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Foreword 

We are happy to release the third publication series “EMERGING THOUGHTS”. 

As the name suggests, these updates are the emerging and constructive thoughts of 

article assistants (Interns undergoing Chartered Accountancy course). We, at 

SURESH & CO., have attempted to imbibe the habit of reading and updating one’s 

knowledge library every single morning. The organisation has successfully 

implemented the concept of daily updates. This has been a beautiful journey of 

knowledge without any breaks. Many a times we ourselves have been surprised by 

the new learning opportunities that we got from these daily updates.  

The main objective of this publication is to enable the article assistants of SURESH 

& CO., to think beyond their capabilities. It also helps the articles to improve their 

knowledge and climb the professional ladder and reach greater achievements. 

Every day is a learning day at SURESH & CO., As an organisation we encourage all 

the budding professionals to share their views and opinions on various technical and 

non-technical aspects 

The article assistants have various practical insights which help them understand the 

theoretical aspects in a more efficient way, and they are able to share the same with 

all of us in these series of update. 

The intent behind these updates is imparting the skill of technical analysis and 

professional decision making of any case study/situation. 

We at SURESH & CO., wanted to share these gems of infant thoughts as conceived 

by these young minds. It is to be noted that these updates may or may not have been 

reviewed by any senior or a technical expert and thus these should be used only to 

kindle thoughts in certain positive direction. Readers are advised to do further 

research and analysis on the topics which they find interesting. Professional advice 

should be sought before acting on any of the information contained in it. 

    A candle loses nothing by lighting another candle.  
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Update - 121 

Dividend Stripping 

Dividend: 

A sum of money paid by a company to its shareholders out of its profits (or reserves). 

Price Change after Dividend Distribution 

The dividend amount which is paid to the shareholders was previously within the company’s reserves & 

surplus account. Once the dividend amount is subtracted from this account, it reduces the assets and 

shareholders’ equity of the company to that extent. Accordingly the stock price would also decrease 

proportionately. 

Dividend Stripping 

Dividend stripping is an attempt to reduce the tax liability, by an investor who invests in securities (i.e. 

shares, stock or debentures etc.) and units (Mutual fund units or units of UTI), shortly before the record 

date and getting a tax free dividend/income, and exiting after the record date at a price lower than the 

price at which, such securities/units were purchased and incurring a short-term capital loss. 

Sec-94(7) of the Income Tax Act – 1961, deals with the provisions related to the Dividend stripping. 

Dividend stripping provides, that the loss, if any, arising to an investor on account of purchase and sale of 

Original securities or units shall be ignored for the purpose of computing his total income chargeable to 

tax, subject to the following conditions- 

Conditions to be satisfied to attract provisions of Dividend Stripping 

Sl No Conditions Securities (Shares 

/Stocks/Debentures etc.) 

Units (Mutual Funds or 

Units of UTI) 

01 Buying or acquiring Within a period of 3 months 

prior to the record date 

Within a period of 3 months 

prior to the record date 

02 Selling or transferring Within a period of 3 months 

after the record date 

Within a period of 9 months 

after the record date. 

03 Dividend or income 

during intervening 

period 

Exempt Exempt 

  

It is to be noted that all the above conditions are required to be satisfied to attract the provisions of 

section – 94(7) of the Income Tax Act, 1961. 
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Points to be noted 

1. According to the provisions of section 94(7), the short term capital loss arising, shall not be 

allowed to be set-off or carried forward, to the extent of dividend or income received. 

2.  According to the provisions of sec-115BBDA, (introduced by Finance Act, 2017) exemption 

u/s 10(34) is not available if the amount of dividend exceeds Rest. 10Lakhs. hence, if dividend 

received exceeds Rest. 10Lakhs then, such excess amount shall be chargeable to tax @ 10% in 

the hands of shareholders. 

3.  The provisions of sec- 94(7) are applicable, even in case of securities/units are held as stock-

in-trade. 

Example 

Mr. a purchases 10,000 equity shares of X Ltd. on 30 May, 2017 for Rest. 50 each. X Ltd.’s record date for 

declaration of dividend @ Rest. 5 per share, being 10th of August, 2017. Mr. A sold 7,000 equity shares at 

Rest. 35 per share on 28 September, 2017 and the balance 3,000 equity shares at Rest. 25 per share on 18 

December, 2017. 

Sl No Particulars Calculation in different cases (Amount in Rest.) 

7000 shares (SP – Rest. 35) 

Sold on 28.09.2017. 

3000 shares (SP –Rest. 25) 

Sold on 18.12.2017. 

01 Sales Value 2,45,000 75,000 

02 Cost of Acquisition 3,50,000 1,50,000 

03 Short Term Capital Loss 1,05,000 75,000 

04 Dividend received 35,000 15,000 

  

· Total Short term capital Loss = Rest. 1,80,000/- (i.e. 1,05,000 + 75,000) 

· Dividend exempt u/s 10(34) = Rest. 50,000/- (i.e. 35,000 + 15,000) 

·  According to the provisions of sec – 94(7) ,Out of the total short term capital loss of Rest. 

1,80,000/-, loss amount to Rest. 35,000/- (i.e. amount equivalent to the dividend received on 

7,000 shares) shall not be allowed to be set off or carried forward. 

·  Only Rest. 1,45,000/- of Short term capital loss is allowed to be carried forward. 
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Tax Planning 

It is suggestible to perform dividend stripping with units (Mutual Funds etc. ) because the dividend 

received is completely exempt u/s 10(35) whereas the dividend received by shares is taxable u/s 

115BBDA. Further, the capital loss arising out of sale of the units after holding it for a period of 9 months 

could be set-off with other capital gains or can be carried forward to future years to reduce the future tax 

liability. 

Earlier the assessee’s used to avoid tax by taking the benefit of Bonus Stripping, which makes no sense 

currently on a large scale because of insertion of section 112A in the Finance Act 2018. 

Extract of Section 94(7) of the Income Tax Act, 1961. 

Where— 

(a) any person buys or acquires any securities or unit within a period of three months prior to 

the record date; 

(b) such person sells or transfers— 

(i) such securities within a period of three months after such date; or 

(ii) such unit within a period of nine months after such date; 

(c) he dividend or income on such securities or unit received or receivable by such person is 

exempt, 

then, the loss, if any, arising to him on account of such purchase and sale of securities or unit, to the 

extent such loss does not exceed the amount of dividend or income received or receivable on such 

securities or unit, shall be ignored for the purposes of computing his income chargeable to tax. 

                                                                                                                               

- Nagaraj Hebbar BR 
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Update – 122 

Section 115BA 

Applicable tax rates for Domestic Company: 

For the AY 2018-19, a domestic company is taxable at 30%. However, tax rate would be 25% where 

turnover or gross receipt of the company does not exceed Rs.50 crore in the previous year 2015-16. 

Add: 

a) Surcharge: The amount of income-tax shall be increased by a surcharge at the rate of 7% of 

such tax, where total income exceeds one crore rupees but not exceeding ten crore 

rupees and at the rate of 12% of such tax, where total income exceeds ten crore rupees. 

However, the surcharge shall be subject to marginal relief, which shall be as under: 

(i)  Where income exceeds one crore rupees but not exceeding ten crore rupees, the total 

amount payable as income-tax and surcharge shall not exceed total amount payable as 

income-tax on total income of one crore rupees by more than the amount of income that 

exceeds one crore rupees. 

(ii) Where income exceeds ten crore rupees, the total amount payable as income-tax and 

surcharge shall not exceed total amount payable as income-tax on total income of ten crore 

rupees by more than the amount of income that exceeds ten crore rupees. 

b) Education Cess: The amount of income-tax and the applicable surcharge, shall be further 

increased by education cess calculated at the rate of two per cent of such income-tax and 

surcharge. 

c) Secondary and Higher Education Cess: The amount of income-tax and the applicable 

surcharge, shall be further increased by secondary and higher education cess calculated at the 

rate of one per cent of such income-tax and surcharge. 

  

Further to above taxation of income of certain domestic companies, 

According to section 115BA of the Income Tax Act, 1961 “the act ”: 

(1) Notwithstanding anything contained in the Act but subject to the provisions of section 111A and 

section 112, the income-tax payable in respect of the total income of a person, being a domestic 

company, for any previous year relevant to the assessment year beginning on or after the 1st day of 

April, 2017, shall, at the option of such person, be computed at the rate of twenty-five per cent, 

if the conditions contained in sub-section (2) are satisfied. 

(2) For the purposes of sub-section (1), the following conditions shall apply, namely:— 

a.  the company has been set-up and registered on or after the 1st day of March, 2016; 
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b.  the company is not engaged in any business other than the business of manufacture or 

production of any article or thing and research in relation to, or distribution of, such article 

or thing manufactured or produced by it; and 

c. the total income of the company has been computed,— 

i. without any deduction under the provisions of section 10AA or clause (iia) of sub-section 

(1) of section 32 or section 32AC or section 32AD or section 33AB or section 33ABA or 

sub-clause (ii) or sub-clause (iia) or sub-clause (iii) of sub-section (1) or sub-section (2AA) 

or sub-section (2AB) of section 35 or section 35AC or section 35AD or section 35CCC 

or section 35CCD or under any provisions of Chapter VI-A under the heading "C.—

Deductions in respect of certain incomes" other than the provisions of section 80JJAA; 

ii.  without set off of any loss carried forward from any earlier assessment year if such loss is 

attributable to any of the deductions referred to in sub-clause (i); and 

iii. Depreciation under section 32, other than clause (iia) of sub-section (1) of the said 

section, is determined in the manner as may be prescribed. 

(3)  The loss referred to in sub-clause (ii) of clause (c) of sub-section (2) shall be deemed to have been 

already given full effect to and no further deduction for such loss shall be allowed for any 

subsequent year. 

(4) Nothing contained in this section shall apply unless the option is exercised by the person in the 

prescribed manner on or before the due date specified under sub-section (1) of section 139 for 

furnishing the first of the returns of income which the person is required to furnish under the 

provisions of this Act: 

Provided that once the option has been exercised for any previous year, it cannot be subsequently 

withdrawn for the same or any other previous year. 

                                                                                                                                       

- Sidhi Chopra 
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Update - 123 
A Lehman Repeat? 

Who is IL&FS? 

IL&FS stands for Infrastructure Leasing & Financial Services Limited. This company is an Indian 

infrastructure development and finance company. It was founded in the year 1987 and has its headquarters 

in Mumbai. It was registered as an “RBI registered Core Investment Company” by three financial 

institutions, the Central Bank of India, the Housing Development Finance Corporation (HDFC) and Unit 

Trust of India (UTI). 

The biggest shareholders of IL&FS are LIC, ORIX and Abu Dhabi Investment Authority holding 25%, 23 

%, 12% respectively and the company has over 340+ subsidiaries. 

The share price of IL and FS Transportation Networks Ltd. has fallen from Rs.93.15/- at the start of the 

year to Rs.30.35/- as on date. 

The share price of IL and FS Engineering and Construction Company has fallen from Rs.55/- at the start 

of the year to Rs.25.15/- as on date. 

What is the reason for this fall? 

NBFCs motive is infrastructure financing. Most bank fundings are short and medium term, consisting of 

demand deposits and fixed deposits ranging from 30 days to 5 years. Banks have certain restrictions on 

lending, like, they cannot lend more than a certain percentage of their holdings to a particular or single 

sector. 

Infrastructure projects are long-gestation and high-risk. It takes years to complete an infrastructure and 

hence generally doesn’t come in the purview of banks and have to be handled by NBFCs. They require 

huge investments, return on the same is not received/ascertainable until the project is completed. The 

assets of an unfinished project are of no value and the lender cannot receive anything by seizing them. 

NBFCs are not regulated by the RBI and hence can take the risk of lending for infrastructure projects. 

They can make large returns that are well above the capacity of banks. They can shut down if the 

sufficiency of a project fails and/or cannot refinance borrowings but this depends on the credit rating that 

allows NBFCs to borrow money in the first place. 

IL&FS went bust because it lent to too many projects that went sour. It was unable to refinance after it 

started defaulting and its credit rating fell. During the period of July to September 2018, two of its 

subsidiaries were unable to repay loans and inter-corporate deposits to their respective lenders. In the same 

month, the founder, Ravi Parthasarathy had reportedly left the firm due to medical reasons after having 

headed the firm for 30 years. 

The company’s’ standalone outstanding borrowings exceeded Rs.16,500 crore as of May and about 

60percent of it was through non-convertible debentures, according to the RoC. Nearly, all these 

debentures were subscribed by the insurance companies, provident funds, and pension funds. The top 
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debenture holders of debentures were General Insurance Corporation, Postal Life Insurance fund and 

NPS trust holding Rs.710 crores, 687 crores and 665 crores respectively. 

IL&FS defaulted on payments on Rs.350 crore worth of inter-corporate deposits to Small Industrial 

Development Bank of India (SIDBI). The company’s filings show that another Rs.5,750 crore worth of 

debt is coming up for repayment in the next one year. 

The problem is that most of the Il&FS assets are long-term and illiquid projects. These projects were 

funded with short-term borrowings while a lot of company’s receivable were stuck due to delays, stalled 

projects, and termination of payments, some of it funded by the government. This led to a cash-crunch 

situation for IL&FS. 

How and why are banks affected? 

Some of the banks have invested in IL&FS and also others in its projects. IL&FS Transport Networks’ 

road assets are being carried as standard on the balance sheet of many banks. Asking banks to reclassify 

these as non-performing assets and make provision for the same will be a hard hit to the Indian financial 

system as this amounts to a whopping estimate of Rest. 14,81,300 crores. 

How are mutual funds affected? 

Roughly, Rs.1,300 crore of total exposure in IL&FS securities was reflecting in short duration funds, 

including liquid funds that held around Rs.400 crore. After the latest credit downgrade to a rating of D, 

mutual funds have now had to write off half the value of these securities held across various schemes. This 

decreases the NAV of the schemes which means that the value of the mutual funds is reduced and a panic 

for the investors. 

A new board of directors was constituted on 1st October, 2018 and this board included Kotak Mahindra’s 

MD, Mr. Uday Kotak, Executive vice chairman of Tech Mahindra, Mr. Vineet Nayyar, former SEBI 

chief Mr. G N Bajpai, former ICICI chairman Mr. G C Chaturvedi and couple other IAS officers to 

look into this matter and bring things back to normal and ensure that the stock market, shareholders (LIC 

and overseas investors) and others are not affected. 

                                                                                                                                  

- Srinidhi P Kumar  
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Update – 124 

Consequences of non - deduction of TDS 

Penalty provisions for non-deduction of TDS: 

There are several instances where interest, fees, and penalty are levied on non-compliance of TDS 

provisions. The same are discussed here step by step: 

1. Consequences of non-deduction of TDS : 

If a person who was responsible for deducting tax at source fails to do so, then 30% of such 

expenditure will be disallowed for ascertaining taxable profits. For example, ABC Limited paid a 

commission of Rs. 2,00,000/- during the year to a single person and omitted to deduct tax on the 

same, then 30% of such expenses will be disallowed while ascertaining taxable profits. 

2. Late deduction of TDS : 

Tax is to be deducted at the time of payment/credit getting due or payment whichever is earlier. In the 

terms of income tax, even a single day is counted as a month for the purpose of calculating interest. In 

cases of late deduction of tax, interest @ 1% per month of the TDS amount subject to maximum 

amount of TDS is levied. For example, ABC company was supposed to deduct tax of Rs. 20000/- on 

15thJuly but instead the same was deducted by the company on 1st August. In this case interest of Rs. 

400/- (@1% for two months) is required to be paid by the assessee. 

3. Late payment of TDS: 

Tax is to be deducted and paid to the credit of government on every 7th day of the succeeding month 

in which the Tax has been deducted, otherwise, interest @ 1.5% per month of TDS amount subject to 

maximum amount of TDS is levied. For example, ABC Ltd was supposed to deposit TDS of Rs. 

20000/- deducted in the month of April by 7th of May but fails to deposit the same on time and 

deposited the same in the following month (June). In this case interest of Rs. 900/- (@ 1.5% for three 

months) is required to paid by the assessee. Logic behind this calculation is that, if dues are not paid 

on time, the interest for each month (or part thereof) is to be paid right from the date of deduction till 

date of deposit of the TDS. Each month (or part thereof) is treated based on the ‘Calendar Month’ 

instead of counting the number of days. 

4. Late filing of return of TDS : 

TDS returns are required to be filed in the succeeding  month of following quarter i.e. 31stJuly, 

31st October, 31st January and in the case of March it is 31st May. Fees under section 234E are levied @ 

Rs. 200/- per day subject to maximum amount of TDS until the return is filed. Example, M/s ABC, a 

partnership deducted and paid a total TDS of Rs. 40000/- in the first quarter of FY and was supposed 

to file its TDS return by 31stJuly but filed its return on 31st August. Total fees of Rs. 6200 (200/- per 

day for 31 days) shall be paid before filing of return. 
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Penalty for late filing of TDS return : 

Assessing officer may direct a person who fails to file the statement of TDS within due date to pay 

penalty of Rs. 10,000 which may extend to Rs.1,00,000. The penalty under this section is in addition to the 

penalty u/s 234E and cover the cases of incorrect filing of TDS return. 

 

- Jayakumar R 
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Update - 125 

Carbon Credit, their Taxability 

A Carbon Credit is a generic term given to any tradable certificate or permit representing the right to emit 

one tonne of carbon dioxide or the mass of another greenhouse gas equivalent to one tonne of carbon 

dioxide. 

· Carbon credits and carbon markets are a component of national and international efforts to 

mitigate the growth in concentrations of greenhouse gases (GHGs) and carbon oxide emissions. 

· The goal is to allow market mechanisms to drive industrial and commercial processes in the 

direction of low emissions or less carbon intensive approaches than those used when there is no 

cost to emitting carbon dioxide and other GHGs into the atmosphere. 

· Carbon credits create a market for reducing greenhouse emissions by giving a monetary value to 

the cost of polluting the air. Emissions become an internal cost of doing business and are visible 

on the balance sheet alongside raw materials and other liabilities or assets. 

Mechanism 

· Every nation shall be given certain quota of units. The quantity of the initial assigned amount is 

denominated in individual units, called Assigned amount units (AAUs) 

· Such unit is equivalent to emission of 1 Ton of CO2 or equivalent emissions of other greenhouse 

gases like Methane, Nitrogen oxides etc. and these are entered into the country's national registry. 

· Now if a country doesn't use up its entire allowance of credits, it can either save it or exchange it 

for money or give it to some country which has exceeded its limit. 

· If a country uses up its entire limit, it has to buy credits from another country that has not used up 

its entire allowance. 

Now we shall learn the taxability of income earned by way of transfer of carbon credits which is covered 

under section 115BBG of income tax act.  

115BBG 

(1) Where the total income of an assessee includes any income by way of transfer of carbon credits, 

the income-tax payable shall be the aggregate of— 

(a) the amount of income-tax calculated on the income by way of transfer of carbon credits, at the 

rate of ten per cent; and 

(b) the amount of income-tax with which the assessee would have been chargeable had his total 

income been reduced by the amount of income referred to in clause (a). 
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(2) Notwithstanding anything contained in the Income Tax Act, no deduction in respect of any 

expenditure or allowance shall be allowed to the assessee under any provision of this Act in 

computing his income referred to in clause (a) of sub-section (1). 

 

Explanation.—For the purposes of this section, "carbon credit" in respect of one unit shall mean 

reduction of one tonne of carbon dioxide emissions or emissions of its equivalent gases which is validated 

by the United Nations Framework on Climate Change and which can be traded in market at its prevailing 

market price. 

                                                                                                                                        

- Preetam 
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Update - 126 

Honest tax payers to be rewarded 

Here is a Good News - Soon honest taxpayers will be rewarded. 

‘’A cup of tea with the state governor, priority check-in at the airport, passports on priority, 

dedicated toll lanes, airport lounge access these are some of the rewards that could be offered to 

exemplary taxpayers.” 

Only about 4.3 crore citizens of the teeming 130 crore population file their income tax returns. One reason 

why many Indians hate to pay taxes is that they see very little evidence that the money is being put to good 

use. As the Budget reminds us every year, much of the tax money goes to servicing interest payouts or 

salaries and perks for the babus. There’s also leakage and corruption in public spending. 

The tax administration also seems quite convinced that citizens, left to themselves, like nothing better than 

dreaming up creative ways to evade tax. This atmosphere of mutual distrust has escalated after the Modi 

regime redoubled its efforts to unearth black money. It has unleashed a tsunami of demand notices, 

scrutiny assessments and raids. 

The government has launched several measures to root out black money, including stringent legislation, 

comprehensive amendments to the benami law and a major crackdown against tax evaders under 

Operation Clean Money. While the focus has been to increase the tax base and revenue collections 

through various measures like Demonetisation, GST, linking of Aadhaar with tax returns etc there is a 

need to bridge the trust gap between tax administration and the tax payer, especially the honest tax payers 

who have been contributing to the national development through payment of taxes. Therefore even a 

scheme to cut down on disputes and litigation, and to acknowledge tax payers will be a welcome move. 

With a number of deterrents having been put in place, the government feels there is a need to reward 

honest citizens as more people are filing income-tax returns. Since voluntary taxpayers are such a rare 

breed in India the government is looking to put in place an incentive programme to reward and recognize 

honest taxpayers to encourage a culture of compliance. A committee has been set up under Central Board 

of Direct Taxes (CBDT) to draw up the scheme. 

The committee will look at reward programmes instituted in various countries and draw from the 

best practices. Interestingly, the definition of model taxpayers as per the proposed scheme may 

not be based on the amount of tax paid but on criteria such as regularity in filing of returns, not 

being penalized or prosecuted, and not having been subjected to searches or surveys. 

This is not the first time that the Indian government has proposed to reward model taxpayers. In Budget 

1998-99, former finance minister, Yashwant Sinha, had introduced a new scheme called ‘’Samman" to 

demonstrate the society's recognition of honest taxpayers' important contribution to the national cause. To 

name one such award was received by telugu actor Chiranjeevi for being the highest income tax payer in 

the financial year of 1999-2000. 
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But the scheme was discontinued in 2004 and under this scheme the income-tax department only honored 

assessees across three categories, namely business, profession and salary - with a declared income of Rest 

20 lakh or more. This time round, the CBDT hopes to reward honesty, not the amount of tax collected. 

The proposed scheme comes at a time when the income tax department is also pushing hard to widen the 

tax base. While around 1.06 crore new tax filers were brought into the net in the last fiscal, the CBDT is 

targeting 1.25 new additions during the current year. 

A sneak peak into initiatives in place other countries: 

In Japan, model taxpayers can get a photograph taken with the emperor. 

In the Philippines, they can have their name on a lottery for compliance under the value added tax regime. 

In South Korea honest taxpayers receive certificates and have access to airport VIP rooms and free 

parking. 

In Pakistan, the scheme rewards the top 100 taxpayers every year with access to VIP lounges at airports, 

fast-track clearance at immigration counters, free passports and enhanced baggage allowance. 

Hope the proposed reward scheme is soon put in place, this not only boosts the rewardees but 

also professionals who help them in complying with relevant and applicable tax laws. 

 

- Sowmya Shree G 
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Update - 127 
Robotic and Cognitive Automation (RCA) 

We live today in digital smart world; devices like smart phone, smart watches, smart band, smart keys, and 

smart appliances surround our lives. We live in smart homes and are moving towards smart cities and 

smart world. Robots had already conquered our factories' assembly lines, now we see them running our 

farms, helping farmers to increase agricultural yield, help doctors to analyze magnetic resonance images, 

treat patient, perform operations, build and paint furniture of our houses, run training and conferences 

through online chat groups Now we see them coming in business process automation as well. Today, we 

will try to understand the concept of Robotic and Cognitive Automation (RCA) 

What is Robotic and Cognitive Automation “RCA?” 

We have heard of Robotic Process Automation “RPA” wherein robotic abilities largely mimic the human 

capability to take action, by utilizing robotic and desktop automation to execute basic and repetitive tasks. 

R&CA is a step beyond as it aims to bring technology of robotic process automation closer to human 

intelligence. Just in similar way humans learn through providing knowledge, experience and adapting to the 

knowledge and experience, machine is provided data, it processes, stores it and learns through adaption for 

future reference. Thus the machine through learning develops intelligence known as Artificial Intelligence; 

it becomes intelligent and smart and mimic human intelligence and behavior. Based on knowledge and 

experience. In practice, RCA can therefore be defined as an automation solution that combines both 

robotic and artificial intelligence or cognitive capabilities working together 

Cognitive technologies largely mimic human capabilities such as reading, listening, and decision making 

and communicating. The reading is made possible by utilizing text OCR (Optical Character Recognition) 

and Text Analytics , Listening by utilizing NLP (Natural Language Processing) and Voice Analytics , 

decision making by machine learning of decision based on insight of analytic and Communicating by 

utilizing Chatbots through text or voice activation. RCA enables to automate complex business process 

scenarios. RCA is road ahead to journey of Robotic Process Automation. 

RCA is an advanced version of RPA (Robotic process automation). Here, technologies able to perform 

tasks that previously required human perceptual skills are known as cognitive, and closely related to 

research on artificial intelligence. Some examples of cognitive automation would include reading 

handwriting, identifying images, and translating speech. 

How does RCA Work? 

In Robotic Process Automation, Robots are Computer-coded software, which are Programs imitating 

human interaction with applications and can run cross functional and cross application macros. They can 

gather and collate information, validate and analyses information, calculate, decide and produce details, 

record data, orchestrate and manage information and data, transport and communicate with stakeholders 

and report wherever required to the authorised individual. 

What Role RCA Can Play in the world (functions)?: 

• Opening emails and attachments 



 

SURESH & CO. 

 

EMERGING THOUGHTS  

 

18 

• Logging into web/enterprise applications 

• Moving files and folders 

• Scraping data from the web 

• Connecting to system APIs 

• Following “if/then” decisions and rules 

• Extracting and reformatting data into reports or dashboards 

• Extracting structured data from documents 

• Collecting social media statistics 

• Merging data from multiple places 

• Making calculations 

• Copying and pasting data 

• Filling in forms 

• Reading and writing to databases 

Now, we will try to understand how this robotics cognitive automation process implements in computing 

capital gains: 

1. It automatically downloads the data/ attachment attached in the mail by the respective clients. 

2. Downloads the same and stores into their respective records and folders. 

3. Read the sections applicable to capital gains by scrapping the data from the web 

4. Extracts the data from the clients folders which is saved earlier to obtain the required details 

like type of security, period of security held, transaction components etc., 

5. It extracts the data from multiple places in the folders and collects the required details into one 

specific place/sheet. 

6. Further it twitches its predefined calculations for computing capital gains. 

7. Upon computing the capital gains, it copies the data and post into their respective place in the 

applicable ITR forms 

This is the simple example of how our routine work will be replaced by RCA in future to remove the 

various constraints that we are facing now. 
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What Role Chartered Accountant Can Play in RCA? 

Chartered Accountants are best fit to help organizations to sail through the Journey of RCA 

implementation as well as advising on accountancy and auditing of it. They can play major role in 

governance setup, advisory of RCA strategy, identification of process for RCA, cost benefit analysis, being 

analytical in skill. 

System auditor can expand their scope of audit by covering quality assurance. In fact, RCA can play major 

role in bringing efficiency in practice of CA as they can use it for internal process efficiency besides 

enabling them to use RCA to perform audit more effectively. 

Conclusion 

RCA is in the market and the enterprises that want to be leader of tomorrow need to definably look at this 

emerging technology. Currently intelligent automation and cognitive technologies, though developed to an 

extent, are still in nascent stage.The journey from RPA to RCA is still few years away. As per various 

survey by market intelligence agencies, year 2018 and beyond, is when we can expect continuing rapid 

adoption and maturation of AI, robotics, and automation solutions  

 

 
 

- Kiran M G  
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Update – 128 

An Insight on Foreign Investment (Foreign Exchange Management (Transfer or 

Issue of Security by a Person Resident Outside India) Regulations, 2017) 

Here is a small note on Foreign Investments and reporting requirements w.r.t. issue of capital instruments 

to a person resident outside India except by way of ESOP.  

First let us understand about Foreign Investment (FEMA Regulation 2017) and other few related terms: 

“Foreign Investment” means any investment made by a person resident outside India on a repatriable 

basis in capital instruments of an Indian company or to the capital of an LLP. 

Further Note: A person resident outside India may hold foreign investment either as Foreign Direct 

Investment or as Foreign Portfolio Investment in any particular Indian company. 

“Investment on repatriation basis” means an investment, the sale/ maturity proceeds of which are, net 

of taxes, eligible to be repatriated out of India and vice versa for “Investment on non-repatriation 

basis”. 

Therefore it can be said that any non-resident person investing in the capital instruments of an Indian 

Company on repatriable basis will be termed as Foreign Investment.  

Further Capital Instruments shall include Equity shares, Compulsorily Convertible Preference Share and 

Compulsorily Convertible Debentures. 

Reporting Requirements: 

Form FC-GPR (Form Foreign Currency-Gross Provisional Return) under newly introduced Form 

SMF (Single Master Form). 

An Indian company issuing capital instruments to a person resident outside India and where such issue is 

reckoned as Foreign Direct Investment (“FDI”), shall report such issue in Form FC-GPR to the Regional 

Office concerned of the Reserve Bank, not later than thirty days from the date of issue of capital 

instruments. 

Foreign Direct Investment (“FDI”) means investment through capital instruments by a person resident 

outside India in an unlisted Indian company; or in 10 percent or more of the post issue paid-up equity 

capital on a fully diluted basis of a listed Indian company. 

Therefore whenever an Indian Company issues capital instruments to a person resident outside India and 

such investment falls under FDI, the Indian Company issuing such instruments shall report to RBI 

through its AD Bank in Form FC-GPR. 

This a just a general note on Foreign Investment and its Reporting Requirements issue of capital 

instruments to a person resident outside India except by way of ESOP.  
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Now let us discuss about the interesting part related to such Foreign Investments and its 

Reporting Requirements i.e. When investment/remittance of amount is made through “NRE” 

and “NRO” Accounts. 

You would be wondering how a “NRE” or a “NRO” A/c would actually make it interesting. 

Foreign Investment: 

What if I tell you that investment received through “NRE” A/c would be considered as Foreign 

Investment but if it is received through “NRO” A/c the same will not be considered as Foreign 

Investment. 

First let us understand the two terms “NRE” and “NRO”: 

“NRE account” means a Non-Resident External account maintained in accordance with the Foreign 

Exchange Management (Deposit) Regulations, 2016 

In general, in Indian banking terminology, the term NRE Account refers to funds deposited with a 

financial institution that allows for the efficient conversion and transfer of Indian and foreign currency 

both within and outside of India. 

“NRO account” means a Non-Resident Ordinary account maintained in accordance with the Foreign 

Exchange Management (Deposit) Regulations, 2016 

In general, in Indian banking terminology, the term NRO Account refers to funds deposited with an 

Indian financial institution. An NRO account is kept in Indian rupees and cannot be converted into 

foreign currency and cannot be repatriated outside India 

Still did not get it, right? 

Firstly let us look at the definition of Foreign Investment as discussed above, focus on the condition on 

“repatriable basis” 

Now look at “NRE” and “NRO” A/c meaning as provided above. It can be said that “NRO” A/c is 

deemed to be on Non-Repatriable basis and “NRE” A/c on Repatriable basis. 

Thus investment received through “NRO” A/c will not be considered as Foreign Investment. 

Reporting Requirements: 

Let us now discuss on the reporting requirements i.e. Form FC-GPR. 

Firstly let us look at the definition of Form FC-GPR as discussed above, but surprisingly it clearly 

states “FDI” and not Foreign Investment. Further if we look into the definition of “FDI” it does not 

state whether the investment has to be on “Repatriable” or “Non- Repatriable” basis. 

Therefore we should report the same in Form FC-GPR right? 
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What if I tell you that the above mentioned reporting is not required. Surprised? 

Look at the note given just below Foreign Investment as discussed earlier where it states that a person 

resident outside India may hold foreign investment as Foreign Direct Investment (“FDI”). 

Thus investment received through “NRO” A/c need not be reported in Form FC-GPR. 

It’s rather quite logical if you look at it this way, FEMA’s main objective is to know the amount of money 

that leaves the Indian Border. Therefore if money stays within the borders of India, will FEMA 

compliance be required? Well there are many other factors also which determine FEMA compliance, this 

was one of them. 

 

- Darshan jain 
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Update – 129 
REITS 

Today, in dynamic financial environment, money is changing hands at the speed of light. Indian Investors 

are very rapid in their investment decisions and are looking for various new investment opportunities, 

commonly known as “Alternative Investment” opportunities. One such recently introduced opportunity in 

India is REITS. 

Basically, these trusts are companies that owns, and in many cases operate “Income producing real estate 

projects.” The funds collected by the Trust is invested into Real-estate projects. Real-estate projects are 

capital intensive project which leads to heavy capital infusion. The promoters of projects generally had two 

options, establishing connections with local bankers for loans or reaching NBFCs. Alternatively, these 

projects can be funded from Asset Management Companies who own category of real-estate funds. 

Just to make facts clear, REITS are present in financial system from way back 1960s. However, 

India approved creation of real estate trusts in August 2014. 

These REIT funds are strictly guided by strong compliance placed in by Government and SEBI. 

SEBI has specifically formulated SEBI (REITs) Regulation 2014 (attached for your reference) 

Revenue model of REITS 

REITS own, operates or finances Income-producing real estate projects. The major source of revenue 

under REIT would be financing charges, Rental income & Gains on real-estate value appreciation 

Types of REITS – 

1. Equity REITS – A company that owns or operates income-producing Real Estate. 

2. Mortgage REITS – commonly known as mREITS, provide financing for Real-estate projects 

and mortgaged backed securites, earning Interest on these investments. 

Benefits of Investing in REITS – 

- Liquidity 

Unlike actual real-estate investment, which is very difficult to liquidate, REITS are bought & 

sold in Stock exchanges just like any regular stock or share. 

- Diversification to Portfolio 

- Transparency 

As said earlier, REITS are highly regulated, Hence it mitigates the risk of any corporate mishap. 

- Regular generating income source 
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REIT funds are seen performing well in INDIA as well as Overseas. Initial returns on 

typical REITS was seen at around 60% ROI p.a. during year 2015 & 2016. 

Comparing to an regular rental income generating property, REITS provide 10x returns 

compared to returns on property investment. 

- 90% Pay-out ratio 

As laid by regulations, REITS are generally supposed to pay-out at least 90% of the income 

generated by the trust to its shareholders. This implies the investor can enjoy maximum 

benefits from Investment in REITS. 

Generally, REIT funds come with a minimum investment amount of Rest. 2 Lakhs  

Some popular Real Estate Funds in India 

· Aditya Birla Real Estate Fund 

· HDFC Property Fund 

· ICICI Pru India Opportunities Real Estate Fund 

· Everstone Horizon Realty Fund 

· Birla Sun Life Global Real Estate Fund 

· Secura India Real Estate Fund 

Taxation Policy in India for REITS 

Under Income Tax Act,1961, REITS are classified as “Business Trust”. Introduced in Finance Act, 2014, a 

new chapter was introduced Chapter XII-FA, “Special Provisions relating to Business Trust” 

Sec. 115UA – Special Provision relating to Business Trust 

This section talks about taxation of income of Business Trust and its Unit holder. 

For Business Trust – 

Income Other than Capital Gains as referred to U/s.  111A or 112, shall be charged to tax at 

Maximum marginal rate of Tax, i.e, 30% 

Short Term an Long term capital gains shall be charged to tax at special rates as applicable under 

provisions of Income tax act. 

For Unit Holders – 

Income distributed to unit holders from such trust would be exempt u/s. 10 (23FC) and Sec. 10 

(23FCA). 
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Income from Real Estate business Trust is exempt U/s. 10(23FCA) 

Documentation – 

- Every REIT company needs to furnish audited statement and statement of Income distributed 

to Unit holder to the Principal Commissioner of Income Tax by 30th November of the 

Assessment year in form 64A. 

-  Also, REIT must also furnish the Statements to Unit holders by 30Th June of The Assessment 

Year for the relevant financial year in Form 64B. Such statement must clearly indicate the 

Investment of Unit Holder in the Fund and the Income distributed to such unit holder. 

  

- Chirag Solanki 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



 

SURESH & CO. 

 

EMERGING THOUGHTS  

 

26 

Update – 130 
Exotic Derivatives 

Derivatives 

A financial contract whose value is derived from some other financial instrument (stock, index, 

commodity, exchange rate, bond ...) 

Classic Derivatives 

European option: the right to buy (call) or sell (put) a financial instrument on a specified maturity date, at a 

specified strike price. 

An American option can be exercised any time before the maturity date. 

These are the so called plain vanilla options. 

Exotic Derivatives 

An exotic option is an option that differs in structure from the more common American options or 

European options in terms of the underlying asset or the calculation of how or when the investor receives 

a certain payoff. Exotic options are generally more complex than plain vanilla call and put options. 

Exotic options differ from regular options in their payoff and pricing. While a regular option has a fixed 

expiration date and exercise price, an exotic option can vary in terms of how the payoff is determined and 

when the option can be exercised. Further, the underlying asset for an exotic can differ greatly from that of 

a regular option. For instance, an exotic option may have weather or rainfall as the underlying. As it 

follows, such options are often complex to price and structure. Hence, they are usually traded in the over-

the-counter (OTC) market. 

Some of the reasons for exotic derivatives can be – 

➢ To meet special hedging needs. 

➢ Might be attractive for regulatory, accounting, tax or legal reasons. 

➢ To reflect a particular view on the market. 

➢ To appear more attractive than a vanilla product (thus it can be overpriced). 

Some of the common Exotic Derivatives …. 

1) Weather Derivatives 

The concept of trading weather derivatives in a standardized format dates to the mid-1990s and the 

deregulation of the U.S. energy industry. Shortly after passage of the Energy Policy Act of 1992 an 

abundance of independent energy producers identified a need to manage exposure to risks associated with 

unpredictable weather 
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As demand for these types of hedging mechanisms grew, companies specializing in the trade of energy 

began to develop derivative products based upon the variance in weather patterns. In 1997, Aquila, Enron 

and Koch Industries conducted the first weather derivative transactions in a private over-the-counter 

(OTC) capacity. While the companies involved in this pioneering business venture ended up being 

controversial, the idea of trading weather-based derivative products grew in popularity.                       

In attempt to capitalize on the expanding public interest for products based on the weather, the CME 

Group officially launched a centralized weather futures exchange in 1999. Two standard futures contracts 

were offered, heating degree days (HDD) and cooling degree days (CDD). The contracts represented the 

aggregate difference from a base temperature of 65 degrees Fahrenheit for each day in a calendar month at 

a specific locale. 

The first HDD and CDD contracts included offerings for ten U.S. Cities, but as demand grew, the scope 

of offerings did as well. 

Products using precipitation levels as the underlying asset are another form of weather-related derivatives. 

Beginning in 2006, the CME Group commenced offering standardised snowfall contracts. The product 

was based on the aggregate seasonal snowfall, denominated in inches, for one of ten U.S. locales. Snowfall 

markets saw substantial participation soon after their launch as both public and private sector entities 

sought to limit exposure to abnormal snowfall levels. Ski resorts desired insurance from a lack of snow, 

while specific municipalities wanted to avoid fallout from extensive snow removal costs. 

Inspired by the snowfall contract, products related to rainfall, frost and hurricanes were created and 

launched by the CME Group. However, the trade of precipitation derivatives has been largely eliminated, 

as the CME delisted the majority of these types of products in 2014 citing lack of volume and open 

interest. Today, the trade of precipitation-based futures and options exists as a more private venture, 

functioning in an OTC capacity. 

Difference between Weather Derivatives and Weather Insurance. 

 

Weather Derivatives Weather Insurance 

Weather derivatives are designed to 

compensate proportionally when the weather 

circumstances meet those defined in the 

contract. 

Insurance covers a once-off risk and any pay-

out may or may not be proportional to the 

risk. 

Weather derivatives cover low risk, high 

probability scenarios. 

Insurance contracts cover high risk, low 

probability events. 

Weather derivatives require only that a 

predetermined index value be passed. 

Insurance normally pays out if there has been 

proof of damage or loss. 

Weather derivatives are less costly in 

comparison to insurance, require no 

Traditional weather insurance can be 

relatively expensive and requires a 
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demonstration of loss and provide protection 

from the uncertainty of variable weather 

conditions. 

demonstration of loss. 

  

From the above table, it is clear that Weather derivatives are less expensive when compared to insurance 

and the pay - out is possible in insurance claims only when it is clearly evident that loss has been incurred. 

Whereas, in weather derivatives loss can be hedged while passing through the predetermined index 

2) Electricity Derivatives 

Access to electricity is a requirement for any substantial economic development, in addition to being a key 

aspect of our everyday lives. 

While the long-term demand for electricity is robust, several factors impact short-term pricing and have 

the potential to expose consumers and producers to considerable risk. Extreme weather variations, damage 

to electrical infrastructure, political upheaval, or a disruption in the supply of energy commodities may 

create unpredictable spikes in energy prices. In order to mitigate this risk, energy producers and large-scale 

consumers engage in hedging through electricity derivatives, while other market participants speculate on 

the fluctuations in price. 

3) Environmental Impact Derivatives 

The rise in popularity of climate change ideology has led governing bodies to introduce legislation aimed at 

the reduction of greenhouse gasses. The European Union has been at the forefront of addressing climate 

change on a practical level. On 1 January, 2005, the EU emissions trading system (EU ETS) was 

introduced. The EU ETS limits emissions from industrial plants, power stations and airlines in all 28 EU 

countries as well as Iceland, Liechtenstein and Norway. 

Because emissions levels are monitored and quantified in many cities and countries around the globe, the 

trade of credits or allowances pertaining to emissions levels have grown in popularity. Shortly after the 

creation of the EU ETS, the Intercontinental Exchange (ICE), in concert with the European Climate 

Exchange (ECX), launched the ECX EUA futures contract. ECX EUA futures marked the 

commencement of the open trade of emissions on a centralised exchange. 

The advent of emissions-based derivatives has given the EU ETS a method of facilitating the trade of 

emissions credits. Market participants are able to engage in hedging practices, take delivery of credits or 

speculate on the potential value of emissions in years to come. 

There are many more exotic derivatives like freight derivatives, Inflation derivatives, Property derivatives, 

Energy Derivatives etc 
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Conclusion 

Depending on one’s business, exotic derivatives can be a useful tool for risk management. Also, they may 

afford speculators attractive avenues by which to profit from pricing volatilities facing the underlying 

assets. 

 

- Nagaraj Hebbar BR 

  



 

SURESH & CO. 

 

EMERGING THOUGHTS  

 

30 

Update 131 

Cash on Delivery as a mode of payment 

 

With the development of modern technology, Internet offers people more and more convenience. The 

most attractive one for people is doing shopping online. The most used method for buying online is Cash 

On Delivery (COD). But there is no clarity on COD can be treated as one of the payment systems given in 

The Payments and Settlements Systems Act, 2007.  

 

Here is a small update on the same. 

 

Cash on Delivery as mode of Payment – Legal status 

 

Cash on delivery (COD) is the sale of goods by mail order where payment is made on delivery rather than 

in advance. The concept of COD was popularized in e-commerce marketplace by home-grown e-

commerce giant Flipkart. 

This was an innovative way to address the unique Indian trait of using cash for purchases, the discomfort 

of sharing card details on websites, lower penetration of credit/debit cards and the generally 

underdeveloped electronic payments ecosystem. COD was the fulcrum around which the humungous 

growth of Indian e-commerce was built. 

Issue 

This citadel (COD) may be under regulatory siege. The Reserve Bank of India has noted that collection of 

money by e-commerce companies is not permissible. This issue has come into the spotlight after 

Dharmendra Kumar of India FDI Watch sought clarification on whether the RBI permits cash-on-delivery 

and whether the payment mode is under the Payments and Settlements Act, 2007. 

The Apex bank replied to the query saying that the “aggregators/payment intermediaries like Amazon and 

Flipkart are not authorized under Section 8 of the PSS (Payments and Settlements) Act, 2007 

The Payments and Settlements Systems Act 2007 (Hereinafter referred as “PSS Act, 2007”) came into 

effect in August 2008. It regulates and supervises all the payment systems in India. The PSS, Act 2007 

conspicuously mentions the online and electronic payments mode of payment while nothing is explicitly 

mentioned about cash on delivery. Therefore, it raises a very pertinent question on the validity of COD as 

a valid payment form. 

Statutory Provisions 

Section 2(i) of the Payments and Settlements Systems Act, 2007 explains that: 

(i) “payment system” means a system that enables payment to be effected between a payer and a 

beneficiary, involving clearing, payment or settlement service or all of them, but does not include a stock 

exchange; 
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Explanation – For the purposes of this clause, “payment system” includes the systems enabling credit 

card operations, debit card operations, smart card operations, money transfer operations or similar 

operations. 

According to this section, Cash on delivery has not been identified as a mode of payment legally. 

Furthermore, section 8 of the Act defines the revocation of authorization. It says that: 

8. (1) If a system provider, - 

(i) contravenes any provisions of this Act, or 

(ii) does not comply with the regulations, or 

(iii) fails to comply with the orders or directions issued by the designated authority, or 

(iv) operates the payment system contrary to the conditions subject to which the authorization was issued, 

the Reserve Bank may, by order, revoke the authorization given to such system provider under this Act. 

The RBI gives an exception to revocation of authorization given to a payment method that is in the 

interest of the monetary policy of the country. 

COD: Bone of Contention 

Since there is a lack of clarity from the RBI on cash on delivery as a mode payment. COD has turned into 

a grey area which has become a subject matter of Interpretation. 

COD not a valid Mode of payment COD as a valid Mode of payment 

As per Section 2(i) of the Payments and 

Settlements Systems Act, 2007 provides for 

only electronic and online mode of payment. 

Apparently, the RBI has reiterated and 

reconfirmed similar response while responding 

to one of the queries where it has categorically 

stated that “aggregators/payment 

intermediaries like Amazon and Flipkart are not 

authorized under Section 8 of the PSS 

(Payments and Settlements Systems) Act, 

2007.” 

Moreover, the RBI Notification dated 24 

November,2009 defines Intermediaries 

as “Intermediaries would include all entities 

that collect monies received from customers for 

payment to merchants using 

There are strong views in favor of COD as a 

valid mode of Payment. PSS Act, 2007 provides 

that the RBI authorizations required for certain 

classes of activities while carving an important 

exception for Cash on Delivery 

transactions. There is no authorization required 

for “any person acting as the duly appointed 

agent of another person to whom the payment 

is due”. 

E-commerce marketplaces take authorization 

from sellers to collect payments on their behalf 

either online or offline. In both cases, the 

exception above applies and they are not 

required to be licensed under the PSS 

Act.  However, a 2009 circular of the RBI (the 

Intermediaries direction, issued under the PSS 
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any electronic/online payment mode, for 

goods and services availed by them and, 

subsequently, facilitate the transfer of these 

monies to the merchants in final settlement of 

the obligations of the paying customers.” 

 

Further, the RBI Regulation dated 24 

November 2009 provides for directions for 

opening and operation of Accounts and 

settlement of payments for electronic payment 

transactions involving intermediaries under 

Section 18 of the Payments and Settlements 

Systems Act, 2007. 

In case of COD method of payment, the 

market giants like Flipkart and Amazon collect 

cash from their customers on behalf of third-

party vendors on the delivery of goods. As per 

intermediary’s definition above, there has been 

recognition given only to the electronic/online 

mode of payment. 

Hence, COD is not a valid mode of payment 

and any company not working in compliance 

with the act can be punished as per section 8 

of the Payments and Settlements Systems Act, 

2007. 

Act) providing instructions to banks on how to 

process online /electronic transactions are 

required to comply only for online transactions. 

One can draw the following inference that e-

commerce marketplaces collecting electronic 

payments on the behalf of merchants are 

indirectly regulated to an extent by the 

Intermediaries Direction. However, when the 

payments are collected offline they operate on a 

purely contractual basis. They act according to 

their contracts with the merchant and the 

customer. 

The ominous-sounding statement of the RBI, 

that “Aggregators / Payment intermediaries like 

Amazon / Flipkart are not authorized” under 

the PSS Act, is inappropriate because there is 

no authorization to take in the first place. COD 

is still regulated by other applicable laws such as 

contract law and consumer protection law. 

  

Final View 

Even though a sense of clarity is required from RBI, but one can safely continue with COD. Existing 

regulations don’t lay any restriction to debar COD as a payment method. 

 

- Rekha A 
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Update 132 

Tri – Part Repo 
 

Tri- Party repo- 

A repo is a sale of securities coupled with an agreement to repurchase the securities at a specified price on 

a later date. It is economically similar to a secured loan. The cash lender loans cash to a borrower and 

receives the borrower's securities as collateral. The proceeds of the initial securities sale can be thought of 

as the principal amount of the loan, and the excess paid by the cash borrower to repurchase the securities 

corresponds to the interest paid on the loan, also known as the repo rate. 

Tri-Party repo (repurchase agreement) is a financial market instrument where a repo transaction between 

two parties is administered by a tri-party agent which is a licensed financial institution.  

According to the RBI, “Tri-party repo is a type of repo contract where a third entity (apart from the 

borrower or lender), called a Tri-Party Agent, acts as an intermediary between the two parties to the repo 

to facilitate services like collateral selection, payment and settlement, custody and management during the 

life of the transaction.” 

The RBI has notified the introduction of triparty repo in India in its April 11, 2017, Draft Directions. The 

aim to introduce Tri-partyrepo was that would contribute to better liquidity in the corporate bond repo 

market, thereby providing markets an alternate repo instrument to Government securities repo. Tri-

Party repos are transacted through a Tri-Party agent in terms of Tri-Party Repo (Reserve Bank) Directions 

dated August 10, 2017. 

NSE will act as tri-party agent and offer an online web based, anonymous, order matching & multilateral 

trading platform to facilitate repo transactions. In case of tri-party repos, separate agreements between a 

participant and a tri-party agent shall be executed as per the documentation prescribed by the tri-

party agent. NSE would avail the services of National Securities Clearing Corporation Ltd (NSCCL), for 

performing collateral services viz. collateral valuation, margining, and settlement. Settlement of repo 

transactions shall be guaranteed by NSCCL. This eliminates counter party risk, and would results in higher 

and wider participation in the corporate bond market.  

NSE will offer basket repo for tenor of 1 day to 7 days. The basket repo's would facilitate borrowing and 

lending of funds against various baskets of corporate debt securities. The baskets will include corporate 

bonds, certificate of deposits and commercial papers. Participants will be able to provide securities 

forming part of the basket as collateral towards repo.  

ICICI Securities Primary Dealership marked the first transaction as it borrowed Rs 10 crore against top-

rated HDFC corporate bonds on the screen-based trading. Axis Bank was the lender. 

The role of the tri-party agent 

Job of the tri-party agent is to administer the transaction between the lender and the borrower. Here, the 

agent does some post-trade processing-collateral selection, payment and settlement, custody and 

management during the life of the transaction. Besides initiating the deal, the tri-party agent continues to 



 

SURESH & CO. 

 

EMERGING THOUGHTS  

 

35 

manage the transaction by making revaluation of the collateral, margining, making income payments on 

the collateral etc. 

Once a lender or borrower notifies about transactions, the agent matches the transaction amount, 

conditions and, if successful, processes the transaction. The agent automatically select from the securities 

account of the seller, sufficient collateral that satisfies the credit and liquidity criteria set by the buyer. 

The tri-party agent doesn’t change the relationship between the parties, and he does not participate in the 

risk of transactions. In case of default by one party, the impact still falls entirely on the other party. This 

means that the level of involvement of the agent is less. 

Tri-Party Repo Market(TRM) 

Tri-party Repo Market (TRM) Platform in Debt Segment is an online web based, anonymous, order 

matching & multilateral trading platform for tri-repo on eligible corporates debt securities 

Under the tri-party repo mechanism participants would place borrow and lend orders on the platform 

provided by the Exchange. Before placing an order, participants desirous of borrowing would provide 

eligible collateral and participants desirous of lending would provide margins. Both borrowing and lending 

orders would be validated against the collateral limits and margins available in the respective borrowers 

and lenders account. 

RBI’s Tri-Party Repo Directions, 2017 

• Eligible securities for repo 

The securities eligible for repo under these Directions shall include: 

(a) Government securities issued by the Central Government or a State Government. 

(b) Listed corporate bonds and debentures, subject to the condition that no participant shall borrow 

against the collateral of its own securities, or securities issued by a related entity. 

(c) Commercial Papers (CPs) and Certificate of Deposits (CDs). 

(d)  Any other security of a local authority as may be specified in this behalf by the Central Government. 

• Eligible participants 

The following are eligible to participate in repo transaction under these Directions: 

(a) Any regulated entity. 

(b) Any listed corporate. 

(c)  Any unlisted company, which has been issued special securities by the Government of India, using 

only such special securities as collateral. 
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(d)  Any All India Financial Institution (FIs) viz. Exim Bank, NABARD, NHB and Small Industries 

Development Bank of India (SIDBI), constituted by an Act of Parliament and 

(e) Any other entity approved by the Reserve Bank from time to time for this purpose. 

• Trading venues 

Tri-party repo can be traded Over-the-counter (OTC) including on electronic platforms. 

 

- Deeksha A 
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Update 133 
Paytm Business Model 
 

How does Paytm make money even after providing 50% to 100% cashback? What exactly is Paytm’s 

Business Model? 

What is Paytm? 

Paytm is India’s largest mobile payments, e-wallet, and commerce platform. Paytm stands for pay through 

mobile.  

The company has transformed itself into one of the Indian giants dealing in mobile payments, banking 

services, marketplace, gold, recharge and bill payments, etc. who serve around 100 million registered users. 

Business Model of Paytm 

Paytm Business Model is a marketplace model which also deals in recharge & bill payments and provide 

users with an e-wallet and banking option. 

How does Paytm Make Money? 

As of May 2017, Paytm has a valuation of  $7 Billion which includes a stake of one of the global leaders of 

marketplace model, Alibaba. 

 Paytm Revenue Model can be divided into following categories. 

1. Marketplace (Paytm Mall) 

2.  Recharge Services 

3. Bill Payments 

4. Payment Solutions 

5. Paytm Wallet 

6. Digital Gold 

7. Paytm Bank 

 Paytm Marketplace (Paytm Mall) 

➢ Paytm was the first company who took the step of being a mobile-only marketplace in India. 

Today, with over 120 million buyers and 2 million daily transactions (and 90% prepaid offers), 

➢  Paytm is the most beneficial marketplace for sellers. Revenue from this subcategory is generated 

as fees and commissions from the sellers, which differ for different category of products. 
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 Recharge Services 

➢ There was a time when Paytm Business Model consisted just mobile recharge and bill payment 

services. 

➢  Times have changed and online recharge services for mobile subscriptions, TV channels 

subscriptions, data-card, and metro card, etc have been added to the revenue model of Paytm. 

➢  The company, just like other recharge services providers, charge commissions from these 

operators. 

Bill Payment 

➢ In addition to the recharge facilities, the customers can even pay their electricity, telephone, water, 

mobile, broadband, gas, etc. bills on Paytm. 

➢  Apart from these, Paytm has also partnered with several education and financial 

organizations and act as a portal to accept education fees and insurance installments. 

➢  Revenue, just like recharge services, is generated by charging commissions from these providers. 

Payment Solutions 

➢ Paytm offers smart payment solutions for online businesses. The payment solutions allow them to 

accept online payments through Paytm. 

➢  The payment option comes with no setup fee and maintenance charges. However, the company 

charges a commission of 1.99% on every transaction. 

Paytm Wallet 

Ever wondered how Paytm earns even after providing 50-100% cashback? Well, that is a worthy 

question to ask. – Why does the cashback gets accumulated in the Paytm Wallet and not refunded back to 

the user’s bank account? I guess you got a clue.  

What exactly is Paytm wallet?  

➢ Paytm wallet is the digital payment instrument where you can transfer money from your bank 

account or credit card to perform transactions on the platform, 

➢  at identified merchant locations or establishments (like petrol pumps, a supermarket, your 

barber’s shop, movie hall, etc.) which have a specific contract with the company to accept these 

payment instruments. 

➢  Paytm wallet doesn’t permit cash withdrawal. 
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How does Paytm earn through Paytm wallet? 

Paytm wallet can be used to pay for almost anything, everywhere. It has created a new market for digital 

currency users because of its ease of use. Money can be transferred between the Paytm wallets of two 

users with just a few taps on the phone. 

As per the RBI guidelines, the money deposited by users in Paytm wallet is deposited by Paytm in 

an Escrow Account with a partner bank. This escrow account deposit fetches Paytm certain 

interest which is decided as per the contract between the bank and Paytm.  

The interest from the escrow account is decided on the basis of the average of the deposited amount in a 

certain period of time (58 weeks). 

But operating a prepaid wallet comes with an expense. Banks and payment gateways charge a fee 

equivalent to 1-3% of the money deposited for using their services. This fee can’t be charged to the 

customers as it’ll make them choose alternatives like UPI, IMPS, etc. However, the interest generated 

through the escrow account deposits is usually more than the expenses incurred which results in profits to 

the company. Thus, the more you use Paytm wallet, the more Paytm earns from it. 

Cash backs are provided only on transactions with selected dealers and further only if the transaction value 

exceeds a certain amount. This is one of the means that the brands use to increase their sales through 

Paytm. Paytm gets commission for putting up these offers on their platform and a part of the cash back 

given is born by the advertising companies. 

So Paytm gets interest as the users use Paytm wallet and also gets commission from the advertisers which 

enables it to provide cash backs. 

Digital Gold 

➢ Paytm has partnered with gold refiner MMTC-PAMP to launch ‘Digital Gold’ that will allow its 

users to buy, sell, and store gold digitally without any additional cost. Users can also get the gold 

delivered to their house with just paying a minimal delivery charge. 

➢  Gold is considered as the safest investment in India and Paytm has full plans to capitalize on this. 

There are bigger plans involved in the introduction of digital gold trade on Paytm. The company 

wants its users to have something which they call a Gold Bank account, which will allow users not 

only to buy gold, and store it in digital form, but also to use the gold to buy other services on 

Paytm from recharging to pay utility bills, or book movie tickets to buy shoes and clothes from 

Paytm Mall. 

➢  Paytm also has plans to connect the customers with the jewellers at a later stage. This will let the 

customers get their stored gold converted to finished jewellery and will let Paytm make money by 

being an affiliate. 
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Paytm Bank 

➢ Paytm wallet is no more just a semi-closed wallet. The company has revamped itself as a payments 

bank. 

➢  A payments bank is a digital bank which can accept deposits and give out interests on the deposits 

but can’t offer loans to its customers. 

➢  Just like the Paytm wallet, users operate Paytm bank using their smartphones. Paytm also issues 

debit cards with QR codes which can be scanned at various points. 

➢  The bank lets you open zero deposit digital current and savings bank accounts and offers a 4% 

p.a. interest on saving bank accounts and overdraft facility on your current bank accounts. 

➢  There are no restrictions related to any type of transaction, but any balance deposited over ₹1 lakh 

is moved to a fixed deposit with a partner bank (which provides 7% interest p.a. to you). 

Cross-Selling 

➢ Paytm has partnered with other financial institutions and banks to sell their products and 

services (like insurance, investments, loans etc.) along with its own. 

➢  It earns money in the form of commissions or other forms as per the contract between the 

parties. 

 

- Namratha L R 
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Update 134 
Time of Supply 

Today , Let's know more about the provisions related to GST.  

As we all know, GST is payable on supply of goods and services. 

But the Question is, "When will GST become payable ?" 

Will it become payable when  agreement to supply goods or services is made ? or will it become payable 

goods are shipped , or the services are made, or when the invoice is issued or the payment is made?  What 

if the goods are shipped over a period of time ? What if the services are rendered over a period of time ? 

Provisions relating to "Time of supply" answers to all these questions.  

Time of Supply :  It means the point of time when goods/services are considered "Supplied". It helps the 

supplier identify the due date for making GST payment. 

Nature of Supply Time of supply Example 

Supply of Goods 

Date of Invoice or Date of Removal 

of goods/from when the goods are 

made available, whichever is earlier 

Date of Invoice - 1st Feb ; Date of removal of 

goods from the premises - 20th Jan. Therefore, 

Time of Supply = 20th January 

Supply of Services 

Date of Invoice or Date of Payment 

whichever is earlier. (In case the 

invoice is NOT raised within 30 days 

from the date of Completion, then 

Date of Completion of service or 

Date of Payment, whichever is earlier 

Date of Invoice - 1st Dec ; Date of Payment - 

25thNovember ; Therefore, Time of Supply = 

25thNovember.     Suppose in the same 

example, the Date of Completion of Service - 

25th August, in that case, Time of Supply = 

25th August. 

1Continuous supply 

of Goods 

Date of Invoice or Date of Payment 

or the Date of issuance of  2periodical 

statements, whichever is earlier. 

Date of Invoice - 10th October ; Date of 

Payment - 28th November ; Date of issuing the 

periodic statement - 20th 

November . Therefore, Time of Supply = 

10th October 

3Continuous supply 

of Services 

Date of Invoice or Date of Payment 

or 4Due date of issue of invoice, 

whichever is earlier 

Date of Invoice - 5th September ; Date of 

receipt of Payment - 16th October ; Due date of 

issue  Invoice - 10th October.  Therefore, 

Time of Supply = 5th September 

Supply of Goods 

under 5RCM 

Date of Payment or 31st day from the 

date of Invoice or date of receipt of 

goods, whichever is earlier 

Date of Invoice - 1st Jan; Date of receipt of 

Goods -6th March ; Date of Payment - 4th 

April.   Therefore, Time of Supply = 1st Feb 

(31st Day from the date of Invoice) 
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Supply of Services 

under RCM 

Date of Payment or 61st day from the 

date of Invoice, whichever is earlier 

Date of Invoice - 11th May ; Date of Payment - 

4th September.  Therefore, Time of Supply = 

11th July (61st Day from the date of Invoice) 

 

1. Continuous supply of Goods : It means a supply of goods which is provided, or agreed to be 

provided on recurrent basis AND for which the supplier invoices the recipient on a periodic 

basis. 

2. Periodic statement : In continuous supply of goods, the supplier has to issue invoice on a 

periodic basis, which is known as "Periodic Statement". 

3. Continuous Supply of Services : It means,any services which is provided or to be provided on a 

recurrent basis, for a period exceeding 3 months with obligation for payment periodically. 

4. Due date of issue of Invoice : In case of Continuous Supply of Service, the due date for issue of 

invoice may be - as specified in the contract or as receipt of part payment, if any or on 

completion of the service as agreed upon. 

5. RCM : Under Reverse Charge Mechanism, the recipient of Goods/Services has to pay GST 

instead of the supplier of the service under certain circumstances. 

 

- Vidyashree Madhyastha 
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Update 135 
Place of Effective Management 

To determine the residential status of foreign companies, the Finance Act 2015 introduced the concept of 

Place of Effective Management (PoEM). 

So you may ask me, before this amendment didn’t we have test of residency? 

We had, which read as: 

A company is said to be resident in India in any previous year, if 

(i) it is an Indian company; or 

(ii) during that year, the control and management of its affairs is situated wholly in India. 

  

How is the residential status of Company determined from 1st April 2017*? 

 

Section 6(3) of Income Tax act says: 

A company is said to be a resident in India in any previous year, if— 

 (i)  it is an Indian company; or 

(ii)  its place of effective management, in that year, is in India. 

  

*Though in Fin. Act 2015 this concept was bought in, it was made effective from 1st April 2017. 

  

What is Place of Effective management? 

 

It means a place where key management and commercial decisions that are necessary for the conduct of 

the business of an entity as a whole are, in substance, made. 

Most of the tax treaties entered into by India recognises the concept of 'place of effective management' for 

determination of residence of a company as a tie-breaker rule for avoidance of double taxation. 

  

Need for amendment? 

 

Companies used to artificially escape the residential status by shifting insignificant or isolated events 

related with control and management outside India. (like conducting board meeting outside India) CBDT 

has stated that the intent of PoEM is to not target Indian multinationals which are engaged in business 

activity outside India. But the intent is to target shell companies created for retaining income outside India 

although real control and management of affairs is located in India. 

  

General Principles relevant in determining POEM 

(i) Relevant fact and circumstances of each case. 

(ii) Based on the concept of Substance over form; 

(iii) Entity may have more than one place of management, but only one PoEM; 

(iv) PoEM to be determined on year-to-year basis; 
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(v) PoEM determination cannot be isolated facts, facts related to control and management has 

to be studied; 

POEM cannot be established to be in India merely because one or more of the following 

conditions exist: 

(i) Foreign company is wholly owned by an Indian company. 

(ii) Foreign company has a permanent establishment in India. 

(iii) One or some of the directors of a foreign company reside in India. 

(iv) Local management in India relates to activities carried out by a foreign company in India. 

(v) Support functions that are preparatory and auxiliary in character in India 

  

Applicability of POEM Guidelines: 

 

POEM guidelines may not be attracted if company is engaged in “Active Business outside India” 

Companies with Active business outside India means: 

(i) Passive income should not be more than 50% of total income; 

           (Passive Income means – Transaction between Associated Enterprises resulting in purchase 

and sale of goods, royalty, dividend, capital gains, interest or rental income) 

(ii) Less than 50% of total assets should be situated in India; 

(iii) Less than 50% of total employees should be situated in India; and 

(iv) Payroll expenses on such employees should be less than 50% of total payroll expenditure. 

  

POEM guidelines shall not apply to a company having turnover or gross receipts of INR 50 crores or less 

in a financial year (this has been provided as per CBDT press release dtd 24th Jan 2017, but is not 

mentioned in the guidelines issued in notification below). 

 

 

- Sahana V 
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Update 136 
Godfather Offer 

The theme of this update is inspired by the famous line “I’m going to make him an offer he can’t refuse”, 

taken from the movie The Godfather. 

The theme of this update is called The Godfather Offer. 

Now let us understand how this movie line is applicable in practical life in case of businesses. 

About Godfather offer: 

In essence, the idea of a Godfather offer isn't so much an offer as a sly, yet heavy-handed demand: do as I 

say, or else. 

A Godfather offer is an irrefutable takeover offer made to a target company by an acquiring company.  

Typically, the acquisition price's premium is extremely generous compared to the prevailing market price. 

Therefore, if the target company's management refuses the offer, shareholders may initiate lawsuits or 

other forms of revolt against the target company for not performing their fiduciary duty of looking out for 

the best interests of the shareholders. 

 

A Godfather offer is even harder for the target company's management to refuse when its stock price has 

been flat or declining for an extended period of time, as long-time investors would jump at the 

opportunity to cash out at an elevated price. 

 

Example of a Godfather offer: 

Let’s suppose there are two companies, Hawk Inc. and Rabbit Corp. In the world of business, the 

former is a predator, and the latter is its prey. In other words, the former wants to acquire the latter. 

Rabbit’s shares are trading at $20. 

Hawk desperately wants to acquire Rabbit, and Rabbit knows this. However, Rabbit does not want the 

takeover to succeed. It is a hostile takeover. 

Hawk makes a tender offer of $30 per share, i.e., an offer with a 50% premium. Put simply; Hawk makes a 

godfather offer. 

Even though the board is not happy, it cannot refuse the offer without triggering a shareholder rebellion. 

In fact, the shareholders would probably sue the board for failure to act in their best interests.

 

- Srinivasan Ananthan 
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Update 137 

The Journey of Indian Rupee 

The journey of Indian rupee's 2,200% fall against dollar since Independence  

Given the record low of 74.33 per dollar that the rupee slipped on 09-10-2018, it's hard to imagine a time 

when it could hold its own against the greenback. Indeed, in 1947, you would have been able to buy a US 

Dollar for Rs 3.3 but in the past 71 years, it has seen an over 22-fold depreciation. Here's a look at the 

factors that set it on the sliding path through the years. 

Foreign Borrowings 

At the time of Independence, there were no foreign borrowings on India's balance sheet. To finance 

welfare and development activities, especially with the introduction of the Five-Year Plan in 1951, the 

government started external borrowings. 

Back then the rupee was still pegged to the pound, so when the latter lost ground, so did the local 

currency. "Consequent to the devaluation of Pound Sterling, Rupee was automatically devalued to the 

same extent (as the Pound Sterling) on 18 September 1949," the RBI revealed in an RTI response in 

October 2013. 

Imports vs Exports 

As a developing economy, it was unavoidable that India would import more than it exports, which led to 

consistent balance of payments deficits. Despite this, and despite the spiralling external borrowings, which 

hit a peak in the 1960s, India managed to hold the exchange rate steady over the next decade - it had 

adopted a fixed rate currency regime after Independence. According to IANS, the rupee was valued at Rs 

4.79 against a dollar between 1950 and the mid-1960s. During this period, substantial foreign aid helped 

delay the rupee's inevitable fall. 

Global Factors 

Over the next 25 years, the rupee continued to slowly depreciate against the dollar - its link to the pound 

sterling was severed in 1971 and it was directly linked to the dollar. This was on account of a host     of 

factors such as political instability, lack of robust growth of the Indian economy held back by numerous 

scams and global factors like the 1973 Arab oil embargo, which widened India's trade deficit. And a high 

deficit means the country has to sell rupees and buy dollars to pay its bills, which further reduces the value 

of the rupee. In the bargain, the rupee sank to a fresh low of Rs 12.34 to a dollar in 1985, and was 

barrelling towards its third devaluation. 

Low Forex Reserves 

The first Gulf War (1990), which sent crude oil prices surging again, the downgrade by global credit rating 

agencies and the disintegration of the Soviet Union all brought on a massive balance of payment crisis in 

India. High inflation and low growth only made matters worse. By June 1991, India's forex reserves dipped 

to $1,124 million, just enough to cover around three weeks of imports. Hence, the rupee was devalued on 
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July 1 and again on July 3, slipping a massive 18.5% against the dollar in total. To buy a dollar, one now 

needed to shell out nearly Rs 26. 

Annual Depreciation 

Then, in 1993, the government unified the exchange rate and for the first time the rupee was allowed to 

float. With the exchange rate now free to be determined by the market - with provisions of intervention by 

the RBI in case of extreme volatility - the rupee lost more ground and fell to Rs 31.37 against a dollar. 

Over the next decade it posted an average annual depreciation of close to 5% and by 2002-03, it had fallen 

to Rs 48.40 against the greenback. 

Then came a golden run, when the rupee started climbing against the dollar on the back of stellar FDI 

inflows wooed by the booming stock market, growing remittances and an uptick in export growth led by 

the IT and BPO verticals. 

Global Economic Crisis 

The rupee touched a high of Rs 39 to the dollar in 2007 but the global economic crisis of 2008 put a stop 

to the rally. By end 2008, the currency had hit a fresh low of Rs 51. Then, in 2012, the government's 

budget conditions worsened due to spill-over effects of the Greece-Spain sovereign debt crisis, and the 

rupee fell further to Rs 56. 

Factors ranging from volatile oil prices to vacillating foreign inflows, from global economic concerns to 

domestic issues like rising inflation have continuously rained on the rupee's parade ever since. 

Fall in value of rupee by 8% in 80 days i.e., from August 1 2018 to October 20 2018 (68.5 to 74) 

1. Crude prices – In just a fortnight crude price has raised by $7 per barrel Considering that 

India imports nearly 80% of its fuel needs, the rising oil prices leads to a higher dollar bill which, in 

turn, weakens the rupee. 

2. Passive RBI- Typically, when the rupee weakens, the central bank sells dollars from its reserves to 

rescue it. So far, the Reserve Bank of India (RBI) has not intervened aggressively to shore up the 

domestic currency and the currency has continued to depreciate. 

3.  US economy- The dollar is having a good run this year due to an uptick in the US’s GDP 

numbers. That country’s economy grew 4.1% in the second quarter of this year, the fastest since 

late 2014. 
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Have a quick look at the change in value of rupee since Independence; 

Year 1947 1966 1975 1990 1995 2000 2006 2007 2008 2010 2012 2013 2013 2015 2017 2018 

Exchange 

rate (₹ per $) 3.3 7.5 8.39 17.01 

32.42

7 43.5 45.19 39.42 48.88 46.21 57.15 54.73 62.92 66.79 65.04 74 

 

 

- Naman A Shahji 



 

SURESH & CO. 

 

EMERGING THOUGHTS  

 

49 

Update 138 
Secretarial Standards (SS – 1) 

Secretarial Standards - A tool to Mitigate Litigation 

Secretarial Standards have gained regulatory recognition. Standards relating to Board Meetings (SS-1) and 

General Meetings (SS-2) have been made mandatory by the Act, Standards bring uniformity among varied 

processes and practises due to the rising need for Corporate Governance. Following are the brief summary 

on SS  -1 Standards as applicable to Meetings of Board.                     

Comparative Analysis of Secretarial Standards (SS-1) on Board 

Meetings                                                                                                           

   Old Secretarial 

Standard 

Revised  Secretarial Standards– 

(Effective from 1st October, 

2017) 

  

Effect of amendment 

  

Scope This Standard is 

applicable to the 

Meetings of Board of 

Directors of 

all  companies 

incorporated under 

the Act except One 

Person Company 

(OPC) in which there 

is only  one Director 

on its Board. 

  

This Standard is applicable to the 

Meetings of Board of Directors of 

all companies incorporated under 

the Act except One Person 

Company (OPC) in which there is 

only one Director on its Board and 

a company licensed under 

Section 8 of the Companies Act, 

2013 or corresponding provisions 

of any previous enactment 

thereof. 

 

However, Section 8 companies 

need to comply with the 

applicable provisions of the Act 

relating to Board Meetings. 

  

In addition to One Person 

Company, Section 8 companies also 

need not comply with Secretarial 

Standards 

  

Definition “Secretarial Auditor” 

means a Company 

Secretary in Practice 

appointed in 

pursuance of the Act 

to conduct secretarial 

“Secretarial Auditor” means a 

Company Secretary in Practice or a 

firm of Company Secretary(ies) 

in Practice appointed in pursuance 

of the Act to conduct the 

secretarial audit of the company 

A firm of Company Secretaries may 

also be appointed as Secretarial 

Auditor by the corporates and 

accordingly the addition is made 
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audit of the company 

  

  

1 A Meeting may be 

convened at any time 

and place, on any day, 

excluding a National 

Holiday. 

A Meeting may be convened at any 

time and place, on any day. 

  

Now, a company can conduct its 

original meeting even on National 

holiday but can't conduct adjourned 

meeting on national holiday since 

section 174(4) of CA 2013 restricts 

the same. But, Being a matter of 

good practice and as far as possible, 

the companies should 

avoid holding of Board Meeting on 

a National Holiday. 

  

2. Notice of the 

Meeting, wherein the 

facility of participation 

through Electronic 

Mode is provided, 

shall clearly mention a 

venue, whether 

registered office or 

otherwise, to be the 

venue of the Meeting 

and it shall be the 

place where all the 

recordings of the 

proceedings at the 

Meeting would be 

made 

  

Notice of the Meeting,  shall clearly 

mention a venue, whether 

registered office or otherwise, to be 

the venue of the Meeting and all 

the recordings of the proceedings 

at of the Meeting, if conducted 

through Electronic Mode, shall 

be deemed to be made at such 

place. 

The change here clarifies that if a 

director opts to attend through 

video conferencing, the Company 

shall provide the facility. Rule 3(3) 

of Meeting of Board and its power 

rules 2014, also requires a company 

to inform the directors about the 

option. 

  

3. Where a Director 

specifies a particular 

means of delivery of 

Notice, the Notice 

shall be given to him 

by such means. 

  

Where a Director specifies a 

particular means of delivery of 

Notice, the Notice shall be given to 

him by such means. 

However, in case of a Meeting 

conducted at a shorter notice, 

the Company may choose an 

expedient mode of sending 

The Company can choose a faster 

mode of sending notice in case 

meeting is to be held at shorter 

notice 
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notice. 

  

4. Leave of absence shall 

be granted to a 

Director only when a 

request for such leave 

has been received by 

the Company 

Secretary or by the 

Chairman 

  

Leave of absence shall be granted 

to a Director only when a request 

for such leave has 

been communicated to the 

Company Secretary or to the 

Chairman or to any other person 

authorised by the Board to issue 

Notice of the Meeting. 

  

The amendment aims to provide 

relaxation, so as to receive “leave of 

absence” by any other person 

authorised by the Board to issue 

notice of the meeting, in addition to 

CS/Chairman. 

  

5. Where the Minutes 

have been kept in 

accordance with the 

Act and all 

appointments have 

been recorded, then 

until the contrary is 

proved, all 

appointments of 

Directors, First 

Auditors, Key 

Managerial Personnel, 

Secretarial Auditors, 

Internal Auditors and 

Cost Auditors, shall 

be deemed to have 

been duly approved 

by the Board. All 

appointments made 

one level below Key 

Managerial Personnel 

shall be noted by the 

Board. 

  

Where the Minutes have been kept 

in accordance with the Act and all 

appointments have been recorded, 

then until the contrary is proved, all 

appointments of Directors, First 

Auditors, Key Managerial 

Personnel, Secretarial Auditors, 

Internal Auditors and Cost 

Auditors, shall be deemed to have 

been duly approved by the Board. 

  

Pursuant to amendments in legal 

provisions, now, appointment made 

one level below KMP is no longer 

required to be noted by the Board. 

[Subsequent amendment dated 18th 

March, 2015 to the Rule 8 of the 

Companies (Meetings of Board and 

its Powers) Rules, 2014]. 

  

6. Minutes shall inter-alia 

contain: 

(a) Record of election, 

if  any, of the 

Chairman of the 

Minutes shall inter-alia contain: 

(a) The name(s) of Directors 

present and their mode of 

attendance, if through Electronic 

Mode. 

The intention of the change is to 

clarify that the Recording of mode 

of attendance is required only in 

respect of Directors participating 
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Meeting. 

(b) Record of 

presence of Quorum. 

(c) The names of 

Directors who sought 

and were granted 

leave of absence. 

(d) The mode of 

attendance of every 

Director whether 

physically or through 

Electronic Mode. 

(e) In case of a 

Director participating 

through Electronic 

Mode, his particulars, 

the location from 

where and the Agenda 

items in which he 

participated. 

(f) The name of 

Company Secretary 

who is in attendance 

and Invitees, if any, 

for specific items and 

mode of their 

attendance if through 

Electronic Mode. 

(g) The fact that an 

Interested Director 

was not present 

during the discussion 

and did not vote. 

(n) Ratification by 

Independent Director 

or majority of 

Directors, as the case 

may be, in case of 

Meetings held at a 

shorter Notice and 

the transacting of any 

item other than those 

included in the 

Agenda. 

(b) In case of a Director 

participating through Electronic 

Mode, his particulars, the location 

from where he participated and, 

wherever required, his consent 

to sign the statutory 

registers placed at the Meeting. 

(c) The name of Company 

Secretary who is in attendance 

and Invitees, if any, for specific 

items and mode of their 

attendance if through Electronic 

Mode. 

(d) Record of election, if any, of the 

Chairman of the Meeting. 

(e) Record of presence of Quorum. 

(f) The names of Directors who 

sought and were granted leave of 

absence. 

(j) The fact that an Interested 

Director did not participatein the 

discussions and did not vote on 

item of business in which he 

was interested and in case of a 

related party transaction such 

director was not present in the 

meeting during discussions and 

voting on such item. 

(n) Ratification by Independent 

Director or majority of Directors, 

as the case may be, in case of 

Meetings held at a shorter Notice. 

(o) Consideration of any item 

other than those included in the 

Agenda with the consent of 

majority of the Directors present 

at the Meeting and ratification 

of the decision taken in respect 

of such item by a majority of 

Directors of the company. 

  

through electronic mode. 
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7. Where any earlier 

Resolution(s) or 

decision is superseded 

or modified, Minutes 

shall contain a 

reference to such 

earlier Resolution (s) 

or decision. 

  

Where any earlier Resolution-(s) or 

decision is superseded or modified, 

Minutes shall contain 

a specific reference to such earlier 

Resolution (s) or decision or state 

that the Resolution is in 

supersession of  all  earlier 

Resolutions passed in that 

regard. 

  

Now the fact needs to be stated 

about the supersession of earlier 

resolution or decision of the Board 

in the Minutes. 

  

8. Minutes, once entered 

in the Minutes Book, 

shall not be altered. 

Any alteration in the 

Minutes as entered 

shall be made only by 

way of express 

approval of the Board 

at its subsequent 

Meeting in which such 

Minutes are sought to 

be altered. 

  

Minutes, once entered in the 

Minutes Book, shall not be altered. 

Any alteration in the Minutes as 

entered shall be made only by way 

of express approval of the Board at 

its subsequent Meeting at which 

the minutes are noted by the 

Board and the fact of such 

alteration shall be recorded in 

the Minutes of such subsequent 

meeting. 

It has been clarified that any 

alteration in the minutes already 

recorded shall be done in the 

subsequent meeting only 

  

9. To adopt the 

Common Seal of the 

company. 

  

To adopt the Common Seal of the 

company, if any. 

  

The Common Seal is not 

mandatory as per Companies 

(Amendment) Act, 2015. 

  

10. The Annual Report 

and Annual Return of 

a company shall 

disclose the number 

and dates of Meetings 

of the Board and 

Committees held 

during the financial 

year indicating the 

number of Meetings 

attended by each 

The Report of the Board of 

Directors shall include a 

statement on compliances of 

applicable Secretarial Standards. 

  

To align the disclosure requirement 

with the provisions of Section 

134(5)(f) of the Act, which provides 

that the Directors Responsibility 

Statement shall state that the 

Directors have devised proper 

systems to ensure compliances with 

the provisions of all applicable laws 

and that such systems are adequate 

and operating effectively. 
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Director. 

  

  

 

 

- Madan Gopal M P 
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Update 139 
Financial Managers 

What Do Financial Advisors Do? 

 

You may wonder what a financial advisor does with your money and how this professional decides on the 

best investments and course of action for you. This update breaks down exactly what a financial advisor 

does. You’ll understand the advisory process and how the professional selects appropriate investments for 

you.  

 

Financial Advisor: Planner, Educator, Partner 

  

A financial advisor is your planning partner. For example, you may want to buy a vacation home or send 

Junior to a private university in 10 years. To accomplish your goals, you need someone to help make these 

plans a reality, and that’s where a financial advisor comes in. 

 

Together, you and your advisor will touch upon many topics including how much money you need to 

save, what types of accounts you need, the kind of insurance you should have (including long-term care, 

term, disability, and more) as well as estate and tax planning topics. 

 

Step one in the financial advisory process is understanding your financial health. You can’t properly plan 

for the future without knowing where you stand today. Typically, there is an extensive written 

questionnaire for you to complete. These questions help the advisor understand your situation and make 

certain you don't overlook any useful information. 

 

The Initial Financial Questionnaire 

 

The advisor works with you to clarify your assets, liabilities, income and expenses. On the questionnaire, 

you’ll also indicate future pensions and income sources, project retirement needs and any long-term 

financial obligations. All current and expected investments, pensions, gifts and sources of income will be 

listed and projected into the future. 

 

The investing component of the questionnaire touches upon more subjective topics such as you risk 

tolerance and risk capacity. An understanding of risk assists the advisor when it’s time to determine your 

investment asset allocation. You'll let the advisor know your investment preferences as well. 

 

Included in the initial assessment is an understanding of other financial management topics such as 

insurance issues and your tax situation. The advisor needs to be aware of your current estate plan as well as 

other professionals on your planning team—accountants and/or lawyers. Once you and the advisor 

understand your present financial position and future projections, you’re ready to work together on a plan 

to meet your life and financial goals.  
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The Financial Plan 

Consider the financial plan as a roadmap for your financial future. It begins with a summary of the key 

findings from your initial questionnaire and summarizes your current financial situation, including net 

worth, assets, liabilities, and liquid or working capital. The financial plan also recaps the goals you and the 

advisor discussed. 

 

Based upon your expected net worth and future income at retirement, the plan will create simulations of 

potential best- and worst-case retirement scenarios, including the scary possibility of outliving your money, 

so steps can be taken to ensure that does not occur. It will look at reasonable withdrawal rates in 

retirement from your portfolio assets. Additionally, the plan will consider survivorship issues and financial 

scenarios for the surviving partner. 

 

After you review the plan with the advisor and adjust it as necessary, you’re ready for action. 

Financial Plan Action Steps 

The advisor will set up an asset allocation that fits both your risk tolerance and risk capacity. The asset 

allocation is simply a rubric to determine what percentage of your total financial portfolio will be 

distributed across various asset classes. A more risk averse individual will have a greater concentration 

of fixed assets, and a risk taker will take on more stocks and other investments. All this will be adjusted for 

your age and how long you have before retirement. 

 

It’s important for you, as the consumer, to understand what your planner recommends and why. Watch 

for issues such as what sorts of fees you are paying, both for your advisor and for any funds bought for 

you. Ask why specific investments are recommended and whether your advisor is receiving a commission. 

A commonality among firms is financial products are selected to fit in with the client’s risk profile.  

 

For example, a 50-year-old man who’s already amassed enough net worth for retirement and is 

predominantly interested in capital preservation may have a very conservative asset allocation of 45% in 

stock assets and 55% in fixed assets. Whereas a 40-year-old woman with a smaller net worth and a 

willingness to take on more risk to build up her financial portfolio may opt for an asset allocation of 70% 

stock assets, 25% fixed assets, and 5% alternative investments. While taking into account the firm’s 

investment philosophy, your personal portfolio will fit your needs based on how soon you need the 

money, your investment horizon, and your present and future goals. 

 

Ongoing Monitoring of Your Financial Life 

 

You’ll receive regular statements updating you on your investment portfolio. The advisor will set up 

regular meetings to review your goals and progress. Meeting remotely via video chat can help make those 

contacts happen more often. It’s important to consult with your financial advisor when you experience a 

significant change in your life that might impact your financial picture. 
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The Bottom Line 

 

Not all financial advisors have the same level of training or will offer you the same depth of services. Thus, 

when contracting with the advisor, do your own due diligence first and make sure the advisor can meet 

your financial planning needs. Check out his or her certifications before engaging the advisor and be 

sure you understand and agree with their fee structure.  

 

 

- Vishal Purohit 
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Update 140 
Green Shoe Option 

Green Shoe Option - An IPO's bestfriend 

1. What is Green Shoe Option? 

“Green Shoe Option” means an option of allotting equity shares in excess of the equity shares 

offered in the public issue. It is a mechanism used to stabilize post listing price of the share. 

2.  When is the option exercised? 

When a blue-chip security is initially offered to the public and it is expected to get over-

subscribed, this option is exercised. 

3. Who exercises this option? 

It is exercised by the company making a public issue. 

4. How does this option help in stabilizing the price of the share?  

For example, the company plans to issue 1 lakh shares to the public. In case there is an over-

subscription of shares, the underwriter is granted an option to borrow additional 15% shares of 

the issue size from the promoter or the pre-issue shareholders (holding 5% of the company’s 

share) and allot them to the public. The money received against such allotment will be 

maintained in a separate bank account (Escrow account) 

i. When the prices go below the listing price: 

The money received in the Escrow account (mentioned above) will be utilized by 

the underwriter to buy shares from the market to the extent of shares borrowed by 

him. This purchase will stabilize the falling price of the share. 

ii. When the prices go above the listing price: 

In this case, the underwriter does not buy any share. 

5. How will the promoter get back the shares lent to the underwriter? 

In a span of 30 days, the underwriter will have to buy the shares equal to the number of shares 

borrowed from the promoter and these shares will be credited to promoter’s account. If the 

underwriter is not able to buy shares to the extent of shares borrowed, then the company will 

issue fresh shares for the difference amount to the promoter. 

6.  What are the guidelines for exercising green shoe option? 
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The promoters cannot lend more than 15% of the issue size for price stabilization. The 

stabilization period can be up to 30 days from the date of allotment of shares to bring stability 

in post listing pricing of shares.  

7. Why the name "Green Shoe"? 

The term "green shoe" came from the Green Shoe Manufacturing Company (now called 

Stride Rite Corporation), founded in 1919. It was the first company to implement the 

green shoe clause into their underwriting agreement.  

Examples – 

•  The Green-shoe option was exercised by Facebook Inc in 2012, Alibaba Group Holding 

Company in 2014. 

• Recently, in the bond issue by the Andhra Pradesh government entity Capital Region 

Development Authority (CRDA), the nodal agency for construction of Greenfield capital city 

at Amaravati, has witnessed a record 1.53 times oversubscription, enabling it mobilise Rs 2,000 

crore of funds against the issue of Rs. 1300 crores. The CRDA has decided to retain the 

additional subscription of Rs 700 crore by exercising the green-shoe option for bonds. 

 

- Chirag Jain 
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Update 141 
Reality Behind Zero Cost EMI 
 

With the start of the festival season, many online and offline retailers are offering 'No-cost EMI' or 'Zero 

Cost EMI' on products like mobile phones, electronic appliances, and so on.  

 

While buying a product on equated monthly installments (EMI), it takes away the burden of paying the 

huge cost upfront. The RBI has banned banks from lending loans at zero percent interest rates, as such 

schemes would only serve the purpose of alluring and exploiting the vulnerable customers. 

  

As “zero per cent interest schemes” are just a marketing gimmick and the interest cost in some way is 

passed on to the customers. The retailers and e-tailers have come out with “zero cost EMIs” which is 

different from “zero per cent interest schemes” as interest is charged to the buyer, but the interest 

expenses is nullified/covered which leads to zero cost EMIs in the ways as discussed below. 

There are two ways in which zero cost EMIs schemes work. 

a) When a discount is equivalent to interest  

b) When the interest amount is added to the product price 

 Here's a look at how these schemes work.  

 

a) When a discount is equivalent to interest  

The most popular way through which online e-tailers offer 'No-cost EMI' is by offering discounts 

equivalent to the total amount of interest to be paid.  

 

Suppose a phone costs Rs 15,000. Under the three-month EMI plan, the interest rate charged is 15 per 

cent, the interest amount would come upto Rs 2,250.  

 

Here's how the 'No-cost EMI plan' on the online platforms will work:  

Particulars Amount 

Cost of Mobile Phone Rs.15,000 

Discount offered (Rs 2,250) 
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Cost of Mobile phone post discount Rs 12,750 

Total interest to be paid under EMI (In case of purchase on EMI) Rs 2,250 

Total amount to be paid Rs.15,000 

  

Thus, as it is a three-month EMI plan, after subtracting the discount and adding interest cost, EMI would 

be Rs 5,000 payable for three months. 

Essentially, the original price of the phone is paid in installments, the retailer gets the discounted price and 

the balance (i.e., the 'discount amount') goes to pay the interest on the loan. The total price gets divided 

into price paid to retailer plus interest paid to financier. Except that this break up may not be shown 

upfront. 

If the buyer pays the full price of the phone upfront, the phone might be available at a discounted price of 

Rs 12,750. However, such upfront discounts are not available on few websites though the full price is paid 

upfront. That being the case here, it would be beneficial for the buyer to purchase at zero cost EMI as the 

cost would be same even though the payment would made in the future and not upfront.    

Bifurcation of expenses into capex and revenue expenditure in case of business/income from 

other sources - 

One noteworthy point here is that, in case it is a capital expenditure, then the capex would reduce to the 

extent of interest paid if the asset is ready to use/put to use as the case may be. Accordingly, the expenses 

would be classified for depreciation calculations. 

b) When the interest amount is added to the product price 

Another way in which such schemes work is by adding the interest cost to the price of the product. 

Suppose a mobile costs Rs 15,000. The retailer offers the product under the 'No-cost EMI' plan for Rs 

17,250. Here, the interest of Rs 2,250 is already added to the cost of the product and will be paid as and 

when the loan is repaid.  
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Particulars Amount 

Actual Cost of the product Rs.15,000 

Interest to be paid while buying on EMI Rs,2,250 

Offer Price under Zero Cost EMI Scheme Rs.17,250 

Total Cost to be paid via EMI Rs.17,250 

  

Therefore, as it is a three-month EMI plan, the amount payable will be Rs 5,750. 

Thus, 'No cost EMIs' is a misnomer because cost or interest on the loan is built into the EMI except that 

the break up may not be clearly visible to the buyer upfront. The buyer may find the details if he looks 

deeper into the terms and conditions of the deal. 

 

 

- Prashanth Goel M 
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Update 142 
BLOCKCHAIN 
 

AN INSIGHT ON HOW BLOCKCHAIN TECHNOLOGY WORKS!! 

 

BLOCKCHAIN – “A REVOLUTIONARY CHANGE IN THE SYSTEM OF RECORDING 

AND STORING DATA”. 

 

As and when there were inventions, a particular gap in the world reduced drastically. Say 

for example: 

1) With the invention of the printing press, “knowledge gap” was mitigated 

2) With the invention of engine, the “power gap” was reduced. 

3) With the invention of internet, the “distance gap” was diminished. The 

world got transferred into a global village. 

4) The next gap that we will be talking about is that of “trust”. In today’s 

business, trust plays a fundamental role and its really difficult to trust another 

person. 

Trust is a risk judgement between different parties, and in the digital world, determining 

trust often boils down to proving identity (authentication) and proving permissions 

(authorization). But how  authentic these identity proofs and authorization techniques 

are?? Anything can be tampered today. This gap is now mitigated with the innovation 

of Blockchain technology.” 

WHAT IS BLOCKCHAIN?? 

 

A blockchain is a decentralized, distributed and public digital ledger that is used to 

record transactions across many computers so that the record cannot be altered 

retroactively without the alteration of all subsequent blocks and the consensus of the 

network. 

 

In simple terms, blockchain is combination of various blocks that store information 

within. These blocks are connected to each other with the help of Cryptographic 

hash. Thus the name Blockchain. 

 

A blockchain database is managed autonomously using a peer-to-peer network and a 

distributed time-stamping server. 

 

UNDERSTANDING THE WORKING OF BLOCKCHAIN 

Blockchain is not a completely unfamiliar topic all together. Let us connect it to a well-

known concept called Wikipedia to comprehend the same. 

https://en.wikipedia.org/wiki/Decentralized_computing
https://en.wikipedia.org/wiki/Distributed_computing
https://en.wikipedia.org/wiki/Peer-to-peer
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1) With a blockchain, many people can write entries into a record of information, and 

a community of users can control how the record of information is amended and 

updated. Likewise, Wikipedia entries are not the product of a single publisher. No 

one person controls the information. 

 

2) While both run on distributed networks (the internet), Wikipedia is built into the 

World Wide Web (WWW) using a client-server network model and Blockchain 

makes the use of Peer to Peer network (P2P Network).  This feature of 

blockchain makes it a distributed ledger. 

 

3) A user (client) with permissions associated with its account is able to change 

Wikipedia entries stored on a centralized server. Whenever a user accesses the 

Wikipedia page, they will get the updated version of the 'master copy' of the 

Wikipedia entry. Control of the database remains with Wikipedia administrators 

allowing for access and permissions to be maintained by a central authority. 

Whereas, the distributed database created by blockchain technology has a 

fundamentally different digital backbone. A distributed network reduces the risk 

of centralized corruption or failure. In the case of a blockchain, every node in the 

network is coming to the same conclusion, each updating the record 

independently, with the most popular record becoming the de-facto official record 

in lieu of there being a master copy. 

 

BUT HOW DOES BLOCKCHAIN SECURE DATA? 

➢ Blockchain utilises cryptography techniques to secure the data from being 

manipulated. 

➢ Blocks hold batches of valid transactions that are hashed and encoded into 

a Merkle tree. 

https://en.wikipedia.org/wiki/Transaction_processing
https://en.wikipedia.org/wiki/Merkle_tree
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➢ Each block includes the cryptographic hash of the prior block in the blockchain, 

linking the two. The linked blocks form a chain. 

➢ This iterative process confirms the integrity of the previous block, all the way back 

to the original genesis block. (Genesis block is the first block on the blockchain) 

 

The result of blockchain is “A system for digital interactions that does not 

need a trusted third party”. 

APPLICATION 

The most important thing that one should be aware of is where is this technology being 

applied: 

1) Cryptocurrencies: the bitcoin network and Ethereum network are blockchain-

based. 

2) Smart contracts: Blockchain-based smart contracts are proposed contracts that 

could be partially or fully executed or enforced without human interaction. 

3) Most of the financial institutions are implementing this distributed ledger to 

store data and many more….. 

DOES THIS TECHNOLOGY HAS RELEVANCE TO OUR PROFESSION?? 

Definitely yess. There are a few challenges faced in the current accounting system. 

Namely: 

1) Current regime relies upon managers to swear that their books are in order. AIG, 

Lehman brothers, Worldcom, Tyco and Toshiba show management doesn’t 

always act with integrity. 

2) Human error is a leading cause of accounting mistakes. The accounting is manual 

and also time consuming. This requires an entire reconciliation process resulting in 

a detailed audit and making it altogether difficult. 

https://en.wikipedia.org/wiki/Cryptographic_hash
https://en.wikipedia.org/wiki/Iteration
https://en.wikipedia.org/wiki/Bitcoin_network
https://en.wikipedia.org/wiki/Ethereum
https://en.wikipedia.org/wiki/Smart_contract
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Here, blockchain comes to our rescue. If all these transactions are recorded on a 

blockchain, data becomes more reliable as data recRoded in the distributed ledger 

is permanent and unalterable. Thus reducing the difficulty in audit process. Let us 

have a look in the below example of triple entry accounting which makes the use 

of blockchain ledger. 

 

In the real world, businesses deal with huge number of persons and have umpteen 

number of transactions. A reconciliation of all these records is a tedious job and difficult. 

In such circumstances the above method of accounting can be used to reduce the number 

of reconciliations required to be made and making the job of professionals easier!! 

 

 

                            

                                                                Vaishnavi G R 
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Update 143 
Alternative Minimum Tax 
 

What is an 'Alternative Minimum Tax - AMT' 

An alternative minimum tax (AMT) recalculates income tax after adding certain tax preference items back 

into adjusted gross income. AMT uses a separate set of rules to calculate taxable income after allowed 

deductions. Preferential deductions are added back into the taxpayer's income to calculate his or her 

alternative minimum taxable income (AMTI), and then the AMT exemption is subtracted to determine the 

final taxable figure. 

Applicability: 

1. The primary condition for applicability of AMT is that the assessee should be Non Corporate. 

2. Such assessee should have claimed deduction under 

i. Chapter VI heading C –attached ( Deductions in respect of certain incomes except u/s 80P) or 

ii.  under section 10AA ( Profit derived by SEZ Units) or 

iii. Section 35AD ( Deduction for expense on specified business) 

Non Applicability: 

AMT is not applicable if: 

1. The Assessee is a corporate assessee 

2. The Assessee is an Individual, HUF, AOP, BOI (whether incorporated or not), Artificial Judicial 

Person and its Adjusted Total Income does not exceed Rs. 20 Lakhs  

Credit & carry Forward: 

AMT is payable if the normal tax liability is less than the AMT liability (AMT > Normal Tax). 

If in any year AMT is payable then the difference between the Normal Tax Payable and AMT paid is 

allowed as AMT Credit and can be adjusted with normal tax liability in subsequent/ future year in which 

the normal income tax payable exceeds the AMT. However, AMT Credit is not allowed to be carried 

forward for infinity but only upto 10 FYs succeeding the FY in which such AMT is paid. 

Some Key Points: 

1. Save as otherwise provided in this Chapter, all other provisions of this Act shall apply to a non-

corporate referred to in this Chapter. Hence, all other provisions relating to Advance tax, interest 

under sections 234A, 234B and 234C penalty, etc. shall apply to such non-corporate also. 
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2. Section 115JC lays down that an assessee liable to AMT should obtain a report in a prescribed format 

from an Chartered Accountant, certifying that the adjusted total income and the alternate minimum 

tax have been computed in accordance with the provisions of Chapter XIIBA and furnish the same on 

or before the due date of filing of the return u/s. 139(1). 

3.  Deductions u/s 80 C to 80GGc,80 U and 80P are not to be added back in calculation of Adjusted 

Total Income 

4.  Even if in any subsequent year the chapter of 115JC is not applicable, the assessee can claim credit in 

such previous year. 

 

- Rishab J 
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Update 144 
Valuation Of Startups 
 

"How do investors value startups?" 

 

Here is a brief on few of the methods one can use to value a company.  

A startup is like a box. A very special box 

The box has a value. The more things you put in the box, the more its value increases. Add a patent in the 

box, the value increases. Add a management team in the box, the value increases. Easy, right? 

 
The box is also magic. When you put $100 inside, it will return you $200, $300 or even $1000! Amazing! 

Problem is, building a box can be very expensive. So you need to go and see people with money  — let’s call 

them investors — and offer them a deal that sounds a bit like this:  

“Give me $100k to build a box, and you get X% of everything that comes out of it.”  

But how much should “X” be?   

It depends on the Pre-Money Valuation, e.g. the value of the box at the moment of the investment. But 

calculating the Pre-Money Valuation is tricky. So here are 7 different valuation methods to let you 

understand how to determine Pre-Money Valuation.  

1. Value your startup with the Berkus Method 

The Berkus Method is a simple and convenient rule of thumb to estimate the value of your box. It was 

designed by Dave Berkus, a renowned author and business angel investor. The starting point is: do you 

believe that the box can reach $20M(Rs.146 cr) in revenue by the fifth year of business? If the answer is yes, 

then you can assess your box against the 5 key criteria for building boxes. 

https://en.wikipedia.org/wiki/Pre-money_valuation
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This will give you a rough idea of how much your box is worth (AKA pre-money valuation) and more 

importantly, what you should improve. Note that according to Berkus, the pre-money valuation should not 

be more than $2M(Rs. 146 cr approx) 

The Berkus Method is meant for pre-revenue startups. 

2. Value your startup with the Risk Factor Summation Method 

The Risk Factor Summation Method or RFS Method is a slightly more evolved version of the Berkus 

Method. First, you determine an initial value for your box. Then you adjust said value for 12 risk factors 

inherent to box-building. 

 

 

Initial value is determined as the average value for a similar box in your area, and risk factors are modelled 

as multiples of $250k(Rs.1.83 crs), ranging from $500k(Rs.3.66 crs) for a very low risk, to -$500k(Rs.3.66 
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crs) for a very high risk. The most difficult part here, and in most valuation methods, is actually finding data 

about similar boxes. 

The Risk Factor Summation Method is meant for pre-revenue startups.  

3. Value your startup with the Scorecard Valuation Method 

The Scorecard Valuation Method is a more elaborate approach to the box valuation problem. It starts the 

same way as the RFS method i.e. you determine a base valuation for your box, then you adjust the value for 

a certain set of criteria. Nothing new, except that those criteria are themselves weighed up based on their 

impact on the overall success of the project. 

 
You're box is 17.5% better than an average similar box. 

 

4. Value your startup with the Comparable Transactions Method 

The Comparable Transactions Method is really just a rule of three. 
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Depending on the type of box you are building, you want to find an indicator which will be a good proxy 

for the value of your box. This indicator can be specific to your industry: Monthly Recurring Revenue , HR 

headcount, Number of outlets (Retail), Patent filed . Most of the time, you can just take lines from the 

P&L : sales, gross margin, EBITDA, etc.   

The Comparables Transactions Method is meant for pre- and post-revenue startups.  

5. Value your startups with the Book Value Method 

Forget about how magical the box is, and see how much 1 pound of cardboard is worth. 

The book value refers to the net worth of the company i.e. the tangible assets of the box i.e. the “hard 

parts” of the box. 
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The Book Value Method is particularly irrelevant for startups as it is focused on the “tangible” value of the 

company, while most startups focus on intangible assets : RD (for a biotech), user base and software 

development (for a Web startup), etc.   

6. Value your startup with the Liquidation Value Method 

Rarely good from a seller perspective, the liquidation value is, as implied by its name, the valuation you 

apply to a company when it is going out of business. 

Things that counts for a liquidation value estimation are all the tangible assets: Real Estate, Equipment, 

Inventory… Everything you can find a buyer for in a short span of time. The mindset is: if I sell whatever 

the company can in less than two months, how much money does that make ? All the intangibles on the 

other hand are considered worthless in a liquidation process (the underlying assumption is that if it was 

worth something, it would have already been sold at the time you enter in liquidation): patents, copyright, 

and any other intellectual property.  

Practically, the liquidation value is the sum of the scrap value of all the tangible assets of the company. 

For an investor, the liquidation value is useful as a parameter to evaluate the risk of the investment: a higher 

potential liquidation value means a lower risk. For example, all other things equal, it is preferable to invest in 

a company that owns its equipment compared to one that leases it. If everything goes wrong and you go out 

of business, at least you can get some money selling the equipment, whereas nothing if you lease it. 

So, what is the difference between book value and liquidation value ? If a startup really had to sell its assets 

in the case of a bankruptcy, the value it would get from the sale would likely be below its book value, due to 

the adverse conditions of the sales. 

 
So liquidation value < book value. Although they both account for tangible assets, the context in which 

those assets are valued differs.  
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7. Value your startup with the Venture Capital Method 

As its name indicate, the Venture Capital Method stands from the viewpoint of the investor. 

An investor is always looking for a specific return on investment, let’s say 20x. Let's assume the investor 

thinks that your box could be sold for $100M in 8 years. Based on those two elements, the investor can 

easily determine the maximum price he or she is willing to pay for investing in your box, after adjusting for 

dilution. 

 

 
Valuations are a good starting point when considering fundraising. They help building up the reasoning 

behind the figures and objectify the discussion. But in the end, they are just the theoretical introduction to a 

more significant game of supply and demand.   

 

Note: All these methods are not adopted by the Indian Valuation standards(IVS-103 Valuation 

approaches and methods). 

 

- Deeksha Namburi 
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Update 145 

Nothing can be certain except DEATH & TAXES – Benjamin Franklin 

ತೆರಿಗೆ ಒಪ್ಪ ಂದ : An overview & Importance 

• Taxation is the price which civilized communities pay for the opportunity of remaining 

civilized. –Taxation 

• Collecting more taxes than necessary is absolutely legalized robbery - Double Taxation. 

• The difference between tax avoidance and tax evasion is the thickness of a prison wall -

 Non taxation. 

The taxability of a foreign country depends upon two factors,whether it is doing business with 

that country (source based tax) or in that country (residence based tax). 

What is Double taxation? Double taxation is levying of tax by two countries on the same income of 

an assessee. Double taxation is usually an issue for NRI’s and Foreign Nationals doing business 

in India. Therefore, the double tax liability of an assessee is mitigated by countries through tax 

treaties entered between countries. India has Double Taxation Avoidance Agreements (DTAA) 

with 84 countries. 

Now, An important part of DTAA is the MAP - Mutual Agreement Procedure.  

Below is the MAP which was in news for the long pending Nokia Case between India and 

Finland 

On 21st April 2018,India and Finland reached an agreement on the tax dispute with Nokia under 

Mutual Agreement Procedure (MAP) system. 

Background : 

At its peak, the Nokia India (Chennai Branch factory) was the world's largest mobile phone plant, 

employing 6,600 people and producing more than 15 million phones a month. A report of Indian Cellular 

Association claimed that mobile phone export from India crashed by 70 per cent to Rs 2,450 crore in 

2014, down from Rs 11,850 crore in 2013, due to production getting affected at this plant. The uncertainty 

had eventually led Nokia to shift production to a new factory in Vietnam. Why did this happen?? Lets see, 

In March 2013, the Income Tax Department had issued a tax demand of around Rs 2,500 crore 

on Nokia India over royalty payments made to its parent company in Finland since 2006. The claim was 

related to Nokia's import of software from its head office in Finland. Nokia India showed the payments 

made for the software as 'purchase transactions’, and not 'royalty payments', and hence said that the 

payment was made without keeping back any withholding tax (TDS) but the government begged to differ, 

i.e., India Govt. demanded TDS upon that payment. The India-Finland Double Taxation Avoidance 

Agreement set a 10 per cent rate for royalties, which was what the taxman (Dept.) was demanding. 
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In tandem, at Nokia India's request, Finland initiated the MAP process under the DTAA in 2013. 

However, the company had also sought to initiate arbitration under the Bilateral Investment Promotion 

and Protection Agreement in 2014, but did not pursue it after the Indian government's response through 

the MAP avenue - the all-new government under Narendra Modi had been advocating the use of MAP for 

solving cross-border tax disputes instead of arbitration. Under MAP, settling a case with the other 

government essentially means closing all pending proceedings related to a tax matter. The discussions on 

MAP eventually bore fruit and the deal was sealed and Nokia India finally came to a deal to  pay tax of 

Rs 1,600 crore instead of Rs.2,500 crore. 

IT Dept also had raised Rs 10,000 crore tax on Nokia Corp.(Finland) for the same transaction on the 

grounds that it had a permanent establishment in India. It was not found sustainable and got dropped.  

When software giant Microsoft acquired Nokia's mobile devices business for about $7.5 billion in 2014, it 

kept the Sri perumbudur (this Nokia's Chennai Branch) factory out of the deal due to the asset freeze 

imposed by the Income Tax Department. In March 2014, the Tamil Nadu government also served a Rs 

2,400 crore sales tax bill to Nokia, saying the firm sold products from the Chennai plant in the domestic 

market instead of shipping them overseas.  Nokia eventually suspended all operations from November 1, 

2014. 

Even on its closure it had to pay taxes. 

 

- Dennis Lobo J 
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Update 146 
Margin requirements in currency market 
 

The contract 

We make an extremely critical assumption at this stage – we will assume you are familiar with 

how Future and Option contracts work. 

 

Technical Analysis plays an important role in setting up short term currency trades, so we’ll assume you 

know Technical Analysis as well. 

 

If you are not familiar with these topics, then I’d strongly suggest you to read through these modules 

before proceeding further. The currency and commodities market is largely a Futures market; hence a 

working knowledge of these derivative instruments is the key. 

 

Now, assuming you understand these concepts fairly well, let us begin by slicing and dicing the USD INR 

futures contract. The contract specification of the USD INR futures gives us insights on the trade logistics. 

 

Here are the salient features of the USD INR pair – 

Particular Details Remark 

Lot Size $1,000 In equity derivatives, lot is 

number of shares, but here it’s 

a dollar amount 

Underlying The rate of Indian Rupee against 1 USD 
 

Tick Size 0.25 Paise or in Rupee terms INR 0.0025 
 

Trading Hours Monday to Friday between 9:00 AM to 5:00 

PM 

 

Expiry Cycle Upto 12 month contracts Note, equity derivatives have 

an expiry upto 3 months 

Last trading 

day 

Contracts trades till 12:30 PM, 2 days prior 

to the last working day 

Equity derivatives continue to 

trade till 3:30 PM of the expiry 

day 

Final 

Settlement day 

Last working day of the month 
 

Margin SPAN + Exposure Usually SAPN is about 1.5%, 

and exposure is around 1%, 

hence roughly about 2.5% is 

the overall margin requirement 

Settlement 

Price 

RBI Reference rate on the day of Final 

settlement 

Closing price of spot 

 

To give you a sense of how this works, let’s take an example – 

 

http://zerodha.com/varsity/module/futures-trading/
http://zerodha.com/varsity/module/option-theory/
http://zerodha.com/varsity/module/technical-analysis/
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This is the 15 minute chart of the USD INR pair, as you can see the encircled candle has formed a bearish 

Marubuzo. One can initiate a short trade based on this, keeping the high of the Marubuzo as the stoploss. 

Note that I’m not trying to justify a trade here, my objective is to showcase how the USD INR contract 

works. 

 

The trade details are as below – 

Date: 1st July 2016 

Position – Short 

Entry – 67.6900 

SL – 67.7500 

Number of lots to short – 10 

1 lot of USD INR = $ 1000 

Contract value of 1 lot of USD INR = Lot size * price 

=1000 * 67.7000 

=67,700 

The margin required for this can be fetched from Zerodha’s margin calculator; here is the snapshot of the 

same. 

As you can see, the margin required to initiate a fresh position in USD INR is about Rs.1,524/-. Therefore 

on a contract size of 67700, this works out to – 

1525/67700 

= 2.251% 

Out of this, I’m guessing about 1.5% would be SAPN margin requirement (read as minimum margin 

required as per exchange) and the rest as exposure margin. 

Further, the idea is to short 10 lots, hence total margin required is – 

10 * 1525 

= 15,250/- 

A point to note here – when trading equity futures, one has to earmark anywhere between 15% and 65% 

of the contract value as margins, this obviously varies from stock to stock. In contrast to equities, the 

margin charged in currencies is way lower. This should give you a sense of how leveraged currency trading 

really is. 

On the other hand, currency sticks to a tight trading range compared to equities. Hence higher leverage. 

 

 

- Dhanush B S 

 



 

SURESH & CO. 

 

EMERGING THOUGHTS  

 

79 

Update 147 

General Data Protection Regulation 
 

The general data protection regulation law was implemented on 25/05/2018 made by European 
parliament and Council of the European Union replacing Data protection directive. 

It is a regulation in EU law on data protection and privacy for all the individuals within the European 

union (EU) and the European Economic area (EEA). European economic area is a area in which 

agreement on EEA provides for free movement of persons,  goods and capital within the European single 

market , including the freedom to choose the residence in any country within the area. The regulation also 

addresses the export of personal data outside the EU and EEA areas.  The GDPR aims primarily to give 

control to individuals over their personal data and to simplify the regulatory environment for international 

business by unifying the regulation within EU. 

How did it come about 

In January 2012, the European commission set out plans for data protection reform across the European 

Union in order to make Europe ' fit for the digital age'. Almost four years later, agreement was reached on 

what is that involved and how it will enforced. 

The digital future of Europe can only be built on trust. With solid common standards for data protection, 

people can be sure they are in control of their personal information.  

Scope 

The regulation applies if the data controller (an organisation that collects data from EU residents), or 

processor (an organisation that processes data on behalf of a data controller like cloud service provider), or 

the data subject (person) is based in the EU. Under certain circumstances, the regulation also applies to 

organisations based outside the EU if they collect or process personal data of individuals located inside the 

EU. The regulation does not apply to the processing of data by a person for a "purely personal or 

household activity and thus with no connection to a professional or commercial activity. 

Lawfulness of Processing 

Processing shall be lawful only if and to the extent that at least one of the following applies 

1. the data subject has given consent to the processing of his or her personal data for one or more 

specific purposes; 

2. processing is necessary for the performance of a contract to which the data subject is party or in 

order to take steps at the request of the data subject prior to entering into a contract; 

3. processing is necessary for compliance with a legal obligation to which the controller is subject; 

4.  processing is necessary in order to protect the vital interests of the data subject or of another 

natural person; 
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5.  processing is necessary for the performance of a task carried out in the public interest or in the 

exercise of official authority vested in the controller; 

6. processing is necessary for the purposes of the legitimate interests pursued by the controller or by 

a third party, except where such interests are overridden by the interests or fundamental rights and 

freedoms of the data subject which require protection of personal data. 

Records of processing activities 

Each controller and, where applicable, the controller’s representative, shall maintain a record of processing 

activities under its responsibility. That record shall contain all of the following information: 

1. the name and contact details of the controller and, where applicable, the joint controller, the 

controller’s representative and the data protection officer; 

2.  the purposes of the processing; 

3.  a description of the categories of data subjects and of the categories of personal data; 

4. the categories of recipients to whom the personal data have been or will be disclosed including 

recipients in third countries or international organisations; 

5.  where applicable, transfers of personal data to a third country or an international organisation, 

including the identification of that third country or international organisation, the documentation 

of suitable safeguards. 

Each processor and, where applicable, the processor’s representative shall maintain a record of all 

categories of processing activities carried out on behalf of a controller, containing: 

1. the name and contact details of the processor or processors and of each controller on behalf of 

which the processor is acting, and, where applicable, of the controller’s or the processor’s 

representative, and the data protection officer; 

2. the categories of processing carried out on behalf of each controller; 

3.  where applicable, transfers of personal data to a third country or an international organisation, 

including the identification of that third country or international organisation,  the documentation 

of suitable safeguards. 

 

- Pragathi R 
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Update 148 
Secondary Adjustment 
 

One of the worries of the assessee’s in relation to transfer pricing is the adjustment. One was not sufficient 
so one more introduced. 

Primary Adjustment: Such an adjustment is done for tax purposes so that the Revenue does not suffer due 

to non-arm's length pricing. The price adjustment itself does not usually enter the books of accounts; only 

the resultant tax and interest impact is captured in the books of accounts 

Given the two-sided impact of transfer pricing, in all situations involving Primary Adjustment, both the 

parties involved would have, therefore, booked the actual transaction at a non-arm's length price. One 

party would have paid lesser than the arm's length price, and the other would have received less than the 

arm's length price. This would also be reflected in their respective cash positions. An adjustment to 

address the impact of such difference between the intercompany price for tax and what is captured in the 

books, is referred to as the Secondary Adjustment. 

As per Income tax Act, 1961- 

92CE. (1) Where a primary adjustment to transfer price,— 

(i) has been made suo motu by the assessee in his return of income; 

(ii) made by the Assessing Officer has been accepted by the assessee; 

(iii) is determined by an advance pricing agreement entered into by the 

assessee    under section 92CC; 

(iv) is made as per the safe harbour rules framed under section 92CB; or 

(v) is arising as a result of resolution of an assessment by way of the mutual agreement 

procedure under an agreement entered into under section 90 or section 90A for 

avoidance of double taxation, 

the assessee shall make a secondary adjustment: 

Provided that nothing contained in this section shall apply, if,— 

(i) the amount of primary adjustment made in any previous year does not exceed one crore 

rupees; and 

(ii) the primary adjustment is made in respect of an assessment year commencing on or 

before the 1st day of April,2016. 

(2) Where, as a result of primary adjustment to the transfer price, there is an increase in the total 

income or reduction in the loss, as the case may be, of the assessee, the excess money which is 

available with its associated enterprise, if not repatriated to India within the time as may be 
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prescribed, shall be deemed to be an advance made by the assessee to such associated 

enterprise and the interest on such advance, shall be computed in such manner as may be 

prescribed. 

(3) For the purposes of this section,— 

(i) "associated enterprise" ………- sub-section (1) and sub-section (2) of section 92A; 

(ii) "arm's length price"  - clause (ii) of section 92F; 

(iii) "excess money" means the difference between the arm's length price determined in 

primary adjustment and the price at which the international transaction has actually 

been undertaken; 

(iv) "primary adjustment" to a transfer price, means the determination of transfer price in 

accordance with the arm's length principle resulting in an increase in the total income 

or reduction in the loss, as the case may be, of the assessee; 

(v) "secondary adjustment" means an adjustment in the books of account of the assessee 

and its associated enterprise to reflect that the actual allocation of profits between the 

assessee and its associated enterprise are consistent with the transfer price determined 

as a result of primary adjustment, thereby removing the imbalance between cash 

account and actual profit of the assessee. 

  

  

  

  

  

  

  

  

  

  

For example, let’s take a case of a captive service provider, Company A, providing services to its Principal, 

Company B on a cost plus basis: 

➢ Actual transaction price: Cost of 1000 + 10% mark -up = 1100 

Situation Relevant date 

TP adjustment made by assessee suo- moto 
Due date of furnishing 

return U/s 139(1) 

TP adjustment made as per Advance 

pricing agreement 

Due date of furnishing 

return U/s 139(1) 

TP adjustment made as per safe harbor 

rules 

Due date of furnishing 

return U/s 139(1) 

TP adjustment made by Assessing officer/ 

Transfer pricing officer, which is accepted 

by assesse 

Date of relevant order 
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➢ Arm’s length price: Cost of 1000 + 15% mark-up = 1150 

➢ Primary adjustment in the hands of Company A: 1150 – 1100 = 50 on which tax will be paid 

➢ Excess cash in the hands of Company B: 50 

A Secondary Adjustment seeks to address the impact of the excess cash of 50 in the hands of Company B. 

Put differently, it seeks to address the impact of cash deficit of 50 in the hands of Company A. 

  

Had the transaction been conducted at arm’s length originally, the amount of 50 would have been reported 

in the books of accounts of Company A, and collected in the ordinary course of business. Eventually, 

Company A would incur cost related to repatriation of the amount of 50. 

  

Per Finance Bill 2017, Secondary Adjustment is proposed to operate in the following manner: 

➢ Every company with a Primary Adjustment must capture such amount (50) in its books of 

accounts, and also the books of accounts of the related party 

➢ The amount so booked (50) must be received within a stipulated period, else interest would be 

applied at a specified rate (to be prescribed) 

In other words, if the amount of primary adjustment is not received into the country, such balance would 

be treated as an advance on which interest would be applied in a manner, yet to be prescribed. 

All in all, a Secondary Adjustment is a mechanism to ensure that full effect is given, as if the international 

transaction were originally undertaken at the arm's length price.   

 

- Isha R 
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Update 149 
An Overview of Producer Companies 
 

An overview of Producer Companies registered under Companies Act, 1956. 

 

What is a Producer Company? 

A producer company can be defined as a legally recognized body of farmers/ agriculturists with the aim to 

improve the standard of their living, and ensure a good status of their available support, incomes and 

profitability. Under Companies Act 1956, a Producer Company can be formed by 10 individuals (or more) 

or 2 institutions (or more) or by a combination of both (10 individuals and 2 institutions) 

Although, the status of a producer company shall be that of a private company, strictly speaking, it cannot 

be construed as a private company in terms of Companies Act, 1956 which defines a private company. In 

terms of restriction on the transfer of shares, a producer company shall be restricted to make any 

invitation to the public for subscription of any shares or debentures of the company or accept any 

invitation of deposits.  

 

Objectives of Producer Companies: - 

The objects of the Producer Company shall relate to all or any of the following matters, namely: 

a. Production, harvesting, procurement, grading, pooling, handling, marketing, selling, export of 

primary production of the Members or import of goods or services for their benefit, provided that 

the Producer Company may carry on any of the activities specified in this clause either by itself or 

through other institution. 

b. Processing including preserving, drying, distilling, brewing, vinting, canning, and packaging of the 

produce of its Members 

c. Manufacture, sale or supply of machinery, equipment or consumables mainly to its Members. 

d. Providing education on the mutual assistance principles, to its Members and others. 

e. Rendering technical services, consultancy services, training, research and development and all other 

activities for the promotion of the interests of its Members. 

f. Generation, transmission, and distribution of power, revitalization of land and water resources, 

their use, conservation and communication relatable to primary produce. 

g. Insurance of producers or their primary produce. 

h. Promoting techniques of mutuality and mutual assistance. 

i. Welfare measures or facilities for the benefit of Members as may be decided by the Board. 

Benefits for Producer Companies 

The following are the benefits enjoyed by a Producer Company: - 

• The members of the producer company initially will receive the value for the produce pooled and 

supplied as determined by the directors. This amount will be given out later in the form of cash/ 

kind/ equity shares. 
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• The members of the producer company will be entitled to get bonus shares in the same proportion 

to the shares held by them. 

• The surplus (after providing provision for payment of limited return and reserves) may be given as 

patronage bonus to the members of the producer company. 

Loans and Investments 

As mentioned above the Producer Company consist of individuals who are primary producers, and thus, 

are in need of financial support from time to time. Hence, a special provision under the companies acts 

1956 was passed for giving loans to producer members. A Producer Company can provide financial 

assistance to its members through: - 

• Credit facility: This is available to any member for a period not exceeding six months (such 

facility must be in connection with the business of the Company). 

• Loans and advances: These are provided to the producer member against security, repayable 

within a period not exceeding seven years from the date of disbursement of such loans or 

advances. 

• NABARD Loan: NABARD provides support and financial assistance to meet the needs of 

Producer Companies. In 2011, NABARD set up a Rest. 50 crore Producer Organisation 

Development Fund (PODF), out of its operating surplus. 

Tax Benefit (Taxability of Producer Company) 

Income Tax Act, 1961 under section 10(1) exempts the agricultural income. However, the exemption 

provided under section 10(1) for the agricultural income sometimes vary on the basis of the agricultural 

activity carried out. It does not specify any specific tax benefit which essentially provides special tax 

benefits or exemptions to producer companies by its definition. But subject to the agricultural activity 

carried out by the producer company, certain tax benefits and exemption can be availed. 

For example, income derived from selling the grown green tea leaves is an agricultural income under the 

Income Tax Act and it is 100 % tax-free. However, if the tea leaves are further processed for the 

manufacturing of tea, only 60% of such income will be considered as agricultural income and 40% of such 

income will be taxed. 

Thus, it is apparent that the tax benefit and exemption to a producer company is totally depending upon 

the activity it carries on 

Insertion of New section 80PA in Finance Act, 2018 

Deduction in respect of certain income of Producer Companies. 

Where the gross total income of an assessee, being a Producer Company having a total turnover of less 

than one hundred crore rupees in any previous year, includes any profits and gains derived from eligible 

business, there shall, be allowed, in computing the total income of the assessee, a deduction of an 

amount equal to one hundred per cent of the profits and gains attributable to such business for the 
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previous year relevant to an assessment year commencing on or after the 1st day of April, 2019, but before 

the 1st day of April, 2025. 

In a case where the assessee is entitled also to deduction under any other provision of this Chapter, the 

deduction under this section shall be allowed with reference to the income, if any, as referred to in this 

section included in the gross total income as reduced by the deductions under such other provision of this 

Chapter. 

 Duties of auditor 

The auditor shall report on the following additional matters relating to the producer company namely:- 

1)  the amount of debts due along with particulars of bad debts if any; 

2)  the verification of cash balance and securities; 

3)  the details of assets and liabilities;  

4)  all transactions which appear to be contrary to the provisions of this Part; 

5)  the loans given by the producer company to the directors; 

6)  the donations or subscriptions given by the producer company;  

7)  any other matter as may be considered necessary by the auditor. 

Note- 

The Companies Act, 2013 does not contain the provisions of Producer Companies. 

However, Section 465(1) of CA, 2013 reads as follows- 

Provided that the provisions of Part IX A of the Companies Act,1956 shall be applicable mutatis mutandis 

to a Producer Company in a manner as if the Companies Act, 1956 has not been repealed until a special 

Act is enacted for Producer Companies. 

 

- Harsh Jain  
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Update 150 
Blue & Red Ocean Stratergy 
 

A vision without strategy remains an illusion. 

And, strategy without tactics is the slowest route to victory. 

Topic for today's update – Blue Ocean & Red Ocean Strategies 

For any business, the most important aspect for sustaining in the market for a long term is its competitive 

advantage. Without a competitive advantage, a firm has limited economic reasons to exist - its competitive 

advantage is its reason of life. Without it, the firm will decline. Creating a sustainable competitive 

advantage may be the most important goal of any organisation and may be the most important single 

attribute on which each firm must place its most focus. 

Blue Ocean Strategy - In simple words, blue ocean strategy is creation of an uncontested market space. 

This strategy focuses on differentiation and innovation. The background of this strategy runs on these two 

basic fundamentals – “Either introduce a new product in the market or enter into new markets with 

existing products” 

Blue oceans are the places where the demand is created rather than fought over. In blue oceans, 

competition is irrelevant because the rules of the game are waiting to be set. 

In previous years, we have seen many companies adapting blue ocean strategies and getting highly 

rewarded. 

To name some, 

➢ Starbucks is one of the best examples. There were many coffee shops that were more established 

when Starbucks came on the scene. Instead of focusing on their coffee, they worked to brand 

Starbucks as something different, reaching an untapped level of consumers. They offered coffee, 

but they also offered teas, smoothies, and Frappuccino. They also sold CDs and newspapers, 

encouraging coffee lovers to stay around and chat. This allowed Starbucks to become a social 

venue as well. 

➢  Oyo Rooms is another example where Ritesh Agarwal (founder) implemented the blue ocean 

strategy successfully. Back in 2013, when Oyo rooms was started had disrupted the Indian 

hospitality segment with the use of technology. The business model worked under the objective to 

ease travelers to find budget hotels which are on par with star hotels in value offering.  

Red Ocean Strategy - In simple words, red ocean strategy means competing in existing market by 

focusing on current customers and exploiting the existing demands. 

Red Ocean companies try to outperform their rivals to grab a greater share of existing demand. Companies 

in red ocean focus on outperforming their rivals. If someone wins a customer, then it is assumed, someone 

will lose a customer. For example, 
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➢ Jio surely was a sort of blue ocean company. However, its entry into the hyper competitive 

telecommunication market, turned the red ocean more red. With Jio’s existence, other 

telecommunication companies were adversely affected. Few got shut, few merged with others 

while few cut down their prices turning their company into losses. In this price war, all the 

segment companies are trying to earn customers by providing better services at lowest prices.    

Blue Ocean v/s Red Ocean 

 In blue ocean, you are the only winner but in red ocean for someone to win, someone must lose. 

Blue ocean believes in making competition irrelevant while red ocean is all about beating the competition. 

Blue ocean is breaking the value cost trade off, red ocean is making the value cost trade off. 

How does a blue ocean turn into red ocean? 

Initially when the market is new, the market seems like a blue ocean. But as the market space gets 

crowded, prospects for profits and growth reduce.  Products become commodities and cut-throat 

competition turns the ocean bloody red. 

 

- Simran S Jain 
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Disclaimer -The information included above is a summary of recent developments and is not intended 

to be advice on any particular matter. SURESH & CO., expressly disclaims liability to any person in 

respect of anything done in reliance of the contents of these publications. Professional advice should be 

sought before acting on any of the information contained in it. 
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