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Proposed Reservation in Private Sector-A Critical Review

The new UPA Government have proposed
_to provide reservation for scheduled casts,

' scheduled tribesand
other backward
classes for jobs in
the private sector.
This would be in
| addition to the
currently prevailing
reservation in the
Government Sector.
Maharashtra Govt.
has gone one step further by passing
necessary legislation providing reservation
for these classes in the private sector.

The proposal for compulsory reservation
of jobs in the private sector has brought
tremendous opposition in the private sector
and more particularly by the multi-national
companies operating in India. The private
sector has been vigorously following up
for a complete freedom on employment,
romotion and termination of employment.
he argument of the private sector has been
based on increase in competitive pressure
in a globalised economy, itis necessary for
the private sector to have best personnel
manning their organization and to have
a thin, lean and smart organization. The
increase in pressure to reduce the cost of
operation had also persuaded the private
sector as well as the Government sector to
introduce voluntary retirement schemes.

In this backdrop the proposal to introduce
compulsory reservation of jobs in private
sector for specific castes will be completely
aretrograde step and will not only harm the
efficiency, competiveness and viability of
the Private Sector. The Service Sector
including BPO, information technology,

biotech and professional firms and highly
technical manufacturing sector will be worst
sufferers. It will adversly impact Indian
economy substantially and may also affect
the creation of further jobs.

The VP Singh Government announced
a large scale reservation in the
public sector arising out of Mandal
Report recommendations. The policy
announcement inthis regard divided Indian
public across the caste lines. The castes,
which were provided additional reservation
supported the move actively. On the other
hand the students who saw a dent in their
career options started a move to the last
of their hilt. A very large number of
students undertook self-immolation and
burnt themselves to death to oppose
Mandalization of Indian society. The chaos
all across India could be addressed by
Supreme Court intervention.

The constitution of India, when it was
promulgated in 1950, provided for a 10
year period for reservation for scheduled
castes and scheduled tribes. The overall
reservation percentage has increased to
about 50% in the Government sector. The
political compulsionofevery political party
has ensured continued extension of time
period of these reservations. The time has
really come to do away with caste-based
reservation completely even from the public
sector and government sector.

The thinking of the UPA Government to
promote and uplift the downtrodden is well
understood and is highly acclaimed. It may
however be necessary to not to divide India
on the caste line but to actually think of
promoting the cause of economically
weaker section who are living below
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poverty line. The political leadership has
not taken any concrete steps to promote
economic and social status of these castes
and has satisfied them with the illusion of
reservation. In fact the government should
take sincere and serious steps in the
following direction:

To introduce high level free education
for weaker section of the society.
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1 Income Tax
Decisions

| L1 Legal Expense on
amalgamation of co's

Hon'ble Gujarat High Court in the
matter of CIT Vs. Akme
Electronics and Control Pvt. Ltd.
held that Legal expenses incurred
by the assessee company in
connection with the amalgamation
of the assessee company with
another company were revenue
expenses and allowable as
deduction. [267 ITR 396]

1.2 Compulsory Audit of
Accounts u/s 142(2A) of
the Income tax Act, 1961

Hon'ble Calcutta High Court in the
matter of West Bengal State
Co-operative Bank Limited
Vs. JCIT held that order under
section 142(2A) is discretionary.
Assessing officer must examine
books of accounts and form
opinion that accounts are complex
and require special audit.
Commissioner while according
approval for special audit should
apply his mind and nor accord
approval mechanically. Any order
for special audit under section
142(2A) without examining books
ofaccounts is invalid. [267 ITR 35]

1.3 Income of Business
Center is Business Income
or Property Income

Controversy as to whether income
from business center should be
treated as business or property
income was resolved by Hon'ble
Gujarat High Court in the matter
of CIT Vs. Saptarshi Services Ltd.
Hon'ble Court found after review
of the case law on the subject, that
the income of a sub-lessee
developing a property asa business
center and providing various
services like provision of lifts,
receptionist, secretarial services,
conference room services etc. with
many facilities has necessarily to
be assessed as business income.
[265 ITR 332]

|
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TAXATION

1.4 Interest u/s 234B and 234C in case
of Minimum Alternative Tax

Hon'ble Bombay High Court in the matter
of CIT Vs. Kotak Mahindra Finance Ltd.
has held that when there was a short fall in
payment of advance tax in the context of
computation of income u/s 115J (now
115JB) and income computed under the Act
is less then 30% of the book profit and
consequent upon this there is non payment
or short payment of advance tax then, the
provisions of section 234B and 234C are
automatically attracted. [265 ITR 119]

1.5 Contribution to a trust created
for the benefit of dealers

Hon'ble Madras High Court in the matter
of CIT Vs Dynavision Ltd. disallowed the
amount paid by the assessee company to a
trust created for dealers of stokists. Hon'ble
High Court took the view that by forming
a trust the assessee company is trying to
get deduction in respect of various
disbursements, some out of which capital
in nature, some revenue in nature and some
not at all related to business. [25 ITR 289]

NSDL launches
PAN Services

National Securities Depository Limited
(NSDL) has launched Permanent
Account Number (PAN) operations from
June 3, 2004. This service will be available
through a chain of TIN-Facilitation Centres
(TIN-FCs) established by NSDL across the
country.

NSDL will also be launching web-based
facility for PAN application in the near
future.

FIIs & Mauritius
Veil

As soon as the recently issued Common
Minimum Programme (CMP) promised to
stop the misuse of double taxation
(avoidance) treaties, the heat turned on
investments routed through Mauritius.

That's because the Indo-Mauritian DTAT
has been the favourite launch pad for
foreign institutional investors (FIIs) and
overseas corporate bodies (OCBs) to put
their money into India.
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Introduction of
OLTAS

The current Tax Accounting System (TAS
created for reporting of taxes collecteq by
banks on behalf of the Income.1y,
Department is being modified to introgye,
On Line Tax Accounting System (OLT, AS)
w.e.f. 1-6-2004. The main changes beiné
introduced through the new Online T,
Accounting System (OLTAS) include the
following:-

(i) The following three challans wj)
replace seven different types of challang
being presently used for depositing
direct taxes in government account,

- A common single copy challan ITNS
280 for payment of income-tax,
corporation tax and wealth tax (other
than TDS)

- A common single copy challan ITNS
281 for depositing TDS from corporates
and non-corporates.

- A common single copy challan ITNS
282 for depositing Gift Tax, Estate Duty
& Expenditure Tax & other Direct Taxes.

(ii) The Single copy challan will have a
main portion on the top and a 'taxpayer's
counterfoil' at the bottom. The Bank
will retain the main portion of the
challan and return the 'taxpayer's
counterfoil' to the taxpayer after
stamping it with a unique Challan
Identification Number comprising of a
seven digit BSR code of the bank
branch, the date of deposit (dd/mm/yy
i.e. Six digit) and the Challan serial
number in five digit. This number Wib
be unique for each challan througho
the country.

The challan will be identifiable in ¢
system by Challan Identificatio"
Number (CIN) i.e. BSR code, f0“°w.ed
by the data, followed by the Sarid
Number.

(iii) The collecting branch will captur® e

entire data of the challan and V!
electronically transmit it onlin® to
Tax Information Network ( l:l)
presenty hosted by NSDL at Mu™ hae
TIN will in turn transmit it © ([js)
Regional Computer Centers (RE tef
through the National Computer e

(NCC) at Delhi. contd-?
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(1v) The information thus received
from banks through TIN will
be used by the Department to
give credit tor the tax paid
on the basis of Challan
Identification Number (CIN).

(V) Information regarding refund
data will also follow the same
route. The two banks handling
income-tax refunds ie. RBI &
SBI will electronically report
refund data to TIN from where
it will flow to RCCs through
NCC as described above.

Since there will be only one copy

of challan, the tax payers are

advised:

» to fill in the challan correctly.

* to indicate PAN of the tax
payers and PAN/TAN of the
deductor as the case may be,
correctly in the challan.

» totick/fill the right columns in
the the challan and

* to collect a proper stamped
acknowledgement from the
banks indicating the Challan
Identification Number (CIN).

As the taxpayer will have only a
counterfoil, the requirement to
enclose proof of payment of
pre-paid taxes with the return of
income as contained in
'Explanation’ to Section 139(9)
shall stand fulfilled if CIN of the
challan for payment of self-
assessment tax is indicated in the
return of income.

(Source: Press Note issued by CCIT MUMBAI)

AUDIT

Bank NPA
Norms

In terms of directives issued
under RBI's credit policy, Banks
are required to make a graded
higher provisioning for NPAs,
which are 'held as doubtful for
more than three years'.

SERVICE TAX

1 Activities of Erection
and Commissioning

The Central Board of Excise & Customs
(CBEC) has vide Circular No. 79/9/2004 -
ST dated 13th May, 2004 clarified that
charges for erection, installation &
commissioning are not covered under the
category of Consulting Engineer Services.
Commissioning or installation service will
be separately taxable under relevant entry
and are not chargeable under Consulting
Engineer Services.

“Erection, installation & commissioning
are not covered under the category of
Consulting Engineer Services."

This clarification is issued to correct the
anomaly arisen in view of Circular No. 49/
11/2002- ST dated 18th December, 2002 in
which it was clarified that work of erection
and commissioning is in the nature of
services provided by a Consulting Engineer
and hence taxable under the head
Consulting Engineer's Services.

It is to be noted that service tax on
Installation & Commissioning Services has
been introduced in the Finance Act 0f 2003.

(Source: F. No. 137/38/2003-CX. 4)

No Service Tax on
Mutual Fund Agents

The Delhi High Court has quashed a
circular issued by the finance ministry in
November, 2003 making mutual fund
distributors liable to pay service tax.

1 Distributors exempted from paying
service tax.

1 Therefore, no extra burden on investors.

1 But High Court Verdict based on
technical grounds; appeal can be filed.

The order implies that the status quo is
maintained and there is no additional
burden on investors in the form of service
tax, which, if implemented, would have
been passed on to them by distributors.

LS

Electronic filing of
Central Excise Returns

Central Board of Excise & Customs
(CBEC) vide Circular No. 791/24/2004-CX
dated 1st June, 2004 proposes to provide
the facility of filing the monthly/quarterly
excise returns, namely, ER -1, ER-2, ER-3
under Central Excise Rules and dealers
return prescribed under sub rule (6) of
rule 7 of the CENVAT Credit Rules, 2002
electronically to all manufacturers of
excisable goods, EOUs and registered
dealers.

This facility of e-filing of excise returns will
be available with effect from 30th June,
2004. The monthly returns pertaining to
the month of June, 2004 and quarterly
returns pertaining to April-June, 2004
can be filed electronically by availing
this facility.

All assessees and registered dealers who
have been allotted 15 digits Excise Control
Code (ECC) are entitled to avail the facility
of e- filing. ;

The facility of e-filing is optional and does
not bar in anyway the manual filing of the
return by the central excise assessees and
the registered dealers. e

(Source: F. No. 206/8/2004-CX-6)

Computer software
exempt from Excise Duty

In a recent decision, the Custom Excise and
Service Tax Appellate Tribunal (CESAT)
has once again stated that a clear distinction
exists beitween software that is part of a
computer such as EEPROM and software
that is additional.

Windows and other optional software
cannot be treated as apart of a computer and
cannot be subject to central excise duties.

For this issue to be resolved once and for
all, it is required on the part of Central
Board of Excise and Customs to issue
necessary clarification on the matter.




! Dissemination of
Credit Information /
Defaulter's List

With effect from March 2003,
Credit Information Bureau (India)
Ltd. (CIBIL) is undertaking
dissemination of  credit
information covering data
supplied on suit-filed defaulters in
the financial system. Accordingly,
such data can now be accessed on
CIBIL's website.

The development of an efficient
credit information system is
considered critical for the
development of a sound financial
system. Hence, RBI has advised
that the Boards of banks/FIs
should review the measures put in
place by their banks/FIs for
furnishing credit information in
respect of all borrowers and not
only defaulters to CIBIL and
report compliance to RBI.

(Source: DL.BC.88/20.16.002 dt. May 28, 2004)

Processing Charges
waived under ECS &
EFT Scheme

RBI has decided that the service

charges on banks for ECS and EFT

transactions would be waived for

the period upto March 31, 2006.

"« No ECS / EFT processing
charges would be levied by the
RBI. This would be applicable
to ECS (Credit and Debit
Clearing), Centralised ECS,
the normal EFT as well as to
the Special EFT Schemes.

« The waiver would be effective
from June 1,2004 i.e. in respect
of data submitted by banks from
June 1, 2004 and would be in
vogue upto March 31, 2006.

« Banks are required to pass on

' this benefit to the customers in
the form of a reduction in the
charges being levied for such
transactions.

(Source:11/09.63.99/2004 dt. May 20, 2004)

LATEST IN FINANCE

Banks to keep Customer
Information Confidential

Wherever banks desire to collect any
information about the customer for a
purpose other than "Know Your Client"
(KYC) requirements, it should not form part
of the account opening form. Such
information may be collected separately,
purely on a voluntary basis, after explaining
the objectives to the customer and taking
his express approval for the specific uses
to which such information could be put.

(Source:83/ 14.01.001 dated May 12, 2004)

Bank financing of equities
and investments in shares

The margin on all advances against shares /
financing of [POs / issue of guarantees was
earlier raised to 50 percent and a minimum
cash margin of 25 per cent (within the
margin of 50 percent) was also required to
be maintained in respect of guarantees
issued by banks.

It has now been decided by RBI to reduce
the above said margin requirement to 40%
and the minimum cash margin to 20%.

(Source:86/13.07.05/2003-04 dated May 18, 2004)

Rupee Export Credit
Interest Rates

In respect of the interest rates on post
shipment rupee export credit, it has been
decided that with effect from May 18, 2004,
the rate of interest on post-shipment rupee
export credit upto 90 days may be extended
to exporters under the Gold Card Scheme
announced by the Reserve Bank of India
for a maximum period upto 365 days.

(Source: 13 /04.02.01/2003-04 dated May 18, 2004)

Introducer not responsible
for frauds by accountholder

In a significant judgment the Supreme
Court has held that an introducer, without
other evidence, could not be held liable for
a fraud played on the bank by an
accountholder.

Following this judgment introduction wil]
only be a necessary condition but not
sufficient to open an account.
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7 NOC of lenders must before
Opening of Current
Accounts by other bankg

Banks are instructed to scrupulously ensure
that their branches do not open Curren
accounts of entities which enjoy credit
facilities (fund based or non-fund based)
from the banking system without speciﬁcally
obtaining a No-Objection Certificate frop,
the lending bank(s). Banks are also adviseq
to note that non-adherence to the abgy,
discipline could be perceived to be abetting
the siphoning of funds and such violationg
which are either reported to RBI or noticed
during our inspection would make the
concerned banks liable for penalty under
Banking Regulation Act, 1949.

(Source:84/09.07.005/2003-04 dated May 15, 2004/f§)

SBI - MID Corporate
Credit Wing

The SBI is streamlining its loan sanction
process to pare the time for sanctioning
loans to 30 days. For this, the state-owned
bank has eliminated the discretionary
powers of its executives and has set up a
centralised loan processing cell for all credit
proposals involving over Rs. 2 crore.

(3 Mid- corporate wing to cater to Rs. 10 crore
- Rs. 99 crore loan proposals.

O Centralised Loan Processing cell to vet all
proposals.

O Standardised credit sanctioning format
eliminates the exercise of discretionary g,
powers. ./

(3 Allloan proposals to be cleared in 30 days.

(1 The State Bank of India to go the whole hog
in lending to 39 industries, to slow down
lending to 3 industries.

Nearly eight years after the State Bank of
India created a corporate accounts group
to deal with high value (over Rs. 100 crore)
corporate loans, the bank is also setting UP
a mid-corporate wing to tackle 103"
proposals worth Rs. 10 crore and above, bU!
below Rs. 100 crore.

Unlike the corporate accounts group: which
operates from five centres (four metros an)
Ahmedabad), the mid-corporate wing willbe
Setup in at least 12 cities in the country-



RBI Financial Market
Initiatives

The highlights ot various Financial
Market Initiatives taken by RBlare
as follows:

Bank Rate kept stable at 6.0 %
Repo Rate unchanged at 4.5 %
Revised Liquidity Adjustment
Facility scheme operationalised.
The entire export credit
refinance was made available at
reverse repo rate.

Almost all banks have adopted
the new system of BPLR and
the rates are lower from their
carlier Prime Lending Rates.

Banks are encouraged to align
the pricing of credit to
assessment of credit risk to
improve credit delivery and
credit culture.

RBI accepted some
recommendations of the
interim Report of Vyas
Committee for implementation,
e.g., loans for storage facilities
under  priority  sector,
securitised agricultural loans as
priority sector lending, waiving
margin/security requirements
for certain agricultural loans up
to a limit, NPA norms for crops
loans aligned to crop seasons.
Development of mechanism for
debt restructuring for medium
enterprises on the lines of
corporate debt restructuring.
Definition of infrastrucutre
lending broadened.

Working Group constituted on
Credit Enhancement by State
Governments for financing
infrastructure.

A Gold Card Scheme for
creditworthy exporters drawn up.
Various restructuring options
being considered by the
Government and other
stakeholders for rationalising
the structure of RRBs - Vyas
Committee is also looking into
restructuring of RRBs.

LATEST IN FINANCE

Limit on the lending of non-bank
participants in the call/notice money
market reduced to 45 percent clfective
June 26, 2004,

Automated value-free transfer of

seeurities proposed between market
participants and the CCIL under
Collateralised borrowing and lending
obligation (CBLO).

RBI constituted Working Group to
review the performance of negotiated
dealing system (NDS).

Clearing of OTC derivatives through
CCIL being considered.

CCIL to work out arrangement for
settlement of trades in non-SLR debt
instruments for NDS members.
Discussion paper on Capital Indexed
Bonds being put in public domain.
The ECB limit already enhanced to
US $ 500 million under the automatic
route for investment in the real sector.
Resident individuals already permitted
to remit freely up to US $ 25,000 per
calendar year.

Indian corporates and partnership firms
allowed to invest overseas upto 100 per
cent of their net worth.

Banks allowed to raise long-term bonds
to finance infrastructure.

The extant limit on unsecured exposures
for banks withdrawn.

Exposures on all public financial
institutions (PFIs) to attract a risk weight
of 100 per cent.

Banks required to maintain capital charge
for market risk in a phased manner.
Banks to draw a road map for migration
to Basel II.

Banks to make higher provisioning
according to the age of NPAs.
Banks/FIs to provide credit information
to CIBIL.

Banks to fully adhere to the know your
client policy for opening new accounts.
Report of the Working Group on
Financial Conglomerates is being put in
public domain.

Risk based supervision extended to
more banks.

Fresh licences to UCBs only after a
comprehensive policy.

¢ Report of the Working Group on

Development Finance Institutions is

being put in public domain.

Technical Group to evaluate the

regulatory and supervisory systems

deployed by refinancing institutions.

* Waiver of service charges on banks for
clectronic funds transfer and clectronic
clearing services.

» RBI sets up a Board for Payment and
Settlement Systems.

* RBI expects most commercial banks to
join the Real time gross settlement
(RTGS) system by June 2004.

» A Working Group on Electronic Funds
Transfer for Capital Market constituted.

* Single window services for all
transactions in RBI cash department.

» Operationalisation of On-line Tax
Accounting System by June 2004.

+ Standing Committee on Procedures and
Performance Audit on Public Services
has submitted four Reports, being put
in the public domain.

1 RTGS goes live in
10 cities

Real time gross settlement (RTGS) has now
gone live in eight to 10 cities including
Bangalore, Ludhiana, Delhi and Jaipur.
RTGS was first made operational in
Mumbai at the end of March. The RBI had
decided to start operations in Mumbai
before moving onto other zones:

Twenty-two banks have successfully
implemented RTGS - SBI, ICICI Bank,
HDFC Bank, Standard Chartered ‘Bank,
Saraswat Bank, IDBI Bank, Canara Bank,
UTI Bank, Indusind Bank, ING Vysya,
Punjab National Bank etc. The central bank
is also preparing a roadmap and timeframe
for all banks to graduate to the RTGS
platform in order to ensure. smooth
customer and interbank transactions.

With 22 banks transacting on the RTGS,
the daily turnover has crossed Rs. 3,000
crore. On an average 15 to 25 inter-bank
transactions are concluded daily. This is a
major achievement for the Indian banking
industry as funds are transferred in a matter
of seconds, which otherwise would have
taken at least two days.
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