 

debentures can both be redeemed for cash. 

While redemption is perhaps the most 

convenient exit option for investors, optionally 

convertible securities, which are effectively 

redeemable, have been classified as ECB. This 

entails greater restrictions.  

4. IPO: An IPO is the first offer for sale of the 

shares of a company to the public at large via 

listing tÈÅ ÃÏÍÐÁÎÙȭÓ ÓÔÏÃË on a stock 

exchange. While an initial public offering may 

usually be regarded as a long term exit option, 

it is also usually included as an exit option in 

transaction documents as it may provide 

investors with large returns. IPOs are 

discussed in further detail in the next chapter. 
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4. CAPITAL MARKETS IN INDIA 

Like any other free-economy country, Indian companies 

are allowed to raise capital and access financial markets 

through public issues of shares and other instruments 

within the regulatory confines of the Securities and 

%ØÃÈÁÎÇÅ "ÏÁÒÄ ÏÆ )ÎÄÉÁ ɉȰSEBIȱ or the ȰBoardȱɊȢ /ÎÃÅ 

issued, the public issues are traded as securities on 

SEBI-approved stock exchanges in India, such as the 

"ÏÍÂÁÙ 3ÔÏÃË %ØÃÈÁÎÇÅ ,ÉÍÉÔÅÄ ɉȰBSEȱɊ ÁÎÄ ÔÈÅ 

National Stock %ØÃÈÁÎÇÅ ÏÆ )ÎÄÉÁ ,ÉÍÉÔÅÄ ɉȰNSEȱɊȢ The 

"3% ÉÓ ÔÈÅ ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ ÓÔÏÃË ÅØÃÈÁÎÇÅ ÉÎ ÔÅÒÍÓ ÏÆ 

number of listed companies (over 4900) with a total 

market capitalization of USD 1,354.86 billion in March, 

2010. In March 2010, average daily equity turnover was 

more than USD 1.04 billion through the trading of 

average daily 390 million shares. 

PUBLIC ISSUES 

Public issues in India can be classified into two types: an 

IPO ÏÒ Á ÆÕÒÔÈÅÒ ÐÕÂÌÉÃ ÏÆÆÅÒ ɉȰFPOȱɊȢ !Î )0/ ÉÓ ÔÈÅ 

process through which an issuer company allots fresh 

securities or securities from its existing shareholders/ 

investors or both types of securities to the public for the 

first time. This paves the way for the listing and trading 

ÏÆ ÔÈÅ ÉÓÓÕÅÒ ÃÏÍÐÁÎÙȭÓ ÓÅÃÕÒÉÔÉÅÓ ÏÎ 3%")-approved 

stock exchanges in India. In the case of an FPO, an 

existing publicly listed company makes a fresh, 

additional issuance of its securities to the public or 

performs an offer for sale of its existing securities to the 

public, through an offer document. 

The Securities and Exchange Board of India (Issue of 

Capital and Disclosure Requirements) Regulations, 

ςππω ɉȰICDR RegulationsȱɊ ÇÏÖÅÒÎ ÔÈÅ ÐÒÏÃÅÓÓ ÏÆ 

making an IPO or an FPO by an Indian company, besides 

other offerings such as qualified institutions placement, 

preferential allotment, etc. 

Besides the ICDR Regulations, the other important 

legislations that govern IPOs or FPOs include the 

Companies Act, 1956, the Securities Contracts 

(Regulation) Rules, 1957 and the listing agreements of 

the recognized stock exchanges where the securities are 

proposed to be listed. The ancillary legislations that 

may get applicable to an IPO are the FEMA and the 

various regulations, press releases and circulars issued 

thereunder from time to time by the RBI, the foreign 

direct investment policy of the Government of India, 

and the various industry specific laws and regulations. 

ELIGIBILITY REQUIREMENTS 

An unlisted company may do an IPO of its equity shares 

and any convertible securities only if it satisfies the 

following eligibility requirements:  

 The issuer company has net tangible assets of at 

least INR 30 million in each of the 3 preceding 

years, of which not more than 50% is held in 

monetary assets; 

 The issuer company has distributable profits in the 

context of section 205 of the Companies Act, 1956, 

for at least 3 out of immediately preceding 5 years; 

 The issuer company has a net worth of at least INR 

10 million in each of the 3 preceding full years;  

 The proposed issue size and all previous issues in 

the same financial year does not exceed 5 times its 

pre-issue net worth as per the audited balance 

sheet of last financial year; and 

 If the issuer company has changed its name within 

the last 1 year, at least 50% of the revenue for the 

preceding 1 year is earned from the activity 

indicated by the new name. 

The unlisted company cannot perform an IPO, if the 

company has less than 1,000 prospective allottees and 

there are outstanding convertible securities or any 

other right which would entitle any person any option 

to receive equity shares after the initial public offer, 

amongst other such conditions.   

MINIMUM OFFER REQUIREMENTS 

The issuer company is required to offer at least 25% of 

each class or kind of securities to the public. If the said 

minimum offer requirement is not fulfilled then the 

issuer company has to comply with the rules under the 

3ÅÃÕÒÉÔÉÅÓ #ÏÎÔÒÁÃÔÓ ɉ2ÅÇÕÌÁÔÉÏÎɊ 2ÕÌÅÓȟ ρωυχ ɉȰSCRRȱɊȢ 

Rule 19(2)(b) of the SCRR stipulates that an issuer 

company may offer at least 10%, as opposed to the 25% 

stated earlier, of its total issued and subscribed share 

capital to the public provided: 

a) It has offered a minimum of 2 million securities to 

the public; 

b)  The size of the offer is minimum INR 1 billion; and 

c) The Issue is made only through the book building 

method with an allocation of 60% of the issue size 

to the QIBs. 
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The abovementioned minimum offer requirements do 

not apply to a government company or statutory 

authority or corporation or any special purpose vehicle 

set up and controlled by any one or more of them, 

which is engaged in infrastructure sector in accordance 

with the ICDR Regulations. 

02/-/4%23ȭ #/.42)"54)/. 

A promoter, under the ICDR Regulations, has been 

defined to be a person or persons who are in control of 

the issuer company and who are instrumental in the 

formulation of a plan or programme pursuant to which 

securities of the issuer company are offered to the 

public and those whose names are mentioned in the 

prospectus for the offering as a promoter of the issuer 

company. 

As per the ICDR Regulations the promoters are required 

to contribute not less than 25% of the post-IPO share 

capital of an issuer company. The promoters have to 

ÂÒÉÎÇ ÔÈÅ ÆÕÌÌ ÁÍÏÕÎÔ ÏÆ ÔÈÅ ÐÒÏÍÏÔÅÒÓȭ ÃÏÎÔÒÉÂÕÔÉÏÎ 

including premium at least one day prior to the issue 

opening date and such amount is to be kept in an 

escrow account specially opened for this purpose. 

There are certain securities which by the nature of their 

existence are ineligible for the computation of the 

promoter contribution , including certain bonus shares, 

pledged securities and shares acquired for 

consideration other than cash.  

LOCK-IN RESTRICTIONS 

Ȱ,ÏÃË-inȱ ÍÅÁÎÓ Á ÆÒÅÅÚÅ ÏÎ ÄÅÁÌÉÎÇ ÉÎ ÔÈÅ ÓÅÃÕÒÉÔÉÅÓȢ 

The ICDR Regulations specify certain lock-in 

restrictions with respect to the holdings of the 

promoters as well as other shareholders in the issuer 

company. The lock-in applicable to securities held by 

promoters is necessary to ensure that the promoters 

retain some interest in the issuer company post-IPO and 

to avoid fly-by-night operators. The entire pre-issue 

capital of the issuer company (other than the securities 

locked-in for 3 years ÁÓ ÍÉÎÉÍÕÍ ÐÒÏÍÏÔÅÒÓȭ 

contribution) remain s locked-in for a period of 1 year 

from the date of allotment. Certain exceptions include 

shares held by domestic and foreign venture capital 

investors (who have obtained the necessary 

registrations and consents) and pre-IPO employee stock 

options.  

 

OFFER FOR SALE 

Strategic investors, in order to participate in an offer for 

sale of the securities of an investee company, need have 

held the equity shares in the investee company for a 

period of at least 1 year prior to the date of filing of the 

draft prospectus with the Board. 

The strategic investors are exempt from this pre-

requisite 1 year holding period, if either one of the 

following conditions is met: 

a) The IPO is to be performed by a government 

company or statutory authority or corporation or 

any special purpose vehicle set up and controlled 

by any one or more of them, which is engaged in 

infrastructure sector; 

b) The investors had acquired shares pursuant to any 

scheme approved by the High Court under sections 

391 to 394 of the Companies Act, 1956, in lieu of 

business and invested capital which had been in 

existence for a period of more than one year prior 

to such approval. 

PRICING  

The issuer company may freely price its equity shares 

or any securities convertible into equity shares at a later 

date in consultation with the lead managers (i.e. the 

merchant bankers). This price can be different from the 

price at which the net offer to the public is made 

provided this price is higher than the price at which it is 

offered to public. 

DISCLOSURE REQUIREMENTS  

The ICDR Regulations stipulate the disclosure 

requirements in relation to promoters and members of 

the promoter group which has to be made in the offer 

documents that is to be filed with the Board. The offer 

documents include sections such as issue details, risk 

factors (internal and external), capital structure of the 

issuer company, objects of the offering, terms of the 

issue, interest of the directors, financial information of 

the issuer company, charter documents of the company, 

business of the issuer company, regulatory approvals, 

outstanding litigations, the issue procedure, etc. 

FILING OF THE OFFER DOCUMENT 

The issuer company has to file a draft red herring 

prospectus with the Board and stock exchanges prior to 
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the filing of the prospectus with RoC.  The Board and the 

recognised stock exchanges where the securities 

forming part of the IPO are to be listed can specify 

changes/observations on the draft red herring 

prospectus. At this stage, the issuer company also has to 

obtain in-principle approval from all the stock 

exchanges on which the issuer company intends to list 

the securities through the Prospectus. Thereafter, the 

issuer company has to carry out such changes or 

comply with such observations in the draft red herring 

prospectus before filing the prospectus with the ROC.  

Overall, doing an IPO is not only a plausible but also a 

preferred option for exit for strategic investors in 

Indian companies. However, as mentioned above, they 

have to be mindful of certain regulatory requirements 

and accordingly plan in advance. In addition to the key 

pre-issue obligations discussed herein, issuer 

companies have to comply with a comprehensive list of 

post-issue obligations as well. 

LISTING ON EXCHANGES OUTSIDE INDIA 

Indian Companies are now permitted to list instruments 

linked to their securities on stock exchanges abroad. 

This may be achieved through the issue of depository 

receipts ɀ ËÎÏ×Î ÃÏÍÍÏÎÌÙ ÁÓ Ȭ!ÍÅÒÉÃÁÎ $ÅÐÏÓÉÔÏÒÙ 

2ÅÃÅÉÐÔÓȭ ÏÒ Ȭ'ÌÏÂÁÌ $ÅÐÏÓÉÔÏÒÙ 2ÅÃÅÉÐÔÓȭ ÄÅÐÅÎÄÉÎÇ ÏÎ 

the location where the Company chooses to list. The 

Company can only list outside India if it is: 

a) Already listed on an Indian stock exchange; or 

b)  The Company is in the process of listing on an 

Indian stock exchange 

FOREIGN COMPANIES LISTING IN INDIA 

Similar to the ability of Indian Companies to raise 

capital abroad, foreign Companies are permitted to 

raise money on Indian capital markets by issuing 

Ȭ)ÎÄÉÁÎ $ÅÐÏÓÉÔÏÒÙ 2ÅÃÅÉÐÔÓȭ ɉȰIDRsȱɊ. However, a 

foreign Company intending to issue IDRs must meet the 

following eligibility requirements to list in India:  

a) Mandatory Listing in Home Country:  The 

Company must be listed in its home country; 

b)  No Prohibition:  The Company must not be 

prohibited from issuing securities by any 

regulatory body; 

 

c) Net-worth and Capitalization Ceilings:  The 

Company should have a pre-issue paid up capital 

and free reserves of at least USD 50 million with a 

minimum average market capitalization of at least 

USD 100 million, during the last 3 financial years 

preceding the issue; 

d)  Compliance Track Record:  The Company must 

have a good track record of compliance with 

securities market regulations in its home country; 

e) Trading Track Record:  The Company is required 

to have a continuous trading record or history on a 

stock exchange in its home country for at least 3 

years immediately preceding the issue; and 

f)  Profit Track Record:  The Company should have 

had a track record of distributable profits for at 

least 3 out of the 5 years immediately preceding 

the proposed IDR listing.  

A foreign Company must then comply with the 

provisions of the following statutes, rules and 

regulations after listing: 

a) The Companies Act, 1956;  

b)  The Companies (Issue of Indian Depository 

Receipts) Rules, 2004; and 

c) The SEBI (Issue of Capital and Disclosure 

Requirements) Regulations, 2009.  
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5. TAX & INVESTMENT STRUCTURING 

REGULATORY ISSUES 

While foreign investment is freely permitted in most 

sectors, an investor for certain sectors and depending 

on the quantum of investment, may be required to 

obtain prior approval from the FIPB or the RBI. Foreign 

Direct Investment can be made either through the 

ȰÁÕÔÏÍÁÔÉÃ ÒÏÕÔÅȱ ÏÒ ÔÈÅ ȰÁÐÐÒÏÖÁÌ ÒÏÕÔÅȱȢ 5ÎÄÅÒ ÔÈÅ 

ȰÁÕÔÏÍÁÔÉÃ ÒÏÕÔÅȱ ÎÅÉÔÈÅÒ ÔÈÅ ÆÏÒÅÉÇÎ ÉÎÖÅÓÔÏÒ ÎÏÒ ÔÈÅ 

Indian company requires any approval from the FIPB or 

the RBI. The company in such cases is only required to 

file certain forms and declarations with the RBI. Under 

ÔÈÅ ȰÁÐÐÒÏÖÁÌ ÒÏÕÔÅȱ ÐÒÉÏÒ ÁÐÐÒÏÖÁÌ ÏÆ ÔÈÅ &)0" ×ÏÕÌÄ 

be required before making the foreign investment.  

Foreign investment is usually in the form of 

subscription to or purchase of equity shares and/or 

convertible preference shares/debentures of the 

company. The investment amount is normally remitted 

through normal banking channels or into a Non-

Resident External Rupee (NRE)/Foreign Currency Non-

resident (FCNR) account of the Indian company with a 

registered Authorized Dealer (a designated bank 

authorized by the RBI to participate in foreign exchange 

transactions).  

The company is required to report the details of the 

amount of consideration received for issuing its 

securities to the regional office of the RBI in the forms 

prescribed under the regulations relating to FDI 

together with copies of the Foreign Inward Remittance 

Certificate, arranged for by the Authorized Dealer 

evidencing the receipt of the remittance along with the 

submission of ÔÈÅ Ȱ+ÎÏ× 9ÏÕÒ #ÕÓÔÏÍÅÒȱ ÒÅÐÏÒÔ Ïf the 

non-resident investor. A certificate from the Statutory 

Auditors or Chartered Accountant indicating the 

manner of calculating the price of the shares also needs 

to be submitted. In the event that shares are being 

transferred or issued to a non-resident, the pricing of 

the shares will need to be in accordance with certain 

pricing guidelines. These guidelines are laid down by 

the RBI (in the case of companies not listed on a stock 

exchange) and by SEBI (in the case of listed companies) 

as the case may be. All of these documents must be 

submitted within 30 (thirty) days of the receipt of the 

foreign investment and must be acknowledged by the 

2")ȭÓ concerned regional office, which will subsequently 

allot a Unique Identification Number for the amount 

reported. The Indian company is required to issue its 

securities within 180 days from the date of receipt of 

foreign investment. Should the Indian company fail to 

do so, the investment so received would have to be 

returned to the person concerned within this time-

frame.  

While it is possible for a company to raise external debt, 

the same is governed by the ECB Guidelines prescribed 

by the RBI. These guidelines restrict both the source of 

funds as well as the use of such funds. Further, the 

ceilings on interest payable on the same may discourage 

foreign lenders from providing debt to Indian 

borrowers.  

TREATY JURISDICTIONS 

The following graph represents the investment received 

by India from various jurisdictions6: 

 

 

Source: Ministry of Industry & Commerce, India. 

It is quite apparent that Mauritius, a small island in the 

Indian Ocean, ÉÓ )ÎÄÉÁȭÓ ÌÁÒÇÅÓÔ ÆÏÒÅÉÇÎ ÉÎÖÅÓÔÏÒȢ The 

$ÏÕÂÌÅ 4ÁØÁÔÉÏÎ !ÖÏÉÄÁÎÃÅ !ÇÒÅÅÍÅÎÔ ɉȰDTAAȱɊ 

between Mauritius and India has made Mauritius a very 

attractive intermediary jurisdiction for investors from 

across the globe. The significant benefits of the most 

preferred intermediary jurisdictions for investing into 

India are described in the following  table7: 

                                                                        
6 Cumulative FDI 2000-09 sourced from 
http://dipp.nic.in/fdi_statistics/india_FDI_March2009.pdf  
7 .ÁÎÄÁÎ .ÅÌÉÖÉÇÉȟ Ȭ)ÎÄÉÁȡ )ÎÔÅÒÎÁÔÉÏÎÁÌ )ÎÖÅÓÔÍÅÎÔ 'ÁÔÅ×ÁÙ ÔÏ )ÎÄÉÁȭȟ 7ÈÉÔÅ Ǫ #ÁÓÅ 
LLP, 4 March, 2006 

http://dipp.nic.in/fdi_statistics/india_FDI_March2009.pdf
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COMPARISON OF INTERMEDIARY JURISDICTIONS 

 
MAURITIUS CYPRUS SINGAPORE 

Indian tax payable on 
capital gains from 
sale of shares in 
Indian companies  

Mauritius tax residents are 
exempt 

Cyprus tax residents are exempt Singapore tax residents are 
exempt, subject to certain 
conditions 

Indian tax payable on 
interest received 
from Indian 
companies  

20 percent (foreign currency 
borrowing) / 40 percent (Indian 
rupee borrowing) 

 

10 percent 15 percent 

Local tax on capital 
gains from the sale of 
shares in Indian 
companies  

None None Generally none 

Local tax on interest 
received from Indian 
companies  

None for a business holding a 
global business license category 
one 

10 percent  17 percent, however foreign tax 
credit may be available 

Local tax on 
dividends received 
from Indian 
companie s 

None to 3 percent, subject to 
foreign tax credit in Mauritius  

None, subject to foreign tax 
credit in Cyprus. Special defence 
contribution tax may be 
applicable in some 
circumstances 

None, depending on 
circumstances of investment 
and possible foreign tax credit 

Length of time 
needed to 
incorporate a 
company  

Four to six weeks to assemble 
ÉÎÖÅÓÔÏÒȭÓ ÄÕÅ ÄÉÌÉÇÅÎÃÅ 
information  

Six weeks or more, however, off-
the-shelf companies require one 
week 

One to two weeks 

Other advantages   Strength in numbers: 
Maurit iuÓ ÉÓ )ÎÄÉÁȭÓ ÌÁÒÇÅÓÔ 
investor 

 Clarity in the process for 
establishing tax residency 

 Mauritius tax residency 
supported by legal precedent 
in India 

 Any amendment to the DTAA 
will face fierce opposition 

 Flexible corporate laws which 
offer both common law and 
civil law concepts 

EU membership  Clear-cut (albeit strict) 
process for establishing tax 
residency 

 International financial center 
with world -class business 
advisory services 

Disadvantages Time-consuming to assemble 
ÉÎÖÅÓÔÏÒȭÓ ÄÕÅ ÄÉÌÉÇÅÎÃÅ 
information for corporate 
formation purposes 

 Ambiguity in the process for 
establishing tax residency 

 DTAA may be vulnerable to 
changes 

 Slow incorporation process 

 Rigid corporate laws 

 Capital gains exemption does 
not apply if the company was 
formed with the "primary 
purpose" of taking advantage 
of this exemption 

 Capital gains exemption will 
end if India and Mauritius 
take away the corresponding 
exemption from their DTAA 

 Strict requirements for 
establishing tax residency 

Source: Nandan Nelivigi, White & Case LLP. 
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TAXATION IN INDIA 

The levy of taxes in India is a constitutional power 

granted to the Union Government and the State 

Governments. Each tax levied or collected has to be 

backed by an accompanying law, passed either by the 

Parliament or the State Legislature. India, in terms of 

direct taxes (income tax) follows a system of 

progressive taxation wherein the rate of taxation 

increases as the income bracket increases.  

Income tax in India is levied under the Income Tax Act, 

1961. Domestic companies in India are taxed at 33.99 

per cent while foreign companies are taxed at 42.23 per 

cent, both with a disallowance of expenses. Dividends 

distributed by Indian companies are taxed at 16.995 per 

cent, payable by the company. However, no further 

taxes are payable in India on such dividend income once 

dividend distribution tax (Ȱ$$4ȱ) is paid. When exiting 

or restructuring, capital gains tax is payable up to 42.23 

per cent contingent on whether the capital gains are 

long term or short term. Certain types of payments in 

India reÑÕÉÒÅ ÔÈÅ ÐÁÙÅÒ ÔÏ ×ÉÔÈÈÏÌÄ ÔÁØ ÁÓ ȬÔÁØ ÄÅÄÕÃÔÅÄ 

ÁÔ ÓÏÕÒÃÅȭȢ However, there remain many nagging issues 

with respect to these taxes. Minimum alternate tax 

ɉÐÁÙÁÂÌÅ ÉÆ Á ÃÏÍÐÁÎÙȭÓ ÂÏÏË ÐÒÏÆÉÔÓ ÁÒÅ ÌÅÓÓ ÔÈÁÎ ρυ 

per cent ÏÆ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÉÎÃÏÍÅ ÄÕÅ ÔÏ ÅØÅÍÐÔÉÏns 

etc.) is payable at 16.995 per cent for domestic 

companies and 15.836 per cent for foreign companies. 

Indirect taxes in India levied by the Union Government 

include Central Sales Tax, Central Excise, customs duty 

and service tax. States levy indirect taxes such as state 

level value added tax and stamp duty. Certain other 

ÔÁØÅÓ ÓÕÃÈ ÁÓ ȬÅÎÔÅÒÔÁÉÎÍÅÎÔ ÔÁØȭ ÁÎÄ ȬÌÕØÕÒÙ ÔÁØȭ ÁÒÅ 

also levied by certain states. 

Wealth tax is applicable in India in a restricted manner 

and levied only on specified assets. However, the 

worldwide assets of a resident are subject to wealth tax 

in India. A company is liable to pay wealth tax at the 

rate of 1 percent on the amount of its net wealth that 

exceeds INR 1,500,000. Net wealth represents the total 

of prescribed assets minus any corresponding debts and 

obligations. Assets have been defined to include inter 

alia, motor cars, yachts, boats, aircrafts, urban land etc. 

The ÄÅÆÉÎÉÔÉÏÎ ÏÆ ÔÈÅ ÔÅÒÍ ȬÁÓÓÅÔÓȭȟ however, excludes 

shares and certain other securities. Commercial and 

business assets are also exempt from wealth tax.  

India currently does not impose any estate or death 

taxes. The erstwhile  Estate Duty Act, 1953, which 

imposed an estate duty as high as 85 percent of the 

value of the assets of the deceased was abolished on 

March 16, 1985. 

A new Direct Taxes Code is in the offing. It has recently 

been released for public comments and it is proposed to 

be placed in the 2009 winter session of the Indian 

Parliament. The Direct Taxes Code should be 

considered while structuring investments into India. 

ADVANTAGES OF TREATY JURISDICTIONS 

Income earned via dividend paid on shares held in an 

Indian company will be paid to a foreign investor with a 

withholding of DDT at the aforementioned rate. Capital 

gains too will be taxed at the aforementioned rate and, 

in the absence of treaty protection, will once again be 

taxed in the home jurisdiction of the investor. The 

structure below demonstrates the use of an 

intermediary treaty jurisdiction  in structuring an 

investment into India.  

SAMPLE STRUCTURE 

 

DTAAs aim to prevent double taxation of income, 

including capital gains, for a person or entity resident in 

another state. For instance, according to the India 

Mauritius DTAA, capital gains earned on sale of Indian 

securities by a Mauritius company would be taxable in 

Mauritius. Further, currently the Mauritius domestic tax 

laws provide an exemption on most categories of capital 

gains. By investing through such a jurisdiction, a foreign 

investor need only pay capital gains tax in its home 

jurisdiction .   

In utilizing a treaty jurisdiction, it is important for a 

foreign investor to analyze and determine the following: 

1. Appropriate Jurisdiction:  It is important  for 
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a foreign investor investing in India to choose 

an intermediary jurisdiction that gives it the 

benefits it requires. For instance, while 

investing in debt and extracting returns in the 

form of interest, Cyprus proves to be better 

placed than Mauritius, even though the latter 

is generally the most popular jurisdiction. 

2. Holding Company:  Treaty jurisdictions 

usually provide an investor with numerous 

options in terms of entities it can use to route 

an investment. It is important for an investor 

to choose an entity that is tailored to its 

objectives in making the investment. However, 

it is also important to keep in mind any 

sectoral caps that may exist under the FDI 

policy when setting up a holding structure.  

3. Administrative Expenses:  While set-up and 

administration costs in many jurisdictions 

tend to be reasonable it is important to keep 

the same in mind while structuring an 

investment into India. For instance, while 

Singapore may offer many advantages as an 

intermediary jurisdiction, it requires that an 

investor must spend at least SGD 200,000 per 

year in the two previous years in Singapore in 

order to establish tax residency for the 

purposes of treaty benefits. 

INDIRECT TAXATION 

India does not have a central value added tax regime in 

the conventional sense; although a Central Sales Tax 

ɉȰCSTȱɊ ÉÓ ÌÅÖÉÅÄ ÏÎ ÔÈÅ ÍÏÖÅÍÅÎÔ ÏÆ ÇÏÏÄÓ ÂÅÔ×ÅÅÎ 

states, and a CÅÎÔÒÁÌ 6ÁÌÕÅ !ÄÄÅÄ 4ÁØ ɉȰCENVATȱɊ ÉÓ 

levied on the production or manufacture of goods in 

India. 

Efforts are being made to replace the existing indirect 

tax system which provides for separate levy for goods 

and services with a unified Goods and Services Tax 

ÓÙÓÔÅÍ ɉȰGSTȱɊ ÂÙ !ÐÒÉÌ ςπρπȢ 4ÈÅ &ÉÎÁÎÃÅ -ÉÎÉÓÔÅÒ ÉÎ 

his speech during the July Budget of 2009 has 

insinuated the introduction of the comprehensive 

Goods and Service tax regime by April 1, 2011 and steps 

have been undertaken by the Government to implement 

the same, the first being the introduction of a uniform 

Value Added Tax regime across all states in India with 

two main tax rates i.e. 4 per cent and 12.5 per cent. 

1. Central Sales Tax: CST is imposed on the sale 

of goods in the course of inter-state trade or 

commerce. Sales of goods are deemed to take 

place in the course of inter-state trade if they 

result in the movement of goods from one 

state to another, or if such sales are effected by 

the transfer of documents of title to the goods 

during their movement from one state to 

another. No CST is levied on direct imports or 

exports or the purchase or sale effected in the 

course of imports or exports. The process of 

phasing out CST commenced with a reduction 

in the CST rate from 4 per cent earlier to 2 

percent on April 1, 2008.  

2. 6ÁÌÕÅ !ÄÄÅÄ 4ÁØ ɉȰ6!4ȱɊȡ VAT is levied on 

the sale of goods within a particular state at 

the two main VAT rates of 4 per cent and 12.5 

per cent. VAT is a state specific levy and most 

states in India have introduced specific 

legislations for VAT based on the Model VAT 

legislation circulated by the Empowered 

Committee of State Finance Ministers. Further, 

under the VAT regime, a system of tax credits 

on input goods procured by the dealer is also 

available, to avoid the cascading effect of taxes 

that was prevalent under the erstwhile sales 

tax regime.  

3. CENVAT: CENVAT is a duty of excise which is 

levied on all goods that are produced or 

manufactured in India, marketable, movable 

and covered by the excise legislation. The peak 

duty rate was reduced from 16 per cent to 14 

per cent by the Finance Act, 2008 and has 

further been reduced recently to 8 per cent, 

although there are other rates ranging 

upwards, or based on an ad valorem/quantity 

rate.  

In order to avoid the cascading of excise duty 

and double taxation, the CENVAT scheme has 

been framed under the Central Excise Act and 

the CENVAT Credit Rules. Under the CENVAT 

Credit Rules, a manufacturer of excisable 

goods can avail of credit of duty paid on 

certain inputs and capital goods barring 

certain inputs used in the specified 

manufacture of certain products. The credit 
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can be utilized towards the duty payable on 

removal of the final product. It must also be 

noted that the CENVAT scheme also takes into 

account credits with respect to any service tax 

paid by the manufacturer on input services 

received.  

4. Service Tax: Service tax is levied under the 

service tax legislation on specified taxable 

services and is generally required to be paid 

by the service provider. The threshold limit of 

service tax exemption was increased from INR 

800,000 to INR 1,000,000 with effect from 

April 1, 2008. Currently the rate of service tax 

is 10.30 per cent (including the education and 

higher education cess of 3 per cent). This rate 

ÉÓ ÃÏÍÐÕÔÅÄ ÏÎ ÔÈÅ ȬÇÒÏÓÓ ÁÍÏÕÎÔȭ ÃÈÁÒÇÅd by 

the service provider for the taxable services 

rendered by him. Service tax is currently 

levied on more than 100 services. It is a 

consumption tax, which means that the levy is 

on consumption of taxable services.  

The service tax legislation and rules 

thereunder set out the conditions to be 

fulfilled for different services to be categorized 

as export of services. In the case a service is 

considered exported, the same would not be 

subject to service tax. In case of a service 

imported into India i.e. when a taxable service 

is provided by a person from outside India and 

is received by a person in India, the service 

rendered is chargeable to service tax in India. 

The Taxation of Services (Provided from 

Outside India and Received in India) Rules, 

2006 set out the conditions that need to be 

satisfied for a service to be considered 

imported into India. Generally, it is the liability 

of the service provider to pay the service tax 

except in cases where the reverse charge 

mechanism is applicable i.e. in the case of an 

import of a taxable service, in which case the 

resident service recipient becomes liable to 

pay the service tax as if it were the service 

provider. 

Further, the CENVAT Credit Rules also 

provides for a service provider to take credit 

on the inputs and input services that are 

received by the service provider for providing 

the taxable service.  

SPECIAL SCHEMES 

In light of the liberalization of foreign trade and the 

opportunity for foreign investment into India, the 

Indian Government has implemented various special 

schemes that provide companies in certain industries 

and in certain locations various benefits.  

1. Software Technology Parks  

4ÈÅ 3ÏÆÔ×ÁÒÅ 4ÅÃÈÎÏÌÏÇÙ 0ÁÒËÓ 3ÃÈÅÍÅ ɉȰSTP 

SchemeȱɊ ÉÓ Á ÓÃÈÅÍÅ ÄÉÒÅÃÔÅÄ ÔÏ×ÁÒÄÓ ρππ per 

cent export-oriented IT & ITES units. The benefits 

of being registered as a STP are as follows: 

 100 per cent Income Tax holiday for a period 

of 10 consecutive years (no tax benefits 

available from the assessment year beginning 

April 1, 2012); 

 100 per cent Customs Duty exemption on 

imports; 

 100 per cent excise duty exemption on 

indigenous procurement; 

 Central Sales Tax reimbursement on 

indigenous procurement; 

 Green Card enabling priority treatment for 

Government clearances and other services.  

2. 3ÐÅÃÉÁÌ %ÃÏÎÏÍÉÃ :ÏÎÅÓ ɉȰ3%:ȱɊ 

 100 percent income tax exemption on export 

income derived from SEZ units for the first five 

years of manufacturing and thereon 50 

percent income tax exemption for the next five 

years; 

 Exemption from capital gains arising on 

transfer of capital assets in case of shifting of 

industrial undertaking from urban areas to 

any SEZ; 

 100 per cent customs duty exemption on the 

import of goods or services into the SEZ. 

However, any goods removed from the SEZ 

into a domestic tariff area will be subject to 

customs duty. 
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 100 per cent excise duty exemption on goods 

brought from a domestic tariff area into the 

SEZ.  

 100 per cent service tax exemption.  

 100 per cent exemption from securities 

transaction tax.  

 Exemption from the levy of taxes on the sale or 

purchase of goods other than newspapers 

under the Central Sales Tax Act, 1956 if such 

goods are meant to carry on the authorized 

operations by the Developer or entrepreneur.  
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6. TRADE WITH INDIA 

While some may wish to do business in India, many 

manufacturers and service providers are interested in 

doing business with India. With a potential market of 

over 1 billion people, India is a lucrative export 

destination. The primary tax relevant to the import of 

goods into India is customs duty.  

CUSTOMS DUTY 

Customs duties are levied whenever there is trafficking 

of goods through an Indian customs barrier i.e. levied 

both for the export and import of goods. Export duties 

are competitively fixed so as to give advantage to the 

exporters. Consequently a large share of customs 

revenue is contributed by import duty.  

#ÕÓÔÏÍÓ ÄÕÔÙ ÐÒÉÍÁÒÉÌÙ ÈÁÓ Á ȬBasic Customs Dutyȭ ÆÏÒ 

all goods imported into India and the rates of duty for 

classes of goods are mentioned in the Customs Tariff 

Act, 1975 ɉÔÈÅ ȰTariff  ActȱɊ, which is based on the 

internationally accepted Harmonized System of 

Nomenclature (ȰHSNȱɊȢ 4ÈÅ general rules of 

interpretation with respect to tariff are mentioned in 

the Tariff Act. The rates are applied to the transaction 

value of goods (for transactions between unrelated 

parties) as provided under the Customs Act, 1962 (the 

ȰCustoms ActȱɊ or by notification i n the official gazette.  

A further duty, known as Additional Customs Duty or 

the Countervailing Duty (ȰCVDȱ) is imposed to 

countervail the appreciation of end price due to the 

excise duty imposed on similar  goods produced 

indigenously. To bring the price of the imported goods 

to the level of locally produced goods which have 

already suffered a duty for manufacture in India (excise 

duty) , the CVD is imposed at the same rate as excise 

duty on indigenous goods.  

In addition to the above, there are also Additional 

$ÕÔÉÅÓ ÉÎ ÌÉÅÕ ÏÆ 3ÔÁÔÅ ÁÎÄ ÌÏÃÁÌ ÔÁØÅÓ ɉȰACDȱ) which are 

also imposed as a countervailing duty against sales tax 

and value added tax imposed by States. The ACD is 

currently levied at the rate of 4 per cent.  

Further, the Central Government, if satisfied that 

circumstances exist which render it necessary to take 

immediate action to provide for the protection of the 

interests of any industry, from a sudden upsurge in the 

import of goods of a particular class or classes, may 

provide for a Safeguard Duty. Safeguard Duty is levied 

on such goods as a temporary measure and the 

intention for the same is protection of a particular 

industry from the sudden rise in import.  

Under Section 9A of the Tariff Act, the Central 

Government can impose an Antidumping Duty on 

imported articles, if it is exported to India at a value less 

than the normal value of that article in other 

jurisdictions . Such duty is not to exceed the margin of 

dumping with respect to that article. The law in India 

with respect to anti-dumping is based on the 

ȬAgreement on Anti-Dumpingȭ pursuant to Article VI of 

the General Agreement on Tariffs and Trade, 1994. 

TRADE MODELS 

There are many ways in which one can trade with India. 

While setting up an operation in India and trading 

through it is one option, there are numerous ways of 

trading with India without actually setting up 

operations. Some of these are discussed below.  

1. Marketing  

Under this non-exclusive arrangement, a foreign 

company engages an Indian company to render 

marketing services on behalf of the foreign company. In 

the event a customer is identified, the Indian company 

informs the foreign company and the foreign company 

directly enters into an agreement and provides the 

goods to such customer. A commission is paid to the 

Indian company for the marketing services provided. All 

obligations to import the goods in India shall vest with 

the customer. Further, the Indian company does not 

have the right to conclude any agreements on behalf of 

the foreign company. A diagrammatic representation of 

the structure is contained below: 
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2. Marketing and Distribution  

Under this arrangement, a foreign company engages an 

Indian company for rendering marketing and 

distribution services on behalf of the foreign company. 

Under such an arrangement the goods are already 

stocked with the Indian company and in the event a 

customer is identified, the Indian company supplies the 

goods to the customer. All rights and obligations, 

including payment obligations flow between the foreign 

company and the customer. A commission is paid to the 

Indian company for marketing, distribution and 

stocking of goods. A diagrammatic representation of the 

structure is contained below: 

 

3. Agency 

Under this arrangement, the foreign company appoints 

an Indian company to act as its agent in India. As the 

agent, the Indian company markets, stocks and 

distributes the goods and retains a part of the 

consideration paid by the customer as an agency fee. 

This structure is described in the diagram below: 

 

 

4. Teaming Agreements (Joint Development)  

Under this arrangement, a foreign company and an 

Indian company team up for the development of 

products for an identified customer. In such situations 

the foreign company provides its technology, know-how 

and confidential information to the Indian company 

which in turn undertakes the manufacturing of the 

products in India and supplies the same to the 

customer. The rights and obligations, including payment 

obligations are mutually agreed between the foreign 

company, Indian company and the customer. A 

diagrammatic representation of the structure is 

contained below: 

 

5. Subcontractor  

Under this arrangement, a foreign company engages an 

Indian company to manufacture certain goods. The 

goods manufactured by the Indian company are in turn 

exported to the customers of the foreign company. 

Although all such exports would be done by the Indian 

company, the same shall be undertaken on behalf of the 

foreign company. The foreign company pays the Indian 

company on a cost-to-cost basis, along with a 

percentage as commission. The customers pay the 

foreign company for the goods received. A 

diagrammatic representation of the structure is 

contained below: 
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7. HUMAN RESOURCES 

Human resources in India are abundant. With an 

increasingly educated middle class comprising almost 

200-300 million individuals, there is no dearth of 

intellectual capital for any sort of business activities. 

Further, with a total population of over one billion, 

there is availability of skilled, semi-skilled and unskilled 

labour.   

STATUTES 

India has myriad of employment related legislations at 

both the central (federal) and state levels which are 

applicable to large cross-sections of establishments and 

its employees. Some of the important employment and 

labour laws are discussed hereunder: 

IMPORTANT HR STATUTES* 

STATUTES APPLICABILITY 

TRAINING, RECRUITMENT AND SCREENING 

THE APPRENTICES ACT,1961 The Apprentices Act provides for the practical training of technically qualified persons and the 
regulation and control thereof.  

EMPLOYMENT EXCHANGES 
(COMPULSORY NOTIFICATION 

OF VACANCIES) ACT, 1959 (THE 
Ȱ%%#.6 !#4ȱɊ 

The EECNV Act seeks to inform job seekers about vacancies in various employment sectors and 
requires the establishments to notify to the employment exchanges of any vacancy in 
employment positions, prior to filling up such vacancy. The EECNV Act is applicable to every 
public establishmentss and notified private establishment having a minimum of 25 employees.  

CONTRACT LABOUR 
(REGULATION AND ABOLITION) 

ACT, 1970 ɉȰ#,2! !#4ȱɊ 

The CLRA Act regulates the conditions of employment of contract labour and inter alia requires 
the principle employer and the contractor to obtain certain registrations / licenses prior to 
engaging contract labour.  

CHILD LABOUR (PROHIBITION 
AND REGULATION) ACT, 1986 

The Child Labour Act prohibits the engagement of children (persons below the age of 14) in 
certain employments and regulates the conditions of work of children in certain other 
employments. 

PAY, SALARY AND BONUS 

MINIMUM WAGES ACT, 1948 The Minimum Wages Act provides for the fixing of minimum rate of wages by the state 
government in various industries.  

PAYMENT OF WAGES ACT, 1936 The Payment of Wages Act governs the payment of wages to persons employed in any factory. 
The enactment governs the manner and timing of the payment of wages. 

EQUAL REMUNERATION ACT, 
1976  

The object of the Equal Remuneration Act is to prohibit discrimination by providing for the 
payment of equal remuneration to men and women employees and for the prevention of 
discrimination, on the ground of sex, against women in the matter of employment or otherwise. 

PAYMENT OF BONUS ACT,1965 The Payment of Bonus Act governs the payment of an annual bonus to persons employed in 
certain establishments and for matters connected therewith. The Act is applicable to every 
factory and every other establishment in which twenty or more persons are employed on any 
day during an accounting year. The act provides the mode and method for calculating the bonus 
payable. 

THE PAYMENT OF GRATUITY 
ACT, 1972 

 

The Payment of Gratuity Act provides for and governs the scheme for the payment of gratuity, 
an amount payable to an employee on the termination of employment after such employee has 
rendered service for at least five years. The enactment becomes applicable to establishments 
where ten or more persons are employed, or were employed, on any day of the preceding twelve 
months.   

EMPLOYMENT TERMS, CONDITIONS AND BENEFITS 

FACTORIES ACT, 1948 The Factories Act is the applicable law regulating labour in factories, and provides for various 
measures relating to working conditions, health and safety with respect to factories. The 
Factories Act also regulates aspects such as working hours, rest intervals, overtime, holidays, 
leave, termination of service, employment of children, young persons and women and other 
rights and certain other obligations of an employer and its employees.  

SHOPS AND COMMERCIAL 
ESTABLISHMENTS ACTS 

Most of the Indian states have their own enactment relating to shops and establishments (non-
factories). The state-specific shops and commercial establishments acts regulate the working 
and employment conditions of workers employed in shops and establishments including 
commercial establishments. The statutes regulate aspects such as working hours, rest intervals, 
overtime, holidays, leave, termination of service, employment of children, young persons and 
women and other rights and certain other obligations of an employer and its employees.  

INDUSTRIAL EMPLOYMENT The Industrial Employment (Standing Orders) Act requires employers in industrial 
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(STANDING ORDERS) ACT, 1946 establishments to define the broad conditions of employment.  

MATERNITY BENEFIT ACT, 1961 The Maternity Benefit Act regulates the employment of women for certain periods before and 
after child-birth and provides for maternity benefit and certain other benefits.  

SOCIAL SECURITY, INSURANCE AND COMPENSATION 

%-0,/9%%3ȭ 02/6)$%.4 &5.$3 
AND MISCELLANEOUS 

PROVISIONS ACT, 1952 ɉȰ%0& 
!#4ȱɊ 

The EPF Act  is possibly the most important social security legislation in India and provides for 
the institution of provident funds, family pension funds and deposit linked insurance fund for 
the employees.  

%-0,/9%%3ȭ 34!4% ).352!.#% 
ACT, 1948 ɉȰ%3) !#4ȱɊ 

The ESI Act proviÄÅÓ ÆÏÒ ÔÈÅ ÅÓÔÁÂÌÉÓÈÍÅÎÔ ÏÆ ÔÈÅ %ÍÐÌÏÙÅÅÓȭ 3ÔÁÔÅ )ÎÓÕÒÁÎÃÅ #ÏÒÐÏÒÁÔÉÏÎ ÔÏ 
which both employers and employees are required to contributions so as to insure the 
employee against accidents, injuries and diseases.  

WORKMEN'S COMPENSATION 
ACT, 1923 

The WorkmeÎÓȭ #ÏÍÐÅÎÓÁÔÉÏÎ !ÃÔ ÐÒÏÖÉÄÅÓ ÆÏÒ ÔÈÅ ÐÁÙÍÅÎÔ ÏÆ ÃÏÍÐÅÎÓÁÔÉÏÎ ÆÏÒ ÉÎÊÕÒÙ ÂÙ 
accident by certain classes of employers to their employees. 

DISPUTES AND LIABILITIES 

INDUSTRIAL DISPUTES ACT, 
1947  

4ÈÅ )ÎÄÕÓÔÒÉÁÌ $ÉÓÐÕÔÅÓ !ÃÔȟ ÏÎÅ ÏÆ )ÎÄÉÁȭÓ ÔÈÅ ÍÏÓÔ ÉÍÐÏÒÔÁÎÔ labour legislation, essentially 
provides for the investigation and settlement of industrial disputes, connected with the 
employment or non-employment or the terms of employment or with the conditions of labour of 
any person. The enactment also deals with strikes, lock-outs, lay-offs, retrenchments, transfer of 
undertaking, closure of business etc..  

%-0,/9%2ȭ3 ,)!"),)49 !#4ȟ 
1938  

The %ÍÐÌÏÙÅÒÓȭ ,ÉÁÂÉÌÉÔÙ !ÃÔ bars the use of certain defences by an employer in case of injury to 
employees.  

LABOUR UNIONS / COLLECTIVE BARGAINING 

TRADE UNIONS ACT, 1926 The Trade Unions Act provides for the registration of labour unions and lays down the law 
relating to registered labour unions in certain respects. 

 

* The list of employment and labour laws does not reflect 

labour laws specific to certain industries and/or 

activities. The list also does not provide the details of 

compliances to be undertaken by the employer for each 

applicable labour law. Further, the applicability of each 

labour law (for the employer as well as its employees) 

needs to be determined based on various aspects 

including the exact nature of activities, number of 

employees, role and responsibilities of the employees, 

amount of salary / compensation, etc. Finally, it must be 

noted that Indian states have the right to amend the 

labour laws enacted by the central (federal) government 

and accordingly it is important to check for any state-

specific amendments that may be relevant to a central 

(federal) labour law.  

HR DOCUMENTATION 

While formal employment contracts are not mandatory, 

when recruitment  employees in India, it is 

recommended that appropriate documentation be put 

ÉÎ ÐÌÁÃÅ ÔÏ ÓÅÃÕÒÅ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ×ÏÒËÆÏÒÃÅ ÁÎÄ assure 

that it stay within  the desired boundaries.  

1. Employment Agreements:  

An employer typically provides a prospective new 

employee with an offer letter, which includes the basic 

terms of employment. Many employers seem to stop at 

this stage. However, this is often in ignorance of the fact 

that in the event that no subsequent employment 

agreement is signed, the offer letter becomes the only 

document governing the terms of employment. For 

certain types of business activities, a detailed 

employment agreement is generally recommended. The 

employment agreement lays out the terms of 

employment and provides suitable enforcement 

mechanisms as well as terms and conditions of 

termination.  

Typically, employment agreements contain clauses in 

relation to: 

 Term of employment and termination of 

employment; 

 Compensation structure ɀ Remuneration and 

bonuses; 
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 Duties and Responsibilities of the employee; 

 Confidentiality and non-disclosure; 

 Intellectual property;  

 Non-compete and non-solicitation obligations; and 

 Dispute Resolution.  

2. Confidentiality & Non-Disclosure:  

A confidentiality and non-disclosure agreement 

ɉȰCNDAȱɊ ÉÓ Á ÃÏÎÔÒÁÃÔ ÂÅÔ×ÅÅÎ ÁÔ ÌÅÁÓÔ Ô×Ï ÐÁÒÔÉÅÓ ÔÈÁÔ 

outlines confidential materials or knowledge the parties 

wish to share with one another for certain purposes, but 

wish to restrict access to or its disclosure. It is a 

contract through which a party agrees not to disclose 

information covered by the agreement. As such, a CNDA 

protects non-public business ÏÒ ÔÈÅ ÅÍÐÌÏÙÅÒȭÓ 

proprietary information and trade secrets. As no data 

protection laws exist in India, these agreements assume 

greater significance.  

Some common clauses in CNDAs include: 

 The definition of what is confidential, i.e. the 

information to be held confidential.  

 The exclusions from what must be kept 

confidential.  

 The term, if any, for keeping the information 

confidential.  

 The obligations regarding the use / disclosure of 

confidential information:  

o To use the information only for restricted 

purposes.  

o To disclose it only to persons with a need to 

know the information for the specified 

purposes.  

o To adhere to a standard of care relating to 

confidential information.  

o To ensure that anyone to whom the 

information is disclosed further abides by 

ÔÈÅ ÒÅÃÉÐÉÅÎÔȭÓ ÏÂÌÉÇÁÔÉÏÎÓȢ  

3. Non-Compete & Non-Solicit  

Companies may choose to enter into non-competition 

and non-solicitation agreements with their employees. 

These obligations may alternatively be included in the 

employment agreement. The obligation not to complete 

prevents an employee from actively competing with the 

employer. Non-solicit clauses prevent the employee 

from soliciting other employees or customers of the 

employer.  

A post-termination non-compete clause may not be 

enforceable in Indian courts as section 27 of the Indian 

Contract Act declares any agreements in restraint of 

trade as void.  

4. HR Policy 

It is recommended that the company should clearly set 

out the various policies and procedures applicable to its 

employees. The policy manual or employee handbook 

assists in defining the role of the employees of the 

company and limits its liability in the event of breach. 

Many subjects covered ÉÎ Á ÃÏÍÐÁÎÙȭÓ (2 ÐÏÌÉÃÙ 

handbook are governed by specific laws. Such laws may 

be specific to the state in which the workplace is 

located.  

Aspects covered typically include (but is not limited to) : 

 Employee benefits 

 Leave policies, including paid leave, casual leave, 

sick leave, maternity leave etc.  

 Compensation policies 

 Code of conduct and behaviour policies 

 Anti-harassment policies (mandatory in the Indian 

context) 

 Immigration law policies 

 Complaint procedures and resolution of internal 

disputes 

 Internet, email and computer use policies 

 Accident and emergency policies 

 Prohibition from insider trading  (mandatory for 

listed companies) 

5. Structuring of Compensation  

With compensation packages paid to employees ever on 

the increase, it becomes important to structure the 

package in a tax effective and efficient manner. The 

Income Tax Act, 1961 provides for certain deductions 

and allowances that may be considered. Some of the 

allowances / perquisites include house rent allowance, 
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medical reimbursement, leave travel allowance, 

conveyance allowance, child education allowance, etc. It 

must be noted that there are certain limits specified 

with respect to the allowances.   

STOCK OPTIONS 

%ÍÐÌÏÙÅÅ ÓÔÏÃË ÏÐÔÉÏÎ ÐÌÁÎÓ ɉȰESOPsȱɊ ÁÒÅ ÄÅÓÉÇÎÅÄ ÔÏ 

give an employee participation  in the equity of the 

company. ESOPs may be granted upon joining the 

company or thereafter, and continue to be an important 

tool for attracting and retaining talent. This is a popular 

strategy with companies that may not be able to afford 

larger or more competitive compensation packages in 

order to attract the right level of employee.  

An ESOP is a right but not an obligation of an employee 

to apply for the shares in the company in the future at a 

predetermined price. These options may be converted 

into shares upon fulfillment of certain conditions. Such 

conditions are either performance-based or time-based. 

All plans or schemes introduced by listed companies are 

required to comply with the guidelines issued by SEBI. 

Further, it is also possible to grant ESOPs in foreign 

companies to employees of the Indian subsidiaries of 

such foreign companies subject to certain guidelines as 

per FEMA. Therefore, the company would have to 

structure its ESOP in a manner that complies within the 

regulatory environment.  

Pursuant to the Finance Act, 2009, ESOPs will  be taxable 

as perquisites in the hands of the recipient employee at 

the rate of 30%. The value of the taxable perquisite is 

the difference between the fair market value of an 

equivalent share of the company and the exercise price 

of the option. When the employee sells the shares, such 

sale would attract capital gains tax at the applicable 

rate. It may be noted that ESOPs were earlier covered 

under the Ȭfringe benefit taxȭ regime which imposed a 

tax at the rate of approximately 34% on the company 

granting the ESOP. 
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8. INTELLECTUAL PROPERTY 

With the advent of the knowledge and information 

technology era, intellectual capital has gained 

substantial importance. Consequently, Intellectual 

Property and the Rights attached thereto ɉȰIPRsȱ) have 

become precious commodities and are being fiercely 

protected. Well-established statutory, administrative, 

and judicial frameworks for safeguarding IPRs exist in 

India. It becomes pertinent to mention here that India 

has complied with its obligations under the Agreement 

ÏÎ 4ÒÁÄÅ 2ÅÌÁÔÅÄ )ÎÔÅÌÌÅÃÔÕÁÌ 0ÒÏÐÅÒÔÙ 2ÉÇÈÔÓ ɉȰTRIPSȱɊ 

by enacting the necessary statutes and amending its 

existing statues. 

Well-known international trademarks have been 

afforded protection in India in the past by the Indian 

courts despite the fact that these trademarks were not 

registered in India. Computer databases and software 

programs have been protected under the copyright laws 

in India, thereby allowing software companies to 

successfully curtail piracy through police and judicial 

intervention. Although trade secrets and know-how are 

not protected by any specific statutory law in India, they 

are protected under the common law and through 

contractual obligations.  

INTERNATIONAL CONVENTIONS 

India is a signatory to the following international 

conventions: 

CONVENTION DATE 

Berne Convention  April 1, 1928 (Party to 
convention) 

Universal Copyright 
Convention  

January 7,1988 (Ratification) 

Paris Convention  December 7,1998 (Entry into 
force) 

Convention on Biological 
Diversi ty  

June 5,1992 (Signature and 
ratification)  

Patent Cooperation Treaty  December 7,1998 (Entry into 
force) 

Budapest Treaty on the 
International Recognition of 
Microorganisms for the 
Purposes of Patent Procedure 
1977  

December 17, 2001(Party to 
treaty)  

 

By virtue of such membership, convention applications 

for the registration of trademarks, patents, and designs 

are accepted with the priority date claim; copyright 

infringement suits can be instituted in India based on 

copyright created in the convention countries. 

PATENTS 

Patent rights protect workable ideas or creations 

known as inventions. A patent is a statutory right to 

exclude others, from making, using, selling, and 

importing a patented product or process without the 

consent of the patentee, for a limited period of time. 

Such rights are granted in exchange of full disclosure of 

ÁÎ ÉÎÖÅÎÔÏÒȭÓ ÉÎÖÅÎÔÉÏÎȢ 

4ÈÅ ÔÅÒÍ ȰÉÎÖÅÎÔÉÏÎȱ ÉÓ ÄÅÆÉÎÅÄ ÕÎÄÅÒ 3ÅÃÔÉÏÎ ςɉρɊɉÊɊ ÏÆ 

ÔÈÅ 0ÁÔÅÎÔÓ !ÃÔ ÁÓ Ȱa new product or process involving an 

inventive step and capable of industrial applicationȢȱ 

Thus, if the invention fulfills the requirements of 

novelty, non-obviousness, and utility then it would be 

considered a patentable invention.  

India grants patent rights on a first-to-apply basis. The 

application can be made by either (i) the inventor or (ii) 

the assignee or legal representative of the inventor.  

The inventor, in order to obtain registration of a patent, 

has to file an application with the Patent Office in the 

prescribed form along with the necessary documents as 

required. A patent application usually contains the 

following documents: (a) an Application Form in Form 1 

(b) a Provisional or Complete Specification in Form 2 

(c) a Declaration as to Inventorship in Form 5 (d) 

Abstracts (e) Drawings, if any (f) Claims, (g) a Power of 

Attorney in Form 26, if a patent agent is appointed. 

Once the application has been filed, it will be published 

in the patent journal after 18 months of the priority 

date, and would then be examined by the patent office, 

upon the office receiving a request for such 

examination. After such examination and subject to any 

objections, the patent may be granted or refused by the 

patent office. Once a patent is granted, it is published in 

the patent journal. With enhanced fees the publication 

and examination of the application may be expedited.  

Once a Patent is granted, it gives the inventor the 

exclusive right to use and exploit the new invention and 

the inventor can authorize any other person for the use 

of such patented invention. In the event someone uses 
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the a patented invention without the permission or 

consent of the patent owner, then the same would 

amount to patent infringement and the owner of the 

patent can approach the court of law for obtaining 

remedies not limited to injunctions, damages etc. For 

infringement of a patent, only civil remedies are 

available.   

COPYRIGHTS 

4ÈÅ #ÏÐÙÒÉÇÈÔ !ÃÔȟ ρωυχ ɉȰCopyright ActȱɊȟ ÓÕÐÐÏÒÔÅÄ 

ÂÙ ÔÈÅ #ÏÐÙÒÉÇÈÔ 2ÕÌÅÓȟ ρωυψ ɉȰCopyright Rules "), is 

the law governing copyright protection in India. The 

Copyright Act provides that a copyright subsists in an 

original literary, dramatic, musical or artistic work, 

cinematograph films, and sound recordings.  

A copyright grants protection to the creator and his 

representatives to certain works and prevents such 

works from being copied or reproduced without 

his/their consent. The term of copyright in India is, in 

most cases, the lifetime of the creator plus 60 years 

thereafter.  

Under Indian law, registration is not a prerequisite for 

acquiring a copyright in a work. A copyright in a work is 

vested when the work is created and given a material 

form, provided it is original. Unlike the U.S. law, the 

Indian law registration does not confer any special 

rights or privileges with respect to the registered 

copyrighted work. India is also a member to the Berne 

and Universal Copyright Convention, which protects 

copyrights beyond the territorial boundaries of a 

nation. Further, any work first published in any country 

- which is a member of any of the above conventions - is 

granted the same treatment as if it was first published 

in India. 

Copyright Infringement and Remediation : A 

copyright is infringed if a person without an 

appropriate license does anything that the owner of the 

copyright has an exclusive right to do. However, there 

are certain exceptions to the above rule (e.g., fair 

dealing). The Copyright Act provides for both civil and 

criminal remedies for copyright infringement. In the 

event of infringement, the copyright owner is entitled to 

remedies by way of injunction, damages, and order for 

seizure and destruction of infringing articles. Certain 

amendments are proposed to the Copyright Act.  

TRADEMARKS  

Trademarks are protected both under statutory law and 

common law. 4ÈÅ 4ÒÁÄÅ -ÁÒËÓ !ÃÔȟ ρωωω ɉȰTM ActȱɊ 

along with the rules thereunder govern the law of 

trademarks in India.  

Under the TM Act ÔÈÅ ÔÅÒÍ ȬÍÁÒËȭ ÉÓ ÄÅÆÉÎÅÄ ÔÏ ÉÎÃÌÕÄÅ 

ȬÁ ÄÅÖÉÃÅȟ ÂÒÁÎÄȟ ÈÅÁÄÉÎÇȟ ÌÁÂÅÌȟ ÔÉÃËÅÔȟ ÎÁÍÅȟ ÓÉÇÎÁÔÕÒÅȟ 

word, letter, numeral, shape of goods, packaging or, 

ÃÏÍÂÉÎÁÔÉÏÎ ÏÆ ÃÏÌÏÒÓȟ ÏÒ ÁÎÙ ÃÏÍÂÉÎÁÔÉÏÎ ÔÈÅÒÅÏÆȢȭ 

Thus, the list of instances of marks is inclusive and not 

ÅØÈÁÕÓÔÉÖÅȢ !ÎÙ ÍÁÒË ÃÁÐÁÂÌÅ ÏÆ ÂÅÉÎÇ ȬÇÒÁÐÈÉÃÁÌÌÙ 

ÒÅÐÒÅÓÅÎÔÅÄȭ ÁÎÄ ÉÎÄÉÃÁÔÉÖÅ ÏÆ Á ÔÒÁÄÅ ÃÏÎÎÅÃÔÉÏÎ ×ÉÔÈ 

the proprietor is entitled to registration under the Act. 

This interpretation opens the scope of trademark 

protection to unconventional trademarks like sound 

marks. Also, India follows the NICE Classification of 

goods and services, which is incorporated in the 

Schedule to the rules under the TM Act. The flowchart 

below describes the method of obtaining a trademark in 

India: 
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OBTAINING A TRADEMARK IN INDIA 

 

Recently, )ÎÄÉÁȭÓ ÆÉÒÓÔ ȰÓÏÕÎÄ ÍÁÒËȱ registration was 

granted to 9ÁÈÏÏ )ÎÃȬÓ three-note Yahoo yodel. 

Internet Domain Names: Indian courts have been 

proactive in granting orders against the use of 

infringing domain names. Some of the cases in which 

injunctions against the use of conflicting domain names 

have been granted are: www.yahoo.com v. 

www.yahooindia.com and www.rediff.com v. 

www.radiff.com. In the www.yahoo.com case it has 

ÂÅÅÎ ÈÅÌÄ ÔÈÁÔ ȰÔÈÅ ÄÏÍÁÉÎ ÎÁÍÅ ÓÅÒÖÅÓ ÔÈÅ ÓÁÍÅ 

function as a trademark, and is not a mere address or 

like finding number on the internet, and therefore, it is 

ÅÎÔÉÔÌÅÄ ÔÏ ÅÑÕÁÌ ÐÒÏÔÅÃÔÉÏÎ ÁÓ Á ÔÒÁÄÅÍÁÒËȱȢ  

Assignment of Trad emarks : A registered or 

unregistered trademark can be assigned or transmitted 

with or without the goodwill of the business concerned, 

and in respect of either or all of the goods or services in 

respect of which the trademark is registered. However, 

the assignment of trademarks (registered or 

unregistered) without goodwill requires the fulfillment 

of certain statutory procedures including publishing an 

advertisement of the proposed assignment in 

newspapers. 

Recognition of Foreign Well -Known Marks & Trans -

border Reputation : The courts in India have 

recognized the trans-border reputation of foreign 

trademarks and trade names and the importance of 

their protection. Thus, international trademarks, having 

no commercial presence in India could, be enforced in 

India if a trans-border reputation with respect to such 

trademarks can be shown to exist. 

Marks such as Whirlpool, Volvo, Caterpillar, and 

Ocuflox, have received protection through judicial 

decisions.  

Further, infringement actions for a registered 

trademark along with the claims for passing off for an 

unregistered mark are recognized by Indian courts. The 

courts not only grant injunctions but also award 

damages or an order for account of profits along with 

the delivery of the infringing marks, for destruction or 

erasure. In addition to the civil remedies, the TM Act 

contains stringent criminal penalties. 

The Madrid Protocol  

The Madrid System, administered by the International 

Bureau of World Intellectual Property Organization 

(WIPO), Geneva, permits the filing, registration and 

maintenance of trademark rights in more than one 

jurisdiction on a global basis. This system comprises 

two treaties; the Madrid Agreement concerning the 

International Registration of Marks, which was 

concluded in 1891 and came into force in 1892, and the 

Protocol relating to the Madrid Agreement, which came 

into operation on April 1, 1996. India acceded to the 

relevant treaties in 2005 and in 2007. The new 

Trademarks (Amendment) Bill was introduced in 

Parliament. In 2009, the same received the assent of the 

Lok Sabha (the Lower House) and it is now only a 

matter of time before the same comes into force.  

TRADE SECRETS 

It deals with rights on private knowledge that gives its 

owner a competitive business advantage. Confidential 

information and trade secrets are protected under 

common law and there are no statutes that specifically 

govern the protection of the same. In order to protect 

trade secrets and confidential information, watertight 

agreements should be agreed upon, and they should be 

supported by sound policies and procedures. 


