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THE VODAFONE TAX CONTROVERSY NDA COMMENTARIES ON COURT PROCEEDINGS*

 

The Vodafone tax controversy concerns a cross-border M&A transaction between non-resident entities and its
taxability in India. The facts before the Bombay High Court are unique and unprecedented, and the outcome could
have a telling impact on global mergers and acquisitions, indirectly involving an Indian subsidiary. Nishith Desai
Associates brings you updates on the final hearings as and when they develop in the courtroom.

 

On July 1, 2008, Senior Advocate Mr. Iqbal M. Chagla, counsel for Vodafone International Holdings BV (“Vodafone”)

started the day in court by continuing his proposition from the previous hearing on June 30, 2008. He completed this

proposition examining the constitutional validity of the retrospective amendments made to Sections 191 and 201 of

the Income Tax Act, 1961 (“ITA”). The counsel ended the day by introducing his next proposition, which deals with

the very chargeability of a transaction between non-resident entities wherein an Indian subsidiary could be present. 

With respect to the constitutional validity, the counsel reiterated that while the Parliament has plenary power to make

retrospective amendments, these must satisfy the fundamental constitutional tenets of reasonableness and equality,

lest they should be struck down as violative of Article 14 of the Indian Constitution. Article 14 of the Constitution of

India provides that the State shall not deny to any person equality before the law or the equal protection of the laws
within the territory of India. 

It was submitted that the impugned amendments to Sections 191 and 201, which are purported to be clarificatory,

were violative of Article 14 insofar as they operated with retrospective effect from June 1, 2003 and June 1, 2002

respectively. The counsel emphasized that a clarification by its very nature must operate since the commencement of

the statute and not for a specific period as the legislature cannot have different intentions for different periods of time.

It was contended that such an amendment, if recognized, would amount to an unequal treatment of equals insofar as

the liability of a person entering into a similar transaction prior to the respective dates of retrospective amendments

would be different from that of a person thereafter.

It was further submitted that while it is for the legislature to legislate, it is only for the judiciary to interpret these laws.

The counsel cited the judgment of the Constitution Bench of the Supreme Court in Union of India v. Elphinstone

Spinning & Weaving Co. Ltd.,1 which states that once a statute leaves Parliament House, the Court's is the only
authentic voice which may interpret the Parliament. Therefore, he submitted that explanatory notes to the Finance

Bill, 2008 could not dictate the legislative intent upon the court.

It was further reiterated that the impugned retrospective amendments were not clarificatory, but substantive in

character and sought to levy additional liabilities, which did not hitherto exist. The counsel concluded this proposition

by beseeching the Court to strike down the impugned amendments as unreasonable, inequitable and burdensome.

Towards the end of the day, Mr. Chagla introduced his next proposition dealing with the chargeability of capital gains

tax in the hands of a non-resident under section 9 of the ITA. It is the contention of the Income Tax Department

(“Revenue”) that Vodafone is liable to deduct tax at source from the payment made to a Cayman Islands company

(“Vendor”) for the acquisition of another Cayman Islands company, which indirectly holds shares in an Indian

company. Under the ITA, a non-resident is liable to tax only with respect to income which accrues or arises in India or

income which can be so deemed to accrue or arise in India. Under Section 9 and in the facts and circumstances of

the instant controversy, only income accruing or arising, whether directly or indirectly, through or from a business
connection in India or through the transfer of a capital asset situated in India can be brought to tax in India at the

hands of a non-resident. It was the counsel’s contention that the capital gains accruing to the Vendor satisfied neither

of these conditions and hence were not taxable in India. He submitted, as a corollary, that Vodafone could have no

responsibility to withhold tax from the consideration paid to the Vendor.

The counsel proposed to make detailed submissions regarding to the above proposition on Friday, July 4, 2008. We

will once again attempt to bring to you accurate updates and analysis on the Vodafone Controversy as it unfolds in

the courtroom.

 

- International Tax Team & M&A Team

 
 

Research Papers

Telemedicine in India
August 31, 2024

Clinical Trials and Biomedical
Research in India
August 31, 2024

Compendium of Research Papers
August 27, 2024

Research Articles

Acquirers Beware: Indian Merger
Control Regime Revamped!
September 15, 2024

Navigating the Boom: Rise of M&A in
Healthcare
August 23, 2024

Navigating The Change in
Shareholding and Management Rule
for Non-Banking Financial
Companies in India: A Practical
Perspective
August 22, 2024

Audio

Renewable Roadmap: Budget 2024
and Beyond - Part I
August 26, 2024

Renewable Roadmap: Budget 2024
and Beyond - Part II
August 26, 2024

Renewable Roadmap: Budget 2024
and Beyond - Part III
August 26, 2024

NDA Connect

Connect with us at events,  

conferences and seminars.

NDA Hotline

Click here to view Hotline archives.

Video

Union Budget: Key takeaways for
Private Equity Investors and Foreign
Companies
July 24, 2024

https://nishithdesai.com/SectionCategory/33/Tax-Hotline/12/53/TaxHotline/5364/3.html
https://www.nishithdesai.com/tax-hotline/2008/Tax-hotline-July-2-2008.html#one
/fileadmin/user_upload/pdfs/research_Papers/Telemedicine-in-India.pdf
/fileadmin/user_upload/pdfs/Research_Papers/Clinical-Trials-in-India.pdf
/fileadmin/user_upload/pdfs/Research_Papers/Research-Paper-Compendium.pdf
/fileadmin/user_upload/Html/Hotline/Article_Sep1524-M.html
https://www.nishithradio.com/Podcast.aspx?id=119&title=Renewable_Roadmap:_Budget_2024_and_Beyond_-_Part_I
https://www.nishithradio.com/Podcast.aspx?id=120&title=Renewable_Roadmap:_Budget_2024_and_Beyond_-_Part_II
https://www.nishithradio.com/Podcast.aspx?id=121&title=Renewable_Roadmap:_Budget_2024_and_Beyond_-_Part_III
/Event/1.html?EventType=Upcoming
/Event/1.html?EventType=Upcoming
SectionCategory/33/Research-and-Articles/12/0/NDAHotline/1.html
https://www.nishith.tv/videos/union-budget-key-takeaways-for-private-equity-investors-and-foreign-companies-july-24-2024/


______________________

* Previous commentaries: June 27, 2008 & June 30, 2008

1 (2001) 4 SCC 139

DISCLAIMER

The contents of this hotline should not be construed as legal opinion. View detailed disclaimer.

This Hotline provides general information existing at the time of
preparation. The Hotline is intended as a news update and
Nishith Desai Associates neither assumes nor accepts any
responsibility for any loss arising to any person acting or
refraining from acting as a result of any material contained in this
Hotline. It is recommended that professional advice be taken
based on the specific facts and circumstances. This Hotline does
not substitute the need to refer to the original pronouncements.

This is not a Spam mail. You have received this mail because you
have either requested for it or someone must have suggested your
name. Since India has no anti-spamming law, we refer to the US
directive, which states that a mail cannot be considered Spam if it
contains the sender's contact information, which this mail does. In
case this mail doesn't concern you, please unsubscribe from mailing
list.

Self Declaration Certificate For Ads:
Decoding The Complexities Of Ad
Regulations
July 08, 2024

Future of India-Mauritius tax treaty –
Impact of new Protocol on M&A
deals and Private Equity structures
April 23, 2024

https://nishithdesai.com/SectionCategory/33/Tax-Hotline/12/53/TaxHotline/5363/3.html
https://nishithdesai.com/SectionCategory/33/Tax-Hotline/12/53/TaxHotline/5364/3.html
https://www.nishith.tv/videos/self-declaration-certificate-for-ads-decoding-the-complexities-of-ad-regulations/
https://www.nishith.tv/videos/webinar-future-of-india-mauritius-tax-treaty-impact-of-new-protocol-on-ma-deals-and-private-equity-structures-april-23-2024/

	Tax Hotline
	Research Papers
	THE VODAFONE TAX CONTROVERSY NDA COMMENTARIES ON COURT PROCEEDINGS*

	Research Articles
	Audio
	NDA Connect
	NDA Hotline
	Video
	DISCLAIMER


