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EDITORIAL

POWER REFORMS - HITTING ROAD BLOCK

The Electricity Act, 2002, a
brainchild of Hon’'ble Mr.
‘uresh Prabhu, FCA, former
Union Minister of Power,
Government of India, was a
historical step in the history of
modern India. The Actnot only
enabled privatisation of existing
Electricity Boards but also
opened the doors of promoting
for private initiative in
electricity generation,
electricity transmission and
electricity distribution.

A large number of private
initiative have already taken
shape and equally large number
are in the process for setting up
large capacities of electricity

eneration as well as
‘Jansmission. The Government
has also freely permitted power
trading. The experience of Delhi
privatizing distribution of
power has significantly
improved the availability and
quality of power. The black out

running into number of days
and number of hours are slowly
becoming the things of past.
The growth and improvement
potential have, however, not
been harnessed to its adequate
level. Still the required capital
investment for upgrading
distribution infrastructure is
significantly lacking and
additional capital investment
has to be immediately made.
The continuous availability of
good quality power is still an
issue.

HIGH BILLING

The very important aspect,
which requires attention of
Electricity Regulatory Authorities
as well as Government, is the
common complaint of wrong
metering in an organized
manner. A large number of
consumers have complained
that their meters, more
particularly the new electronic

PROFESSIONAL DEVELOPMENT - HOW TO DO IT?

The editorial in the Chartered
Accountant World July, 2005
titled as “THE CHARTERED
ACCOUNTANT FIRMS
TOWARDS ANEWHORIZON”
has evokeda very good response
from the profession. The task
forceheaded by Mr. Vinod Jain,
FCA has received a very good
response from all across the
country including small towns,
where Chartered Accountants
both in industry as well as in
practice have conveyed their
sincere desire to harness new
professional opportunities in a
society which is both
qualitatively and quantitatively
different from the earlier
economy. The task force is
actively working onresponding
to all Chartered Accountants
who have approached the
society for professional
development, harnessing
opportunities, creation of large
firm and to achieve the dream
of growing and prospering.

The profession is realising
increasing client expectations
of requirement of -

« Expertise;

+ Efficiency;

» Experience;

« Effectiveness;

* Excellence;

+ Standard delivery on
multiple locations coupled
with ethical and professional
standards.

It is important to remove the
various growth barriers. The
turnover and profitability of
business around us is increasing
rapidly, the business confidence
index is at its peak in last 10
years, but the Chartered
Accountant Firm, a large
number of them are still not
having adequate advantage of
this mammoth opportunity
growing around us. Are we
changing with changing time?

We, as Chartered Accountants,
contribute towards actualization

Contd..7 Contd .7
AUDIT

O n e n S 1.0 Accounting Standards 4 1.0 Got, issues instructions on Service Tax changes 6
CIE . ..o :
6.0  Service Tax on membership of clubs 6

LATEST IN FINANCE 1.0 FDIin petroleum sector and ATS 5

20 BPO Billing Rates Crash by 60% 20 Directorship of Foreign Nationals 5 IMPORTANT DECISIONS

30  Steps to prevent misuse of bad loans by ARCs 3.0 Siting fees to Foreign Directors 5 1.0 Decision on Takeover Code compliance matter 7
70 Investor can now hold gold in demat form 40 Transfer of shares by way of gift to non resident 5 20 TaxLaw Judgement 7

90  51% Equity required to get “viability gap funding” 60 FCNR (B) Deposit Scheme 5

IMPORTANT DECISIONS

CAPITAL MARKET 20

30 SEBIasks stock exchanges to swoop on block deals 6 30
50 SEBIto introduce new market surveillance system 6 40
6.0 SEBItells exchanges to preserve documents 6 6.0

100  Crisil to rate bank loan defaulters

110  Commodity Hedging

130  RBItightens ECB Norms

140  Guidelines on purchase/sale of NPAs

150  Setliement of claims of deceased depositors

Bank-to-Bank deals exempt from tax
Panel against setting up of NTT
New Norms for Scrutiny

Revised DTAA with Singapore

B LW PPN RN

@ o o ™



M

|
|
|
|

LO AMENDMENTS UNDER
BANKING ACT

The union cabinet approved the
following amendments to the
Banking Companies (Acquisition
and Transfer of Undertakings) Act
1970 1980: }
* Increase the number of full-
\ tme directors from two to four:
* Restrict the number of
shareholder directors at three;
* Enhance flexibility to the boards
ofbanks and improve corporate
governance.

2.0 BPO BILLING RATES
CRASH BY 60%

Severe competition has led to a
crash in billing rates in the BPO
industry. The rates have slipped
by as much as 60% since the
industry boomed in 1999-2000.
The impact has been particularly
severe in voice-based processes
where rates are down from $12-14
per hourtoas low as $6-8 per hour.

3.0 STEPS TO PREVENT
MISUSE OF BAD LOANS
BY FOREIGN ARCs

The Government and RBI are set
to incorporate safeguard clauses
to prevent abuse in terms of use of
real estate holdings and round
tripping when foreign direct
investment is allowed in the Asset
Reconstruction Companies
(ARC:s).

The government has allowed the
setting up of ARCs, which acquire
non-performing loans or bad loans
from lenders at a discount and then
recover the loans. The huge NPAs
hinder lending activity of banks
and, therefore, ARCs help banks
free their balance sheets by taking
over the bad loans. However,
considering the resources which
ARCs will need to acquire such
loans, private investors, especially
those overseas, are seen as
candidates who can fulfills theneed
to bring the capital.

\“‘\ LATEST IN FINANCE

4.0 FINMIN TO CLEAR 9.5% EPF
INTEREST RATIE

Almost two months after the central board
of trustees (CBT) of the employces
provident fund organisation (EPFO)
approved a 9.5% interest rate for 2004-05,
the finance ministry is yet to ratify the
decision. Consequently, close to four crore
subscribers of the EPF are yet to be paid the
interest.

5.0 NBFCs TARGET PUBLIC

BANKS’ BAD LOANS

Non-banking finance arms of Citigroup,
Standard Chartered, Rabo Finance, DSP
Meriill Lynch and Kotak Mahindra are
queuing up to buy bad loans. This has been
triggered by the RBI circularissued in April,
enabling sale of bad loans between Banks,
Financial Institutions and NBFCs.

6.0 LOAN SYNDICATION MARKET
UPBEAT DESPITE HIGH RATES

Despite hardening of interest rates, the
sentiments in Indian {oan syndication market
have remained high. The corporate are
increasingly tapping the loan syndication
route, which is quite evident by the fact that
the loan syndication market is expected to
witness a demand of Rs 10,000 crore in the
next quarter.

7.0 INVESTOR CAN NOW HOLD
GOLD IN DEMAT FORM

The Indian investor, known for his interest
for gold, can now hold the yellow metal in
the dematerialised form. In terms of the
proposal favored by Forward Markets
Commission, Gold between 100 gm and
1 kg can be bought from a commodity
exchange and at the time of settlement, the
investor can either demand physical
gold from the exchange or hold it in g
demat account with the custodian of the
exchange.

Atpresent, investors can only take exposures
in gold futures through the commodity
exchange, which is very different from
actually buying gold, and then holding it in
demat instead of parking it in a vaylt.
Investors can use member brokers of the
Mumbai-based Multi commodity exchange
(MCX) for the said investment.
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8.0 RBINOT TO ISSUE URBAN (.
OPERATIVE BANK LICENCE

It has been decided that:

. RBI won't issuc further licenceg for
UCBs till new framework is in place.

. RBI wants to introduce a systen of
continuous supervision througy
enhanced use of technology;

. RBI seeks to enhance professionalism &
improve quality of governance in UCBs;

« RBI aims to put in place a mechanjgp,
that addresses problems of dual congrg|

. RBI to provide training for skjj|
Upgradation

9.0 51% EQUITY REQUIRED Tq
GET VIABILITY GAP FUNDIN

Private companies corming up with mega
projects may have to bring in minimum
51% equity in order to avail the proposed
‘viability gap funding’ scheme for which
Government has earmarked Rs.1500 crore
this fiscal. Subject to cabinet approval, the
guidelines for the viability gap funding
scheme is likely to be put in place by the end
of this month.

10.0 CRISIL TO RATE BANK LOAN
DEFAULTERS

Banks will now be in a position to gauge the
prospects of recovering loans from
defaulting companies through an external
agency. Credit rating agency Crisil has
launched a new product, bank loan rating,
which will provide an opinion on the exte
of recoverability of the loan post defaults.
The rating agency will consider the nature
ofloan agreement, nature of security plCdged
with the bank and other payment protection
provided specifically to the lenders.

As per Crisil, this rating will support [ndia?
Banks in the implementation of the Base.l
accord, by providing an independent opinio”
onloan specific risk. Banks for, risk pricing
capital allocation and portfolio manageme™
can use it.

However, theratings will not be made public

A corporate, which seeks this rating: ©"
share it with its bankers. In case 2 ban)
desires to get loans given to its bOfr‘?‘f'v‘.r
rated on the ‘bank loan rating’ mode!. grp!‘y
wiil provide the rating only after receiV"
the consent of the borrower.




11.0 COMMODITY HEDGING

Atpresent, Reserve Bank, on case
by case basis, permits residents in
India to enter into contracts in
commodity exchanges or markets
outside India to hedge the price
risk on import/export of a
commodity, subject to certain
terms and conditions. It has now
been decided to delegate the
authority to select commercial
bank ADs to grant permission to
companies listed on a recognized
stock exchange to hedge the price
risk in respect of any commodity
(except gold, silver, petroleum and
petroleum products) in the
international commodity
exchanges/markets. Minimum
norms which are required to be
satisfied by the ADs are:

1)  Continuous profitability for
at least three years;

i1) Minimum CRAR of 9%;

ii1) NetNPAsatreasonablelevel
but not more than 4% of net
advances;

iv) Minimum net worth of
Rs.300 crore.

ADs may grant permission to
corporates only after obtaining
approval from the Reserve Bank.
Reserve Bank retains the right to
withdraw the permission granted
to the bank, if considered
necessary.

(Source: A.P./DIR/03 dt. July 23, 2005)

12.0 RBEI CLEARS ONLINE
TRADING IN G-SECS

RBI has finally decided to
introduce an electronic order
matching trading platform for
government securities on the
negotiated dealing system (NDS).
This will be in addition to the
present facility of reporting and
settlementonNDS. The NDS order
matching (NDS-OM) segment has
been formally launched on
August 1, 2005.

LATEST IN FIVNf\NQE

13.0 RBITIGHTENS ECBNORMSTO
CURB LAUNDERING

RBI has tightened external commercial
borrowing (ECB) regulations to curb money
laundering. RBI has notifies following new
norms on lenders to ECBs and parking of
borrowing proceeds abroad:

* Allowed non-banking finance companies
to tap the foreign currency convertible
(FCCB) market provided they have a
minimum net worth of Rs 500 crore.

» Corporates have also been allowed to
prepay ECBsup to $200 million with out
prior RBI approval as against the $100
million ceiling earlier.

* Overseas organizations planning to
extend ECBs will have to furnish a
certificate of due diligence from an
overseas bank, which complies with host-
country regulations and adheres to
financial action task force guidelines.

 Thecertificate of due diligence should say:

(i) the lender maintains an account with
the bank for at least two years,

(i) the lending entity is organized as per
local law and held in good esteem by the
business/local community,

(iii) that there is no criminal action
pending against it.

* Individual lenders have to obtain a
certificate of due diligence from an
overseas bank indicating that the lender
maintains an account with the bank for at
least two years.

+ Individual lenders from countries where
banks are not required to adhere to know
your customer guidelines are not
permitted to extend ECBs.

* Fora‘foreignequity holder’ tobeeligible
as ‘recognised lender’ under the
automatic route would require minimum
holding of equity in the borrower’s
company. The norms are:

(i) ECB up to $5 million — minimum
equity of25% held directly by the lender,
(ii) ECB more that $5 million — minimum
equity of 25% held directly by the lender

INMALS:
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.’ «.wyDue Diligence, Takeover, Merger

and debt-equity ratio not exceeding 4:1
(i.c.-the proposed ECB should notexceed
four times the direct foreign equity
holdings).

« FCCB’scanbeissued by housing finance
companies satisfying the following
criteria:

(i) the minimum net worth during the
previous three years shall not be less
than Rs 500 crore,

(ii) a listing on the BSE or NSE,

(iii) minimum size of FCCB is $100
million,

(iv) the applicant should submit the
purpose/plan of utilization of funds.

» ECB proceeds parked overseas can be
investedindeposits or certificate of deposit
or other products offered by banks rated
not less than AA(-) by standard and Poor/
Fitch IBCA or Aa3 by Moody s, deposits
with overseas branch of an authorized
dealer in India: and treasury bills and
other monetary instruments of one year
maturity having minimumrating as above.

14.0 GUIDELINES ON PURCHASE/
SALE OF NPAs

In order to increase the options available to
banks for resolving their non performing
assets and to develop a healthy secondary
market for non-performing assets, where
securitisation companies and reconstruction
companies are not involved, it has been
decided by RBI to issue necessary
guidelines, as prescribed to banks on
purchase / sale of Non-Performing Assets.
Since the sale/purchase of non-performing
financial assets under this option would be
conducted within the financial system the
whole process of resolving the non
performing assets and matters related thereto
has to be initiated with due diligence and
care warranting the existence of a set of
clear guidelines which shall be complied
with by all entities so that the process of
resolving non-performing assets by sale
and purchase of NPAs proceeds on smooth
and sound lines.

(Source: RBI/2005-06/54 dt. 13.07.2005)
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15.0 SETTLEMENT OF
CLAIMS OFDECEASED
DEPOSITORS

I'he following instructions are
being facilitate
expeditious and hassle-free
settlement of claims on the death
of a depositor:

issued  to

1.  AccesstobalanceinDeposit
Accounts

(A)with survivor/nominee clause

The payment of the balance in the
deposit account to the survivor(s)/
nominee of a deceased deposit
account holder represents a valid
discharge of the bank's liability
provided:

| (a) the bank has exercised due
} care and caution in
establishing the identity of
the survivor(s) /nominee and
the fact of death of the account
holder, through appropriate
documentary evidence;

(b) there is no order from the
competent court restraining
the bank from making the
payment from the account of
the deceased; and

(c) it has been made clear to the
survivor(s) / nominee that he
would be receiving the
payment from the bank as a
trustee of the legal heirs of
the deceased depositor.

(B) without the survivor/nominee

Banks are advised to adopt a
simplified procedure for
repayment to legal heir(s) of the
depositor keeping in view the
imperative need to avoid
inconvenience and undue hardship
to the common person. In this
context, banks may, keeping in
view their risk management
systems, fix a minimum threshold
limit, for the balance in the account
of the deceased depositors, up to
which claims in respect of the
deceased depositors could be
settled without insisting on

| ;;,*;f LATEST IN FINANCE / AUDIT

productionofany documentation other than
a letter of indemnity.

2. Premature Termination of term
deposit accounts

In the case of term deposits, banks are
advised to incorporate a clause in the
account opening form itself to the effect
that in the event of the death of the
depositor, premature termination of term
deposits would be allowed. The conditions
subject to which such premature
withdrawal would be permitted may also
be specified in the account opening form.
Such premature withdrawal would not
attract any penal charge.

3. Treatment of flows in the name of
the deceased depositor

Inthisregard, banks could consider adopting
either of the following two approaches:

» The bank could be authorized by the
survivor(s)/nominee of a deceased account
holder to open an account styled as 'Estate
of Shri , the Deceased' where all the
pipeline flows in the name of the deceased
account holder could be allowed to be
credited, provided no withdrawals are made.

* OR The bank could be authorized by the
survivor(s) / nominee to return the pipeline
flows to the remitter with the remark
"Account holder deceased" and to intimate
the survivor(s) / nominee accordingly. The
survivor(s) / nominee / legal heir(s) could
then approach the remitter to effect payment
through a negotiable instrument,

4. Access to the safe deposit lockers

Foraccess to the contents of the locker/ safe
custody article on the death of a locker
hirer/ depositor of the article, the banks are
advised to adopt generally the foregoing
approach, mutatis mutandis, as indicated
for the deposit accounts.

5. Time limit for settlement of claims

Banks are advised to settle the claims in
respect of deceased depositors and release
payments to survivor(s)/nominee(s) within
a period not exceeding 15 days from the
date of receipt of the claim subject to the
production of proofofdeath of the depositor
and suitable identification of the claim(s),
to the bank's satisfaction.

(Source: RBI/2005-06/48 dt. 12.07.2005)
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16.0. TOUGH TO FIGURE OUT THE
CHINESE ECONOMY

Beijing, China has finally ended the peg to
the US dollar and let the yuan float against
abasketof currencies. Itis expected that the
basket will be made up of the Euro, yen and
other Asian currencies as well as the dollar.
China’s currency immediately strengthened
by 2.1%to 8.11% per US dollar. But as per
the people’s bank of china, it will continue
to maintain a trading band of 0.3%.

17.0 ARCIL NPA BUYOUT AT
RS 16,500 CR.

Asset Reconstruction Company of India
(Arcil)’s buyout of non-performing asset
amounting to Rs 16,500 crore till the end of
June 2005 in following manner:

Bank/F1 Total | No. of
Dues Cases
(in crore)
ICICI Bank 9,028 13?
State Bank of India 2,634 189
IDBI 1,334 20
IFCI 1,144 9
Punjab National Bank 842 40
Bank of India 431 7
Canara Bank 192 6
Exim Bank 155 4
Others 4208 72
Total 16,492 48?>

AUDIT

1.0 ACCOUNTING STANDARDS

The Council of ICAI has clarified that those
foreign companies which are incorporated
and listed outside and which are required to
prepare their financial statements as per the
India GAAP, will be treated as Level |
company.

In view of this, the Indian subsidiaries of
such foreign companies would also be
considered to be a Level I enterprise for the
reason that it is a subsidiary of another
LevelIenterprise. Being a level I enterprise:
all the accounting standards will apply ©
the Indian subsidiary company.
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1.0 FDI IN PETROLEUM
SECTOR AND AIR
TRANSPORT SERVICES

The foreigndirect investment (FDI)
limit in the Petroleum sector and
Air Transport Services (Domestic
Airlines) under the Automatic
Route, has been further liberalised
by Government of India.

Accordingly, FDI upto 100% has
been permitted under the
Automatic Route in Petroleum
Product  Marketing, Oil
Exploration in both small and
medium sized fields and Petroleum
Product Pipelines.

In Air Transport Services
(Domestic Airlines) sector, FDI
upto 100% has been permitted
under the Automatic Route by Non-
Resident Indians (NRIs) and upto
49% by others. However, no direct
or indirect equity participation by
foreign airlines would be allowed.

(Source: RBI/2005-06/83 dt. 29.07.2005)

2.0 FOREIGN NATIONALS
CANBECOMEDIRECTOR
WITHOUT APPROVAL

The Reserve Bank of India has
clarified that its approval is not
required for the appointment of a
foreign national as a director on the
board of directors of an Indian
Company under FEMA, 1999.

3.0 EXPENSES CAN BE
REIMBURSED TO
FOREIGN DIRECTOR
WITHOUT APPROVAL

RBIalso clarified that it has granted
Indian companies general powers
tomake payment in rupees towards
sitting fees or commission or
Témuneration and travel expenses
to and from and with in India to its
Non-whole time director, who is
YQ.SI.dent outside India, and is on a
Visitto India for company’s work.

4.0 GIFT OF SHARES TO PERSON
RESIDENT OQUTSIDE INDIA
REQUIRE RBI APPROVAL

It has been decided by RBI to amend the
Foreign Exchange Management (Transfer
or Issue of Security by a Person Resident
outside India) in the manner so that in case
apersonresident in India proposes to transfer
any security to a person resident outside
India, then the same required prior approval
of Reserve Bank in following manner:

(a) any security, by way of gift, required
making of an application to the reserve
bank for its approval.

(b) The reserve bank may grant such
approval on being satisfied of the following
conditions:

i)  The donee is eligible to hold such a
security under schedules 1, 4 and 5 of
said regulations.

ii) The gift does not exceed 5% of the
paid up capital of the Indian company/
eachseries of debentures/each mutual
fund scheme.

The applicable sectoral cap/foreign

direct investment limit in the indian

company is not breached.

The donor and the donee are relatives

as defined in section 6 of the companies

Act, 1956.

v) The value of security to be transferred
by the donor together with any security
transferred to any person residing
outside india as gift in the calender
year does not exceed the rupee
equivalent of US D 25,000.

Such other conditions as considered
necessary in public interest by the
Reserve Bank.

iif)

vi)

(c) The application for approval shall
contain the following information/

documents.

i) Name andaddress of the donor and the
donee.

ii) Relationship between the donor and
the donee.

Reasons for making the gift.

... International Corporate & Tax Structuring

advt

iv) Incase of government dated sccuritics
and treasury bills and bonds, a
certificate issued by a chartered
accountant on the market value of such
securities.

v) In case of units of domestic mutual
funds and units of money market
mutual funds, a certificate from a
chartered accountants on the value of
such securities according to the
guidelines issued by the securities &
exchangeboard ofindiaorthe erstwhile
CCI with regard to listed companies
and unlisted companies respectively.

(Source: FEMA 137/2005- RBI dt. 22.07.2005)

5.0 FTA—-VALUEADDITIONNORMS

Hectic lobbying by India Inc. for enhanced
protection from imports and equally strong
pressure from foreign companies, which
are seeking higher marketaccess, has letthe
government to consider two levels of rules
of origin in future free trade agreements
(FTAs). The various norms proposed are:

« Planning Commission had strongly
pitched for flexible rules of origin

« Minimum value addition stipulation may
be cut to 30%

* Sensitive goods would be subject to more
stringent rules of origin

» Singapore FTA is considered to be too
harsh

6.0 FCNR (B) DEPOSIT SCHEME

On areview of the recommendations made
by the Technical Committee on Forex
markets and feed back received so far, it has
been decided by RBI:

(a) to allow banks to accept FCNR (B)
deposits denominated in Canadian
dollars and Australian dollars in
addition to the existing four currencies
viz., US dollars, Pound Sterling, Euro
and Yen and

(b) to allow banks to accept FCNR (B)
deposits upto a maximum maturity

period of five years.

All other terms and conditions applicable to
the FCNR(B) deposit scheme would remain
unchanged.

(Source: RBI No. 2005-06/ 80 dt. 26.07.2005)
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