Section 115A (Tax on dividends, royalty and technical
service fees in the case of foreign companies)

Whether NRI/ Foreign company is required to pay tax if it is earning only the interest income
covered under Section 115, despite having total income less than Basic exemption limit.
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Analysis of Section 115A

* The special rates specified u/s 115A of Income Tax Act shall be applicable to those income where such
total income has arisen on account of dividend received from the shares held in the Indian company,
income received on units purchased in foreign currency of a Mutual Fund [Section 10(23D)] or such
income earned through Unit Trust of India or through interest received from various sources as specified
below.

®"The interest earned by such non- residents may be of different nature, for instance-
a)Interest received from investment in Infrastructure Debt Fund. [Section 10(47)]
b)Interest earned from Indian company i.e., specified company or Business Trust. [Section 194LC]
c) Interest earned from investment in specified bonds or government securities paid to Fll. [Section
194LD]
d)Interest earned (distributed income) for its units payable by a business trust to its unitholders.
[Section 194LBA].

"The income earned through Royalty or FTS by such non- resident or Foreigh company shall be taxable at
the specified rate u/s 115A which are outside the ambit of Section 44DA(1) of Income Tax Act.

="Now, lets discuss the taxability on such income specified in the section from the next slide. -
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115A(1)(a)(i)
115A(1)(A)

115A(1)(a)(ii)

115A(1)(a)(iia), (iiaa), (iiab)

115A(1)(a)(iiac)

115A(12)(a)(iii)

115A(1)(b)(A)

115A(1)(b)(B)

Dividend income

Dividend Income received from
unit located in IFSC

Interest from govt. or Indian
concern on debt incurred

Interest from Infrastructure Debt
fund, 194LC, 194LD

Interest from 194LBA (business
trust)

Interest in foreign currency from
units of mutual fund

Royalty income (except the income
referred in Section 44DA)

FTS income (except the income
referred in Section 44DA)

20%
10%

20%

5%

10%

20%

20%

20%

Jain Shrimal & Co.



What if?7?7?7?

The Basic exemption limit as per Indian Income Tax Act is Rs. 250,000. Now suppose one NRI is earning

income less than such basic exemption limit, and such income only constitutes interest income covered
u/s 115A.

The few Question that arises are-

"\Whether such NRI is required to pay tax,

"|f yes, then at what rate,

"\Why slab rate benefit is not available for such NRI
"\Whether the DTAA treaty benefit available to the NRI

"| ets understand this with an example in the next slide.... >
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Understanding the concept through an
example

Situation-1. A NRI (resident in Singapore) is earning an interest income of Rs. 200,000, and such interest is
covered in the section 115A. He is not earning any other income from India. Is he required to pay tax in
India on such income having total income less than Basic Exemption Limit.

Solution. The NRI is earning income less than the basic exemption limit specified in the Indian Income Tax
Act. However, such interest income is covered in the definition specified u/s 115A and accordingly such
income shall be taxable at the special rates as mentioned in the section. This means that such income shall
be taxable irrespective of the total income and hence the benefit of Basic exemption shall not be available
to the NRI assesse. Also, the assesse shall not be entitled for any slab rate benefit for such income.

Therefore, NRI has to pay tax on such interest income i.e., of Rs. 200,000.00 at special rates (as per Section
115A) even though it is less than basic exemption. However, the NRI shall get the benefit of DTAA if the rate
mentioned in treaty is more beneficial to the assesse. So if the rate specified in the treaty is more
beneficial for the assesse than the rate mentioned in Section 115A, then such assesse can pay tax at such
reduced rate, otherwise as per Section 115A Income Tax Act.
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Our Comments

" The tax rate as mentioned in the above table needs to be increased by the applicable surcharge and Cess
as per Income Tax Act.

" The NRI assesse earning income covered under Section 115A shall have to pay tax even if having total
income less than Basic Exemption Limit. However, such assesse can take benefit of DTAA treaty if the
tax rate mentioned therein is more beneficial to the assesse.

" The income as specified in Section 115A taxable at specified rates shall not be eligible for deductions as
referred in Chapter VI-A of Income Tax Act.

" |t is pertinent to note that as section 112A, 111A, 112 are specific sections for taxing of Capital Gain
income, similarly, Section 115A of Income Tax Act is a specific section for various types of income as
mentioned in the above table. Accordingly, the tax rate as mentioned in Section 115A will overrule the
general tax rates and such income shall be only chargeable to tax at such special rates.

= Nature of the income like Interest, Dividend, Royalty, FTS specified in the Section 115A shall be taxable
only at the rate as mentioned in the section 115A i.e., the special rate of tax . Such rates has already

been discussed in the table shown earlier. -
Jain Shrimal & Co.



Wish you a Happy 76t
Independence Day!!

Visit our website blog for previous case laws.-
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Disclaimer

This presentation has been prepared on the basis of information available in the public domain and is
intended for guidance purposes only.

Jain Shrimal & Co. has taken reasonable care to ensure that the information in this presentation is
accurate. It however accepts no legal responsibility for any consequential incidents that may arise from
errors or omissions contained in this presentation.

This presentation is based on the information available to us at the time of preparing the same, all of
which are subject to changes which may, directly or indirectly impact the information and statements
given in this presentation.

Neither Jain Shrimal & co. nor any person associated with us will be responsible for any loss however
sustained by any person or entity who relies on this presentation. Interested parties are strongly
advised to examine their precise requirements for themselves, form their own judgments, and seek
appropriate professional advice.
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