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EMTS - Express Money Transfer Service
FBEO  FOFRerencde  SeRAE  EMTS - 2) SRMWTIHN SR 00T
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HIGHLIGHTS OF THE PROPOSED AMENDMENTS RELATING

DIRECT TAXES APPLICABLE TO
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The finance minister while presenting the
budget for the 2015 on 28.02.2015 has clarified
issues with regard to TDS applicable to co-
operative banks and societies. The following is the
extract of the amendment proposed for Section
194A of the Income Tax, 1961.

1. Rationalisation of provisions relating to
deduction of tax on interest (other than interest
on securities)

Section 194A(1) read with section 194A(3)(i) of
the Act provide for deduction of tax on interest
(other than interest on securities) over a specified
threshold, i.e. Rs.10,000 for interest payment by
banks, co-operative society engaged in banking
business (co-operative bank) and post office and
Rs.5,000 for payment of interest by other persons.
Further, sub-section (3) of section 194A inter alia
also provides for exemption from deduction of tax
in respect of following interest payments by co-
operative society:

(i) Interest payment by a co-operative society
to a member thereof or any other co-operative
society. [Section 194A(3)(v) of the Act]

RoFnen Sedemon
TRORIOLR 273 & :nqis%d BNRCS 2WETE WF0LIET 2ONHRTY QID ST Ei@w(f)@
DBeTES TRIDPYTD, FXTT LRODNE TN IBTONY &SN TBe3TeONTS.

CO-OPERATIVES- BUDGET 2015

BeOr 801N 2015 - 16

30T O XD & wOdeo IODIL THORAT SOHTED 201589 IBTT  LROBND
ROLIODRTOZ TFAVLAR  ¢8.8.0%°

. D) SHod Bon
ROWORAT TOWD  DTODNRTI, eﬁodawodazzieﬁ

— BOTTIDH

(i) Interest payments on deposits by a primary
agricultural credit society or primary credit
society or co-operative land mortgage bank or
co-operative land development bank. [Section
194A(3)(viia)(a) of the Act]

(iii) Interest payment on deposits other than
time deposit by a co-operative society engaged
in the business of banking other than those
mentioned in section 194A(3)(viia)(a) of the Act.
[Section 194A(3)(viia)(b) of the Act]

Therefore, as per the provisions of section
194A(1) read with provisions of sections 194A(3)
(i)(b) and 194A(3)(viia)(b), co-operative bank is
required to deduct tax from interest payment
on time deposits if the amount of such payment
10,000/-.
However, as the provisions of section 194A(3)

exceeds specified threshold of Rs.

(v) of the Act provide a general exemption from
making tax deduction from payment of interest by
all co-operative societies to its members, the co-
operative banks tried to avail this exemption by
making their depositors as members of different
categories. This has led to dispute as to whether

Ay~ =i7oest€ 2075 mmmm
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the co-operative banks, for which the specific
provisions of tax deduction exist in the form of
section 194A (1), section 194A(3)(i)(b) and section
194A(3)(viia)(b) of the Act, can take the benefit of
general exemption provided to all co-operative
societies from deduction of tax on payment of
interest to members.

The matter has been carried to judicial forums
and in some cases a view has been taken that the
provisions of section 194A(3)(viia)(b) of the Act
makes no distinction between members and non-
members of co-operative banks for the purposes
of deduction of tax, hence, the co-operative banks
are required to deduct tax on payment of interest
on time deposit and cannot avoid the same by
taking the plea of the general exemption provided
under section 194A(3)(v) of the Act.

This is because the specific provision of tax
deduction provided under section 194A(3)(i)(b)
and 194A(3)(viia)(b) of the Act for co-operative
banks override the general exemption provided to
all co-operative societies for non-deduction of tax
from interest payment to members under section
194A(3)(v) of the Act.

As there is no difference in the functioning of
the co-operative banks and other commercial
banks, the Finance Act, 2006 and Finance Act,
2007 amended the provisions of the Act to provide
for co-operative banks a taxation regime which is
similar to that for the other commercial banks.

Therefore, there is no rationale for treating
the co-operative banks differently from other
commercial banks in the matter of deduction of tax
and allowing them to avail the exemption meant

for smaller credit co-operative societies formed
for the benefit of small number of members.
However, as mentioned earlier, a doubt has been
created regarding the applicability of the specific
provisions mandating deduction of tax from the
payment of interest on time deposits by the co-
operative banks to its members by claiming that
general exemption provided is also applicable for
payment of interest to member depositors.

In view of this, it is proposed to amend the
provisions of the section 194A of the Act to
expressly provide from the prospective date of
1st June, 2015 that the exemption provided from
deduction of tax from payment of interest to
members by a co-operative society under section
194A(3)(v) ) of the Act shall not apply to the
payment of interest on time deposits by the co-
operative banks to its members.

However, the existing exemption provided
under section 194A(3)(viia)(a) of the Act to
primary agricultural credit society or a primary
credit society or a co-operative land mortgage
bank or a co-operative land development bank
from deduction of tax in respect of interest paid
on deposit shall continue to apply.

Therefore, these co-operative credit societies/
banks referred to in said clause (viia)(a) would not
be required to deduct tax on interest payment to
depositors even after the proposed amendment.
Further, the existing exemption provided under
section 194A(3)(v) of the Act from deduction of
tax from interest paid by a co-operative society
to another co-operative society shall continue to
apply to the co-operative bank and, therefore, a

re.
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co-operative bank shall not be required to deduct
tax from the payment of interest on time deposit
to a depositor, being a co-operative society.

The existing provision of TDS on payment of
interest by banking company or co-operative
bank applies only to the interest payment on time
deposits made on or after the 1st day of July, 1995.
The definition of “time deposits” provided in the
section 194A of the Act excludes recurring deposit
from its scope. Therefore, payment of interest on
recurring deposits by banking company or co-
operative bank is currently not subject to TDS.

The recurring deposit is also made for a fixed
tenure and, therefore, the same is akin to time
deposit. It is, therefore, proposed to amend
the definition of ‘time deposits’ so as to include
recurring deposits withinits scope for the purposes
of deduction of tax under section 194A of the Act.
However, the existing threshold limit of Rs 10,000
for non-deduction of tax shall also be applicable in
case of interest payment on recurring deposits to
safeguard interests of small depositors.

Currently, provisions of proviso to section
194A(3)(i) of the Act provide that the interest
income for the purpose of deduction of tax by the
banking company or the co-operative bank or the
public company shall be computed with reference
to a branch of these entities. As currently, most
of these entities are computerised and follow
core banking solutions for crediting interest,
there is no rationale for continuing branch wise
calculation of interest by the entities who have
adopted core banking solutions. It is, therefore,
proposed to amend the provisions of section

194A of the Act to provide that the computation
of interest income for the purposes of deduction
of tax under section 194A of the Act should be
made with reference to the income credited or
paid by the banking company or the co-operative
bank or the public company which has adopted
core banking solutions.
Highlights of the above provisions :

a) The benefit of exemption from TDS u/s
194A(3)(v) is not applicable to co-operative
banks and hence co-operative banks are
liable to deduct tax at source (TDS) from
01.06.2015 if interest paid to depositors
including members if
Rs.10000/- in a year.

interest exceeds
b) The definition of term deposit has been
amended to include Recurring Deposit and
hence TDS u/s 194A is applicable on RDs
from 01.06.2015 if the interest payment
exceeds Rs.10000/- in a year.

c) Computation of income for TDS u/s 194A
should be made with reference to bank as
a whole and not branch wise. If aggregate
interest payment by all branches exceeds
Rs.10000/- to a depositor TDS needs to be

made.

d) TDS is not applicable to the interest paid by
co-operative banks to co-operative societies

even if it exceeds Rs.10000/- in a year.

Co-operative societies need not deduct
tax at source (TDS) on the interest paid to
members as per section 194A(3)(v) of the
Income Tax Act, 1961.

Ay~ =i7oest€ 2075 mmmm
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2. Rate of Income-tax :

There is no change in the rate of tax. The income tax rate is as follows:

In the case of every co-operative society, -

Rates of income-tax

where the total income does not

exceed Rs. 10,000

where the total income exceeds Rs.

10,000 but does not exceed Rs. 20,000
where the total income exceeds Rs. 20,000

(1)

(2)

(3)

10 per cent. of the total income;

Rs. 1,000 plus 20 per cent. of the amount by
which the total income exceeds Rs. 10,000;
Rs. 3,000 plus 30 per cent. of the amount by
which the total income exceeds Rs. 20,000.

Surcharge on income-tax
Theamountofincome-taxcomputedinaccordance
with the preceding provisions of this Paragraph,
or the provision of section 111A or section 112 of
the Income-tax Act, shall, in the case of every co-
operative society, having a total income exceeding
one crore rupees, be increased by a surcharge for
the purposes of the Union calculated at the rate
of twelve per cent of such income-tax:

Provided that in the case of every co-operative
society mentioned above having total income
exceeding one crore rupees, the total amount
payable as income-tax and surcharge on such
income shall not exceed the total amount payable
as income-tax on a total income of one crore
rupees by more than the amount of income that
exceeds one crore rupees.

Highlights of the above provisions :

a) The co-operative banks and societies (other
than credit) are liable to pay surcharge at the
rate of 12% if the income after deduction exceeds
Rupees One Crore.

b) The effective rate of tax in the specified

category mentioned above goes up from existing
30.9% to 34.61% (34.608%)

3. Issues not clarified :

The following issues have not been addressed by
the Finance Minister in the budget :

a) Category of members eligible to get exemption
from TDS u/s 194A(3)(v) of the Income Tax Act,
1961.

b) The litigation with regard to Section 80P(4)
of the Income Tax Act, 1961 inserted by the
Finance Bill 2006 has not been addressed and
disallowabilty u/s 80P(2)(a)(i) may still continue
for credit co-operatives/societies.

c) No clarification given with regard to the
interest received by co-operative societies
from co-operative banks as to whether same
is allowable as deduction u/s 80P(2)(d) as the
assessing officers are demanding tax on that.

For any clarification contact :
CA.Madhukar Hegde

Ph: 9448151454

E-mail: hegdemadhul@gmail.com
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Joint Liability Groups
SF, MF, Tenant Farmers, Oral Lessees, Share Croppers
Micro entrepreneurs /Artisans in Non-Farm Sector

» Y.V.Gundurao, NABARD, Karnataka Regional Office

Joint Liability Groups

Access to credit for SF and MF

According to Karnataka Crop Insurance Study conducted by
World Bank

Somre of Loan MAR. Fanner Small Farmer
Commercial Banks ad RRBa 2 10% 3.3A%
Coopemtives 5.95% 13.009%
SHG 1341% 304%
t:::: Relaties! Maney AD30% f—
Shop 7% 5.03%
Chit Fund 220% 1049%
Tolal Ioars from formal sasces S047T% 40.28%
Tolal Ioarrs from imfomal sources 4951% 50T%

Why JLG?

e Bank finance not reaching SF/MF/Tenant farmers for
lack of clear title to Agriculture land/other collaterals.

e To minimise the risks in the loan portfolio for the
banks through group approach, cluster approach, peer
education and credit discipline.

e Gol Budget announcement
financing 5 lakh JLGs.

Objectives — Farm Sector

» Augment flow of credit to mid- segment clients
taking up farm activities.

» Bring more areas under cultivation

e enhance productivity

e increase production

» Food security

» Livelihood promotion

Objectives — Non-Farm Sector

» Augment flow of credit to Micro-entrepreneurs/
artisans/ individuals in non-farm sectors

M Toserve as collateral substitute for loans to be provided to the target group

» To build mutual trust /confidence between bank and

in 2014-15 regarding

——

target group

» Livelihood promotion to vulnerable section

General Features

» Informal group of 4-10 individuals

» Avail bank loan on individual basis or through group
mechanism

» Mutual guarantee

» Similar economic activity

» Joint undertaking to the bank

» Expected to support each other

Criteria for Membership

» Similar socio-economic status

» Residing in same area

» Defaulters debarred

» Only one person from same family

» Should know and trust each other

Group approach

» Selection of effective leader

» Regular meetings

» Principles of self-help

» All to be active

What next ?

» Conduit for technology transfer

» Market information

» Training and assessing input/raw material require-ments

» JLGs of specific activity can be federated at block level

» After stabilisation, cluster federations or producers'
companies

Who can form JLGs

» Big Farmers

» Agriculture Technology Management Agency (ATMA)

» Non-Governmental Organisations

» Bank Branches, PACS, Govt. Depts.,

» Farmers clubs, Farmers Associations

» Govt. Depts., MFI/MFOs,

» Panchayat Raj Institutions

» KVKs, Agriculture Universities

» Individuals, Input Dealers, Document Writers in Coops

Savings

» Encourage to save regularly

» Banks may open SBa/cs
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» Quantum of loans on the basis of need and not linked
to thrift

Benefits of JLGs to Members

» Issue of security resolved — Joint Liability Agreement
and Peer pressure

» Availability of adequate and timely credit leading to
higher income

» Farm inputs in time

» Benefits of scale in farm operations like purchase of
inputs, processing, marketing

» Increase in production/ productivity leading to positive
impact on GDP

Benefits of JLGs to Banks

» Promotes Financial Inclusion

» Enhancement of Business

» Reduction of transaction cost.

» Better Recovery

» Credit plus services to increase income levels.

» Address the issue of staff shortage

» Outsourcing of banks business without cost

JLG MODELS

Model A - financing individuals in JLG

» KCC/SCC to each member

» Assess credit requirement

» Members jointly execute loan document

» Member opting out of group or joining group will need
new loan agreement

» Mutual agreement needs consensus about amount of
individual debt liability

» Each jointly and severally liable for all loans taken by all
members belonging to a group

Model B - financing JLG as a group

» Group functions as one borrowing unit

» One loan comibining credit need of all members

» Credit need to be assessed on the basis of available cultivable
area of each member and activity to be taken up

» Members jointly execute loan document

» Mutual agreement needs consensus

» Any change in membership lead to new document

Credit appraisal

» Thorough credit appraisal to avoid over/under financing

» Rol, margin on security, documentation, coverage under
crop insurance, PAIS, as per regular norms

» Flexible credit product to address crop production,
marketing and investment credit, other productive
purposes in agri & allied sector

Monitoring and review

e All members liable in case of default

e  Peer pressure in utilisation and repayment

e Half-yearly progress report in prescribed format to RBI

& NABARD

e Banks may evolve MIS

e Harmonious relation and continuous contact

Incentive for promotion from NABARD

» For Banks - grant for formation, nurturing and financing
@ Rs.2000/- per JLG over 3 years

» For other institutions - Rs.2000/- per JLG over 3 years

» First instalment — Rs.1000/- after sanction of bank loan

» Il and Il instalments — at the end of Il & Il year after
prompt repayment by all members of group

Capacity building

e Banks to take up training for stakeholders

e Awareness and sensitisation of JLG concepts for staff
and target group

e NABARD to conduct capacity building programmes
of Bank staff, publicity measures such as pamphlets,
leaflets, use of media, etc.

NABARD refinance

100% refinance assistance to all Banks for their lending
to JLGs

Broad list of items to be seen during field visit or
interaction with members

e Howarethegroupsformed? What were the motivational
factors?

e How long the groups have been functioning?

e How many members are there?

e Activities pursued by the group members — FS/NFS

e How often the group meets? How the meetings are
conducted?

e Whether members do voluntary savings? Whether the
members have opened individual bank accounts with
bank branch — type of accounts.

e What is the extent of bank loan? How does the group
disburses loan out of this — Model A or Model B?

e What is the collateral security, if any, taken?

e Rate of interest charged by the bank? Repayment
period, how fixed?

e Whatisthe recovery performance? How does the group
tackle the non-repayment of loans by members?

e Who decides the purpose of the loan? Is there a system
of grace period? System of taking subsequent loans?

e What are the benefits as being members?

e Bankloanisa CCorTerm loan? How the limit is fixed by
the bank?

e Whether members are aware of rate of interest charged
by the bank, distinguishing features of CC and TL?

e Documentation

e Role of NGO/ILPI, providing training and coordinating
activities, if any.

e KYCissues [
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