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Fear of forfeiture: on the Fugitive Economic Offenders Bill

Given the apparent ease with which economic offenders flee India and cock a snook at the
banking and judicial systems, the proposed law to seize their wealth is undoubtedly a welcome
measure. In fact, given the public disquiet over the apparent impunity enjoyed by billionaire
fraudsters living in the safety of foreign climes, any new law is likely to be viewed in a positive
light. However, its success rides on the slim hope that the threat of confiscation of property will act
as a serious deterrent to those seeking to flee or as a big incentive for fugitives to return. Legal
provisions to confiscate the assets of offenders already exist, but these are regarded as somewhat
inadequate. The Fugitive Economic Offenders Bill, which has been cleared by the Cabinet, aims to
make up for the shortcomings and provide a fresh legal framework that would enable the
confiscation of the property of those evading prosecution by fleeing the country or remaining
abroad. From the provision in the Code of Criminal Procedure for attachment of the property of
‘proclaimed offenders’, to sections in Acts targeting smugglers, foreign exchange offenders and
traffickers in narcotics, proceedings for forfeiture of property have been marked by shortcomings
and procedural delays. But laws deemed draconian, such as the Smugglers and Foreign
Exchange Manipulators (Forfeiture of Property) Act, 1976, have not exactly been a success.
Experience has shown that disposal of confiscated assets is not easy, especially at a price
sufficient to recoup losses or pay off all creditors.

Under the Fugitive Economic Offenders Bill, confiscation is not limited to the proceeds of crime,
and extends to any asset owned by an offender, including benami property. Such clauses are
liable for legal challenge, especially if there are third party interests and doubts about real
ownership. Care must be taken to draft a law that is free from legal infirmities from the point of
view of fundamental rights and due process. The government has justified not linking the forfeiture
clause to criminal conviction by citing the principle enshrined in the UN Convention Against
Corruption, which India ratified in 2011. The convention envisages domestic laws for confiscation
of property without a criminal conviction in cases in which the offenders cannot be prosecuted for
reasons of death, flight or absence. The Bill is reasonable in that a fugitive offender will cease to
be one if he or she appears before court. There is a 180-day window during which the property will
remain attached, with a provision for appeal against an order of confiscation. While the utility and
effectiveness of laws are best assessed in the implementation, it is important to ensure they are
fair and reasonable. The shortcomings in previous laws must be avoided, and the new legal
regime impartially enforced.

Receive the best of The Hindu delivered to your inbox everyday!

Please enter a valid email address.

The draft of Assam’s National Register of Citizens is a first step, but it opens up concerns
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To fix the rot in public sector banks, start with the boards

The Rs12,700 crore fraud at Punjab National Bank (PNB) has reopened the debate on
privatization of public sector banks. That debate will take years to resolve as multiple stakeholders
are involved. The interests of bank employees and taxpayers, the political messaging of
privatization, and the government’s own interests as the owner will have to be factored in.

This debate should not distract from the more immediate problem: public sector banks need to put
their houses in order; systems and processes need to be put in place to prevent such frauds.

Thus, the discussion should be around the separation of ownership and professional
management. It should be about ways to strengthen the board and management of public sector
banks and build capacity to address risks. While public sector banks may serve social mandates,
the government should not see them as an extension of itself; such banks should not see
themselves as agents of the state, but as for-profit listed companies. The government can fulfil
these social mandates by paying an adequate price, former Reserve Bank of India (RBI) governor
Raghuram Rajan said.

When the subject of public sector bank autonomy crops up, the discussion revolves around
government interference in lending. Apart from supporting financial inclusion projects and
government bond-buying mandate, PSU bankers often have to extend loans—often said to be
against their good judgement—because of pressure from bureaucrats and ministers. That is a
credit risk, and the first thing that needs to addressed. It has nothing to do with a couple of
employees committing a fraud in some branch which is an operational risk. But a strong board will
play a role in not only introducing best practices in risk management, but ensuring that these are
adhered to.

That brings us to the board then. State-owned banks are regulated in a different way from private
banks. The roles of their boards also are different. Key executive appointments in PSU banks are
recommended by the Bank Board Bureau and then approved by the appointment committee of the
cabinet. The board of a public sector bank doesn’t have the power to fire the CEO for poor
performance or failure in oversight. If such a fraud had occurred in a private sector bank, the
central bank would be well within its powers to remove the board. But in a PSU bank, the power
rests with the government itself. While the board may ensure the government’s bidding is done, it
is powerless to give directions to management and hold it accountable. No wonder then there
seems to be a sameness in PSU bank boards.

Separating ownership from management should start with the government saying that while it will
have its nominee directors to safeguard its interest and provide direction, boards should be free to
set their own vision and mission. They should be free to hire and fire top executives, and roll out
human resource management, governance and compensation strategies as they see fit.

Instead of doing this, the knee-jerk reaction seems to be ordering a probe into non-performing
loans over Rs50 crore. It will create an aura of fear in bankers about vigilance authorities second-
guessing business decisions they had taken. It will be enough to stymie credit growth which has
improved to 11% and was expected to rise further on the back of the rebound in economic growth.

Ultimately, this is also about the government having to resolve the conflicts between its role as a
owner versus the entity responsible for financial stability. As an owner, it wants to promote
financial inclusion, ensure banks keep on buying its bonds and lend to farmers and priority sector
etc. That’s all fine and it can still drive these decisions. However, for financial stability, it needs to
ensure that PSU banks are well run and don’t bring the system to the cusp of contagion, at the
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same time ensuring that taxpayers don’t pick up the burden.

The PNB fraud is a call to action for the government to do the right thing and ensure that the
scope for such frauds is minimised forever. This fraud has delivered a message about the rot that
has crept in over the years. The government can choose to shoot the messenger or go about the
tougher task of reforming the entire public sector banking edifice.

Ravi Krishnan is assistant managing editor, Mint.
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Time for Asia to get serious about debt

China’s debt troubles leaped onto many a front page last week when the government grabbed
control of Anbang Insurance Group, one of its most overextended conglomerates.

The dramatic act amplified Beijing’s determination—and desperation—to curb the soaring debt
imperiling its future. Yet China’s globally acquisitive conglomerates are one part of a challenge
that also involves local-government borrowing and excessive credit. Left unchecked, it will dampen
prospects for Asia’s biggest economy. Even if China doesn’t crash, debt headwinds will lower
revenue growth over the next decade.

China isn’t alone, though, and that gets at a bigger region-wide threat that must be
addressed—the more ungently the better. Asia’s other debt trouble spots include India, Malaysia
and Thailand.

India, for example, faces outsized corporate leverage. Thailand’s main vulnerability involves
household debt; Malaysia’s is a high ratio of external funding. More generally, though, Hong Kong,
Malaysia, Singapore, South Korea and Thailand also feature debt-to-gross domestic product
(GDP) ratios of between 120% and 300%. “From this perspective,” says Priyanka Kishore of
Oxford Economics in Singapore, “Asia does seem to have a debt problem. In fact, a sizeable one.”

The good news is that these debt challenges probably won’t send the region over the cliff. The bad
news: there’s no one-size-fits-all remedy in a region that has long tried to grow its way out of debt
rather than treat the problem directly.

Admittedly, Asia has a bad teacher in Japan, which devised East Asia’s favoured development
model. Since its bubble economy burst in 1990, Japan has borrowed trillions of dollars to stimulate
growth. This nearly three-decade binge built scores of white elephant edifices, international
airports with only a couple of overseas flights and the largest debt burden in the developed world.
Even today, though, Tokyo is still struggling to overcome deflation, revitalize rural communities
and prod cash-rich companies to fatten paychecks.

It’s a tantalizing Catch 22. Reducing debt would make it harder for Japan to grow fast enough to
address its rising debt burden. If Tokyo proved anything these past 28 years, it’s the folly of
policymakers thinking they can grow their way to greater solvency. That, sadly, is China’s current
strategy. Donald Trump’s, too, as he adds another $1.5 trillion to US debt, arguing the gamble will
pay for itself (it won’t).

Such track records bode poorly for China, India, Malaysia and Thailand which, Oxford Economics
finds, “most susceptible to debt-induced spending cutbacks”. In other words, GDP might
immediately suffer from efforts to trim debt. India, of course, has another problem: it lacks a clear
and proven mechanism to engineer bankruptcies so as not to slam top-line GDP.

What’s more, says Kishore, “India is entrenched in the vicious cycle where a highly indebted
infrastructure sector is impinging on investment and growth, which, in turn, is affecting the
corporate sector’s revenues and impacting its ability to reduce debt.”

Other nations face their own idiosyncrasies. The answer, though, is to devise ways to stimulate
domestic demand without increased borrowing. Here, Asia does have some positive trends going
for it, including heady GDP rates, high domestic savings and room for supply-side policy shifts to
increase productivity and incomes.
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“These should act as substantial buffers,” Kishore says. “Even with growth slowing to 3.5% by
2030 (from around 5% currently), we expect Asia to remain the largest contributor to global growth
in the long run.”

That is, if Asia can keep debt from getting in the way. Developing Asia is still poised to outpace
global growth, led by India, China and the Philippines. It’s vital, though, to address the debt-related
headwinds bearing down in Asia, including higher yields and less corporate and household
demand.

A recent Bank for International Settlements report found that debt-to-GDP ratios are rising even in
key financial centres such as Hong Kong and Singapore, places that pride themselves for fiscal
rectitude.

Not surprisingly, China is at the centre of debt worries. It’s by far Asia’s main growth engine—more
than twice the size of Japan. China’s debt is about 260% of the economy’s size, up from 158% in
2005. Beijing has been pledging to curb excessive leverage and credit. That’s partly why President
Xi Jinping’s seizure of Anbang, an unprecedented act against a private insurer, turned so many
heads.

Domestically, Anbang is among the handful of national champions spreading China Inc.’s
tentacles around the globe, including Dalian Wanda Group, Fosun Group, HNA Group and
Zhejiang Luosen Neili.

Internationally, they are the vanguard of Xi’s rising influence. Anbang, in particular, came to
prominence in 2014 by paying $1.95 billion for New York’s fabled Waldorf Astoria Hotel. Now, it’s
at the centre of Xi’s crackdown on runaway debt.

It’s an Asia-wide challenge, though; one best addressed when growth is buoyant and a
synchronized global expansion provides a rare economic tailwind. There’s no time like the present
to get Asia’s fiscal house in order. The future depends on it.

William Pesek, based in Tokyo, is a former columnist for Barron’s and Bloomberg and author of
Japanization: What the World Can Learn from Japan’s Lost Decades.

His Twitter handle is @williampesek.
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CBDT achieves important milestone of 200 APAs
Ministry of Finance

CBDT achieves important milestone of 200 APAs

Posted On: 01 MAR 2018 1:04PM by PIB Delhi

The Central Board of Direct Taxes (CBDT) entered into seven more Advance Pricing
Agreements (APAs) during the month of February, 2018. All the seven are Unilateral APAs.
With the signing of these Agreements, CBDT has crossed an important milestone of having
signed 200 APAs.

 

The total number of APAs entered into by the CBDT till date has gone up to 203. This includes
185 Unilateral APAs and 18 Bilateral APAs. In the current financial year, the CBDT has entered
into 51 APAs so far (44 Unilateral APAs and 7 Bilateral APAs).

 

The seven APAs signed in February pertain to the Pharmaceuticals, Automobiles, Financial and
Food & Beverages sectors of the economy. The international transactions covered in these
agreements include Manufacturing, Provision of Software Development Services, Provision of IT
enabled Services, Payment of Royalty, Provision of Contract R&D Services, Provision of
Marketing Support Services, Distribution, AMP Expenses, Provision of Engineering Design
Support Services, Provision of Sourcing Support Services, Payment of Interest, etc.

 

The APA provisions were introduced in the Income-tax Act, 1961 in 2012 and the “Rollback”
provisions were introduced in 2014. The APA scheme endeavours to provide certainty to
taxpayers in the domain of transfer pricing by specifying the methods of pricing and setting the
prices of international transactions in advance.

 

The progress of the APA scheme strengthens the Government’s resolve of fostering a non-
adversarial tax regime. The Indian APA programme has been appreciated nationally and
internationally for being able to address complex transfer pricing issues in a fair and transparent
manner. It has contributed significantly towards improving the ease of doing business in India.

 

DSM/RM/SS
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Cabinet approves Action Plan for Champion Sectors in Services
Cabinet

Cabinet approves Action Plan for Champion Sectors in
Services

Posted On: 28 FEB 2018 6:25PM by PIB Delhi

          The Union Cabinet chaired by the Prime Minister Shri Narendra Modi has approved
the proposal of the Department of Commerce to give focused attention to 12 identified
Champion Services Sectors for promoting their development, and realizing their potential.
These include Information Technology & Information Technology enabled Services (IT &
ITeS), Tourism and Hospitality Services, Medical Value Travel, Transport and Logistics
Services, Accounting and Finance Services, Audio Visual Services, Legal Services,
Communication Services, Construction and Related Engineering Services, Environmental
Services, Financial Services and Education Services.

 

          The Cabinet has also directed the Ministries/Departments concerned with these
sectors to utilize the available draft sectoral plans to finalize and implement the Action
Plans for the ident i f ied Champion Services Sectors.  The respect ive l ine
Ministries/Departments shall finalize the Action Plans and the implementation timelines
along with a monitoring mechanism to monitor implementation under the overall guidance
of the Committee of Secretaries (CoS) under Cabinet Secretary.

         

          A dedicated fund of Rs. 5000 crores has been proposed to be established to support
initiatives for sectoral Action Plans of the Champion Sectors.

 

Impact

         

          This initiative will enhance the competitiveness of India's service sectors through the
implementation of focused and monitored Action Plans, thereby promoting GDP growth,
creating more jobs and promoting exports to global markets.

 

 

 

Employment Generation Potential
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          Services sector in India has immense employment potential. The proposal will
enhance the competitiveness of India's service sectors through the implementation of
focused and monitored Action Plans, thereby creating more jobs in India, contributing to a
higher GDP and exports of services to global markets.

 

Financial Implications

 

          Certain components of the various sectoral Action Plans that are envisaged to be
prepared, related to elements like creation of required infrastructure, fiscal incentives etc.,
may have financial implications. These details shall be worked out and finalized with due
approvals, as part of the action plans prepared by the respective departments. A dedicated
fund of Rs. 5000 crores has been proposed to be established to support initiatives for
sectoral Action Plans of the Champion Sectors.

         

Benefits

 

          As the Services sector contributes significantly to India's GDP, exports and job
creation, increased productivity and competitiveness of the Champion Services Sectors will
further boost exports of various services from India. Embedded services are substantial
part of 'Goods' as well. Thus, competitive services sector will add to the competitiveness of
the manufacturing sector as well.

 

          The year 2022 marks 75th anniversary of India's independence. The Action Plans to
be prepared and implemented by the Ministries/Departments concerned shall develop a
vision for each of these identified Champion Sectors in the year 2022 and enumerate steps
that need to be taken to achieve that vision.

 

          The share of India's services sector in global services exports was 3.3% in 2015
compared to 3.1% in 2014. Based on this initiative, a goal of 4.2 % has been envisaged for
2022.

 

          The share of services in Gross Value Added (GVA) was about 5 3% for India in
2015-16 (61 % including construction services). A goal of achieving a share of services in
GVA of 60 % (67% including construction services) has also been envisaged by the year
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Background

 

          The Group of Secretaries in their recommendations to the Prime Minister, had
identified ten Champion Sectors, including seven (7) manufacturing related sectors and
three (3) services sectors, for promoting their development and achieving their potential It
was subsequently decided that Department of Industrial Policy and Promotion (DIPP), the
nodal department for 'Make in India', would spearhead the initiative for the Champion
Sectors in manufacturing and Department of Commerce would coordinate the proposed
initiative for the Champion Sectors in Services. Accordingly, Department of Commerce,
with wide stakeholder consultation coordinated the preparation of draft initial sectoral
reform plans for several services sectors and, subsequently the action plan.

 

****

AKT/VBA
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Cabinet approves Agreement between India and Jordan on Cooperation and Mutual
Administrative Assistance in Customs Matters
Cabinet

Cabinet approves Agreement between India and Jordan on
Cooperation and Mutual Administrative Assistance in
Customs Matters

Posted On: 28 FEB 2018 6:24PM by PIB Delhi

          The Union Cabinet chaired by Prime Minister Shri Narendra Modi has approved the signing
and ratifying an Agreement between India and Jordan on Cooperation and Mutual Administrative
Assistance in Customs Matters.

 

The Agreement will help in the availability of relevant information for the prevention and
investigation of Customs offences. The Agreement is also expected to facilitate trade and ensure
efficient clearance of goods traded between the countries.

Background:

The Agreement would provide a legal framework for sharing of information and intelligence
between the Customs authorities of the two countries and help in the proper application of
Customs laws, prevention and investigation of Customs offences and the facilitation of legitimate
trade. The draft text of the Agreement has been finalized with the concurrence of the two Customs
Administrations. The draft Agreement takes care of Indian Customs' concerns and requirements,
particularly in the area of exchange of information on the correctness of the Customs value, tariff
classification and origin of the goods traded between the two countries.

****

AKT/VBA
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The Fugitive Economic Offenders Bill is a welcome step

Nirav Modi is a fugitive from justice. His disappearing act complicates any serious attempt to
recover the money that is due to banks and also hampers the criminal investigation. Yet, the far
deeper impact is that citizens will continue to ask whether the rule of law applies to influential
businessmen who have escaped to another country after defaulting. Such undermining of
institutional trust in the rule of law is never a good sign. Thus, the news that the government is
planning to introduce a new law against such economic offenders is welcome. In February 2017,
in his Budget speech finance minister Arun Jaitley had said that there was a need for legislation to
deal with economic offenders who have fled the country.

There have been several moves against economic offenders over the past few years — ranging
from clear rules from the Reserve Bank of India on how to identify wilful defaulters to the new
insolvency framework that empowers creditors to take control of the assets of defaulters. These
policies assume that the economic offender remains within the country. The existing rules or laws
are of little use in case the economic offender remains outside the jurisdiction of Indian law. Trying
to co-ordinate with the legal systems in other countries can take too much time.

The Fugitive Economic Offenders Bill seeks to do two things. First, any property owned in India by
the economic offender can be confiscated, as is currently allowed in the case of those accused of
money laundering. Second, it will ensure that the confiscation will not face any civil claims of
managers, shareholders or other partners. The government has said that the bill will only cover
cases where the total claims are more than Rs 100 crore, to allow the courts to focus on the
meaningful cases.

However, the bill should not be seen as an alternative to making runaway defaulters face the
Indian courts. For example, the sale of a mansion in Goa or the attachment of a few retail outlets
is only a limited form of punishment in cases where the economic fugitive has assets spread
across the world, often through a web of holding companies registered in tax havens. It will do little
to rebuild public trust in the rule of law. The far bigger task of making those who have escaped
abroad come back to face Indian law will continue to remain a challenge.
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Donald Trump fires first shot against globalization

Will Donald Trump’s protectionist measures be the spark that will ignite the trade wars? They are
being compared to the Smoot-Hawley tariffs imposed in the United States in 1930, after the start
of the Great Depression, in an effort to protect US jobs. Those tariffs have been blamed for
exacerbating the depression, helping Hitler come to power and for the Second World War.
Comparing Trump’s move to Smoot-Hawley may be overdoing it, but it does have the potential to
escalate into a full-fledged trade conflict.

Globalization wasn’t supposed to end like this. A decade ago, before the financial crisis, it was
seen as the panacea for all the ills of the world economy. Globalization had shifted production en
masse to the poorer countries, where goods were manufactured and tradable services provided at
rock-bottom rates. Many poor countries benefited and millions were lifted out of poverty. The low
cost of production kept inflation down in the developed economies, in turn enabling central banks
to keep interest rates low. The expansion of global supply chains to the Third World reduced wage
pressures in developed countries, pushing up profits. The surplus was ploughed back into
providing cheap loans for the masses, particularly for housing. Globalization was touted as being a
win-win for everybody. It was the best of times.

The financial crisis ended the love affair. Countries schemed to push down their currencies in a bid
to export away the recession. The crisis laid bare the cracks in Western society and populist
parties jumped to take advantage of the disenchantment with the elites. But while there was much
scare-mongering about trade wars, nothing much was done to undo the gains of the last few
decades.

In any case, global trade had slowed substantially in the aftermath of the crisis and some
economists spoke of the shortening of supply chains and the repatriation of capital to developed
countries as 3D manufacturing and automation became more widespread. But this was a trend
expected to be played out over years and decades.

And then there was Donald Trump, globalization’s nemesis, catapulted to power on a protectionist
and anti-immigration agenda. Globalization’s secret was it had a worm in its bud. Shifting
production to Asia was a handy weapon for depressing wages in the developed countries. As Dani
Rodrik, one of the economists crying in the wilderness against the excesses of globalization
pointed out, studies in the US have documented the adverse consequences on wages, labour-
force participation and unemployment as a result of China’s entry into the World Trade
Organization. It is these losers from globalization who backed Trump. 

Any rollback of globalization is a setback for the commanding heights of capital, most of which is
transnational these days.

After all, the reason why US and other companies from the developed world went abroad was
precisely to save on costs and increase their profits. Developing countries too have a lot to lose if
the short-cut to development through exports, which worked so brilliantly for East Asia, is closed.
As Joseph Stiglitz put it so pithily, when Trump became president, he “threw a hand grenade into
the global economic order.”

This isn’t the first time globalization has destroyed local industry. Karl Marx had written as far back
as 1848, “The bourgeoisie has….. drawn from under the feet of industry the national ground on
which it stood. All old-established national industries have been destroyed or are daily being
destroyed. They are dislodged by new industries, whose introduction becomes a life and death
question for all civilised nations, by industries that no longer work up indigenous raw material, but
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raw material drawn from the remotest zones; industries whose products are consumed, not only at
home, but in every quarter of the globe……In place of the old local and national seclusion and
self-sufficiency, we have intercourse in every direction, universal inter-dependence of nations.”
This time, globalization is much more entrenched. Big capital has far too much to lose, and it will
fight tooth and nail to keep what it has gained from globalization. They need global markets.

Trump, too, is not opposed to trade. But he wants to walk out of the old rules-based trading
regime, replacing it with deals between individual countries, deals that will tilt the balance in favour
of the US as part of his “America First” policy. Much depends on how other nations retaliate. But if
Trump gets his way, globalization as we know it will be dead.

Manas Chakravarty looks at trends and issues in the financial markets.

Respond to this column at manas.c@livemint.com
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Opacity in the banking sector

 

The Nirav Modi case, of bank fraud, has once again brought into focus the deficiencies in
procedures and supervisory and regulatory controls in the banking sector. However, an equally
important aspect that warrants a closer look is the opacity around the functioning of our banks that
keeps the public in the dark about the extent and details of wrongdoing.

In 2011-12, the Central Information Commission (CIC) considered appeals from applicants
concerning bank regulatory functions after they had been denied information, under the Right to
Information (RTI) Act, by the Reserve Bank of India (RBI) and the National Bank for Agriculture
and Rural Development (NABARD) about these functions. The information sought comprised
copies of their inspection reports on banks, details of action taken against banks in breach of the
relevant laws and regulations, and advisory notes issued by the RBI to banks and non-performing
asset accounts. The denial of information was on the ground that disclosure would prejudicially
affect the economic interests of the state by causing loss of public faith in some banks, and that it
had been received from the banks concerned in a fiduciary capacity and could not be disclosed to
third parties. Overruling this, the CIC ordered the disclosure of a good deal of information.
However, its decisions were stayed by High Courts.

These decisions by the CIC were considered and upheld by the Supreme Court on the basis of
transfer petitions filed by the RBI and NABARD, in its landmark judgment in Reserve Bank of India
v. Jayantilal N. Mistry and 10 other cases, which was delivered in December 2015. The court ruled
that the regulatory bodies were not in a fiduciary relationship with the banks that had provided the
information to them and that by attaching a “fiduciary” label to the statutory duty, they had
“intentionally or unintentionally created an in terrorem effect”. The Supreme Court also rejected the
ground of information disclosure hurting the economic interest of the country and observed, “RBI’s
argument that if people, who are sovereign, are made aware of the irregularities being committed
by the banks then the country’s economic security would be endangered, is not only absurd but is
equally misconceived and baseless.”

The judgment has guided subsequent decisions of the CIC in such matters. The CIC has also
directed disclosure of information (amount disbursed, grounds underlying the decision, rate of
interest, collaterals obtained, the outstanding amount and steps taken for recovery, etc.) in respect
of wilful defaulters and absconders, overriding the ground of the fiduciary relationship of banks
with their customers, which is one of the grounds for denial of information under the RTI Act.
These decisions are based on Section 8(2) of the Act, which provides that notwithstanding the
exemptions from disclosure provided in it, the information can be disclosed if public interest in
disclosure outweighs the harm to the protected interest.

Once a fraud on a financial institution has been established or a borrower declared a wilful
defaulter (one who fails to honour his repayment commitments despite having the capacity to do
so), or absconds, complete transparency concerning the amount involved as well as the factors
and persons responsible for the loss become a matter of larger public interest. Institutions that
take the responsibility of managing public funds have to be answerable to the people. The
argument that information concerning such matters is the exclusive preserve of those in the
government and regulatory bodies, and that people do not have the ability to comprehend and
appraise it smacks of elitism. It could not be anyone’s case that the confidence of people in
financial institutions should be sustained by hiding information concerning their wrongdoings. On
the contrary, people ought to have all the information, good or bad, concerning such institutions so
that they can make informed decisions about dealing with them. Above all, well-informed people
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can discharge the role of a watchdog far more effectively than all the regulatory bodies put
together. Opacity deprives them of that role.

Notwithstanding the gains mentioned, transparency in the banking sector is still work in progress.
While submitting a list of defaulters who owe more than 500 crore each in the course of hearing in
the Supreme Court in Centre for Public Interest Litigation v. Housing and Urban Development
Corporation Ltd., the RBI’s counsel argued that it need not be made public for the present as it
was likely to affect third parties and claimed certain amount of confidentiality about the information
under the RBI Act.

The law on the issue would be clarified further as a result of future judicial pronouncements.
However, the goal should be complete transparency in such matters. If there are indeed any legal
provisions that prevent disclosure of full details of loans of wilful defaulters and absconders, they
ought to be suitably modified.

Sharat Sabharwal is a former diplomat and a former Central Information Commissioner. The views
expressed are personal
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The costs of poor quality tax assessments

The annual Economic Survey 2017-18 has put the ever-increasing pile of tax litigation in the
spotlight. It points out that the total tax (both direct and indirect) in dispute at appellate tribunals,
high courts and the Supreme Court is approximately Rs7.58 trillion (equivalent to 4.7% of the
gross domestic product) in 280,000 cases. It would be useful to remember that the indirect tax
litigation numbers pertain to the pre-goods and services tax (GST) era, so commercial tax disputes
pursued by/against the state governments are not included here.

The most significant takeaway from the chapter in the Survey could well be the low success rate of
the tax departments at all levels, ranging from 13% to 27% for direct taxes and 11% to 46% for
indirect taxes.

This has significant economic implications. From a taxpayer’s perspective, this means uncertainty
in applying the law, and incurring legal and working capital costs on account of taxes wrongly
collected. From a public finance perspective, since government accounts for tax collections on a
cash basis and most disputed taxes are collected in advance, it ends up paying interest at 6% per
annum when it refunds/adjusts taxes wrongly collected if the dispute is decided in favour of the
taxpayer. The Comptroller and Auditor General (CAG) has, in its report released in December
2017, pointed out the cost to the exchequer of about Rs58,000 crore over nine years due to such
practices. The disclosure of such amounts in the budget statements needs improvement.

Much has been said about how the tax departments need to be more judicious in appealing cases.
But the root cause of the problem—tax administration—hasn’t got as much attention. The deeper
problem is the quality of tax assessments. CAG’s December 2017 report on income-tax
assessments says: “There is persistent and pervasive irregularities in respect of corporation tax
and income tax assessments cases over the years. Recurrence of such irregularities, despite
being pointed out repeatedly in the earlier Audit Reports points to structural weaknesses on the
part of Department as well as the absence of appropriate institutional mechanisms to address
this.”

Most assessments are carried out in a routine fashion, without understanding business
complexities and ground realities. Most of the time, they are carried out keeping immediate tax
collections in mind. These are then easily struck down by appellate bodies. This leads to two kinds
of problems: one, where genuine compliant taxpayers have to face hardship; and two, where tax
dodgers or those who take shelter in the grey areas of law or complex structuring are either not
picked up or pursued to their logical end. The reasons for this could be many: political economy,
not knowing what information to ask for, not getting sufficient response, or lack of capacity.

In the 2018-19 Union Budget, a new scheme of assessment has been proposed “so as to impart
greater efficiency, transparency and accountability” where technology will be used to the extent
feasible to interface between taxpayer and tax officers and team-based assessments, with
dynamic jurisdiction and specialization, will be introduced. Pooling resources will help the tax
department do justice to complex tax assessments. An electronic interface for assessments has
also been introduced recently. This is expected to reduce hardship to compliant and small-time
taxpayers. However, when the tax officer proposes to take an adverse view and the taxpayer
requests a personal hearing, the electronic mode can be dispensed with. Given the wide discretion
available to tax officers, it would not be surprising if this exception quickly became the norm. This
becomes even more relevant with tax officers now being able to use the wide discretionary powers
granted to them under anti-avoidance rules.

Hopefully, the economic surveys in future will continue to track these metrics and give details



crackIAS.com

crackIAS.com

beyond the overall success rate. We currently don’t know the success rate for cases based on the
value of tax disputes or the type of taxpayers or cases. For instance, is the success rate for cases
where tax holidays are in dispute lower than it is for search and seizure cases? While a low
success rate is probably good news for taxpayers, the public would like to see a high success rate
in the case of tax dodgers.

There can be no simple solution to such a complex problem. It needs to be tackled on many
fronts. Using technology is a good first step. This would also help the Central Board of Direct
Taxes (CBDT) analyse trends in behaviour of both tax officers and taxpayers, and frame more
specific solutions. Balancing the wide discretionary powers given to tax officers with regulations
(and not merely technology) that require them to strictly follow procedures in assessment could be
another solution. Then there is the problematic institutional design where the CBDT’s performance
is measured by tax collection, while it is also expected to balance taxpayer rights and is held
responsible for policy-level reforms. This can only be solved through structural changes. The
responsibility of tax collection must be separated from that of evaluation, framing of laws, research
and policy reform—with the latter divisions reporting directly to the Union finance ministry.

These are not new ideas. As is often said: “Everything has been said before, but since nobody
listens we have to keep going back and beginning all over again.”

Surya Prakash B.S. is with DAKSH, Bengaluru.
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Avoid trade wars: on America's decision to impose tariffs

World leaders did well to avoid protectionist trade policies in the aftermath of the Great Recession
of 2008. After all, they had learned their lessons from the global trade war of the 1930s which
deepened and prolonged the Great Depression, or so it was thought. American President Donald
Trump last week announced that his administration would soon impose tariffs on the import of
steel and aluminium into the U.S. for an indefinite period of time. The European Union, one of the
largest trading partners of the U.S., has since vowed to return the favour through retaliatory
measures targeting American exporters. The EU is expected to come out with a list of over 100
items imported from the U.S. that will be subject to scrutiny. For his part, Mr. Trump has justified
the decision to impose protective tariffs by citing the U.S.’s huge trade deficit with the rest of the
world. He explained his logic in a tweet on Friday which exposed a shocking ignorance of basic
economics. He likened his country’s trade deficit to a loss that would be set right by simply
stopping trade with the rest of the world. International trade, like trade within the boundaries of any
country, however, is not a zero-sum game. So the trade deficit does not represent a country’s loss
either, but merely the flip side of a capital account surplus. This is not to deny that there are
definitely some losers — for example, the U.S. manufacturing industry which lost out to
competition from countries such as China due to increasing globalisation. But throwing free trade
out of the window would only make Americans and everyone else poorer.

Despite the global backlash, it is unlikely that Mr. Trump will walk back on his decision, especially
given its populist resonance. Steelworkers in key States in the U.S. played a significant role in Mr.
Trump’s election win in 2016. In fact, these are the only people who will benefit from the steel and
aluminium tariffs while American consumers as a whole will pay higher prices for their goods. Mr.
Trump’s desire to appeal to populist sentiment also explains why his protectionist turn comes in
the midst of steadily improving economic growth. With Mr. Trump’s tariffs not going down well with
the EU, it will be important to see how China and other major trading partners respond to his
opening salvo. They can take a leaf out of the books of major global central banks which have
shown enough maturity to avoid using currency wars as a means to settle disputes. Instead of
retaliating with more tariffs, which could cause the current dispute to spiral into a full-fledged global
trade war, the U.S.’s trading partners must try to achieve peace through negotiations.
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Trade in an increasingly protectionist world

The rhetoric against globalization is disturbingly shifting away from strengthening domestic
industry through necessary economic reforms to shielding it from global competition. This is not a
good sign.

The US’ department of commerce has recently recommended a review of the policy on imports of
steel and aluminium products. It has suggested a global tariff of at least 24% on all steel imports
from all countries and a tariff of at least 53% from 12 countries, including India. Similarly, a global
tariff of at least 7.7% on all aluminium imports from all countries has been endorsed. The import
restrictions have been made under the “national security” provision of US trade laws and are
intended to increase domestic production. Jean-Claude Juncker, president of the European
Commission, has reportedly stated that the European Union would react “within a few days” in
response to any action taken to protect the US steel industry.

In its latest Union budget, the government of India has proposed to almost double its import duties
on inter alia labour-intensive sectors, such as beauty aids, watches, toys, among others, to 20%.
The move came as a surprise as India has been progressively reducing tariffs from an average of
almost 81% in 1990 to 13% till recently. The suggestion that India needs protection in these entry-
level industries after 25 years of domestic reforms does not inspire confidence in a country staking
its claim at the global high table and wanting to double its economy to $5 trillion in the near future.

The role of high tariffs in promoting domestic industries is not impressive. It can have several
unintended consequences. For instance, a report by the World Bank, titled “Automotive In South
Asia: From Fringe To Global”, argues that high tariff and non-tariff barriers in the automotive sector
in India and Pakistan might be reducing international competitiveness and slowing down the
spread of world-class good practices in the value chain. The local original equipment makers
(OEMs) in both countries do not face adequate competition due to high import tariffs of 60% and
80% on completely built units of passenger cars. This makes imports of cars prohibitively
expensive, thus encouraging local OEMs to focus on the domestic market at the expense of
exports. This is remarkable since both countries have excess plant capacity (by 30-40%) and no
explicit barriers to exporting. As a result, despite being the world’s sixth largest auto producer by
volume, India has less than 1% of global export markets compared with more than 3% for China.
Not surprisingly, productivity levels in India are one-third the levels in China. The resistance to
becoming globally competitive and a heavy reliance on the domestic market might not be
advisable in a country like India, which has “a hole where its middle class should be”, as recently
pointed out by The Economist. It has been reported that high tariffs have been tried for key
industries in Malaysia, Indonesia, Singapore and Hong Kong, with unconvincing results.

The World Bank report also highlights an interesting contrasting case of the Indian auto parts
sector, which has witnessed a gradual reduction in import tariffs since the 1990s (from 60% to an
average of 12.5%). Far from leading to the debilitation of an industry, this has been a powerful
catalyst to its global success, with increased production and exports. Exports now comprise more
than 40% of production, imports have grown, and firms are able to trade with mature end-markets
in global value chains (GVCs). Local jobs were created. GVCs across sectors have been key for
economic growth in developing countries, and have kept the world increasingly interconnected.

Although tariffs play an important role in the competitiveness of countries, they are not the sole
determinants. Kartik Roy, Hans Blomqvist and Cal Clark in their book Economic Development In
China, India And East Asia have argued that despite imposing high import tariffs, several Asian
countries successfully raised export incomes and economic growth rates, whereas some countries
in other regions achieved less success on both fronts despite lowering considerably their import
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tariff levels in the 1990s. They posit that the right kind of “policy mix” matters most in a country’s
“outward orientation”. State monopolies on the export of major items, regulatory burdens,
bureaucratic costs and red tape, uncompetitive factor markets particularly for labour and credit,
are some of the indicators of suboptimal outward orientation in the trade policy mix of a country.

To tackle the challenge of increasingly protectionist tendencies across the globe, and design right
policies for promoting domestic industries, this author has repeatedly argued for convergence
between trade and industrial policy. The recent inept bureaucracy-led short-sighted action of
prioritizing a tariff hike above difficult domestic policy reforms, without taking into account potential
costs, points to the urgency of such convergence. This can be achieved by introducing process
reforms in the formulation of trade and industrial policies through a whole-of-government
approach. Meritorious and comprehensively thought-out policy prescriptions designed after
rigorous cost-benefit analysis and expert consultation must find favour rather than the knee-jerk
reactions suggested by senior officers. Capacity building and administrative reforms within the
government should be high priority.

Pradeep S. Mehta is secretary general of CUTS International.
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The fight to the finish against banking frauds

The cleansing of the Indian banking system now seems to have reached an advanced stage. After
the recent issuance of a new framework for the resolution of stressed assets by the Reserve Bank
of India (RBI), the government is working on reducing the possibility of bank frauds. Although the
Nirav Modi case has garnered public attention because of its sheer scale, it is not the only
instance of Indian banks’ vulnerabilities being exposed, especially in the public sector. Several
other cases, such as those involving the promoter of Rotomac Pens and top executives of
Simbhaoli Sugars, have also surfaced in recent weeks. RBI data, obtained by Reuters through the
right to information, shows that public sector banks (PSBs) reported 8,670 cases of “loan fraud”
involving Rs61,260 crore over the last five financial years up to March 2017. The amount will go
up significantly once the recent frauds are added.

The government has done well by not letting this crisis go to waste. For instance, it has asked
PSBs to inspect all bad loan accounts above Rs50 crore. It has also given them 15 days to
address technological and operational risks. It will be worth watching how banks that have
neglected such risks so far put their house in order. It has also directed PSBs to rationalize
overseas operations and proposed a new law against fugitive economic offenders. This will give
the government the power to confiscate the assets of a fugitive offender, both in India and abroad.
It has also decided to set up a regulatory body for auditors. The RBI too has formed an expert
committee to look into rising instances of fraud. While at an aggregate level these are steps in the
right direction, the government should not lose sight of at least three broad issues in this fight
against bank frauds.

First, it should avoid over-regulating or overburdening the banking system. Inspecting all bad loan
accounts in excess of Rs50 crore, for instance, could result in excessive fear among bankers, as
at some point investigative agencies will also get involved. This could affect the flow of credit in the
economy—the last thing India needs at this stage. Action by investigative agencies in some of the
cases related to non-performing accounts in recent years is said to have affected bank lending.
This is also one of the reasons why bankers in the public sector are hesitant to take a haircut in
non-performing accounts and have been forced by the regulator to go to the National Company
Law Tribunal in a number of cases. Therefore, it is important that bankers are protected
adequately and are able to take commercial decisions.

Second, as the Indian experience has shown, laws by themselves don’t act as a deterrent. The
government will need to build investigatory and judicial capabilities so that cases are decided in a
reasonable time frame. Only time-bound closure of cases will deter fraudsters. India will also need
to build institutional capabilities to be able to negotiate with foreign authorities in order to bring
back fugitives and prosecute them under Indian laws.

Third, PSBs need urgent governance reforms. The Punjab National Bank fraud is the
consequence of a complete collapse of governance. Governance in PSBs needs an overhaul and
government interference in appointments should be minimized. In this context, the P.J. Nayak
committee (2014) rightly noted: “Government officers and regulators may not possess the skills to
appoint the top management of commercial banks. Banking is a very specialised activity, and top
management needs to combine strategic foresight with a good commercial knowledge of sectors
to lend to, prudent risk management and human resource skills.” The outcome of establishing the
Banks Board Bureau has also not been as desired. Therefore, the government needs to revisit the
way appointments are made in PSBs, starting with the board. Only a professional board will be in
a position to take the right decisions. It is important for banks to continuously improve operational
efficiency by making the right investments in technology and human resources. This is a good time
to initiate reforms as the government is in the process of recapitalizing PSBs.
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The shock of frauds and subsequent regulatory action can affect the flow and cost of credit in the
short run. However, things should stabilize in the medium term as the RBI’s revised framework
makes it mandatory to report stressed accounts above Rs5 crore on a weekly basis. This will
enable real-time tracking and reduce the chances of future frauds. Indian banks will emerge
stronger after the short-term pain of cleansing the system.

Will the steps taken by the government help reduce bank frauds? Tell us at views@livemint.com
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PNB fraud: strong action, communication needed

The Punjab National Bank (PNB) fraud has left everyone shocked. How could a few lower level
officers manage to defraud the bank of such large amounts? Had all kinds of internal controls
failed? Could it have happened without the knowledge of the higher levels of authority? There are
many unanswered questions, although the extent of reporting and discussion in the media is
massive.

The only thing that has emerged is that a few mid-level officials in PNB’s Brady House branch
could send messages committing millions of dollars on behalf of the bank, not only without any
authority but also without such liabilities even being taken into and reflected in the bank’s books.
This happened because the same officials prepared the messages, checked them and authorized
them against all the rules and conventions. It also happened because the messaging system was
not linked to the bank’s accounting system. It came to light only when the main dealing official at
the branch retired.

What are the still unanswered questions?

It seems that obtaining short-term credit from banks abroad to finance imports against letters of
authorization has become common practice. Unlike the usual import letters of credit, in this case it
appears that the letter of undertaking (LoU) issuing bank provides a guarantee towards the
borrowing from the overseas bank on behalf of the importer. Under current regulations, banks are
not allowed to issue guarantees for external commercial borrowing. The LoUs seems to be issued
under the garb of “trade credit” but in effect are issued against short-term bank borrowing. Were all
these borrowings backed by documents, and if the bills were not retired in time by the importer,
were fresh LoUs issued? How is the Reserve Bank of India (RBI) monitoring such LoUs?

Was there any reference to the lapse in controls in the SWIFT messaging systems in the
concurrent audit or internal audit report in the branch? Was there any mention of the lack of
integration between the SWIFT system and the core banking system (CBS) in any of the internal
or statutory audit reports?

Did the bank receive any commission from the companies as reflected in the bank’s books? If so,
was there any unusual increase that would warrant a query from the accounts and audit?

Were the nostro accounts reconciled on a debit credit (net) basis or on a transaction-by-
transaction basis? Who was doing the reconciliation? Was it not done at treasury at head office?
Did no one notice that the account had a number of credits from overseas banks and that debits
were invariably to the same group of companies? And that the number of such debits and credits
were progressively growing?

Once RBI noticed the lapse in linking the SWIFT messaging to the core banking system, should it
not have ensured that in all cases it was set right in a time-bound manner in all banks, and
prescribed additional controls till such time it was done?

While answers are found for these and other questions, the need of the hour is to show that firm
action is being taken against those accountable, and that the government and RBI are taking the
necessary steps to ensure that confidence in the Indian banking system is not undermined.

First, the investigating authorities should focus on the audit trail of the money. What were the
funds used for? Are they lying in the form of unsold goods, in India or abroad? They need to trace
and seize the assets wherever they are. The challenges are obvious as these are cross border
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transactions, but top priority should be given to recovering the funds lost.

Second, RBI should ask the bank to fix accountability and take action against those responsible at
branch level, at internal control level and at head office. It should also call for action against the
internal and external auditors who allowed such outrageous lapses to go unchecked.

Third, RBI should undertake a quick audit of all public sector banks to check on important areas of
operational risk lapses that have surfaced in the course of its inspections.

Fourth, RBI should review its risk-based supervision system of inspection and include more
transaction testing, especially in critical areas. For larger and more complex banks, sufficient
resources must be dedicated in terms of the number of inspectors and skills to dig deeper where
needed.

Fifth, each public sector bank must immediately convene a special meeting of the board and audit
committee to deliberate upon the issues arising out of this fraud in particular and internal controls
in general. The board should then prepare an action plan on the measures proposed to strengthen
internal control and implement it in a time-bound fashion. Governance has to start at the board
level; the government should resist getting caught up in micromanagement.

Sixth, as owner, the government should make it clear that Indian public sector banks’ LoUs
transmitted through SWIFT will not be repudiated. A fallout of this fraud is that there could be
some hesitation by overseas banks in accepting LoUs issued by Indian banks. This needs to be
addressed quickly.

Seventh, as part of the policy on overseas borrowing, RBI and the government should review the
system of LoUs or similar contingent liabilities and see if this needs to be brought within the
framework of capital controls, without disturbing genuine trade credit.

Eighth, the government should look into the issue of over-invoicing of imports in high-value items
such as gems and jewellery, and upgrade the customs systems for checking valuations.

Ninth, effective communication is sine qua non for effective handling of any crisis situation.
Allowing the media to hold a public trial and turning the affair into a mud-slinging match puts the
country to shame. The public at large needs to understand the issue in the correct perspective. It
is critical that RBI and government present a united front in communicating what went wrong and
what action is being taken.

Usha Thorat is a former deputy governor of the Reserve Bank of India.
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India-China trade hits a record $84.4 billion

The India-China bilateral trade has reached $84.44 billion last year, a historic high,
notwithstanding bilateral tensions over a host of issues, including the Doklam standoff.

‘40% rise in exports’

A rare novelty of the bilateral trade, otherwise dominated by the Chinese exports, was about 40%
increase of Indian exports to China in 2017 totalling to $16.34 billion, data of the Chinese General
Administration of Customs accessed by PTI here showed.

The bilateral trade in 2017 rose by 18.63% year-on-year to reach $84.44 billion. This is regarded
as a landmark, as the volume of bilateral trade for the first time touched $80 billion, well above the
$71.18 billion registered last year.

Trade touched a historic high despite bilateral tensions over a number of issues including the
China-Pakistan Economic Corridor, China blocking India’s efforts to bring about a UN ban on J-e-
M leader Masood Azhar, Beijing blocking India’s entry into the Nuclear Suppliers Group as well as
the Doklam standoff. Trade had stagnated around $70 billion, despite the leaders of both nations
setting a $100 billion target for 2015.
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Why has WTO warned of the possibility of recession?

A World Trade Organization (WTO) logo is pictured on their headquarters in Geneva, Switzerland.
  | Photo Credit: Reuters

 

The United States announced last week that it will impose tariffs on the import of aluminium and
steel. The tariff is essentially a tax on the manufacturers of foreign steel and aluminium who,
unless they find other ways to cut down their costs, could possibly be outplayed by their American
competitors. U.S. President Donald Trump justified the decision arguing that free trade is the
reason why the U.S. suffers a huge trade deficit. He also believes that tariffs can help protect
American businesses and jobs from the threat posed by foreign competition. Notably, Mr. Trump
had won the election in 2016 by promising to put “America First”.

Most economists support free trade because it allows free competition without any of the
protective barriers imposed by governments. Such competition is believed to give consumers
access to cheaper and better products from across the world, thus improving their standard of
living over time. Mr. Trump, however, hopes to protect American manufacturers who have failed to
keep up with global competition through the means of restrictive tariffs. Naturally, this will affect
consumers across the world, which includes ordinary Americans, who will no longer be able to
enjoy the full benefits of free trade across borders. Further, the tariffs imposed by Mr. Trump may
also fail to address America’s trade deficit with the rest of the world as long as Americans prefer
foreign goods while foreigners prefer American assets.

Unfortunately, except for special interest groups who can influence the trade policy of their
respective governments, there are likely to be no winners as a result of a global trade war. In fact,
ordinary consumers of all countries are likely to lose as a result of any trade war between
countries. The World Trade Organization this week warned that Mr. Trump’s trade war could lead
the world into another recession.

A major global trade war in the 1930s had disastrous results as it deepened the Great Depression.
Yet the European Union (EU) has vowed to hit back by imposing retaliatory tariffs on the import of
American goods. Some argue that such knee-jerk reaction from the EU may only increase the
burden on European businesses and their consumers. It might also spur further trade restrictions
from the U.S., thus risking a full-fledged global trade war.
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How advance pricing agreement helps India-Singapore business ties

The ties between India and Singapore have a deep rooted history of commercial and cultural links.

The strength of the business connection between the two countries is also reflected in their
growing trade. According to a report India-Singapore Relations released by the ministry of external
affairs of India in September 2017, Singapore is the 10th largest bilateral trade partner of India and
the second largest among the Association of South East Asian Nations (Asean).

It also said that the total foreign direct investments (FDI) flow from Singapore to India was 16.8%
of the total FDI inflow (till June 2017). On the other hand, Singapore is one of the top destinations
for Indian investments.

The future of India-Singapore trade relations appears to be bright and promising. A senior official
from the Federation of Indian Export Organisations (FIEO) was quoted in a local newspaper in
September 2017 as saying that bilateral trade between India and Singapore is expected to
achieve a target of $25 billion by 2019-20.

Globally, there has been a concern that multinational companies (MNCs), with their large
operations and global reach, are able to structure their operations in a manner that profits could be
shifted from high-tax to low-tax jurisdictions.

Accordingly, transfer pricing (TP) has been a matter of dispute and litigation across the world, with
tax authorities fighting to get their due share of taxes in their respective tax jurisdictions.

In India, revenue authorities have adopted a tough stand and, hence, the transfer pricing regime
since inception has been quite litigious and has added to the concerns of global companies.

Uncertainty caused by such positions has been one of the key concerns of global companies and
acted as a deterrent for foreign investment into India.

Given the fact that approximately 60% of global trade takes place between group companies and
the inherent subjectivity or perceived subjectivity involved in pricing the transactions between
associated enterprises (AEs), the importance of an advance agreement between the taxpayer and
the tax authorities for related party transactions cannot be understated.

To give a boost to foreign investments and provide certainty and clarity to foreign firms, the Indian
government launched the advance pricing agreement (APA) programme in 2012. Further, the year
2014 saw the introduction of a roll-back scheme. The said programme has helped in achieving tax
certainty with respect to inter-company transactions for up to nine years (five future and four roll-
back years).

An APA, simply put, is an agreement between the taxpayer and the tax authority determining the
arm’s length price or specifying the manner in which the arm’s length price is to be determined, in
relation to transaction(s) between related parties.

An APA could be unilateral, bilateral or multilateral. A unilateral APA is agreed between a taxpayer
and the tax authority of his country, where as a bilateral or multilateral APA is an agreement
between the taxpayer, AEs, and their respective tax authorities.

An APA is formally initiated by the taxpayer and involves submission of detailed documentation,
discussions around the nature and facts of a transaction and negotiations to mutually agree the
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price of transaction by both the taxpayer and tax authority.

The advantages of an APA include tax certainty for businesses with respect to its international
transactions and avoidance of costly and time-consuming dispute and litigation, which in the
Indian context could take over a decade to reach finality.

Further, bilateral and multilateral APAs substantially reduce or eliminate the possibility of double
taxation since all the relevant countries participate. For example, in a bilateral APA, the ALP of a
cross border transaction of sale of goods shall be agreed at Rs1,000, by the seller, purchaser and
the tax authorities of both the selling and the purchasing country. However, in a unilateral APA, the
ALP is agreed between the seller and his tax authority at Rs1,000. In such a case, there is a
possibility that the purchasing country’s tax authorities may make a downward adjustment to the
purchase price by say Rs200, allowing a deduction of Rs800 only. This leads to double taxation of
Rs200. Such a situation can be avoided in a bilateral or a multilateral arrangement.

Since its very inception, the APA programme has been a success in India as a dispute avoidance
mechanism. According to the press release issued by the Central Board of Direct Taxes (CBDT)
on 1 March, the total number of APAs signed till date has reached an impressive milestone of 203.

The transactions that form the subject matter of these APAs are entered into with the AEs located
in more than 100 countries. However, for a majority of the unilateral APAs signed in India, the AEs
are located in the US, UK, China and Singapore. Singapore had signed 44 APAs with India till
March 2017.

To encourage bilateral APAs, the government recently opened up its mutual agreement procedure
(MAP) and bilateral APAs where Article 9(2) of the Double Taxation Avoidance Agreement (DTAA)
that relates to corresponding adjustment is absent.

Article 9(2) provides that in case of a TP adjustment on the profits of a company situated in a
country, the revenue authorities of the other country would provide a corresponding adjustment to
the tax liability of the AE situated in such other country, in order to eliminate economic double
taxation.

Till recently, the Indian government had taken the stand to not entertain MAP or bilateral APAs
with a country, in the absence of the express provisions of article 9(2) or “corresponding
adjustment” in the tax treaty signed with that country.

However, a clarification released by the government of India dated 27 November 2017, stated that
CBDT has decided to accept transfer pricing MAP and bilateral APA applications regardless of the
presence or otherwise of Article 9(2) in the DTAAs.

This has opened doors for Indian taxpayers to enter into bilateral APAs with countries like
Singapore, Belgium, France and Germany as Article 9(2) was absent in the DTAAs with these
countries. The move bears testimony to the intent of the government to create a non-adversarial
and taxpayer-friendly tax regime. One can certainly expect a boost in the bilateral APAs with
Singapore in the near future.

The pragmatic approach adopted by the APA authorities and relatively speedier disposal of cases
are the key factors that have contributed to widespread popularity of the APA regime.

Another salient feature of the Indian APA is that the taxpayer can withdraw from the APA process
and opt for the normal process of revenue audits at any time before the signing of the APA if the
taxpayer does not want to accept the approach of the tax authorities. This has further added to the
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positive sentiments among the taxpayers with regard to APA.

The Indian APA programme has evolved over the years and demonstrated the government’s
commitment to make the APA programme a success shall go a long way in creating a favourable
environment for MNCs to do business in India.

Businesses have also accepted the APA programme as an effective tool to avoid protracted
litigation, resolve complex transfer pricing issues and obtain certainty on the transfer pricing front.
Companies in Singapore having their presence in India can use the APA as a remedial measure to
avoid tax disputes and concentrate their time and resources in efficiently conducting their
business.

The APA process involves the following:

•The process for APA starts with a pre-filing consultation meeting. The meeting is held with the
objective of determining the scope of the agreement, understanding the transfer pricing issues
involved and examining the suitability of the international transactions for the APA. Once the pre-
filing consultation is complete, a formal application is filed.

•Upon acceptance of the formal application by the APA authorities, the APA team will hold
meetings to discuss and analyse the transactions in detail and negotiate the terms of the
transactions. The APA team may also undertake a site visit to verify the information in the
application.

•Thereafter, the APA authorities shall share a draft report with the competent authority (in case of
bilateral or multilateral APA) or DGIT (“Director General of Income Tax”) in case of unilateral APA).
Comments are invited on the same from the taxpayer. After the exchange of comments, the final
terms and conditions are agreed and the APA is finalised. Accordingly, an effect is given to the roll
back years covered under the APA.

2. What is the statutory fees payable for filing the APA application?

The APA filing fees is based on the amount of the proposed covered transactions as below:

•Rs 10 lakh for international transactions up to Rs 100 crore

•Rs 15 lakh for international transactions up to Rs 200 crore

•Rs 20 lakh for international transactions greater than Rs 200 crore

3.Can a unilateral APA be converted into Bilateral APA?

Yes. Taxpayers have an option to convert unilateral APA applications to Bilateral before they are
agreed or concluded.

While converting a unilateral APA application to a bilateral APA application, the applicant or its AE
needs to make a similar request with the competent authority of the other country. The bilateral
request of the applicant shall be forwarded to the competent authority of India. The competent
authority of India shall decide whether the bilateral request is allowable under the existing
regulations.

Gaurav Jain and Priya Bhutani contributed to this article.



cr
ac

kIA
S.co

m
crackIAS.com

Vikas Vasal is national leader, tax, Grant Thornton India.

Send in your queries to vikas.vasal@in.gt.com
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US tariff move challenges rules-based multilateralism

Just as the global economy was announcing that it had finally shrugged away the ghosts of the
2008 recession, the chief executive of the largest economy announced his decision to increase
import tariffs on steel and aluminium to 25% and 10% respectively.

Within a week of President Trump announcing these drastic steps, it has become clear that these
steps would not only sow the seeds of uncertainty in the global economy at a critical juncture, but
more importantly, they would trigger the unsavoury prospect of a trade war, reminiscent of the
1930s. More fundamentally, this development raises a number of critical issues that are central to
the global trading regime.

It must be pointed out that last week’s announcement of unilateral hikes in import tariffs is part of a
larger plan of the Trump administration to engage in trade protectionism. A month ago, steps were
taken to provide import protection to two other sets of products, namely washing machines and
solar cells and modules. Tariffs on steel and aluminium have been raised by invoking the
provisions of Section 232 of the Trade Expansion Act of 1962 that allows the administration to
protect domestic industries for “national defence” and “national security”. On the other hand, tariffs
on washing machines and solar cells are being raised by using Section 201 of the Trade Act of
1974, which sanctions the use of safeguard measures.

Imposition of import tariffs on steel and aluminium is a real source of concern as the administration
has interpreted “national security” to include “general security and welfare of certain industries,
beyond those necessary to satisfy national defence requirements that are critical to the minimum
operations of the economy and government”. This interpretation lends itself easily to bringing
substantially more products under the dragnet of import tariffs. Equally egregious is President
Trump’s insistence that the tariff increases on steel and aluminium are for an “unlimited period”.

For the past few weeks, the US President has been suggesting that he would push for the
imposition of “reciprocal tax” against countries imposing tariffs on American products. Although the
president has not clarified as to how his proposed “reciprocal tax” would be designed or
implemented, this proposal is bound to draw ominous parallels with the infamous Smoot-Hawley
Tariff Act of 1930 (after its sponsors, Senator Reed Smoot and Representative Walter Hawley).
The objectives of the Smoot-Hawley Tariff Act were almost identical to those laid out by President
Trump, namely, to protect jobs in American industry and agriculture by shielding domestic
industries from import competition, using tariffs on a large number of products. In the wake of the
Smoot-Hawley Tariff Act, trade partners of the US imposed retaliatory tariffs, restricting access to
American products in their markets. Many analysts have argued that the trade wars were
responsible for deepening the economic crisis arising from the stock market crash in 1929 and
causing the Great Depression of the 1930s.

Since the US administration’s announcement of tariff hikes on steel and aluminium, its major trade
partners, in particular the EU and Canada, have been threatening to retaliate by targeting
American icons like Harley-Davidson, Kentucky bourbon and Levi’s jeans.

The first salvo was fired on 7 March with EU trade commissioner Cecilia Malmstrom announcing
concrete plans to retaliate against the proposed US tariffs.

These include imposition of higher import duties on bourbon, peanut butter, cranberries, orange
juice, steel, and industrial products. The implications of the ill-thought-out plans of the Trump
administration on its trade with its partners are getting increasingly clear.
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Yet another parallel harking back to the beginning of the 1930s is the exercise of American
unilateralism for protecting domestic entities. In the earlier period, the then administration
exercised its freedom to impose import tariffs in the absence of global trade rules. Nearly nine
decades later, the Trump administration is treading the same path; this time it is doing so by
completely disregarding the disciplines of the World Trade Organization (WTO). This disregard for
WTO rules is not something that is new for the Trump administration. Over the past year, it has de
facto rejected the multilateral trading system through a systematic process of non-engagement,
the reality of which was clearly evident in the 11th Ministerial Conference in December 2017 when
the US remained mostly on the sidelines of the event. But, by initiating this latest move of tariff
wars, the Trump administration is challenging the very existence of the post-war rules-based
multilateralism, which, despite its limitations, has made efforts to bring order in the way sovereign
states engage in trade.

Biswajit Dhar is a professor at the Centre for Economic Studies and Planning, School of Social
Sciences, Jawaharlal Nehru University.
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How labour regulations affect manufacturing in India

The Narendra Modi government’s recent doubling of duties on imports of beauty aids, watches,
toys, furniture, footwear, and, surprisingly, kites and candles shows India’s lack of competitiveness
even in these entry-level labour-intensive industries. Also, a similar recent doubling of import
duties on electronics, including related inputs and parts, is an admission by the government of the
country’s lack of competence in the highly labour-intensive, low-skilled and repetitive tasks of
processing or assembling duty-exempt imported inputs to produce and export finished mobile
phones and TVs. And, in textiles and apparel exports, India is now being outperformed not only by
China but also by Bangladesh and Vietnam.

To anyone who is aware of the panoply of India’s restrictive labour regulations (about 200 labour
laws, with over a fourth being central acts), it does not come as a surprise that India is unable to
grasp its natural comparative advantage in labour-intensive products. Indeed, Indian producers
find it cost-effective to use relatively capital-intensive production techniques and often produce
fairly capital-intensive products, as shown by my research with Rana Hasan (Asian Development
Bank) and Asha Sundaram (University of Auckland).

The Industrial Disputes Act (IDA) requires firms with 100 or more workers to seek government
permission to retrench or lay off any worker. This permission is rarely granted. The Industrial
Employment (Standing Orders) Act, 1946 requires employers in firms with 100 or more workers
(50 or more in certain states) to seek permission even for reassigning a worker from one task to
another. And the Trade Unions Act allows any seven employees to form a union, thereby using up
a large proportion of the firm’s managerial resources in dealing with several unions within itself.
Through this regulation, unions have the right to strike and represent workers in legal disputes with
employers. Last but not the least, the The Contract Labour (Regulation And Abolition) Act, 1970
restricts, and even prohibits, the use of contract workers for certain tasks. Thus, these labour
regulations effectively prevent firms from using labour-intensive methods of production. Also, since
these laws hold above certain threshold employment levels, firms often have an incentive to
remain small and “informal”.

Exploiting cross-state variations, based on state-level amendments to central labour acts (allowed
by the Constitution) and the varying degrees of their implementation, Tim Besley and Robin
Burgess at the London School of Economics have found that state-level manufacturing output and
employment go down in the formal sector but go up in the informal sector, as we move from less
to more restrictive regulatory schemes. Thus, when labour laws squeeze the relatively productive
formal sector, there is a spillover of their output and employment into the low-productivity informal
sector.

Another research finding, by Poonam Gupta, Rana Hasan and Utsav Kumar, that output and
employment growth in labour-intensive industries is slower in states with relatively restrictive
labour regulations as compared to other states. Furthermore, Rana Hasan and Karl Jandoc find
that a large majority of labour-intensive manufacturing employment in the restrictive-regulation
states (about 60%) is concentrated in small firms employing less than 10 workers, while this
proportion is considerably lower (at 40%) in the case of the latter states, with relatively flexible
labour markets. These proportions for large firms employing over 200 workers are 10% and 25%,
respectively, for the rigid-regulation states and others. Not surprisingly, therefore, productivity of
labour-intensive manufacturing firms is much higher (11-14%) in flexible labour market states, as
seen from research by Sean Dougherty, Verónica C. Frisancho Robles and Kala Krishna.

There is also considerable evidence that restrictive labour regulations have prevented India from
reaping the full potential benefits, including in output, productivity and employment, from opening
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the economy. A recent study by Rahul Ahluwalia, Rana Hasan, Mudit Kapoor and Arvind
Panagariya shows this in the case of wage and employment gains in India’s apparel and textile
firms, arising from developed countries lifting their quotas on the imports of clothing. The adverse
impact of India’s labour regulations on benefits from international trade is not surprising since
these gains are generated through reallocation of resources across firms and industries, which
restrictive labour regulations can impede and distort.

Clearly, the main policy implication of this discussion is the urgency of labour reforms. Small steps,
especially at the state level, have been taken recently. The IDA threshold has been raised from
100 to 300 workers in Andhra Pradesh, Haryana, Madhya Pradesh, Maharashtra, Rajasthan and
Uttarakhand. Rajasthan has also raised the membership threshold of a union to 30% of a firm’s
employment. At the central level, a unified web portal for the self-reporting of compliance with 16
central acts has been set up. Inspections take place only when triggered by a built-in algorithm
within the portal, reducing possible harassment by inspectors.

Further reforms should include, as suggested by Jagdish Bhagwati and Arvind Panagariya, the
exclusion of non-confirmation of a worker on probation and downsizing in response to changes in
demand and technology from IDA’s definition of retrenchment. Also, more flexibility in task
reassignment should be allowed within the Industrial Employment (Standing Orders) Act. Besides,
no more than a single union should be allowed within any firm. And, finally, more labour laws
should be covered within the newly installed self-reporting web portal. All of these changes will
provide Indian producers more flexibility in responding to shocks and make them more
competitive.

Devashish Mitra is professor of economics and Cramer professor of global affairs at the Maxwell
School of Citizenship and Public Affairs, Syracuse University, New York.

Published with permission from Ideas For India, an economics and policy portal.
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PSU banks: maximum government, minimum governance

The PNB fraud has turned into a public sector versus private sector debate. A few weeks ago, a
public sector bank chairman made a forceful point: it is private companies that have defrauded the
banks, it is the private sector who are the “wilful defaulters”. That doesn’t speak very highly of
governance standards in the private sector. Others have pointed to the Barings debacle, where a
rogue trader brought down the bank, and to the financial crisis, brought about entirely by private
sector banks. A group of 60 economists have cautioned against using the scam as a pretext for
privatizing banks. Since the government in any case has to bail out a failing bank, even a private
sector one, why privatize the profits if the losses have to be socialized, so goes the argument.

The bank chairman makes a valid point. Banks may be in the public sector, but they lend mostly to
the private sector and most of their funds go to large companies. The PSU banks are no bastions
of socialism—on the contrary, they serve the private sector and help the development of
capitalism in the country. Where’s the contradiction between public sector banks and the private
sector then?

After Independence, the nascent Indian private sector needed the crutches of the state to survive
and grow. The Bombay Plan, drawn up by Indian industrialists, wanted a strong government role
in the economy to support the private sector.

Bank nationalization was instrumental in expanding the footprint of Indian capital to the hinterland,
mobilizing savings for industry and infrastructure and creating a large middle class through its
lending to small enterprises and big farmers. Indeed, it provided the economic base for the ascent
to power of the middle castes. To be sure, it also did some lending to the poorer sections, but that
was merely a useful safety valve against rural discontent.

In short, the public sector in a developing country is a tool to help develop capitalism. One very
interesting view was that of Amadeo Bordiga, one of the founders of the Communist Party of Italy,
who viewed the Soviet Union as a society in transition to capitalism. Later events, well after his
death, proved him absolutely right.

But there’s hardly any doubt, after the unearthing of massive amounts of hidden bad debts and the
latest scams in nationalized banks, that something has gone very wrong in their working. After all,
they have no shortage of skewed incentives. While some of the private banks, too, have seen high
bad debts, they pale in comparison to the NPAs of public sector banks. The question we need to
ask is: is state ownership of banks still needed for supporting the Indian economy?

In a paper, Government Guarantees and Bank Vulnerability during a Crisis: Evidence from an
Emerging Market authors Viral Acharya, currently deputy governor at the Reserve Bank of India
(RBI) and Nirupama Kulkarni studied the performance of Indian banks during the financial crisis of
2007-09. They found, strangely enough, that the more vulnerable PSU banks performed the best
during the crisis.

The authors wrote, “We attribute this to the presence of government guarantees which enabled
more vulnerable state-owned banks to grow their deposit base by increasing their deposit rates.
While they also increased loan advances, they did so at cheaper rates and especially to politically
important sectors. Ex-post, these loan advances have been associated with greater non-
performance and restructuring of assets, thus sowing the seeds of an economic slowdown in
investments in India.” Simply put, they attribute the subsequent investment slowdown to the
actions of the more vulnerable PSU banks.
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Indian capitalism is now strong enough to do without PSU banks. They have outlived their
purpose. These banks have become the weak underbelly of Indian banking, a risk to the entire
system. Thanks to technology, the cost of financial inclusion has come down drastically and a host
of small banks, payment banks and companies, telecom companies and micro-finance institutions
can easily do the job. The RBI can ensure that private sector banks fulfil any targets seen to be
socially desirable.

That means financial inclusion is not the problem. The real reason for the political resistance to
bank privatization lies not in the state-owned banks funding social programmes, but in their being
an inexhaustible source of patronage and crony capitalism.

The PNB fraud provides an opening for the Modi government to walk the talk on its “minimum
government, maximum governance” promise. Will it seize the opportunity?

Manas Chakravarty looks at trends and issues in the financial markets.

Respond to this column at manas.c@livemint.com
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Not by fear alone: on GST e-way billing

The GST (goods and services tax) Council chaired by Finance Minister Arun Jaitley has decided
to stick to the prescriptions of the group of ministers on the rollout of the e-way bills system. So,
starting April 1, all inter-State movement of goods above the value of 50,000 will require the
generation of an e-way bill to help track their movement. The original rollout plan for February 1
had to be aborted as the IT system couldn’t handle the lakhs of e-way bills being generated by
consignors and transporters. As proposed by the ministerial group, the e-way bill system for
tracking intra-State movement will be launched in a phased manner, with all States to be on board
by June 1. From April 1 onwards, every week a few States will start the system for internal trade.
While such an approach may give the government an opportunity to fix the chinks in the system,
this is a compliance nightmare in the making for taxpayers with operations in multiple locations.
The government is keen to use the system to foil tax evasion or non-filing of returns. The Central
Board of Excise and Customs, together with the GST Network, has begun deploying data analytics
on the vast repository of information collected from taxpayers since July. Action is likely to begin
soon on taxpayers, based on variances and data gaps that have been found in returns.

While industry remains edgy about the capacity of the IT system to cope with e-way bills from April
1, new rules and forms for the generation of these transit challans have been issued. Tax experts
have voiced concern about some of these rules, including one that empowers commissioners to
notify those officers who can intercept any mode of conveyance to carry out physical verification of
e-way bills while goods are in transit, akin to the old physical checkpost system. What is most
disappointing for business, however, is the failure of the GST Council to finalise a simplified tax
form for assessees. Infosys co-founder Nandan Nilekani has also made a pitch to help formulate a
simpler return that involves just one monthly filing. Mr. Jaitley has said that there is scope for
further simplification in the options available with the Council without rendering such a form
‘evasion-prone’. For now, taxpayers will have to stick to the current compliance system till June
2018. Similarly, the plan to pay GST under the reverse charge mechanism has been deferred till
the end of June, to avoid ‘inconvenience’ to trade and industry. The e-wallet scheme proposed for
exporters whose cash flows have been affected by delays in refunds on GST paid on domestic
inputs has been deferred till October 1. For GST to become truly simple for taxpayers, certainty of
timelines is as critical as the fear of the taxman.

It is unclear whether the threat of confiscation of property will encourage fugitives to return
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Sri Lanka, Bangladesh have seen faster rise in per capita wealth than India since 1995

Per capita wealth changed very little across countries, even falling in 25 countries, between 1995
and 2014, a new World Bank report by Glenn-Marie Lange and co-authors shows. The report
attempts to provide a more comprehensive measure of economic progress than gross domestic
product (GDP) alone by considering the combined wealth from four different sources: produced
capital (plants and factories), human capital, financial capital and natural capital (resources such
as forests, minerals etc). Low-income countries, where natural capital constituted a major share of
wealth, doubled their wealth between 1995 and 2014, the report shows. But on a per capita basis,
their wealth grew by only 17% over this period due to high population growth. South Asia saw
among the biggest gains in per capita wealth over the past two decades, the report shows. But
countries such as Bangladesh and Sri Lanka saw faster growth in per capita wealth compared with
India because of gains in human capital formation. The report underlines the need for India to
invest more in health and education to raise wealth levels sustainably in the years to come.

Also see: The Changing Wealth of Nations 2018: Building a Sustainable Future

Access to e-commerce in rural China benefits only a slice of the rural population, and may not
bring broad-based gains to the entire countryside, according to a new National Bureau of
Economic Research (NBER) working paper by Vector Couture of the University of California, and
co-authors. The Chinese government recently announced the expansion of e-commerce to the
countryside as a policy priority to bridge the rural-urban economic divide. As part of this agenda,
the government entered into a partnership with a large Chinese e-commerce firm to invest in the
necessary logistics to ship and sell products from villages that were hitherto unconnected to e-
commerce trading. The researchers tapped into the data from the e-commerce firms to find that
beneficiaries of the programme were likely to be richer, younger and living in close proximity to the
e-commerce terminal. These gains are largely consumption gains because of the availability of a
greater range of products rather than because of increased production in villages. The researchers
conclude that in the absence of complementary interventions such as business training, access to
e-commerce sites is unlikely to catalyse new rural business or help existing businesses to scale up
production.

Also see: E-Commerce Integration And Economic Development: Evidence From China

Individuals from historically deprived social groups face far worse health outcomes compared with
those from upper caste groups, an Economic & Political Weekly paper by Vani Kant Borooah of
the University of Ulster, Northern Ireland, shows. For instance, in 2014, the age at death was
highest for persons from non-Muslim upper caste households (60 years) and lowest for persons
from tribal households (43 years).

Also see: Caste, Religion, and Health Outcomes in India, 2004-14

Raising per capita income and improvements in health conditions are both critical to raising
welfare in a country, argues an International Monetary Fund blog post by economists Geoffrey
Bannister and Alexandros Mourmouras. The blog, based on a well-being index constructed by
accounting for consumption, leisure, inequality and life expectancy in 151 countries, shows that
per capita income and per capita welfare are closely related. Welfare levels in poor countries are
lower than income levels, while it is the opposite for rich nations. Poor health leads to low life
expectancy, imposing a cost on the welfare of the poor countries. Besides, bad health conditions
adversely affect welfare by causing disruptions in employment and productivity, consequently
affecting economic growth.
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Also see: Welfare Versus GDP: What Makes People Better Off

Decentralized ledger technologies such as blockchains can facilitate the creation of smart
contracts but they may also lead to greater collusion, a recent NBER working paper by Lin William
Cong and Zhiguo He of the Booth School of Business, University of Chicago, shows. Blockchains
are a real-time database of financial transactions, contracts, physical assets, etc. and reach a
decentralized consensus through interaction with dispersed record-keepers. While this process
removes the barriers of information asymmetry, it also makes collusion more likely, raising the
chances of anti-competitive outcomes, the authors argue.

Also see: Blockchain Disruption And Smart Contracts

Economics Digest runs weekly, and features interesting reads from the world of economics.
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The Fugitive Economic Offenders Bill, 2018
Industry / Commerce / Finance

The Fugitive Economic
Offenders Bill, 2018

The Fugitive Economic Offenders Bill, 2018 was introduced in
Lok Sabha on March 12, 2018.  It seeks to confiscate properties
of economic offenders who have left the country to avoid facing
criminal prosecution.

●

Fugitive economic offender:  A fugitive economic offender has
been defined as a person against whom an arrest warrant has
been issued for committing any offence (listed in the schedule). 
Further the person has: (i) left the country to avoid facing
prosecution, or (ii) refuses to return to face prosecution.  Some of
the offences listed in the schedule are: (i) counterfeiting
government stamps or currency, (ii) cheque dishonour for
insufficiency of funds, (iii) money laundering, and (iv)
transactions defrauding creditors.  The Bill allows the central
government to amend the schedule through a notification.

●

Application:  A director or deputy director (appointed under the
Prevention of Money-Laundering Act, 2002) may file an
application before a special court (designated under the 2002
Act) to declare a person as a fugitive economic offender.  The
application will contain: (i) the reasons to believe that an
individual is a fugitive economic offender, (ii) any information
about his whereabouts, (iii) a list of properties believed to be
proceeds of a crime for which confiscation is sought, (iv) a list of
benami properties or foreign properties for which confiscation is
sought, and (v) a list of persons having an interest in these
properties.

●

Upon receiving an application, the special court will issue a
notice to the individual: (i) requiring him to appear at a specified
place within six weeks, and (ii) stating that a failure to appear will
result in him being declared a fugitive economic offender.  If the
person appears at the specified place, the special court will
terminate its proceedings under the provisions of this Bill.

●

Attachment of property:  The director or deputy director may
attach any property mentioned in the application with the
permission of a special court.  Further, these authorities may
provisionally attach any property without the prior permission of
the special court, provided that they file an application before the
court within 30 days.  The attachment will continue for 180 days,
unless extended by the special court.  If at the conclusion of
proceedings, the person is not found to be a fugitive economic
offender, his properties will be released.

●

Declaration as fugitive economic offender:  After hearing the●

Current Status: Pending
Ministry: Finance and
Corporate Affairs
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Introduction Mar 12,

2018
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application, the special court may declare an individual as a
fugitive economic offender.  It may confiscate properties which:
(i) are proceeds of crime, (ii) are benami properties in India or
abroad, and (iii) any other property in India or abroad.  Upon
confiscation, all rights and titles of the property will vest in the
central government, free from all encumbrances (such as any
charges on the property).  The central government will appoint
an administrator to manage and dispose of these properties.
The Bill allows any civil court or tribunal to disallow a person,
who has been declared a fugitive economic offender, from filing
or defending any civil claim. 

●

Powers of the director:  The director or deputy director will
have the powers vested in a civil court.  These powers include:
(i) entering a place on the belief that an individual is a fugitive
economic offender, and (ii) directing that a building be searched,
or documents be seized.

●

Appeal:  Appeals against the orders of the special court will lie
before the High Court.

●
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Is the Reserve Bank of India toothless?

It is good that Reserve Bank of India (RBI) governor Urjit Patel has finally broken his long silence.
Unlike his predecessors, Patel has been reticent in indicating the thinking of the central bank.
While the interviews and speeches of governors and deputy governors work as powerful signalling
and reassuring measures—both to the markets and to the general citizenry—the silence has also
been an eerie signalling mechanism that was shaking our confidence. It is good now that there is
some scope for debate and dialogue.

The governor’s speech on 14 March at the Gujarat National Law University, Gandhinagar,
highlights significant issues about the difference in regulation of public and private sector banks.
The governor raised the issue of dual control over banks based on ownership issues. The problem
is deeper than this. But while recognizing this, one is not sure that the current crisis could have
been addressed in the framework suggested by Patel. He talked about powers to make board-
level changes and forced mergers. Those powers are in the nature of deterrence and are too
drastic to be curative in the current instance.

Let us break up the issue of dual control. This issue is not specific to public sector banks. Even in
case of the cooperative banks, dual control was a festering issue, with the state governments,
through the registrar of cooperative societies, having most of the powers that Patel alluded to. This
is by virtue of the institutions being incorporated under The Co-operative Societies Act. This issue
was addressed when Y.V. Reddy was the governor. The RBI was able to arrive at a regulatory
framework for the cooperative banks. This was done through a memorandum of understanding
with each state government which defined how the governance change and merger powers would
be exercised in consultation with, and upon the recommendation of, the RBI. Therefore, pending
deep reforms on the ownership and governance of public sector banks, there is a template for
regulatory framework available. Deep reforms, as recommended by the P.J. Nayak committee,
needs political will, which seems to be lacking every time.

However, in the case of public sector banks, the problem of dual control is even deeper. In
addition to ownership and governance-level control, there is also significant operational control
that the Union finance ministry exercises. This control bypasses the boards. That is why one
cannot hold the board residually responsible for the performance of the bank. A programme like
the Pradhan Mantri Jan Dhan Yojana (PMJDY) is operationally guided by the ministry and
bypasses the board-directed strategy. This is control on the banks through the tyranny of circulars,
which doesn’t affect private banks. Comparing the PMJDY numbers of private banks and their
public sector peers is sufficient to make the point. 

So, having identified that the framework for regulating public sector banks is different, can the
governor cry victim, and does this let the RBI off the hook? Not really. How about exercising
autonomy by suo motu recommending corrective action to the government if it has a problem with
a specific bank? The government may not accept it, as it has not been accepting many of the
recommendations of the central bank, but it would have at least done its duty.

Second, the governor is treading an even more dangerous path by pinning the blame on limited
powers. Very much like the government exercising control through the board and through
circulars, even the RBI has a board position in each public sector bank. Further, the RBI
representative is on the management committee (that approves loans beyond a certain ticket
size), the audit committee, the committee of directors (for reviewing vigilance cases) and the
remuneration committee of each of these banks. So, not only does the RBI have regulatory
oversight, it has board and sub-committee presence in each public sector bank, which should give
the RBI much greater insights than it would get into a private bank. 
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Also, the RBI is party to the selection of the whole-time directors of the bank through the selection
committee and through its membership on the Banks Board Bureau. The RBI has powers to
remove the non-official directors appointed by the Union government as well as the shareholder
directors if they do not fulfil the fit-and-proper criteria— section 3AB and 3B of the Banking
Companies (Acquisition and Transfer of Undertakings) Act. 

Moreover, the RBI has powers to appoint an additional director as per section 9A of the above Act.
Theoretically, the RBI has a significant say in the constitution of the board of a public sector bank.

While there is a great deal of reform to be undertaken in the governance and management of
public sector banks, the line that the governor has taken, of inadequate powers to act, may be
untenable. The framework for the exercise of powers in private sector banks is different from the
framework for public sector banks. This has to be recognized. 

In the current instance, it would have been more honourable for the governor to own up the failure,
and use this opportunity for deep reform, than play victim. That there is a crying need for reforming
the governance structure of public sector banks is a valid point—but that is a matter for a separate
debate.

M. S. Sriram is visiting faculty at the Centre for Public Policy, Indian Institute of Management,
Bangalore.
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‘RBI norms may push power projects worth Rs. 2.5 lakh crore into bankruptcy’

More than 50,000 MW of stressed power projects, worth more than Rs. 2.5 lakh crore, with bank
exposure of more than Rs. 1.75 lakh crore, are likely to face bankruptcy proceedings as, among
others, the Reserve Bank of India (RBI) had scrapped all loan restructuring programmes in
February, according to industry sources.

“About 50GW of operational capacity in private sector with total capex of about Rs. 2.5 lakh crore,
having bank exposure of about Rs. 1.75 lakh crore may have to face bankruptcy proceedings if the
underlying stress factors — resolution of change in law cases, coal supply and its restrictive usage
policy and absence of power offtake agreements are not resolved quickly,” Ashok Khurana
director general, Association of Power producers, told The Hindu.

The government has called for a high-level meeting of all the stakeholders, including public and
private sector power firms, lenders, coal suppliers and railways on Friday to discuss the gravity of
the situation.

“RBI guidelines will be one of the most important issues under consideration as it may lead to
most of the power firms to file for bankruptcy,” said the CEO of private power firm who would be
attending the meeting.

Payment by discoms

“Discoms are owned by the government and they are not paying us in time,” Sanjay Sagar, MD,
Jindal Power, told The Hindu.

“Coal India, again owned by the government, is not supplying the required amount of coal. With
the latest RBI notification, power firms will be classified as defaulters for no fault of theirs,” Mr.
Sagar said.

Of the 50,000 MW, about 12,000 MW have no power purchase agreements (PPAs) or coal
linkages while 20,000 MW have coal linkages but don’t have long term PPAs. Another 11,000 MW
of gas-based power plants are stranded for the want of gas while 9,800 MW coastal power plants
of Tata Power, Adani Power and Essar Power are stranded due to lack of imported coal.

The RBI had recently scrapped all loan restructuring programmes and it’s recent guidelines on
‘Resolution of Stressed Assets — Revised Framework’ mandates the banks to classify even a
day’s delay in debt servicing as default.
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U.S. challenges India’s export subsidies at WTO

Turning the heat further on India on trade issues, the United States has challenged India’s export
subsidy programmes at the World Trade Organisation (WTO). The move comes close on the
heels of a string of statements accusing India of “unfair” trade practices, by President Donald
Trump.

U.S. Trade Representative (USTR) Robert Lighthizer said Washington had requested dispute
settlement consultations with the Government of India at WTO on the issue. Mr. Trump had
threatened to raise duties on products from India.

Unlike the many trade disputes between India and America that are sector specific or product
specific, the new move by Mr. Lighthizer — a trade hawk closely in alignment with Mr. Trump’s
nationalist economic policies — is broad and sweeping in targeting the whole range of Indian
export subsidy programmes.

‘Distorting trade’

A statement from the USTR listed the Merchandise Exports from India Scheme; Export Oriented
Units Scheme and sector specific schemes, including Electronics Hardware Technology Parks
Scheme; Special Economic Zones; Export Promotion Capital Goods Scheme, and a duty free
imports for exporters programme as distorting trade in a way that allows Indian exporters “to sell
their goods more cheaply to the detriment of American workers and manufacturers.”

“These export subsidy programmes harm American workers by creating an uneven playing field
on which they must compete,” said Mr. Lighthizer. “USTR will continue to hold our trading partners
accountable by vigorously enforcing U.S. rights under our trade agreements and by promoting fair
and reciprocal trade through all available tools, including the WTO.”

Mukesh Aghi, president of the United States-India Strategic Partnership Forum (USISPF), said the
case would not alter the long-term trajectory of bilateral trade partnership. “As the relationship
deepens, and volumes increase, disputes are natural. This is a normal dispute redressal
mechanism that will run its course.,” Mr. Aghi said.

“The U.S has been imposing countervailing duties in response to all these Indian programmes
already. The decision to take this to the WTO is a political move and qualitatively different from
countervailing duties,” said Moushami P. Joshi, trade lawyer at Washington law firm Pillsbury,
where she advises sovereign governments on WTO disputes.

END

Downloaded from crackIAS.com

© Zuccess App by crackIAS.com



cr
ac

kIA
S.co

m

cr
ac

kIA
S.co

m

www.thehindu.com 2018-03-17

Credit tangle: on LoU ban

A month after the 12,800-crore letters of undertaking (LoUs) fraud at Punjab National Bank came
to light, the Reserve Bank of India has decided to ban such instruments as well as letters of
comfort issued by bankers to businesses for international transactions. While the government has
been in firefighting mode, unleashing all investigative agencies to probe the fraud, this is the first
major step by the central bank on the issue, apart from asking banks to ensure there are no slip-
ups between their core banking systems and the SWIFT mechanism used for international money
transfers. LoUs are among the most popular instruments to secure overseas credit by importers —
known as buyers’ credit in banking parlance — because of their attractive pricing. It is estimated
that overall, bank finance for imports into India is around $140 billion, of which over 60% is funded
through such buyers’ credit. Naturally, industry is unhappy with the RBI decision as this would
raise the cost for importers, who will now need to rely on more expensive instruments such as
bank guarantees and letters of credit. The move will also impact the competitiveness of exporters
who import raw materials for their products.

While the central bank had earlier blamed “delinquent behaviour by one or more employees of the
bank” and failure of internal controls for the PNB-Nirav Modi fiasco, RBI Governor Urjit Patel has
finally commented on the fraud. Mr. Patel said he had chosen to speak because the central bank
also feels the anger and pain over the banking sector frauds that amount to “looting” the country’s
future by “some in the business community, in cahoots with some lenders”. Reiterating that PNB’s
internal systems failed to take note of the RBI’s warnings about such risks, Mr. Patel took on
severe criticism about the RBI’s inability to detect the fraud. He stressed that the RBI didn’t have
adequate powers to regulate public sector banks, and it could not remove any of their directors or
liquidate such a lender, as it can in the case of private sector banks. He made an eloquent
demand that the owner of public sector banks (that is, the government) must consider making the
RBI’s powers over banks ‘ownership-neutral’ and say what could be done with these banks. The
RBI’s stance is valid, as is its discomfort with knee-jerk reactions and the blame games since the
fraud came to light. In the very same vein, its omnibus ban of LoUs will impact the $85 billion
buyers’ credit market that was mostly conducted in accordance with the law of the land. If an
individual or some failed systems of a bank were indeed to blame, why should bona fide
transactions suffer? Perhaps the RBI could have tightened the norms for LoUs and introduced
safeguards based on the latest learnings. It is still not too late to do that.

The revival of the Trans-Pacific Partnership, sans U.S., must buttress the free trade debate
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Fugitive Economic Offenders Bill: To seize and punish

Finance Minister Arun Jaitley announces at a press conference on Thursday, March 1 that the
Cabinet had approved the Fugitive Economic Offenders Bill, 2017.   | Photo Credit: PTI

The Fugitive Economic Offenders Bill, 2018, which was introduced in the Lok Sabha this week,
aims to provide for measures to deter fugitive economic offenders from evading the process of law
in India. It is a deterrent for those offenders who continue to stay outside the jurisdiction of Indian
courts. The larger objective of the proposed legislation is to “preserve the sanctity of the rule of
law”.

In its statement of objectives and reasons, the government refers to the “several instances of
economic offenders fleeing the jurisdiction of Indian courts anticipating the commencement of
criminal proceedings or sometimes during the pendency of such proceedings”. Fugitive
businesspersons Vijay Mallya and Nirav Modi have resisted the jurisdiction of Indian courts.

The absence of such offenders from Indian courts has several deleterious consequences, such as
obstructing investigation in criminal cases and wasting the precious time of courts. In effect, it
undermines the rule of law in India. Further, cases of economic offences involving non-repayment
of bank loans impact the financial health of the banking sector and erode the government’s
declared fight against corruption.

The Bill adds teeth to the existing civil and criminal provisions, which have been rather inadequate
in dealing with the problem. It is armed to ensure that fugitive economic offenders return to India to
face action in accordance with the law. It defines a “fugitive economic offender” as an individual
who has committed a scheduled offence or offences involving an amount of 100 crore or more and
has fled abroad or refused to return to India to avoid or face criminal prosecution.

The Bill works under the legal philosophy that the jugular for these fugitives would be their assets
and properties in India. It contains provisions allowing the attachment of the property of a fugitive
economic offender and proceeds of crime.

The proposed law empowers authorities to survey, search and seize. Under this law, the
competent authorities can confiscate the property and crime proceeds of a fugitive economic
offender and disentitle him from putting forward or defending any civil claim for his assets. The
burden of proof for establishing that a person is a fugitive economic offender or that a property is
the proceeds of crime shall be on the authorities concerned. An appeal shall be to the High Court
concerned against the orders issued by the Special Court.

The India-Japan economic relationship remains underwhelming in relation to strategic ties
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‘No bank regulator can catch all frauds’

Line of control:RBI does not have the power to supersede public sector bank boards, says Dr.
Patel.Vivek Bendre  

Amid criticism from several quarters, including the government, for failing to prevent banking
frauds in the light of the recent Punjab National Bank scam, Reserve Bank of India Governor Urjit
Patel said on Wednesday that no banking regulator can catch or prevent all banking frauds.
“There has been a tendency in the pronouncements post revelation of the fraud that RBI
supervision team should have caught it,” Dr. Patel said in a speech at the Gujarat National Law
University, Gandhinagar.

He said it was simply not feasible for a banking regulator to be in every nook and corner of
banking activity to rule out frauds by “being there.”

He said the RBI too was deeply pained by the banking frauds and termed these incidents ‘loot’. “I
have chosen to speak today to convey that we at the Reserve Bank of India also feel the anger,
hurt and pain at the banking sector frauds and irregularities. In plain simple English, these
practices amount to a looting of our country’s future by some in the business community, in
cahoots with some lenders,” Dr. Patel said.

Mr. Patel said that banking regulatory powers in India were not ownership neutral. He pointed out
that the RBI did not have the power to supersede public sector bank boards as they were not
registered under the Companies Act like private sector banks. He said the RBI can neither remove
any directors of public sector banks nor liquidate a government-owned bank.

“The BR Act exemptions for PSBs mean that the one agency – the regulatory – that can respond
relatively quickly against banking frauds or irregularities cannot take effective action. Hence, for
example, MDs at PSBs find it comfortable to tell media that business will be as usual for them
under RBI’s Prompt Corrective Action framework, as even if they do not meet the stipulated
restrictions of the framework, the ultimate authority over their tenure is with the government and
not with the RBI,” Dr. Patel said.

‘Credit culture’

He said RBI had undertaken cleaning up the credit culture of the country, and referred to the
recent stringent circular on NPA as the churning rod in the ‘ Amrit Manthan’ or the ‘Samudra
Manthan’ of the modern day Indian economy. He called for making banking regulatory powers
neutral to bank ownership and creating a level-playing field between public and private sector
banks. Dr. Patel said it was an open issue on whether centralised government control alone can
be effective enough at implementing governance of the banking franchise comprising more than
two thirds of the sector’s deposits and assets.
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SEBI tightens rules on corporate governance

On a leash:The regulator has accepted 40 recommendations of the Kotak panel, says Ajay
Tyagi.PTI  

The Securities and Exchange Board of India (SEBI) has tightened the corporate governance
norms for listed companies by accepting most of the recommendations of the Kotak Committee
while also strengthening the regulations for derivatives and algorithmic trading.

At a board meeting held on Wednesday, the capital markets regulator decided to reduce the
maximum number of directorships to seven from 10 in a phased manner while expanding the
eligibility criteria for directors.

The regulator has also enhanced the roles of the audit committee along with those of the
nomination and remuneration committee and the risk management committee at companies.

“We have accepted 40 recommendations of the committee while another 15 have been accepted
with modifications,” SEBI Chairman Ajay Tyagi told the media. While eight of the panel’s
recommendations had been referred to the Centre and other regulators, 18 had not been
accepted, he added.

Further, the new norms relating to the number of independent directors, appointment of at least
one independent woman director and time limit for holding annual general meetings would be
rolled out in a phased manner with the bigger firms being mandated in the initial phase.

Listed companies would also be required to make enhanced disclosures related to related party
transactions and subsidiaries.

For equity derivatives, the regulator has decided to move towards physical settlement for all stock
derivatives in a phased manner to “facilitate greater alignment of cash and derivative market.”

SEBI has also amended the eligibility criteria for stocks to be included in the derivatives segment
since the last such amendment was done six years ago.

Meanwhile, a framework for ascertaining the exposure limits for investors based on their income
tax returns has been approved to ensure that investors do not take undue risks and also miss-
selling of products is curbed.

“For exposure beyond the computed exposure, the intermediary would be required to undertake
rigorous due diligence and take appropriate documentation from the investor,” SEBI said in a
statement.

Co-location services

SEBI also announced steps to strengthen the guidelines for algorithmic trading, including stock
exchanges providing tick-by-tick data feed free-of-cost to trading members, tweaking the penalty
framework to minimise orders that are way off the mark and enhancing certain disclosure
requirements for stock exchanges. Exchanges have also been directed to offer shared co-location
services that would reduce the cost for trading members.

Lower cost for MFs
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For mutual funds (MFs), the regulator has reduced the cap for expenses charged for each
scheme. The maximum limit has been reduced from 20 basis points of the daily net asset value of
the schemes to 5 basis points, which would benefit the investors in the form of marginally higher
net asset value (NAV) of the scheme.

Among other things, SEBI amended the enforcement framework for non-compliance of the listing
regulations. This would allow exchanges to freeze the shareholding of the promoter and promoter
group for non-compliance.

SEBI also decided to initiate a public consultation process for a framework for listed companies
that are in the midst of insolvency resolution process.
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Set aside divestment proceeds for sick PSUs’ revival: panel

Improving efficiency:NITI Aayog had already recommended the strategic divestment of 40 sick
PSUs.Kamal NarangKamal Narang  

A Parliamentary panel has recommended the earmarking of a defined portion of proceeds from
the divestment of State-owned enterprises for funding revival, restructuring and modernisation
proposals of sick public sector undertakings (PSUs) that have the potential to turn around.

“In this manner, the government can extend a hand-holding support to the select sick PSUs that
have the potential to turn around and sustain themselves in [the] future,” the panel said in a report.

Divestment target

The government had set a target of raising Rs. 80,000 crore in 2018-19 by selling stakes in the
State-owned firms, with strategic divestment of 24 CPSEs (central public sector undertakings) on
the cards and privatisation of Air India on track.

Besides, NITI Aayog is preparing another list of sick PSUs that can be privatised, its chief
executive officer Amitabh Kant said last month. The Prime Minister’s Office (PMO) had asked the
think-tank to look into the viability of sick State-run companies.

The Aayog had already recommended strategic divestment of 40 sick public sector undertakings.

In its report, the Parliamentary Standing Committee on Industry said it was of the firm opinion that
while making a decision to disinvest PSUs, especially those that are profit-making, the government
must accord due consideration to the jobs supported by them, the track record of their contribution
to the national economy, their capex (capital expenditure) creation potential and also their role in
balancing the social/regional fabric.

The committee observed that timely approval of revival/restructuring/modernisation plans of
CPSEs with accurate cost estimates, availability of funds with the government and the timely
disposal of such funds are crucial factors.
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Salient Features of Integrated Scheme for Development of Silk Industry
Ministry of Textiles

Salient Features of Integrated Scheme for Development of
Silk Industry

Posted On: 23 MAR 2018 4:19PM by PIB Mumbai

Salient Features of Integrated Scheme for Development of Silk Industry

 

The Cabinet Committee on Economic Affairs chaired by the Prime Minister Shri Narendra Modi,
has given its approval for "Integrated Scheme for Development of Silk Industry", as a Central
Sector Scheme, from 2017-18 to 2019-20.

#MinisterSpeaks  Textiles Minister @smritiirani speaks on the cabinet decisions for the
development of #SilkIndustry pic.twitter.com/0873fkq7NF

March 22, 2018
 

Salient Features of the Scheme

The scheme will benefit 85 lakh people in the silk sector.1.
It will provide livelihood opportunities for women, those belonging to SCs and STs, and other
weaker sections of the society across the country, including those from Left-Wing Extremism
affected areas and North Eastern Region.

2.

Silk farmers, seed producers and chawki rearers will be brought under Direct Benefit
Transfer, with Aadhaar linkage.

3.

A helpline will be set up for timely redressal of grievances & outreach programmes will be
undertaken.

4.

Registration process & reporting by seed production centres, basic seed farms and extension
centre will be automated through web-based software.

5.

Support to be given to:6.
          Private graineurs to produce quality seed

          Chawki Rearing Centres with incubation facilities, to produce and supply chawki worms

          Adopted seed-rearers to generate quality seed cocoons

Cold storage will be set up, which will also provide mobile disinfection units and equipment
support for mechanization

1.

131 new Chawki Rearing Centres (CRCs) will be established for scientific handling of
silkworm eggs and rearing of young age silkworm larvae under controlled conditions to
enhance quality of cocoon and their harvest.

2.

81 units will be installed to provide cocoon drying facility in a scientific manner for improved3.
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reeling.
Automatic reeling machine for mulberry, improved reeling/spinning machineries and
Buniyaad Reeling machines for Vanya silk under Make in India program will be disseminated
to produce quality silk.

4.

For Government-owned facilities, 100% cost will be borne by the Government of India.5.
For individual beneficiaries: SC/ST- 65% cost by Central Government, 25% by State
Government and 10% by the beneficiary.

6.

Beneficiaries from NE states, J&K, Himachal Pradesh, Uttarakhand, Jharkhand, Chhattisgarh
- 80% cost to be borne by Central Government whereas individual and State Government will
bear 10% each.

7.

General: 50% cost will be borne by the Central Government, 25% by the State Government.8.
Related:

India to be Self-Reliant in Silk Production by 2020●

Cabinet approves Central Sector "Integrated Scheme for Development of Silk Industry" for
sericulture sector

●

***

DJM

(Release ID: 1526131) Visitor Counter : 727
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Cabinet allows M/s ITI Limited to bring a Further Public Offer for fresh equity shares to achieve
25% Minimum Public Shareholding requirement of Securities and Exchange Board of India, raise
working capital for new projects and to reduce its debt obligations
Cabinet Committee on Economic Affairs (CCEA)

Cabinet allows M/s ITI Limited to bring a Further Public Offer
for fresh equity shares to achieve 25% Minimum Public
Shareholding requirement of Securities and Exchange Board
of India, raise working capital for new projects and to reduce
its debt obligations

Posted On: 21 MAR 2018 8:39PM by PIB Delhi

The Cabinet Committee on Economic Affairs chaired by the Prime Minister Shri Narendra Modi,
has given its approval forthe following proposal of Department of Telecommunication to allow M/s
ITI Limited to:

 

Offer 18 crore fresh equity shares to General Public through a prospectus based Further
Public Offer (FPO) in the domestic market as per SEBI Rules and Regulations to raise
working capital for new projects, reduce its debt obligations and to meet SEBI’s requirement
of minimum 25 % public shareholding.

i.

Keep a reservation of up to 5% of the offer over and above the fresh shares being offered in
FPO for allotment to employees of ITI in accordance with DPE guidelines and  ICDR
Regulation 42.

ii.

Offer discount of up to five per cent to retail investors as well as employees in accordance
with ICDR Regulation 29.

iii.

Select and appoint Advisor(s) to advise the Company and assist in the proposed
transactions

iv.

Appoint Merchant Bankers for Book building process and follow the procedures as per SEBI
rules and Regulations in consultation with Merchant Bankers.

v.

 

Number of Beneficiaries:

          The Further Public offer will provide the much needed working capital to the Company and
help it to timely execute the orders that it has in hand and improve its margins. This, in turn, will
help in protecting the current employment and generating more job opportunities in the company
particularly in the field of new telecom technologies.

 

Implementation Strategy and Targets:

M/s ITI Limited shall offer requisite number of fresh equity shares to General public through
Further Public Offer in the domestic market as per SEBI Rules and Regulations to meet for SEBI’s
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minimum public shareholding requirement.

Major Impact:

          M/s ITI Limited will be able to fulfil SEBI’s Minimum Public Shareholding requirement and
improve its working capital.

Background:

          M/s ITI Limited is a listed Schedule “A” Central Public Sector Enterprise, under the
administrative control of Ministry of Communications, Department of Telecommunication.  The
Company is a supplier for the Defence communication and networking needs and a major supplier
of encryption products to Indian Army. The major customers are BSNL, MTNL, Defence,
Paramilitary forces and State Governments. ITI has six manufacturing units at Bangalore
(Karnataka), Raebareli, Naini and Mankapur (all in UP), Palakkad (Kerala) and Srinagar (J & K).

The issued and subscribed equity capital of the Company as on 31.12.2017 is Rs 760 Crore (76
Crores of equity shares of face value of Rs 10 each) out which 92.59% equity i.e. 70,36,87500
shares are held by Government of India.

 

****

AKT/VBA/SH

(Release ID: 1525700) Visitor Counter : 528

Read this release in: Tamil
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Cabinet approves formation of 100% owned C Corporation of Telecommunications Consultants
India Ltd. (TCIL) in USA
Cabinet

Cabinet approves formation of 100% owned C Corporation of
Telecommunications Consultants India Ltd. (TCIL) in USA

Posted On: 21 MAR 2018 8:25PM by PIB Delhi

The Union Cabinet chaired by Prime Minister Shri Narendra Modi has given its approval
forformation of 100% owned C Corporation of Telecommunications Consultants India Ltd.(TCIL) in
USA as per the details given below:

 

Formation of C Corporation of Telecommunications Consultants India Ltd. (TCIL) in the state
of Texas, USA with authorization for registering in other states of USA for doing business
subsequently.

i.

 

TCIL's Equity Investment of 100% in the C Corporation amounting to USD 5 Million
(equivalent to INR 33.84 crores taking the exchange rate as Rs. 67.68)in a phased manner.

i.

 

TCIL's submission of Counter Guarantees amounting to USD 5 Million to Lenders of Loans/
Facilities / Vendors and also client for Bid bonds / Advance/ Performance Guarantees etc.
required in connection with the execution of Projects in USA.

i.

C Corporation will be earning precious foreign exchange for the country and increasing profitability
of TCIL which is a Government PSU.

C Corporation is formed in the state of Texas, USA in connection with the execution of Projects in
USA.

The newly formed C Corporation shall earn an estimated profit of around 10% in the initial years
with turnover of USD 10 Million, which may get increased subsequently depending upon the
volume of work.

Formation of C Corporation in USA shall help TCIL to expand its business/ turnover/profits and
ultimately result in increased dividend to the Government being a State PSU.

Total investment of USD 5 Million will be made by TCIL in the form of Equity from its internal
resources. TCIL may also be required to provide Counter Guarantees of around USD 5 Million for
getting finances in US for expansion of business and also Bid Bonds/ Advance Payment
Guarantees/ Performance Bank Guarantees to Govt. authorities/ Final client on behalf of C
Corporation. As such there will be no financial implication on the part of the Government.

Background:

TCIL is a leading ISO - 9001: 2008 and ISO 14001:2004 certified, Schedule-A, Mini Ratna



crackIAS.com

crackIAS.com

Category-l, 100% owned Govt. of India Undertaking. It has executed projects in more than 70
countries in the domain of Telecommunications and Information Technology. It provides
consultancy and turnkey project execution service from concept to completion, in the field of
telecommunications, IT and civil infrastructure.

The consolidated networth of the company as on 31.03.2017 was Rs.2433.66 crore. The
standalone networth of the company was Rs. 588.92 crore. Company has paid/declared
cumulative dividend of Rs. 192.99crore to Government of India till 31.03.2017.

'Google Fiber' is Google's 'fiber-to-the-Premises Project' in the United States for providing high
capacity Broadband Internet and cable television to all the cities. M/s Google have selected few
international Companies as their technical partner like M/s. Ericsson, M/s Mastec, M/s AT&T, M/s
Zoya etc. who in turn have further subcontracted the works to various companies for different
activities. M/s Teletech is one of the companies who have signed Master service agreement with
M/s Mastec and M/s Ericsson for execution of network rollout works in Austin (Texas) and San
Jose (California). M/s Teletech Team approached TCIL for providing full techno commercial and
logistic support for three projects.  M/s Teletech Team have signed a MoU with TCIL on
13.04.2016 followed by a Joint Co-operation Agreement on 27.05.2016. TCIL being a foreign
entity needs to form a C Corporation which is recognized as a separate tax paying entity. This
would also enable TCIL to have L-1 Visas for its manpower resources.
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